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China’ d
Ina’s modest recovery
Tommy Xie Dongming * Auto sector led the recovery
Economist ¢ Infrastructure investment is doing the heavy lifting reversing the decline
+65 6530 7256 trend of overall fixed asset investment for the first time in 2022. d
xied@ocbc.com * Manufacturing activity remains resilient.

* Property sector will remain the weakest link for a while.
¢ Weak sentiment in the household sector remains the key challenge.

China’s key August economic indicators beat market expectation. Industrial
production and retail sales growth accelerated to 4.2% yoy and 5.4% yoy
respectively in August from 3.8% yoy and 2.7% yoy in July. In addition, fixed
asset investment rebounded to 5.8% yoy in the first eight months from
5.7% yoy in the first seven months, reversing the decline trend for the first
time this year (Chart 1).

Auto sector led the growth

Auto sector continued to recover from the disruption in the second quarter
during the Shanghai lockdown. In addition, China has also stepped up its
stimulus to boost both auto output and demand. On 18 August, China’s
State Council announced to extend the vehicle purchase tax exemption for
new energy vehicles by another year to the end of 2023.

Retail sales of auto rose by 15.9% yoy in August while auto production in
August jumped by 39% yoy. Excluding auto sales, China’s August retail sales
would only grow by 4.3% yoy instead of 5.4% headline growth (Chart 2).

Chart 1: Fixed asset investment rebounded for the first Chart 2: Retail sales ex auto would only grow 4.3%
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Chart 4: Developer’s source of funds improved

%

Property market remains the weakest link

China’s property investment contracted further by 7.4% yoy in the first
eight month from 6.4% yoy contraction in the first seven months. Property
market has been the key drag on the growth this year and there is no sign
of imminent recovery.

The high frequency daily property transaction volume showed that average
daily property sales in the first half of September in 30 major cities fell by
27.7% yoy despite easing measures (Chart 3).

Chart 3: No golden September this year in property market.
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The only bright spot is that source of funds for developers improved slightly

with the decline narrowed slightly to 25% yoy in the first eight months from
25.4% yoy in the first seven months (Chart 4).

Nevertheless, the appetite for land acquisition remains weak. The collapse
of land purchase by area widened to 49.7% yoy from 48.1% yoy (Chart 5).

This signals weak property investment ahead.

Chart 5: But demand for land remained weak
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Infrastructure investment to play a bigger role

Against the backdrop of sharp deceleration of property investment,
infrastructure investment growth accelerated to 8.3% yoy in the first eight
months from 7.4% yoy in the first seven months on the back of policy and
funding supports (Chart 6). We expect China’s infrastructure investment to
accelerate further to 10% in the coming months, which will offset the loss
from the property investment.

Manufacturing investment remains resilient

Other than that, manufacturing sector remains resilient on the back of
supply chain upgrade and more funding supports despite rising uncertainty
from the external demand. Manufacturing investment accelerated to 10%
yoy in the first eight months from 9.9% yoy in the first seven months.

Investment in high tech sectors rose by 20.2%. Of which, investment in high
tech manufacturing increase by 23% yoy.

Chart 6: Stronger infrastructure investment and resilient  Chart 7: Retail sales fell month-on-month in August
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Weak sentiment remains the key challenge

Other than auto sales, the rebound of catering and restaurant sales to 8.4%
yoy in August after falling for five consecutive months was encouraging.
This was probably due to revenge demand after some big cities emerged
from the lockdown. Nevertheless, given the recent outbreak in megacities
such as Chengdu and Shenzhen, the catering sales is likely to slow down.

Despite stronger than expected year-on-year growth, retail sales fell by
0.05% month-on-month seasonally adjusted (Chart 7). This was the first
mom decline in August since China started to publish the mom reading in
2011. This shows a slow recovery of consumption due to fragile household
sentiment.
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The latest August credit data reinforced the concern about weak sentiment
in the household sector. Medium to long term loan to household sector
only increased by CNY265.8 billion, CNY160 billion below that in August
2021. Household deposit increased by CNY828.6 billion, way above average
CNY330 billion increase in August in the past four years. The deteriorating
household sentiment remains the key challenge for the Chinese economy.

Chart 8: Medium to long term loan to household sector Chart 9: Household deposits increased sharply due to
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With China’s dynamic zero Covid strategy in place, the weak sentiment in
household sector is likely to slow down China’s recovery pace. We think
China’s growth is unlikely to return to above 4% in the third quarter.
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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 Il, as implemented in any jurisdiction).
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