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China Macro Monitor

Still in the early stage of recovery

The significant increase in passengers and tourists during the CNY holiday
indicates China’s economy is on its way of recovery. However, we cannot use
linear extrapolation to predict its recovery path in future. We believe China’s
economy may see a diagonal upward W-shaped resumption after reopening.
Consumption and service activities firstly decline after the pandemic outbreak
and then recover as people start to go out. The early stage of recovery is driven
by restoration of mobility. Then the recovery momentum may slow as housing
sales, large durable consumption & business capex may take longer to recover
and overseas recession may impact China’s manufacturing sector. As confidence
& employment improve, the economy will brace for the late stage of recovery
supported by durable consumption & capex. We maintain our forecast on China’s
GDP growth at 5.1% for 2023 and 4.7% for 2024. The risk for our forecast should
be from the upside. China’s liquidity & credit policy should remain accommodative
unless housing sales or inflation significantly increases. The growth of
outstanding social financing may gradually rebound amid credit policy loosening.
We believe China will continue with the pro-business shift at least in next two
years to restore business confidence & growth momentum.

B China economy is in early stage of recovery driven by restoration of
mobility. The mobility has gradually recovered in China as the country
dismantled the zero-Covid policy. After being locked down for a long time, the
Chinese people could not wait to go out. We saw significant YoY increases of
passengers, tourists and moviegoers in the Chinese New Year holiday this
year. Transportation, catering, travel, accommodation, recreation, clothing &
footwear, cosmetics & personal care should benefit as people start to go out
instead of staying at home. Supported by the resumption of those sectors,
China economy will see the first round of recovery in 1H23. The GDP growth
may rise from 2.9% in 4Q22 to 3.2% in 1Q23 and 6.9% in 2Q23. Based on
our calculation, the recovery of above sectors should contribute over 1.5ppt
to China’s GDP growth this year.

B Housing sales, durable consumption & business capex may take longer
to recover. The Covid-19 pandemic, housing market slump and tech
regulatory crackdown has severely hurt confidence, employment and income
in the private sector. The number of domestic passengers and tourists during
the Chinese New Year holiday was still about 40% and 11% respectively lower
than their pre-pandemic levels. Meanwhile, there was a cyclical downgrade in
consumption as the per capita consumption expenditure of travelers fell
noticeably compared with the pre-pandemic level. That is why China’s core
CPI growth remained below 1% against the backdrop of high global inflation.
The Chinese households and private business need some time to restore their
confidence and regain growth momentum in the large expenditures. We
believe housing sales, durable consumption & business capex may take
longer to recover. Housing sales and related durable consumption may bottom
out in 1H23 and improve in 2H23. Property development investment may see
less YoY declines this year compared with last year.

B China economy may see a diagonal upward W-shaped resumption after
reopening. Consumption and service activities firstly decline after the
pandemic outbreak and then recover as people start to go out. The restored
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2022 2023F

Dec Jan Feb Mar
GDP (YoY %, quarterly) 29 - 32
VAIO (YoY %) 13 - 23 25
Service index (YoY %) -0.8 - 20 28
Retail sales (YoY %) -1.8 - 241 26
FAI (YoY %, YTD) 51 - 438 47
Exports of goods (YoY %) | -9.9 9.0 -1.0 -10.0
Imports of goods (YoY %) | -7.5 -1.0 -6.0 -4.0
CPI(YoY %) 18 20 22 241
PPI(YoY %) -0.7 04 -0.7 -13
RMB loans (YoY %) 1.1 11.0 1.2 113
M2 (YoY %) 1.8 116 114 113
Social financing (Rmb trn) 13 55 1.1 44
New RMB loans (Rmbtm) | 1.4 44 1.0 35
3M Shibor(%) 242 237 2.34 232
10Y T-bond rate(%) 2.84 2.93 295 2.98

Source: Wind, CMBIGM



31 Jan 2023 ﬂ'ggg ﬁ

CMB INTERNATIONAL

i BB
of Merchants B

mobility supports an early stage of recovery especially in transportation,
catering, travel, accommodation, recreation, clothing, footwear, cosmetics &
personal care. However, housing sales, large durable consumption &
business capex may take longer to recover as household income & business
confidence was severely damaged last year. In addition, overseas recession
risk may bring downside pressure on China’s exports, industrial output and
manufacturing investment. China’s recovery momentum may slow after the
early stage of recovery. As confidence, employment & income gradually
improve, the economy will move into the late stage of recovery supported by
housing sales, durable consumption & business capex. We maintain our
forecast on China’s GDP growth at 5.1% for 2023 and 4.7% for 2024. The risk
for our forecast lies in the upside.

B Liquidity & credit policy should remain accommodative as housing
market recovery is slow and reflation is mild. China’s liquidity and credit
policy should remain accommodative unless housing sales significantly
rebounds or inflation sharply picks up. In the base scenario, China’s housing
market should see a gradual and slow recovery while the reflation pressure
should be moderate. Therefore, the PBOC should maintain ample liquidity
supply to facilitate credit revival. As liquidity demand noticeably rebounds
amid more risk taking and higher credit demand, money market rates may
mildly rise in 2023. However, the central bank will not seek liquidity tightening
as China’s GDP growth remains below potential growth and the reflation risk
is manageable. It is possible to see additional RRR cut this year. The PBOC
will maintain easing credit policy for manufacturing, service, private business
and SMEs. The central bank will guide banks to roll over debt of property
developers and local government financing vehicles. We see additional
downside room for the down-payment ratios and contract rates of mortgage
loans for first-home and second-home buyers.

B China may continue with the pro-business shift in next two years. The
pandemic, housing market slump, tech regulatory crackdown and Sino-US
conflict make it more difficult for China to achieve its 2035 vision goal. The
Chinese policymakers are very clear about this as they have quickly changed
various policies with a pro-business shift after the 20" Party Congress. The
new cabinet leaders try to return to the policy framework with the economic
development as the priority. Again, GDP growth and attracting capital will be
important KPIs for local government officials in next two years. We have seen
a dismantling of zero-Covid policy, continuing rescue policy for property
market, changing policy stance towards internet sector and greater efforts to
improve ties with the US, EU & Australia. We believe China may continue with
the pro-business shift in next two years to restore business confidence and
growth momentum.
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Figure 1: China Economy Forecast

2009 2010 2011 2016 2017 2018 2019 2020 2021 2022F 2023F 2024F
GDP
Real GDP (YoY %) 94 106 96 79 78 74 70 68 69 67 60 22 84 30 51 47
Nominal GDP (US$ tm) 51 61 76 85 96 104 110 112 123 139 143 147 178 18.0 19.0 211
Per capita GDP (US$) 3823 4541 5597 6280 7057 7586 7923 8065 8797 9880 10124 10404 12615 12720 13450 14983
Inflation (YoY %)
GDP deflator (02 69 80 23 21 11 00 15 43 35 12 05 46 22 11 21
CPI (07 33 54 26 26 20 14 20 16 21 29 25 09 20 22 25
PPI (54) 55 60 (1.7) (19 (19 (2 (14 63 35 (03 (1.8 81 41 (05 16
GDP by industry (YoY %)
Agriculture 40 43 42 45 38 41 39 33 40 35 31 31 71 41 40 43
Industry & construction 103 127 107 84 80 72 59 60 59 58 49 25 87 38 42 44
- VAIO of enterprises above designated size  11.0 157 139 100 97 83 6.1 60 66 62 57 28 96 36 43 46
Service 96 97 95 80 83 83 88 81 83 80 72 19 85 23 59 51
Contribution to GDP Growth (ppt)
Consumption 54 50 63 44 39 42 49 45 39 43 35 (02 53 10 37 34
Investment 80 67 39 33 41 33 16 31 27 29 17 18 11 15 12 10
Net exports (4.0 (1.1) (@6 02 (02 (1) 05 (08 03 (05 08 06 17 05 02 03
Demand indicators (YoY %)
FAI 304 245 238 206 196 157 100 81 72 59 54 29 49 51 43 53
- Manufacturing 266 269 318 220 185 135 81 42 48 95 31 (22 135 91 55 65
- Property development 161 332 279 162 198 105 10 69 70 95 99 70 44 (100) (5.0) 3.0
- Infrastructure 422 185 65 137 212 203 173 157 149 18 33 34 02 115 80 50
Retail sales 159 188 185 145 131 120 107 104 102 90 80 (39 125 (02 65 55
Exports of goods (16.00 313 203 79 78 60 (29 (77) 79 99 05 36 296 70 (35 65
Imports of goods (11.2) 388 249 43 72 05 (143) (55 161 158 (270 (06) 301 11 05 45
Monetary conditions
M2 (YoY %) 277 197 136 138 136 122 133 113 81 81 87 101 90 118 11.0 95
M1 (YoY %) 24 212 79 65 93 32 152 214 118 15 44 86 35 37 66 72
New RMB loans (RMB tm) 96 80 75 82 89 98 117 127 135 162 168 196 200 213 237 254
Total social financing (RMB tm) 139 140 128 158 173 165 154 178 262 225 256 349 314 320 352 380
RRR for large banks (%) 155 185 210 200 200 200 175 170 170 145 130 125 115 11.0 100 95
10Y T-bond rates (%) 373 390 000 358 456 362 283 302 388 324 314 314 277 291 310 3.15
1Y LPR (%) 573 551 430 430 430 430 430 430 430 365 355 3.55
5Y LPR (%) 480 4.65 4.65 430 415 4.15
Public finance
Fiscal revenue (YoY %) 117 213 250 129 102 86 58 45 74 62 38 (39 107 (1.5 65 50
Fiscal expenditure (YoY %) 219 178 216 153 13 83 132 63 76 87 81 29 03 62 50 40
General deficit to GDP ratio (%) 27 25 18 15 20 21 24 29 29 26 28 37 31 28 31 28
Special fund revenue (YoY %) (93) 392 35 (218 119 348 226 120 106 48 (206) 00 50
Special fund expenditure (YoY %) 97 39 18 ((17.7) 1.7 327 321 134 288 (3.7) (25 7.0 120
LG special bond quota to GDP ratio (%) 05 10 15 22 37 32 30 31 29
BOP & Exchange rates

Trade surplus of goods to GDP ratio (%) 48 40 30 36 37 42 53 44 39 27 28 35 32 39 30 3.1
Trade surplus of service to GDP ratio (%)~ (0.5) (0.4) (0.6) (0.9) (1.3) (2.0) (2.0) (1) (1) (1) (18 (1.0) (06) (04) (0.7) (0.9)

Current account balance / GDP (%) 48 39 18 25 15 23 27 17 15 02 07 17 18 22 15 17
Financial account balance to GDP ratio (%) 3.8 46 34 (04) 36 (05 @40 (37 09 12 01 (04 02 (06) 01 (0.3
Error & omission to GDP ratio (%) (0.8 (0.9 (2 (1.00 (©7) (6 (1.8 (19 @*.7) (13) (09 (1.1) (09 (1.2) (0.7) (0.9
Forex reserve (US$ tm) 240 285 318 331 382 384 333 301 314 307 311 322 325 315 320 3.10
US$/RMB spot rate (year-end) 6.83 659 630 623 605 620 649 695 651 687 697 654 637 695 6.60 6.40

Source: Wind, CMBIGM
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Mobility in China after Economy Reopening

B Tourism: After being locked down for a long time, Chinese people could not wait to
travel or return to their hometowns during CNY 2023. The number of domestic tourists
during 2023 CNY rose 23.1% compared to the same period in 2022 and reached 88.6%
of 2019 CNY level. Meanwhile, domestic tourism revenue increased 30% YoY from
2022, equivalent to 73.1% of 2019 CNY level.

B Passenger flow: The daily average railway passenger flow rose 57% YoY during 2023
CNY and reached 83.1% of 2019 CNY level. Meanwhile, the number of domestic air
trips increased 79.8% YoY, about 72% of the level during 2019 CNY holiday.

B Movie market: Consumption and social activity of young people is the first to recover.
Domestic movie box office reached RMB6.7bn during 2023 CNY, up 12.0% YoY from
2022.

B Traffic congestion index & subway passenger flow: As more people left large cities
to their hometown for CNY holiday, traffic congestion index and subway passenger
flow declined in most large cities except a few hot travel destinations like Xi’an.

Figure 2: Daily Passenger Flow During the Spring Rush  Figure 3: Daily Number of Flights
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Figure 4: YoY Change of Daily Average Traffic Congestion Index by City
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Figure 5: YoY Growth of Daily Average Subway Passenger Flow by City
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Figure 6: Subway Passenger Flow (Weekly Average)
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Figure 7: Daily Number of Film Audience

Figure 8: Daily Box Office Revenue
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Housing Market, Auto Sales & Construction Activity in China

B China’s housing sales further declined due to holiday effect, weak income

growth & low confidence. Commaodity building sales in Jan 2023 decreased by 31.5%
and 41.7% YoY in Tier 1 and Tier 2 & 3 cities, respectively. Listing price of second-
hand house continued to decline. New housing inventory remained high as month of
inventory further increased amid sales decline.

Passenger vehicle sales also weakened. Passenger vehicle sales volume dropped
20.5% YoY in the first half of January 2023 after rising 12.8% last December. Capacity
operation rate of semi-steel tyre declined sharply mainly due to Chinese New Year
holiday.

Construction activities turned weak close to Chinese New Year holiday. Capacity
operation rate of deformed steel bar and asphalt plant further declined as construction
activities turned weak close to CNY. However, construction material prices mildly
picked up thanks to sentiment improvement after economy reopening.

Figure 9: YoY Growth of Commodity Building Sales

Figure 10: Listing Price Index of Second-hand House
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Figure 11: New Housing Supply in 10 Cities Figure 12: Auto Sales Volume
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Note: 10 cities include Beijing, Shanghai, Guangzhou, Shenzhen,
Hangzhou, Nanjing, Qingdao, Suzhou, Nanchang & Xiamen.
Figure 13: Capacity Operation Rate Figure 14: Steel & Construction Material Price
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China Exports amid US Recession Risk

B China’s exports may have temporarily improved in January before further
deteriorating. South Korea’s foreign trade is known as a “canary in the coal mine” for
global economy because it is the first country to release trade data and its trade
performance in major products like semiconductor is closely related to global business
cycle. Considering its close trade relationship with China, South Korea’s trade with
China has a parallel trend with China’s total trade. South Korea'’s exports dropped 2.7%
YoY in the first 20 days of January 2023 after declining 9.6% in the same period of the
previous month. Meanwhile, its exports to China and imports from China respectively
rose 16.1% and 9.7% YoY, up from the declines of 21.1% and 11.6% in December. It
seemed China’s exports may have temporarily improved in January as the economy
reopening probably removed supply chain disruptions. China’s imports may have also
rebounded thanks to improvement of domestic demand after economy reopening.

B US yield curve continued to send warning signal for a recession ahead. US
10Y/3M and 10Y/2Y Treasury yield curves inverted further, signalling higher recession
risk ahead. US 5Y breakeven inflation rate further dropped as inflation expectations

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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continued to decline. The US Fed is expected to slow down its tightening pace as it
may raise federal fund rates by 25bps this week. The policy rate would reach 4.5%-
4.75% after the move and investors expect the policy rate to peak around 4.95% after
the Fed’s March meeting. The US Fed has continued to shrink its balance sheet from
>US$9 trillion to US$8.5 trillion recently.

Financing costs for US private sector have dropped recently. With the recession
risk priced in, US long-term interest rates have dropped noticeably recently. US 30-
year mortgage rate dropped to the lowest in months at 6.13%, followed by a rapid
rebound in mortgage application volume in the past few weeks. ECRI leading indicator
increased to 148.3 in January from 143.7 in December. However, weekly retail sales
reported by Redbook Research continued trending downwards along with milder

inflation.

Figure 15: Growth of South Korea Exports & Imports

Figure 16: China Exports of Goods
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Figure 17: US Term Spread as A Leading Indicator for

Recession Risk

Source: WIND, CMBIGM

Figure 18: US Breakeven Inflation to Reflect

Inflation Expectations
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Figure 19: 2Y T-bond Rates Precede Fed Policy Rates Figure 20: Fed’s Assets in Its Balance Sheet
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Figure 21: Financing Costs of US Private Sector

Source: WIND, CMBIGM

Figure 22: US M2 and Banks’ Credit Supply
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Figure 23: US Mortgage Rates & Demand

Source: WIND, CMBIGM

Figure 24: Leading indicators for US Economy
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Factory Activities in China

B Factory activities softened close to the holiday and amid export slump. The daily
coal consumption of power generators in South China declined dramatically with an
increase of days of coal inventory. Outbound coal volume by ship in Qinhuangdao also
declined noticeably with a mild softening of coal price.

Figure 25: Power Generators’ Coal Consumption in Figure 26: Outbound Coal Volume & Price in

South China Qinhuangdao Port
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Commodity Inflation & China’s Reflation Risk

B Commodity inflation may further decline. Global M2 growth as a leading indicator
precedes commodity inflation. Due to base effect and global recession risk, commodity
inflation may further decline in 1H23. Despite a boost from China’s economy reopening,
most commodity prices are unlikely to see significant rebound due to softening demand
and improving supply chains. Gold price includes a “war premium” as its implied price
based on US real-term rates should be much lower than the current level.

B China’s reflation pressure should be moderate after economy reopening. China’s
reopening has boosted investor sentiment in the commodity market. However, the
reflation pressure should be moderate due to three reasons. First, domestic demand
especially housing sales, durable consumption & business capex should see a gradual
resumption without overheating risk. Second, overseas demand will continue to soften
amid rising recession risk. Chinese exporters have to transfer some product supply into
domestic market. Third, the impact of the Covid wave has limited impact on China’s
labor participation and China may not have labor shortage risk. China’s 2Y T-bond
rates, which are sensitive to core inflation expectations, have mildly climbed recently
as a signal for moderate reflation ahead in China. The wholesale reference price of
Kweichou Moutai has also mildly climbed, indicating a moderate resumption of
business activities.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10
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Figure 27: Global M2 Growth & Commodity Price

Figure 28: US Real-term Rate & Gold Price
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Figure 29: US 10Y Rates & Copper-to-gold Price Ratio

Source: WIND, CMBIGM

Figure 30: BDI & China Industrial Price
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Figure 31: Agricultural Price in China Figure 32: Live Hog Price in China
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Figure 33: Wholesale Reference Price of MOUTAI Figure 34: Moderate Core CPI Reflation in China
(Rmb) %)
3900 ]
3700 A
3
3500 A
3300 - : 2
regpen
3100 | %%, penng
o‘@ (7 1 ]
2900 - o, :
(]
2700 A . Yoy
SH lockdown K4 0
20 +—/7/—>5—"7—"-v—7—"7"7"-"r"T""""T"T""T"T"T
D O «~— N — NN 2 = W O M~ 0 0O O — 4 — J
ST w5289 eooooo ()
SR YgoOguUoQUUooo oo 2016 2017 2018 2019 2020 2021 2022 202:
S S S SaS88888s88sas88 8 China Core CPI growth China 2Y T-bond rates
Source: WIND, CMBIGM Source: WIND, CMBIGM

China’s liquidity condition & RMB exchange Rates

B Liquidity condition: The PBOC should maintain ample liquidity supply as housing
market resumption is gradual and reflation pressure is moderate. Liquidity demand may
increase as risk appetite and credit demand rebound. Therefore, money market rates
may mildly rise in 2023. The recent increase of banks’ 7D repo rate was mainly due to
seasonal factor and the repo rate should decline after Chinese New Year holiday.

B Bond market: Long-term bond rates mildly rose after economy reopening amid
expectations of resumption and reflation.

B RMB exchange rates: Renminbi rebounded against US dollar as the northbound fund
inflow into A share market significantly increased in January 2023. Looking forward,
renminbi may have additional upside room as Sino-US interest spreads pick up amid
US recession and China recovery.

Figure 35: PBOC Policy Rates Figure 36: China’s Money Market Funding Cost
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Figure 37: China T-bond Rates

Figure 38: US$/RMB Rates & Interest Spreads
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Figure 39: US$/HKD Rates & Interest Rates
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Figure 40: EM Volatility & Foreign Fund Flow into
A Share Market
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China Economy Forecast

Source: WIND, CMBIGM

B Upside risk for our forecast on China’s 2023 GDP growth. The GDP growth in 1Q23
predicted by Al !is around 3.6%, higher than our forecast of 3.2%. The economic
activities should continue to recover in February and March, which means the 1Q23
GDP growth forecast may be further revised up in next two months.

B CPl and PPI growth may decline before rebounding. CPI and PPI growth may first
decline and then rebound. Core CPI growth may moderately rise as consumption and

service inflation gradually rebound after reopening.

B Total social financing growth may rebound amid credit policy loosening. The YoY
growth of outstanding social financing may gradually pick up thanks to credit policy
loosening. However, M2 growth may gradually decline as risk aversion sentiment

drops.

1 The data is from Wind Database and provided by Beijing Tengjing Big Data Technology

Company.
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Figure 41: GDP Growth May Gradually Recover

Figure 42: CPI May Slow Before Picking Up

YoY (%
oY (%)

YQY(%)

20 - 5 1
15 A 4 j \
10 1 I . L 3 ’ \-\
> ] o AN 2 (N Jﬁ\z\
0 : A : — = W \
1 - ea
® N
{10) i U T T |'.I_ T
(15) - (1) -
2018 2019 2020 2021 2022 2023 2018 2019 2020 2021 2022 2023
GDP growth predicted by Al GDP growth CPI growth predicted by Al CPI growth
Source: WIND, CMBIGM Source: WIND, CMBIGM
Figure 43: Core Inflation May Mildly Rise Figure 44: PPI May Decline Before Rebounding
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Figure 45. M2 Growth May Gradually Decline Amid
Recovering Risk Appetite

Source: WIND, CMBIGM

Figure 46: Total Social Financing Growth May
Rebound Amid Credit Policy Easing
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