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Normalization

¢ China reinstates its growth target for 2021 after scrapping it last year.

Tommy Xie Dongming
* The above 6% growth may sound conservative. However, it does not

Economist
+65 6530 7256 imply a tightening bias as China does not want to slash the growth
xied@ocbc.com target next year when base effect abates.

* Most of growth-related targets have been adjusted back to 2019 target,
sign of normalization.

* The 3.2% fiscal deficit target and CNY3.65 trillion local government bond
issuance target are still much higher than that in 2019

* The gradual exit of fiscal support is a clear sign of no U-turn of macro
policy.

* Premier Li add keeping macro leverage ratio basically stable into the
work report, which could be the cause for more short-term volatility in
the market.

Chinese Premier Li Keqgiang delivered his 2021 government work report this
morning. China reinstates its growth target for 2021 after scrapping it last
year due to pandemic. Although the “above 6%” target sounds very
conservative after taking base effect into account, the set of growth target
still serves two purposes. First, it will become the anchor for other growth-
related targets such as CPIl and job creation etc. Second, the growth target
will also play a role of glue to put the local governments and central
government on the same page to make China’s top down policies more
effective.

Table 1: China’s key targets for 2021
2019 Target 2020 Target 2021 Target

GDP 6%-6.5% No target above 6%
CPI 0.03 0.035 0.03
Urban Job Creation 11 millions 9 millions 11 millions
Surveyed jobless rate 0.055 0.06 0.055
Fiscal deficit as % of GDP 0.028 3.6% and above 0.032
Special Treasury bond No CNY1 trillion No
Local Gov Special bond  CNY2.15 trillion CNY3.75trillion CNY3.65 trillion
Matchin Matchin
. . '8 Notably higher . N8
Aggreagate Social Nominal GDP nominal GDP
) ) than last year
Financing growth growth
Growth of loan to small i
. . . higher than
and micro companies 0.3 higher than 40%
. 30%
from big banks

Gradual exit of fiscal policy

We think normalization is likely to be the key word for 2021 government
work. Most of growth-related targets have been adjusted back to 2019
target, such as CPI, urban job creation and jobless rate etc. However, the
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exit of fiscal support is much slower. The 3.2% fiscal deficit target and
CNY3.65 trillion local government bond issuance target are still much higher
than that in 2019 as shown in table 1. This will reinforce market view that
there is no U-turn of macro policy.

On monetary policy, Premier Li reiterated that China’s prudent monetary
policy to be more flexible and targeted. Nevertheless, he also highlighted
that China needs to keep macro leverage ratio basically stable this year, a
sign that the room for further easing is limited. Against the backdrop of
rising concern about higher macro leverage ratio, we think the higher
volatility in China’s bond market may persist for a while.

The National People’s Congress will last until 11 March. So we will continue
to receive more details about China’s plan for the next five year as well as
long term plan through the Year 2035.

Table 2: China’s key tasks for 2021

Supports to | Threshold line for VAT for smaller business will be
Corporate increased to monthly turnover of 150K from 100K. The
rates for broadband and dedicated internet access
services will be cut by 10% on average.

Consumption Increase big items consumption including car and
electronic appliance at a steady pace

Innovation Key breakthrough in key industries

Property Solving property supply demand mismatch in big cities
via increasing land supply and developing rental housing.

Opening Speed up the implementation of RCEP and China EU

investment treaty.

In conclusion, the lower than expected growth target does not imply a
tightening bias as China does not want to slash the growth target next year
when base effect abates. The “above 6%” growth target shows that China
has the stomach for higher growth. The gradual exit of fiscal support is a
clear sign of no U-turn of macro policy. However, China’s intention to keep
its macro leverage ratio stable may be the cause for more market volatility
going forwards.
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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 1I”), 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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