19 Jan 2021

CMB International Securities | Economic Research | Economic Perspectives

China Economy in 4Q20

B4 H R

CMB INTERNATIONAL

) & g M g BL H
ed Subsidiary Of China Merchants Bank

Growth beat; resurgence of COVID-19 may complicate

near-term business outlook

China’s economy advanced further toward pre-pandemic levels. GDP increased
6.5% YoY in 4Q20, exceeding long-term trend line and was primarily boosted by
booming industrial production and catching-up of the tertiary sector. Annual GDP
growth was 2.3% YoY in 2020 (-6.8%/3.2%/4.9% in 1Q/2Q/3Q). Household
disposable income growth and employment conditions also improved in pace with
macroeconomic recovery in 4Q20. While we stay positive on China’s economic
recovery bolstered by vaccines worldwide, we point to some risk factors, including
the resurgence of COVID-19 cases and consumption uncertainties.

B Industrial production achieved broad-based acceleration in Dec 2020,
boosted by both export and domestic demand. Industrial output increased 7.3%
YoY in Dec 2020 and 7.1% in 4Q, lifting annual growth to 2.8% in 2020. High-
tech manufacturing speeded up to grow 13.1% in Dec. Equipment and
machinery manufacturing growth also outpaced.

B FAIl strengthened by manufacturing and real estate in Dec-20. 1)
Manufacturing FAI achieved double-digit growth in both Nov and Dec 2020,
narrowing annual decline to 2.2%. It could gain stronger footing in 2021 on
back of global economic recovery, technological advance and government
support. 2) Real estate investment stood up well thanks to robust construction
expenditure and land acquisition spending, +7.0% in 2020. It may edge down
to ~5% in 2021, resulting primarily from the cool down of land market. 3)
Infrastructure FAI decelerated to ~0% in the month of Dec 2020 partly due to
cold weather conditions.

B Retail salesincreased 4.6% YoY and 1.24% MoM in Dec 2020, decelerating
mildly after some demand has been exhausted during the Nov shopping
festival. Sales of cosmetics, jewellery, consumer electronics and automobiles
decelerated in Dec 2020 compared to Nov 2020. Catering revenue, however,
speeded up to increase 3.6% YoY in Dec 2020 for the above-designated-size
sample and 0.4% YoY for the whole sample, indicating continued recovery.

B Risks. 1) Resurgence of new COVID-19 cases. As of 17 Jan 2021, 1,265
new COVID-19 cases were reported this year, including 1,020 local cases
primarily in Hebei and the northeast provinces. Beijing also reported scattered
cases. Although the rest of China remains safe and economic activities are
intact, we should be alert to risks regarding regional economies of affected
provinces. Policy guidance of avoiding travel during the Chinese New Year
would also have bitter ramifications on airline and travel-related industries,
and may imply meaningful changes in household consumption behavior and
economic data in 1Q21. 2) Lack of consumption boost. Although last year’s
low base is likely to spook double-digit retail sales growth in 2021, there still
remain uncertainties regarding consumption growth after demand for durables
are gradually exhausted.

Data Summary

Industrial output 4.8 5.6 6.9 6.9 7.0 7.3
FAl, YTD -1.6 -0.3 0.8 1.8 2.6 2.9
- Manufacturing -10.2 -8.1 -6.5 -5.3 -3.5 -2.2
- Real estate 3.4 4.6 5.6 6.3 6.8 7.0
- Infrastructure -1.0 -0.3 0.2 0.7 1.0 0.9
Retail sales value -1.1 0.5 3.3 4.1 5.0 4.6

Source: NBS, CMBIS
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GDP

Figure 1: GDP +6.5% in 4Q20 Figure 2: Tertiary sector recovery is catching up
20 Yov, % GDP growth by quarter % GDP growth by sector
10 4
15
5 4
10 ’\/\/'/JVA
0 T T T T T T T T T T — r T T
D O O O DO P DX DD P DD P O O
s »0909090’\»&9»@9»@9»&5»99@9@9@:\«9 9{99(9,\
SHE S S F S S S S S SN S
-5 1
0
2232388338855
sdeJeZoJodoRoXoRoRoXo]
AT O NATONAST -10 4
-5
Primary Sector Secondary Sector = Tertiary Sector
-10 15 -
Source: NBS, Wind, CMBIS Source: NBS, Wind, CMBIS

Figure 3: Surveyed urban unemployment rate was Figure 4. New urban employed population added
5.2% at YE20, same as YE19 11.86 million in 2020
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Industrial output

Figure 6: High-tech manufacturing +13.1% in Dec
Figure 5: Industrial output +7.3% YoY in Dec 2020 2020
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Figure 7: Manufacturing growth accelerated for key industries

0 YTD YoY (%) Industrial output growth by industry
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B Manufacturing FAI
Figure 9: Manufacturing FAI achieved double-digit
Figure 8: FAl growth by the three components growth in Nov and Dec
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Figure 10: High-tech manufacturing led the growth Figure 11: FAI of key selected industries
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B Infrastructure FAI
Figure 12: Monthly infrastructure FAI growth Figure 13: FAI of electricity supply stood up high
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B Real estate FAl edged up to 7.0% YoY
Figure 14: Decomposing real estate investment Figure 15: Housing new starts
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Figure 16: Land transaction cooled down
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Retail sales
Figure 18: Catering revenue accelerated growth
Figure 17: Retail sales +4.6% YoY in Dec-20 while goods sales growth weakened
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Figure 19: Sales of cosmetics, jewellery, mobile phones, automobile decelerated in

Dec-20 compared to Nov-20
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Resurgency of COVID-19

Figure 20: Resurgence of local infections since 2021
—1,020 local cases as of 17 Jan 2020, exceeding Mar-
20 numbers

Figure 21: New cases reported primarily in Hebei
and Northeast provinces in China; Beijing also
reported scattered cases
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Economic forecast

Figure 22: Forecast of major economic indicators

Source: NHC, CMBIS

2017A 2018A 2019A 2020E 2020A 2021E

Real GDP (YoY growth, %) 6.9 6.6 6.1 2.3 2.3 8.8
Nominal GDP (YoY growth, %) 11.2 9.7 7.8 2.7 2.98 10.1
CPI (YoY growth, %) 1.6 2.1 2.9 2.7 25 1.3
PPI (YoY growth, %) 6.3 35 -0.3 -2.0 -1.8 1.2
Value-added industrial output (YoY growth, %) 6.6 6.2 5.7 2.4 2.8 8.7
Fixed asset investment (YTD YoY growth, %) 7.2 5.9 5.4 25 2.9 7.4

Infrastructure 19.0 3.8 3.8 15 0.9 7.0

Manufacturing 4.8 9.5 3.1 -4.5 -2.2 9.4

Real estate development 7.0 9.5 9.9 5.9 7.0 4.5
Retail sales (nominal, YoY growth, %) 10.2 9.0 8.0 -3.0 -3.9 13.0
Export (in USD, YoY Growth, %) 7.9 9.9 0.5 2.0 3.6 8.0
Import (in USD, YoY Growth, %) 15.9 15.8 -2.8 -1.0 -1.1 10.0
M2 (YoY growth, %) 8.2 8.4 8.7 10.4 10.1 9.2
Total social financing (TSF) balance (%) 134 9.8 10.7 13.8 13.3 114
RMB loans outstanding (%) 12.7 135 12.5 12.9 12.5 11.2
1-year LPR (%) 4.30 431 4.15 3.85 3.85 3.85
5-year LPR (%) n/a n/a 4.80 4.65 4.65 4.65
1-year MLF operating rate (%) 3.25 3.30 3.25 2.95 2.95 2.95
USD/CNY (range) 6.46-6.96 6.26-6.97 6.68-7.18 6.60-7.10 6.52-7.16 6.40-6.70
USD/CNY (end of period) 6.51 6.88 6.96 6.60 6.54 6.50
Fiscal deficit ratio (%) 3 2.6 2.8 3.7 3.7 >3.0
Local government special bond, (RMB tn) 0.91 1.35 2.15 3.75 3.75 >3.0

Source: NBS, PBoC, China Customs, Wind, Bloomberg, CMBIS estimates
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