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Back to consumption story 
  
• Downward pressure on production heightened.  
• Manufacturing investment remains the key driver.  
• The counter cyclical role of infrastructure investment was disrupted by 

the funding issue.  
• Consumption was the bright spot in September. The share of final 

consumption expenditure to China’s GDP growth increased further to 
64.8% in the first three quarters.  

• The latest messages from PBoC press conference together with the full 
rollover of MLFs last Friday dialled back market expectation on 
imminent RRR cut.  
 

The Chinese economy decelerated further to 4.9% yoy in the third quarter 
from 7.9% yoy in the second quarter. The large part of deceleration was 
due to the base effect as China is the first major economy recovering from 
the pandemic in the second half of 2020. On two-year average after 
adjusting for the pandemic effect, the Chinese economy grew by 4.9% yoy, 
down from 5.5% in the second quarter. This 0.6% deceleration was mainly 
attributable to looming event risks including regulatory tightening, 
Evergrande debt crisis and recent power shortage.  
 
Downward pressure on production 
China’s industrial production growth slowed down further to 3.1% yoy in 
September from 5.3% yoy in August. On two-year average, industrial 
production slowed down to 5% yoy from 5.4% yoy. Sequentially, industrial 
production grew by 0.05% mom after seasonally adjusted. This was the 
lowest mom reading except January and February 2020 when the first 
outbreak of Covid-19 emerged in Wuhan. Given the lingering power limit 
and widening gap between PPI and CPI, China’s industrial production may 
continue to face downward pressure in the last quarter of 2021.  
 
Manufacturing investment remains the key driver  
Manufacturing investment remained the key supporting factors while 
property investment slowed down further, and infrastructure investment 
failed to pick up. Property investment growth decelerated to 8.8% yoy in 
the first three quarters from 10.9% yoy in the first eight months. The recent 
property tightening measures and lingering debt crisis are likely to weigh 
down property investment further.  
 
The hope for infrastructure investment to pick up to partially offset the 
slowdown of property investment failed to materialize in the third quarter. 
Infrastructure investment slowed down to 1.5% from 2.9%. The counter 
cyclical role of infrastructure investment was disrupted by the funding issue. 
Although the issuance of local government special bond is likely to 
accelerate, it is unlikely to turn around the weak infrastructure investment 
completely. As such, infrastructure investment is likely to be the story in 
2022.   
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Manufacturing investment grew strongly by 14.8% yoy in the first three 
quarters albeit decelerating from 15.7%. Although manufacturing 
investment in Automobile continued to decline due to uncertainty from 
chip shortage, manufacturing investment in electrical machinery remained 
strong due to resilient demand for electrical products. Share of 
manufacturing in China’s GDP in the first three quarters rebounded to 
27.4% from 26.1% in 2020.  
 

Chart 1: Manufacturing output growth decelerated 
though high tech manufacturing remained resilient     

Chart 2: Share of manufacturing in China’s GDP 
rebounded after multi-years decline.     
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 Source: Wind, CEIC, OCBC Bank  

  
Consumption is the key driver 
Consumption was the bright spot in September. Retail sales beat market 
expectation growing by 4.4% yoy. On two-year average, retail sales rose by 
3.9% yoy, up from 1.5% yoy in August. Car sales remained the key drag on 
China’s retail sales due to chip shortage. Retail sales excluding Automobile 
reaccelerated to 6.4% yoy from 3.6% yoy. The outperformance of retail 
sales was mainly driven by the rebound of catering sales which rose by 3.1% 
yoy after contracting by 4.5% in August thanks to containment of delta 
variant outbreak in early September.  
 
There is positive surprise from China’s job market data. China’s 
unemployment rate fell to 4.9% in September from 5.1% despite reshuffle 
of private education sectors. Youth unemployment rate for aged 16-24 fell 
further to 14.6% from 15.3% in August and 16.2% in July as more college 
graduates found the jobs after leaving the schools. In addition, China has 
created 10.45 million urban jobs by September, completing 95% of its 
annual target. The improving job market is expected to add more supports 
to domestic demand.  
 
Overall, amid the recent looming event risks such as Evergrande debt crisis 
and power shortage, consumption is expected to be the main driver to 
Chinese growth in 2021. The share of final consumption expenditure to 
China’s GDP growth increased further to 64.8% in the first three quarters up 
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from 61.7% in the first half while share of capital formation to China’s GDP 
growth fell further.  
 
Looking ahead, we expect China’s growth to slow down further to 2-3% in 
4Q. For the whole year of 2021, China is expected to grow by about 8-8.5%.  
 

Chart 3: Manufacturing output growth decelerated 
though high tech manufacturing remained resilient     

Chart 4: Share of final consumption expenditure to 
China’s GDP growth increased further.      
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Falling expectations on an imminent RRR cut  
The widening gap between PPI and CPI to a fresh high in September has 
been one of the key concerns as it may continue to squeeze the profit 
margin in the downstream sectors.  
 
The latest messages from PBoC press conference together with the full 
rollover of MLFs last Friday dialled back market expectation on imminent 
RRR cut. Although PBoC reckoned the challenges faced by smaller and 
micro companies due to margin pressures from the widening gap between 

PPI and CPI， PBoC focused more on other measures such as relending and 
capital market tools to support smaller companies. In addition, the decline 
of the average borrowing costs for smaller companies by 19bps in the first 
three quarters of 2021 may also give PBoC the room to take a wait-and-see 
approach. This hinted that PBoC may be in no rush to support smaller 
companies via another RRR cut.  
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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 
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markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained 
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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 II, as implemented in any jurisdiction). 
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