& BEARIDRIT

Economic Research November 2023

Market Monitor — Chinese Mainland

Q3 Growth Bolstered by Stronger Supportive Policies

-
)

e Steady economic growth in Q3 was boosted by a stronger policy mix.

e  Services-led consumption maintained robust growth; infrastructure and high-tech
investment expanded steadily.

e The Mainland authorities’ policy mix is gaining momentum, though they continue to
balance between stabilising near-term growth and promoting long-term, high-

quality development needs.

Growth gets boosted by an enhanced policy mix

The Chinese Mainland economy regained some traction, driven by a mix of pro-growth
measures. The Chinese Mainland’s economy expanded by 4.9% year-on-year (YoY) in Q3.
On a quarter-on-quarter basis, GDP growth picked up from 0.5% in Q2 to 1.3% in Q3,
which indicated improving growth momentum. Among the major economic components,
final consumption served as the primary growth driver (contributing 94.8% of headline 10%
growth) in Q3, while gross capital formation came next (22.3%), with both offsetting the
drag from weaker net exports (-17.1%). For the first three quarters of 2023, GDP growth
reached 5.2% YoY. The Chinese Mainland economy is on track to meet the Government’s
5% growth target for 2023 if GDP growth in Q4 reaches 4.4% YoY or higher. With a 5%
strengthened recovery pace, the growth target should be safely achieved.
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Domestic consumption has staged a robust recovery with stronger growth in both
services and goods. In the post-Covid normalisation period, the services sector,
particularly contact-intensive ones, has benefited from the rebound in people’s mobility.
Catering, travel, education, cultural & entertainment, etc. all recorded a sharp recovery.
In the first three quarters of 2023, per capita consumption of services grew by 14.2% YoY,
accounting for 46.1% of overall per capita consumption. Meanwhile, retail sales of
consumer goods grew by 6.8% for the first three quarters of 2023. In September, its
growth pace increased to 5.5% YoY, up from 4.6% in August. Specifically, restaurant
receipts have maintained double-digit growth rates at 13.8% YoY in September, up from

Source: CEIC
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12.4% in August. Retail sales of automobiles also recovered, given the boost from greater
discounts given by sellers and favourable policies to encourage automobile purchases.

Industrial production and investment stabilised further, indicating a more balanced
recovery. The industrial sector has shown broadening signs of recovery. Even with a
higher base of comparison, the total value added of established industrial enterprises
kept its growth at 4.5% YoY in September (January — September: +4.0% YoY). Regarding
investment, the growth of headline fixed asset investment (FAl) was at 3.1% YoY in
January - September, led by infrastructure and manufacturing investment (+6.2% YoY for
both sectors). Property investment remained subdued, contracting by 9.1% YoY in
January — September. With faster and front-loaded issuances of special local government
bonds and continued credit support for the technology sector, high-tech and
infrastructure investment will keep a stronger growth pace ahead, providing steady
support for employment and the overall economy.

Enhanced policy support limits the downside risks of the property market. Since 2023,
various measures have been implemented to support the property market. In late-August,
more policy supports, including relaxation of mortgage rules, reduced mortgage rates,
lower down payment ratios, etc., were rolled out. Most notably, existing first-home
mortgage borrowers enjoyed a reduction in repayments as the weighted-average interest
rate was cut by 0.73 percentage points to 4.27%. Besides, more local governments are
stepping up their efforts to increase homebuyers’ incentives and revitalise market activity.
For example, Guangzhou and Shenzhen reduced the minimum mortgage rates for first-
home buyers (Loan Prime Rate minus 10 basis points), and some tier-2 cities (e.g., Nanjing
and Zhengzhou) lifted their home purchase restrictions. The impacts of these policies
started to emerge, as shown by the stabilisation of property market activity. Total
residential transactions (including new homes and secondary homes) in 70 major cities
turned to a positive month-on-month (MoM) growth of 2.8% in September after months
of declines since April. New home prices in tier-1 cities stayed flat in September compared
to the previous month, outpacing the 0.3% MoM contraction for both tier-2 and tier-3
cities.

Enhancing policy mix to sustain the recovery

The Mainland authorities are enhancing their policy mix. In response to the moderating
growth momentum since Q2, the Mainland authorities have implemented a wide range
of policy measures, from monetary easing to the extension of fiscal spending, support for
the property market, etc. Most recently, a plan to issue new sovereign bonds worth RMB
1 trillion was approved to support disaster reconstruction. This move will raise the 2023
fiscal deficit from 3% of GDP to 3.8% of GDP. Additionally, local governments are allowed
to frontload part of their 2024 special bond issuance to support public spending and
maintain investment. The National Financial Regulatory Administration also issued new
measures to boost consumer finance for the purchase of automobiles by lowering the
down payment ratio for auto loans, and extending their loan terms, etc. On October 30-
31, the Central Financial Work Conference called for establishing a mechanism for
resolving local debt risks and fulfilling the financing needs of property developers. These
policies could likely stabilise market confidence, stimulate consumption and
infrastructure investment, and mitigate risks from local government debts and the
property sector. As various support measures have begun to filter through, more notably,
to the real economy, the Chinese Mainland economy is expected to maintain a steady
growth path ahead.
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Retail Sales, Industrial Production
and Fixed Asset Investment
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A more favourable policy backdrop somewhat boosted the market RMB/USD vs US Dollar Index

appetite 7.05 108
Despite global uncertainty, a more favourable policy backdrop in the Mainland 710 106
somewhat boosted market sentiment. The equity market first declined in the first half 7:15

of October on the back of multiple headwinds from a prolonged high interest rate 7.20 104
environment globally, weakening external demand and escalating geopolitical tensions. 7.25 102
In mid-October, the Mainland authorities announced additional policy support to 7.30

stabilise investment and growth ahead, particularly raising the fiscal deficit ratio, issuing 7.35 100
additional sovereign debts, and frontloading special bonds, etc. This drove a somewhat 2.40 o8
better market appetite and equity market performance in the second half of October. 8/23 9/23 10/23

However, the Shanghai Stock Exchange A Share index still fell by 2.9% in October, while CNY/USD (LHS) === US Dollar Index (RHS)
onshore and offshore RMB depreciated by 0.3% and 0.7% against the US dollar compared Sources: Bloomberg, data as of 31/10/2023

to the previous month, with the CNY and CNH closing at 7.3164 and 7.3416 per US dollar,
respectively.
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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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