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Market Monitor — Mainland China

Economic momentum is gathering steam

e After the post-pandemic reopening, consumer confidence and activity improved
notably, driving the economic recovery in Mainland China.

e The Mainland authorities will enhance policy efforts in a targeted way to drive steady
recovery, with a focus on all-rounded policy coordination and effective risk control.

e The momentum of economic recovery in Mainland China is gathering steam, with

the Government’s growth target of around 5% widely expected to be achieved.

The Mainland’s economy recorded a broad-based improvement in the
first two months of 2023

The Mainland’s economic recovery was gathering steam in the first two months of 2023,
driven by stabilizing domestic demand, investment and property market, etc. Against
the backdrop of post-pandemic normalization, coupled with a buoyant festive sentiment
during the Chinese New Year (CNY), consumption and pandemic-hit services sectors
marked a strong recovery, and investment posted steady growth. Meanwhile, the
Mainland property market also showed signs of stabilization, driven by enhanced policy
support, possibly driving a revival of homebuyer and consumer confidence, as well as

broader economic activities. . .
Fixed Asset Investment, Retail Sales

and Industrial Production

The consumption and services sector improved notably. In the first two months of 2023, 20% 40%

retail sales returned to a 3.5% year-on-year (YoY) growth, marking the end of consecutive 30% 30% Sc’o
declines between October and December 2022. Most notably, restaurant receipts and & ig:f ig:f .'c:
the services production index rebounded substantially, rising by 9.2% and 5.5% YoY in the g 0%‘: 0%° ;5
first two months of 2023 respectively, following 14.1% and 0.8% YoY declines in E -10% -10% E

December 2022. Meanwhile, metro ridership in major cities recovered to over 90% of -20% -20%
the 2019 level, indicating a rapid resumption of people’s mobility and economic activity. -30% -30%
In 2023, the Mainland authorities will implement targeted policies to expand

consumption, including measures for job creation and subsidies, which will fuel a further _:‘edt‘;isltgfl'(a':'(‘ﬁlgc)“O" (LHS)

acceleration in retail sales and services spending in the months ahead. ——— Fixed Asset Investment (RHS)
Source: CEIC
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Fixed asset investment (FAI) maintained steady growth, while industrial production
expanded further. Overall, FAl posted a 5.5% YoY growth in the first two months of 2023,
with infrastructure investment expanding at an elevated 9.0% YoY during the same period,
higher than the 8.1% increase in the same period of last year. The issuance of special-
purpose local government bonds has expedited reportedly, likely driving stronger
infrastructure investment. Meanwhile, manufacturing investment expanded by 8.1% YoY
in the first two months of 2023. Overall industrial production and manufacturing sector’s
production also accelerated from 1.3% and 0.2% YoY in December 2022 to 2.4% and 2.1%
in the first two months of 2023, respectively. With the post-pandemic supply chain easing,
declining manufacturers’ cost pressure and improving market demand, etc., industrial
production will likely head for a faster recovery ahead. Improving investment and
industrial activities will also facilitate job creation and improve households’ income
expectation, thereby boosting consumption and services sector performance in the
coming months.

The Mainland property market showed signs of stabilization at a subdued level. On the
demand side, the decline of sales by floor space of commercial residential building
narrowed to 0.6% YoY in the first two months of 2023, partly due to a lower base of
comparison. The new home prices in 70 cities also marked an end to consecutive declines
since August 2022. As such, the latest readings pointed to an improving property market
sentiment, which is conducive to its stabilization. On the supply side, investment in
residential development recorded a narrower contraction at 4.6% YoY in the first two
months. With improving funding condition for quality developers, property investment is
poised to see further stabilization, or even a modest expansion ahead. Overall, the latest
readings showed that the improving market confidence and enhanced policy support are
driving the property market stabilization.

Growth target widely expected to be achieved amidst stronger policy
support

The Mainland authorities will continue to enhance its policy effort to promote steady
growth and high-quality development. The “Two Sessions” 2023 outlined the State
Council Institutional Reform Plan, which includes the formation of the National Financial
Regulatory Administration, the National Data Administration and the restructuring of the
Ministry of Science and Technology. The reform focuses on optimizing financial regulation,
promoting a digital economy and achieving self-reliance in technology. Meanwhile, the
growth target in the Government Work Report 2023 was set at around 5.0%. Premier Li
Qiang signalled to enhance policy effort and coordinate polices on all fronts to strengthen
macro-policy, expand domestic demand, promote reform and innovation, as well as
enhance risk prevention and mitigation. Potential fiscal measures include targeted
refinancing schemes, favourable taxes, fee reductions and subsidies to lower corporate
burden in operations, encourage equipment upgrade and drive consumption in specific
sectors (e.g. new energy vehicles). Following the “Two Sessions” 2023, the People’s Bank
of China (PBoC) announced a cut of reserve requirement ratio (RRR) by 25 basis points on
17" March to maintain reasonably ample liquidity in the banking system. In the future,
there is still room for further RRR cuts; a slight policy rate cut remains a possibility to
enhance support to the real economy.

The Mainland authorities will focus on consumption recovery and stabilizing
employment, the growth target widely expected to be achieved. In 2023, the policy
focus will be on consumption recovery and expansion. The incomes of urban and rural
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residents will be boosted through multiple channels, including job creation, enhancing

social security and transfer payments, etc., in order to improve households’ income RMB/USD vs US Dollar Index

expectation. Meanwhile, accelerating infrastructure projects will also maintain robust 6.50 106

investment activities. Consumption and investment will be the major forces driving

Mainland China’s economic recovery ahead, offsetting the negative impact of the global 6.60 104

economic slowdown. The economic growth in Mainland China is expected to reach 6.70

around 5.7% in 2023, outpacing the Government’s growth target. 102
6.80

Global financial volatility exacerbated by a risk-averse sentiment 6.9 100

Over the past month, market confidence and expectations of policy outlook has 7.00 98

changed significantly, fuelling a risk-averse sentiment. Following the banking sector 1/23 2/23 3/23

CNY/USD (LHS) e US Dollar Index (RHS)
Sources: Bloomberg, data as of 31/3/2023

confidence crisis in Europe and the US, the expectations of US rate hikes has eased
somewhat, leading to a narrowing interest rate spread between China and the US,
thereby supporting the RMB exchange rate. However, banking sector confidence crisis in
Europe and the US has also affected investors’ risk appetite and stock market
performance. Overall, Mainland China still maintained a solid pace of economic recovery
and its financial system was not affected by the global market turmoil. With a resilient
domestic financial system, the financial market remained steady in Mainland China. In
March 2023, the onshore and offshore RMB increased by 0.9% and 1.2% against the US
dollar, closing at CNY 6.8736 and CNH 6.8703 per US dollar respectively, while A-shares
edged down by 0.2% to 3,430.45.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. The content is based on
information available to the public and reasonably believed to be reliable, but has not been independently verified. Any
projections and opinions contained herein are expressed solely as general market commentary, and do not constitute an
offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an
offer. The information, forecasts, and opinions contained herein are as of the date hereof and are subject to change without
prior notification, and should not be regarded as any investment product or market recommendations. This material has not
been reviewed by the Securities and Futures Commission of Hong Kong, Hong Kong Monetary Authority, or any regulatory
authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other reports
may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the
information and stated returns contained in this material, and no liability is accepted for any loss arising, directly or
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment
involves risks. The price of investment products may go up or down, and may become valueless. Past performance is not
indicative of future performance. The investments mentioned in this material may not be suitable for all investors, and the
specific investment objectives or experience, financial situation, or other needs of each recipient are not considered.
Therefore, you should not make any investment decisions based solely on this material. You should make investment
decisions based on your own investment objectives, investment experience, financial situation, and specific needs; if
necessary, you should seek independent professional advice before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast,
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms that
exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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