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China Economics Update: November data suggests industrial activities are on

track to improve in 4Q, consumption still faces downward pressure
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China’s Nov data points to further improvement in industrial growth, but consumption
remains sluggish due to the pandemic. IP improved from the prior month, high tech
remained a major support, and the relaxation of energy restrictions since 4Q also
helped. Investment activities remained soft due to real estate and infrastructure, though
manufacturing FAI showed resilience. Consumption continued to be led by online sales
but catering confracted again.

Industrial activities are on track to record a modest improvement in 4Q. On the external
front, China's exports have demonstrated sfrong resilience. Recent domestic policy
adjustments also boosted energy imports, contributing to the normalization of industrial
activities in 4Q. Domestically, manufacturing investments held up steady, the property
sectorremained a drag and infrastructure has been behind curve. However, retail sales
still face downward pressure as the re-emergence of regional pandemic breakouts
brings uncertainty to the recovery of consumption demand.

Macro policy support could pick up in the coming months, especially in the fiscal area,
supported by accommodative liquidity stance. The PBoC continues to maintain an
accommodative liquidity environment as demonstrated in the latest RRR cut and partial
rollover of medium-term lending facility (MLF). Another RRR cut in 1Q next year is in our
baseline assumption. We also expect fiscal support to ramp up, reflected in the earlier
allocation of government bond quota for next year. Accelerated fiscal spending may
also help to cushion the weakness in consumption.

Analyst certifications and other disclosures on last page. This research report has been created by CCB International Securities Ltd. 1
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Nov IP and FAI came in-line with expectations, retail sales remained soft

Industrial production (IP) advanced from the prior month. IP rose by 3.8% YoY in Nov, in-
line with market consensus and softer than our expectation (CCBIS: 4.3%, cons: 3.7%).
On a sequential basis, IP picked up 0.4% MoM (4.5% annualized), similar to the pace in
Oct. In the first 11 months of this year, IP has increased 10.1% YoY TID. Performance
varied from sector to sector (Fig 1).

m  Growth edged up further for the mining sector; electricity and utility production
maintained steady growth.

B Among manufacturing, energy-intensive sectors as a whole including metals
and chemicals decelerated further and all grew slower than the headline IP.

m  The high-tech and equipment sector continued to drive gains from industrial
activities, maintaining double digit growth but eased moderately by 0.5ppt to
19.0% YoY YTD by Nov. Among which, equipment and electric machinery eased
more than the hi-tech category, while the slowdown in computer and cellphone
production was more modest (Fig 1).

m  Auftomobile production continued to slow from the peak, dropping 1.5ppt from
the prior month to 5.8% YoY YTD.

Retail sales slowed more than expected. Headline retfail sales growth came in at
3.9% YoY for the month of Nov, much softer than our and market expectations (CCBIS:
4.9%, cons: 4.7%), the sequential growth was up only 0.2% MoM. Merchandise goods
eased (-0.4ppt to 4.2% YoY in Nov), while catering contracted for the second time this
year (-4.7ppt to -2.7% YoY in Nov). Online sales growth remained faster than the
headline, but the pace also eased by 1.3ppt to 7.4% YoY in Nov (Fig 2).

Sales of major merchandise products were mixed. Sales growth in YoY temrs eased for
communication appliances, but improved for housing-related items and auto sales.
Base effect conftributed partially for the development. If compared to pre-pandemic
levels, consumer goods sales in general accelerated from the prior month, however
catering was sfill in confraction.

FAl growth was dragged by soft property sector and traditional infrastructure
investments, and countered by steady corporate growth. FAI rose 5.2% YoY in the first 11
months of the year, slightly lower than expected (CCBIS and Bloomberg cons: 5.4%).
Based on our estimates, FAI declined 2.2% YoY in the month of Nov, but rose 7.3%
compared with the same month in 2019 (pre-pandemic). Changes in major FAI
categories included the following (Fig 3).

®  Traditional infrastructure investment confinued to confract, at an even faster
pace: -3.6% YoY in Nov vs. -2.5% YoY in Oct. If compared with the pre-pandemic
year of 2019, traditional infrastructure increased 1.5% YTD, edging down from
Oct.

B Real estate investment declined 4.6% YoY in Nov, a littfle improved from the prior
month (-5.5% YoY) but this was the third consecutive month of contraction.
Nonetheless, given property investment had a solid start to the year, YTD
property investment is still 13.2% higher than the same period in 2019.

®  Manufacturing FAI growth remained steady, growing 10% YoY in Nov, little
changed from the prior two months. Compared with 2019, manufacturing FAI
picked up 9.7% YTD, while in recent years annual growth for manufacturing
investments were generally below this level.

Other property indicators continued to cool. In YOY terms, property starts and sales data
continued to fall, by 21% and 14% in Nov, respectively (Fig 4). The contractions were less
severe than in Oct, but high frequency indicators such as land sales and home sales
remained sluggish through mid-Dec.
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Trade data released last week suggests still-strong global demand. Total exports rose
22% YoY in Nov (CCBIS: 17%, cons: 18%), with growth momentum remaining sfrong in
China’'s major markets. Import growth also came in much stronger than anticipated at
31.7% YoY (CCBIS: 16.4%, cons: 22.0%), compared with 20.6% YoY in Oct. Aside from base
effect, elevated commodity prices together with further acceleration in key commodity
import volume such as coal and fuels also contributed to the strong import value (Fig 5).

Our view:

Nov economic data is consistent with a pick up in industrial momentum as we expected,
but retail sales remain a drag. With domestic policy adjustments in recent months, and
confinued strong supports from external demand, industrial momentum recovered
notably entering info 4Q. Corporate capex also stayed solid. Meanwhile, traditional
infrastructure investment has been weak, suggesting that despite the recent increase
of local government bond issuance, public investment is still guided by debt and
efficiency considerations. Consumption weakness reflects on-going pandemic control
measures.

Macro policy support could pick up, especially in the fiscal area, supported by
accommodative liquidity policy. In recent weeks, high-level policy meetings all
emphasized the importance of macro stability and further policy support. According to
the media, MOF have allocated part of the special purpose bond quota next year for
some provinces to advance infrastructure construction as required by CEWC. We
expect the impact will start to reflect in infrastructure activities starting from early next
year.

On the monetary front, the PBOC has stayed accommodative as the RRR cut
announced last week took effect on Dec 15th, It previously stated that part of the
RMB1.2t released by the Dec RRR cut will be used to refurn the MLF that expires this
month, and some will be used by Fls to supplement long-term funds. As such, the PBOC
today only conducted partial MLF rollover (RMB500b) compared to the total maturity of
RMB950b, with unchanged interest rates, in-line with general market expectation and is
thus an net liquidity injection so far for this month (Fig 6). Another RRR is likely o come in
1Q next year. Amid faster government bond issuance, credit growth has bottomed and
showed stabilization towards the year-end. Some regions have loosened restrictive
property measures on the margin, though we expect soft momentum in real estate sales
and housing starts will persist in the near future.

Consumption still faces downward pressure. Industrial data should maintain its strength,
and our leading indicator shows that the strong frade momentum may continue to hold
up intfo the middle of next year. Meanwhile, due to the re-emergence of local
pandemic cases, some provinces have started to reapply fravel restrictions. Therefore,
consumption may continue to face some downward pressure in the near-term,
particularly in services. Targeted fiscal support will be particularly helpful in offsetting the
pressure in this area.
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Fig 1: High energy-intensity sector IP grew at a
much slower pace
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Fig 2: Online sales were still leading headline retail
sales growth but catering contracted again
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Fig 3: Steady manufacturing investments, while real
estate and infrastructure remained the drags
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Fig 4: Property indicators were still sliding in Nov,
housing starts suggest continued softness ahead
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Fig 5: Import volumes in coal and fuels both
accelerated in recent months
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Fig 6: Latest RRR cut points to net liquidity injection
to the system as of Dec 15th
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