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China Economy
Weak data could be good news

China’s economy continued to weaken in 3Q24 as the GDP growth further fell
short of the target. Weak economic data could be good news as top leaders have
vowed to achieve the growth target with a pivot to strong policy stimulus recently.
Some economic activities like housing sales, durable consumption and
infrastructure investment started to show signs of rebound as the recent policy
moves noticeably boosted market confidence. We are cautiously optimistic about
the policy outlook in the medium term. China may provide more details about its
fiscal stimulus after the NPC Standing Committee signing off the proposal in late
October or early November. While the current policies centre on stabilizing
property market and relieving local fiscal distress after the housing bubble burst,
the policymakers may gradually recognize the importance of boosting
consumption and defying deflation in reviving the economy. If the US general
election brings new shocks and the effects of China’s latest policy moves fade,
the Chinese policymakers will definitely launch more aggressive stimulus next
year including additional cuts in RRR, LPRs and deposit rates, higher broad fiscal
deficit ratio and stronger loosening of property policies. The policy stimulus might
support a temporary economic recovery in next few quarters, yet can hardly invert
the slowdown trend of the economy in the medium to long term. We expect
China’s GDP growth to reach 4.9% in 2024 and 4.6% in 2025.

B GDP growth further declined with higher pressure to meet the target.
China’s GDP growth in YoY terms (all on a YoY basis unless otherwise
specified) edged down to 4.6% in 3Q24 from 4.7% in 2Q24, in line with
market expectations. Meanwhile, the seasonally adjusted QoQ growth of
GDP moderately rebounded from 0.5% to 0.9% in 3Q24. Deflation pressure
alleviated yet persisted as GDP deflator declined 0.53% in 3Q24 since
dropping 0.9% in 2Q23, for the longest negative period since 1998-1999.

B Weak economic data could be good news. Since September, top leaders
have vowed to achieve the growth target with a pivot to strong stimulus.
Housing sales, durable consumption and infrastructure investments started
to rebound from September, but the latest policy moves should be not
enough for China to revive the economy. Considering a higher base in the
last quarter of 2023, China may need more aggressive stimulus to achieve
the 5% growth target for this year and maintain stable growth next year.

B Sentiment improved but fundamental remained uncertain in housing
market. New housing market continued to slump with only mild narrowing of
magnitude in September. Gross floor area (GFA) sold and started for
buildings respectively dropped 17.1% and 22.2% in 9M24 after declining
18% and 22.5% in 8M24. After the latest policy stimulus, however, both new
and second-hand housing sales sharply rebounded. The recovery rate of
new housing sales in 30 major cities compared to 2018 & 2019 rose to 51.4%
in first half of Oct from 37.2% in Sep, with tier-1 cities markedly jumping from
59% to 110%. Meanwhile, the recovery rate of second-hand housing sales
in 11 selective cities jumped from 86% to 129%. Housing prices continued to
weaken with less magnitudes as over supply pressure alleviated yet
persisted. Looking forward, the recovery momentum of housing sales may
last for a few months before possible fading in 1H25. As the existing potential
demand releases, the recovery sustainability may gradually face challenges
from cyclical weaknesses like sluggish business confidence, employment &
household income as well as structural problems like aging population and
weak social safety net. It needs much more time to repair private sector
confidence and rebalance housing supply and demand in the latest cycle.

B Retail sales beat expectations especially in durables thanks to the
trade-in subsidy. Retail sales growth bounced up to 3.2% in Sep from 2.1%

in Aug, notably above market consensus at 2.3%. Durables strongly

@mmﬁ:

CMB INTERNATIONAIL

Bingnan YE, Ph.D
(852) 3761 8967
yebingnan@cmbi.com.hk

Frank Liu
(852) 3761 8957
frankliu@cmbi.com.hk

YoY(%, 2Y CAGR for 2021, 2Y CAGR for retail sales in 2023)
25

20

A A
: /\Jv\vﬁf\ MR Ve

® V Y
(10)
@s) /
) ¥
)

2019 2020 2021 2022 2023 2024

Retail sales FAI Exports of goods

Source: Wind, CMBIGM

YOOY(%, 2Y CAGR for 2021 and 2023 Mar-Dec)
1

: i I//\,\VWV /J\,I‘\/ N

(10) |

1}
2019 2020 2021 2022 2023 2024
—VAIO

Source: Wind, CMBIG

(15)

Service output index

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk


mailto:frankliu@cmbi.com.hk

21 Oct 2024 @Hﬁ@ﬁ

CME INTERMATIONAL

rebounded thanks to trade-in subsidy scheme as home appliance, cultural &
office products and auto respectively surged to 20.5%, 10% and 0.4% in Sep
from 2.5%,-4.9% and -2.4% in 8M24. Telecom equipment was not in the
subsidy scheme yet also benefited from the upgrading cycle as its retail sales
grew 12.3% in Sep after rising 11.8% in 8M24. Staples like food and
medicine maintained stable and moderate growth rates, while discretionary
items was mixed as clothing, cosmetics and gold, silver & jewellery continued
to decline with less magnitudes and catering service remained weak.
Furniture mildly improved while construction & decoration materials
continued to decline. Looking forward, retail sales may noticeably rebound
in 4Q24 thanks to the trade-in subsidy and the latest sentiment improvement
amid the policy stimulus. However, a sustainable recovery cycle should need
more policy support especially targeting to private businesses and
consumers. We expect retail sales to grow 4% in 2024 and 4.5% in 2025.

B FAIl improves with strong pick-up in infrastructure, stable growth in
manufacturing and continued weakness in property. Total FAI growth
stayed flat at 3.4% in 9M24, but its monthly YoY growth picked up to 3.4% in
Sep from 2.2% in Aug. By sector, infrastructure FAI astonishingly jumped to
17.5% in Sep from 7.9% in 8M24 as the top leaders’ pro-growth pivot.
Infrastructure FAI may see stronger growth in next two quarters than in 1H24
as the latest fiscal stimulus centres on giving local governments greater
scope to support economic growth. Manufacturing FAI maintained stable
growth at 9.7% in Sep compared to 9.1% in 8M24 as investments in non-
ferrous metal, other transport equipment and computer & electronics
remained elevated in growth. However, property development investment
remained subdued with a deep contraction of 9.4% in Sep after dropping
10.2% in 8M24. Looking forward, FAI growth might mildly accelerate from
3% in 2023 to 3.7% in 2024 and 4.2% in 2025 thanks to a pick-up of growth
in manufacturing and a narrowing of decline in property.

M Industrial output rebounds with broad-based improvement. VAIO
growth increased to 5.4% in Sep from 4.5% in Aug, above market consensus
of 4.6%. Mining remained unchanged at 3.7% while public utility and
manufacturing surged to 10.1% and 5.2% from 3.7% and 4.3% in Aug.
Medicine notably rallied to 11% in Sep from 2.8% while transport equip
excluding auto, computer & electronic equip and metal product remained
robust growth at 13.7%, 10.6% and 9.3%. The improvement was broad-
based across industries except growth of food and chemical product
moderated in Sep. The YoY growth of service output index increased to 5.1%
from 4.6%. Looking forward, industrial output may mildly recover thanks to
the stimulus package to rescue property sector and empower local
governments to revive economic growth.

M Cautiously optimistic about medium-term policy outlook as more
aggressive stimulus are needed to revive economic growth. By reporting
GDP growth much lower than the target, top policymakers have realistically
acknowledged the severe challenges in China’s economy. Recognizing the
challenges is the first step toward addressing it. Weak economic data could
be good news if the top leaders firmly believe reviving economic growth is the
priority. We are cautiously optimistic about the policy outlook in the medium
term. China may provide more details about its fiscal stimulus after the NPC
Standing Committee signing off the proposal in late October or early
November. The latest fiscal stimulus might include RMB6tn local government
debt swap for 3 years to stop the tightening effects of local government
deleveraging, RMB1tn capital injection to six largest state-owned banks to
expand their lending capacity and more allocated fiscal funds to support local
governments to purchase unsold houses and lands for house supply and
demand rebalance. While the current policies centre on stabilizing property
market and relieving local fiscal distress after the housing bubble burst, the
policymakers may gradually recognize the importance of boosting
consumption and defying deflation in reviving the economy. The PBOC
governor Pan Gongsheng said at a Beijing forum last week that the central
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bank would make a moderate reflation a key policy consideration in future. If
the US general election brings new shocks and the effects of China’s latest
policies gradually fade, the Chinese policymakers will definitely launch more
aggressive stimulus in next year. Firstly, the PBOC might further loosen
liquidity and credit supply. 3M SHIBOR might further decline from 2.05% in
1H24 and 1.85% in 3Q24 to 1.6% by end-2025. RRR and LPRs might
respectively drop by 50bps and 20-30bps by end-2025. Secondly, the PBOC
and housing market regulators might further loosen second-home mortgage
policy and other property policies. Thirdly, the central ministries might expand
the urban village renovation program with more cash compensation to
targeted residents, guide banks to increase loan supply to developers and
support local governments to purchase more unsold housing projects. Lastly,
the MoF might moderately raise general fiscal deficit, special Treasury bond
guota and local government special bond quota in 2025. Total additional fiscal
stimulus might reach at least RMB5tn or 3.6% of GDP next year, which
includes RMB2tn local government debt swap, RMB1tn capital injection to
state-owned banks, RMB1tn incremental quota for special Treasury bonds
and RMB1tn new quota for other government debts. Broad deficit ratio might
rise from 10.5% of GDP in 2024 to 13.5% of GDP in 2025. The policy stimulus
might support a temporary economic recovery in next few quarters, yet can
hardly invert the slowdown trend of the economy in the medium to long term.
We expect China’s GDP growth to reach 4.9% in 2024 and 4.6% in 2025.
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Figure 1: China’s economic indicators
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2020-  2022-
YoY(%) 2019 2020 2021 2022 2023 1Q24 2024 KlerZ) Aug Sep
2021 2023
GDP 6.0 2.2 8.4 3.0 5.2 5.3 4.7 4.6 53 41
VAIO 5.7 2.8 9.6 3.6 4.6 6.1 5.9 5.0 4.5 5.4 6.1 4.1
-Mining 5.0 0.5 5.3 7.3 2.3 1.6 3.3 4.0 3.7 3.7 2.9 4.8
-Manufacturing 6.0 3.4 9.8 3.0 5.0 6.7 6.3 4.9 43 5.2 6.6 4.0
-Public utility 7.0 2.0 11.4 5.0 43 6.9 5.0 7.0 6.8 10.1 6.6 4.6
Delivery value for exports 1.3 (0.3) 17.7 5.5 (3.9 0.8 6.0 5.0 6.4 3.4 8.3 0.7
Service output index 6.9 0.0 13.1 (0.1) 8.1 5.5 4.3 4.8 4.6 5.1 6.3 3.9
Retail sales 8.0 (3.9) 12.5 0.2) 7.2 4.7 2.6 2.7 2.1 3.2 4.0 3.4
Exports of goods 0.5 3.6 29.6 5.6 4.7) 1.1 5.7 6.0 8.7 2.4 15.9 0.3
Imports of goods 2.7) 0.6)  30.1 0.7 (5.5) 16 25 25 04 03 137 (24)
Urban FAI (YTD) 5.4 2.9 4.9 5.1 3.0 4.5 3.9 3.4 3.4 3.4 3.9 4.0
-Property development 9.9 7.0 4.4 (10.0) (9.6) (9.5 (10.1) (10.1)  (10.2) (10.1) 5.7 (9.8)
-Manufacturing 3.1 (2.2) 13.5 9.1 6.5 9.9 9.5 9.2 9.1 9.2 5.4 7.8
-Infrastructure 3.3 3.4 0.2 11.5 8.2 8.8 7.7 9.3 7.9 9.3 1.8 9.9
GFA sold for commodity building (YTD) (0.1) 26 1.9 243) (85 (194) (1900 (17.1)  (18.0) (17.1) 22  (16.8)
GFA started for commodity building (YTD) 8.5 (1.2) (11.4) (39.4) (20.4) (27.8) (23.7) (22.2) (22.5) (22.2) (6.4)  (30.5)
Source: Wind, CMBIGM estimates
Figure 2: Property sales growth Figure 3: Recovery rates compared to 2018-2019
YoY(%, YTD, 2Y CAGR for 2021) Recovery rate compared to 2018-2019(%, YTD)
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Figure 4. New housing sales recovery rates Figure 5: Recovery rate of second-hand housing sales
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Note: The 11 cities include Beijing, Shenzhen, Hangzhou, Nanjing,
Chengdu, Qingdao, Suzhou, Xiamen, Wuxi, Dongguan and Foshan
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Figure 6: Retail sales of staples

Figure 7: Retail sales of auto & electronics
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Figure 8: Home appliance & furniture retail sales

Source: Wind, CMBIGM

Figure 9: Retail sales related to outgoing activities
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Figure 10: Consumer confidence Figure 11: Urban unemployment rate & housing rent
(YTD,%) (index)
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Figure 12: VAIO in textile & chemical products

Figure 13:VAIO in mineral & metal products
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Figure 14: VAIO in equipment Figure 15: Output in energy and electricity
YoY(%,2Y CAGR for 2021 & 2023 Mar-Dec) YoY(%,2Y CAGR for 2021)
20 - 20 -
15 1
10 /‘ 2% \/\\, 15 -
5 4
0 \,\f/\ L \IV > 10 4 i
-r ‘
N
(5) 1 5 - D /
(10) 7 N_ / ~ \‘0, | N ,
(15) 1 0o = (— o L\ Tl‘ -
(20) -
(25) - (5) 1 ‘
(30) -
2019 2020 2021 2022 2023 2024 (10) 1
General purpose equip
Special purpose equip (15) -
2019 2020 2021 2022 2023 2024

Electrical material & equip
Computer, telecom & electronic equip

Coal Electricity Production Thermal Power

Source: Wind, CMBIGM

Figure 16: Output in steel & construction material

Source: Wind, CMBIGM

Figure 17: Output in capital goods
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Figure 18:Output in auto, computer & smartphone Figure 19: FAI by sector
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Figure 20: FAl in agriculture & local infrastructure Figure 21: FAl in central infrastructure & mining
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Figure 22: FAl in chemical products Figure 23: FAIl in equipment
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