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Four observations on Chinese economy

Thursday, April 18, 2019
Highlights:

e A strong turnaround story in March, but surprisingly net export is the key
contributor to China’s growth in 1Q.

e There is mismatch between supply story and demand story.

e Property market is not the weakest link in 2019

e More measures needed to boost domestic demand. Real income growth
and wealth effect from equity rally are positive for consumption story.

e Infrastructure investment remains sluggish but may pick up soon.

e Chinais on track to grow at around 6.3% in 2019.

The Chinese economy beat market expectation growing by 6.4% yoy in the first
quarter of 2019, intact from growth in 4Q 2018. Despite a slow start in the first two
months, the economy turned around strongly in March due to the fading of Chinese

New Year effect as well as the positive response to China’s easing fiscal and
monetary policies.

China’s industrial production grew by 8.5% yoy in March, much higher than the
market consensus of 5.9%. Retail sales growth rebounded to 8.7% yoy in March
while fixed asset investment reaccelerated to 6.3% yoy in 1Q from 6.1% yoy in the
first two months of 2019.

Consumption remains a key driver to China’s growth, contributing 65.1% to growth
in 1Q. However, the share of consumption fell from 76.2% in 2018 as net export
picked up strongly. 1.5% out of 6.4% came from net export. This was the highest
number since China started to release the data from 2009.

Chart 1: 1Q GDP was supported by net export
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Chart 2: Industrial production reaccelerated

Observation 1: Mismatch between supply story and demand story

Among all the data released, the main surprise came from March industrial production. The 8.5%
yoy growth is the level we haven’t seen since July 2014. Clearly, the Chinese New Year effect
played a part. After removing the Chinese New Year effect, China’s industrial production
increased by 6.5% yoy in the first quarter of 2019, reaccelerating from 6.2% in 2018.

The reacceleration of industrial production in the first quarter is encouraging; however, it may
not be matched by demand side story. On external demand, China’s export rose by 1.4% in 1Q,
down sharply from 9.9% yoy in 2018. On domestic demand, China’s retail sales rose by 8.3% yoy
in 1Q, down from 9% yoy in 2018. Despite slowdown in both external demand and domestic
demand in 1Q, China’s production reaccelerated. The mismatch between supply story and
demand story could be distorted by the anticipation of value added tax cut effective from 1 April
as smaller companies expanded their production preparing for the VAT cut.

Looking ahead, we think industrial production is likely to normalize in the coming months to
about 6.5% range.

Chart 3: Industry commodity prices rebounded
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Observation 2: Green shoots in property sector

Investment in property market remains strong with property investment grew by 11.8% yoy in 1Q,
up from 11.6% yoy in the first two months. Meanwhile, the newly constructed gross floor area
growth also reaccelerated to 11.9% yoy from 6%. The strong land acquisition in 2018 may
continue to support property investment in the coming quarters. Meanwhile, as local
governments have brought forward their bond issuances, the pickup of revamp of shanty town
project may also provide support to property investment. As such, we reiterated our view that
China’s property market is unlikely to be the weakest link this year despite the uncertainty.
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Chart 4: Property investment remains strong Chart 5: Newly started gross floor area
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Observation 3: More support measures to boost domestic demand

The rebound of retail sales in March also caught us by surprise as we initially expect the retails
sales to decelerate further due to weak car sales numbers. Noting that car sales account for
26.8% of China’s total retail sales in 2018. The rebound of retails sales was mainly due to price
effect as a result of higher petrol costs and food prices. Retail sales in food and oil related
products reaccelerated to 4% and 3.6% yoy respectively in the first quarter.

On positive note, China’s real earning grew by 6.8% yoy in 1Q, higher than 6.4% real GDP growth.
The faster earning growth is supportive of consumption in the coming months.

Looking ahead, as China is likely to roll out more measures to support car sales. We expect car
sales to rebound, providing support to retail sales in the coming months. Meanwhile, the positive

wealth effect due to strong equity market strong real income growth may also support
consumption.

Chart 6: Food and petrol sales rebounded Chart 7: Real income grew faster than GDP
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Observation 4: Infrastructure investment yet to pick up

China’s infrastructure investment grew by 4.4% yoy in 1Q, up slightly from 3.8% yoy in 2018.
Despite the pickup, the pace of recovery is still slow in our view. Nevertheless, given the
successful issuance of local government bonds in the first quarter, we expect China’s
infrastructure investment to accelerate further to 5-10% in the coming quarters.

Chart 8: Infrastructure investment remains sluggish Chart 9: local gov brough forward their funding
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To conclude, there are green shoots in recent China data such as strong property investment.
Nevertheless, uncertainties remain on demand side. On the positive note, the possible new
stimulus measures to car sale, positive wealth effect from strong equity market and strong real
income growth in 1Q may be supportive of consumption story in the coming quarters. Meanwhile,
we also expect China’s infrastructure investment to pick up further as local governments have
successfully brought forward their funding. As such, we believe China is on track to grow at
around 6.3% in 2019.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or
in part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for
the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market,
bond market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we
have taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given
any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of
the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for
any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or
opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to
provide any recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or
treated as a substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the
suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs
before you make a commitment to purchase the investment product. OCBC Bank, its related companies, their respective directors
and/or employees (collectively “Related Persons”) may or might have in the future interests in the investment products or the
issuers mentioned herein. Such interests include effecting transactions in such investment products, and providing broking,
investment banking and other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and
receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate,
distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such
report, part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas
office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any
law, rule, regulation, guidance or similar. In particular, you agree not to share, communicate, distribute, deliver or otherwise
disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU)
(“MIFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MIFID II”), or any
part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by
you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID I, as implemented
in any jurisdiction)
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