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China: Government stimulus to lift sentiment
but underlying weakness persists

China’s economy grew 5.2% in 2023, helped by base effects from strict lockdowns in 2022 but at the slowest
rate - excluding the pandemic period - since 1990. In December, encouraging signs came from a continued
pickup in industrial production and a second straight increase in exports. However, a moderation in retail sales
growth and softer PMI readings mean economic uncertainty remains high. Deflationary pressures from weak
domestic consumption persisted during December, but core inflation remained positive (+0.6% y/y).

More government support measures came into force in January, especially targeting hard-hit equity markets.
The government is mulling a $278 billion rescue package to arrest the decline in both onshore and offshore
markets, while regulators have placed more restrictions on short-selling. The People’s Bank of China also cut
bank reserve requirement ratios by 50 bps, effective February 5, while lowering relending rates to the
agricultural sector and smaller firms. Meanwhile, a Hong Kong court ordered the liquidation of Evergrande,
which has more than $300 billion in liabilities, potentially weighing on market sentiment further. Additional
measures may yet be needed to tackle lackluster domestic demand and boost confidence. Structural factors
including an aging population, a buildup in public debt, and real estate turmoil, are set to dampen the outlook
this year, with growth likely to struggle to remain close to 5%.
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Real GDP growth accelerated to 5.2% y/y in 4Q 2023 but On an annual basis, the economy expanded 5.2% in 2023,
slowed in quarterly terms to 1% from 1.5% the previous achieving the government's target. However, it was the
quarter. slowest rise - excluding the pandemic years - since 1990.
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. Chart 3: GDP growth by industry

(% y/y)
8 - r 8
6 - - 6
‘\\

4 / L4

2 | ——Primary (raw materials) L o
——Secondary (manufacturing)

Tertiary (services)

0 V 0

-2 T T T T T T T T -2

4Q21 2Q22 4Q22 2Q23 4Q23

The services industry remained a large contributor to growth
in Q4, but the manufacturing sector witnessed the fastest
growth on an annual basis (5.5% y/y).

Source: Haver Analytics

' Chart 5: Industrial output and fixed investment

(% y/y)
40 - r 40
——Industrial
30 4 Production - 30
20 - —Fixed Asset L 20
Investment
10 A 10
0 0
-10 A F-10
-20 - F -20
-30 T T T — -30
Dec-19 Dec-20 Dec-21 Dec-22 Dec-23

Industrial production growth remained on an upward
trajectory in December, ticking up to 6.8% y/y, while fixed
asset investment edged up slightly to 3% y/y.

Source: Haver Analytics

' Chart 7: International trade
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Exports recorded a second consecutive month of growth,
rising 2.3% y/y in December and boding well for global
demand. Imports were relatively unchanged at 0.2% y/y.

Source: Haver Analytics.
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' Chart 4: Purchasing Managers’ Index surveys
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Business activity indicators moderated in December with the
composite measure falling to 12-month low of 50.3 despite a
pickup in non-manufacturing PMI to 50.4.

Source: Haver Analytics

' Chart 6: Retail sales
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Retail sales growth worsened somewhat in December but
remained at solid +7.4% y/y, helped by a sharp pickup in
catering sales.

Source: Haver Analytics

. Chart 8: Unemployment rate
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The government resumed the publication of youth
unemployment (14.9%) data after modifications to the
methodology. The overall jobless rate ticked up to 5.1%.

Source: Haver Analytics. *No data between June-Dec 2023
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. Chart 9: Real estate unit sales
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160 - r 160
——Residential
120 A = Commercial r 120
80 | Office buildings L 80
40 4 \ r 40
o /A A\ 0
\// \'D/ ) S—
/ T —
-40 -\/ r -40
-80 T T T ™ -80
Dec-19 Dec-20 Dec-21 Dec-22 Dec-23

Real estate unit sales, particularly residential units, which
contribute most to property sales, fell further in December

as buyers remained hesitant.

Source: Haver Analytics

Chart 11: House prices in 70 medium & large cities

. (% y/y)

8 1 r8
—Existing House prices

6 - - 6
——New Housing Prices

4 4 -4

2 F2

’ \___/Aﬁ j

-2 4 F -2

-4 4 F -4

-6 T T T — -6

Dec-19 Dec-20 Dec-21 Dec-22 Dec-23

The decline in new house prices accelerated in December to
-0.4% y/y as the markets keenly await the government's

more forceful support to the beleaguered sector.

Source: Haver Analytics

Chart 13: Money supply (M2) and credit growth
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Both money supply and outstanding loan growth softened to
9.7% y/y and 10.6% y/y, respectively, in December, with the

latter reflecting reduced credit appetite.

Source: Haver Analytics
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' Chart 10: Real estate investment
(% y/y, Cumulative ytd)
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Investment in real estate declined in December and could
likely remain weak amid poor sentiments following a court’s

decision to liquidate Evergrande’s assets.

Source: Haver Analytics

Chart 12: Consumer and producer price inflation
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Consumer prices fell 0.3% y/y in December amid a drop in
food and transportation costs. Core inflation, however, was

stable at +0.6% y/y.

Source: Haver Analytics

' Chart 14: Interest rates
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In a surprise announcement, the central bank reduced the
bank reserve requirement ratio by 50 basis points, effective

February 5, to improve liquidity.

Source: Haver Analytics
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. Chart 15: Dollar-yuan exchange rate . Chart 16: Monthly FX reserve changes
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The renminbi lost some ground in January, depreciating 1% Foreign exchange reserves jumped $66 billion m/m in
mtd, though recent weakness in the greenback helped the December, recording a second straight month of increase,
yuan stay below the pivotal 7.3 mark likely on a widening trade balance.
Source: Haver Analytics Source: Haver Analytics
. Chart 17: China and US government bond yields ' Chart 18: Stock market
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Yield on US 10-year government bonds rose to 4.1% in Equity markets received a reprieve in late January as
January while that on the Chinese counterparts fell to 2.5% authorities injected funds into the stock market and limited
amid continued monetary policy easing. short selling. Markets were still down mtd however.
Source: Haver Analytics Source: Haver Analytics
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