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China Economics Update: Strong 1Q GDP; Mar economic data showed gradual

normalization
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China’s 1Q GDP came roughly in-line with expectation, growing 18.3% YoY. Mar

data suggests that industrial production is sfill solid, led by momentum in high-tech Lulu Jiang
sectors. Resilient exports and continued industrial upgrades are gradually feeding (852) 3911 8012
info manufacturing capex, though real estate investment remained the strongest jianglulu@ccbintl.com
among the major FAI categories compared to pre-pandemic level. Retail sales

beat market expectation, as catering and online-sales rose sharply in Mar while Li Cui
auto sales remained strong. (852) 3911 8274

cuili@ccbintl.com

The latest data suggests that growth recovery is on track. We maintain our yearly
growth forecast at 8.5%. Industrial upgrades, consumption recovery and sfill-solid
tfrade remain the main themes for 2021. Nonetheless, near-term risks including the
supply constraint in chips as well as the new variant of COVID-19, the later could
delay the recovery of major economies.

In our view, policy makers will fighten incrementally. Credit growth cooled in Mar
while the cenfral bank has remained accommodative in tferms of the liquidity
environment. We expect interest rates to edge up gradually amid more certainty
on the growth recovery and rising inflation pressure.
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China’s 1Q GDP rose 18.3%, largely in-line with market expectation

According to NBS, China’s 4Q GDP grew 18.3% YoY, slightly lower than market
expectation and higher than ours (CCBI: 17.8%, consensus: 18.5%). On a sequential
basis, seasonally adjusted 4Q GDP rose 0.6%, easing from 2.6% in 4Q20. The average of
5 quarters of sequential growth was at 1.6%, similar to that of 2017 and 2018,
suggesting that the pandemic has only had a temporary impact on China’s growth
trajectory, and that growth momentum has gradually normalized.

Detailed numbers show that secondary industries continued to grow faster than
headline GDP, at 24.4% YoY, while tertiary industries delivered more contained growth
than the headline at 15.6% YoY. This is consistent with the growth recovery that has
been led by strong momentum in industrial activity while the service sector has
recovered with some lag.

Mar economic indicators suggest that growth momentum has started to
diverge: retail sales beat market expectations, while IP and FAI started to
normalize

Industrial production (IP) held up at a solid pace, despite some sequential
deceleration. On a sequential basis, IP eased slightly in Mar from the past three months,
growing an average of 0.6% MoM seasonally-adjusted, or 7.4% annualized (vs. avg of
8.3% in Dec 2020 - Feb 2021), still solid compared to pre-pandemic levels (around 0.5 -
0.6% MoM growth). Among the three major industrial categories, IP for manufacturing
was the strongest, rising 15.2% YoY, as it continued to outperform headline growth. P
for high-tech manufacturing eased from the past two months, but maintained a faster
growth pace than the headline, rising 31.2% YoY in Jan - Mar (vs. 49.2% in Jan — Feb),
indicating that continued industrial upgrades along with resilient tech exports remain
key drivers of IP growth.

Retail sales were strong. Refail sales rose 34.2% YoY in the month of Mar (consensus:
28%). Catering rose meaningfully in Mar (Fig 1), ouftpacing already-strong growth in
the beginning of the year (91.6% YoY in Mar vs. 68.9% YoY in Jan - Feb). Consumption
recovery is more than the low base: compared to the pre-pandemic average during
1Q, most goods sales together with catering delivered positive growth. Sales in
communication appliances, cosmetics, beverages and daily used goods all growing
more than 20% (Fig 2). In contrast, housing related items as well as medicine were
lower than pre-pandemic levels, possibly reflecting tighter housing measures and
China’s confrol over the pandemic. Overall, data is in-line with our view that
consumption will be a main driver for this year's economic growth.

Strong fixed asset investment (FAI) growth mostly reflected the low base. FAI rose
25.6% YoY in Jan — Mar, in line with market consensus of 26%. Based on our calculation,
FAl rose by 12.3% in 1Q compared to the average 1Q levels in 2017 — 2019 (pre-
pandemic years). Among which, real estate remained the fastest growing sector, up
by 28.6%, while infrastructure investments, taking intfo consideration investments in
electricity, gas & water production and supply, rose by 11.6% (infra FAI excl. E&G up
11.4%). Despite a strong rebound in manufacturing FAI on a YoY basis, the pickup
when compared to pre-pandemic levels remained relatively low, at only 1.2%.

Real estate investments expected to cool on the back of tightening measures. 1Q
sales data looked particularly strong (Fig 4), even compared to pre-pandemic years,
rising 21.4%, consistent with rising property prices and private sector credit demand in
recent months (Fig 5). Nonetheless, growth in started floor space was only 3.4% higher
than in pre-pandemic periods, fogether with declining land sales in recent weeks (Fig
6), all indicating that property investments will cool down in the coming months.
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Trade data released earlier this month remained strong. Total exports rose 30.6% YoY in
Mar (consensus: 38%), and 1Q exports were more than one-third higher than the pre-
pandemic 1Q level. Exports to the US in Mar remained the fastest growing among
China's major trading partners (+53.3% YoY), while the major export commodities
including home appliances, integrated circuits, data processing equipment and parts,
as well as cars (including chassis) all expanded their share when compared to 2019.
As such, China has maintained its strong frade performance, notwithstanding the
stfronger competition as global production recovers. Import growth of around 38.1%
YoY was mostly driven by strong commodity prices that increased over 80% YoY in Mar.
Import volume growth diverged: while imports for crude oil, iron ore and copper were
strong, imports of coal and refined petroleum remained sluggish.

Our view:

March data confirms steady recovery consumption while manufacturing momentum
remains solid. Strong industrial sector growth is, supported by solid external demand
and industrial upgrades (Fig 6). Auto sales and off-line services have furthered their
momentum, supporting a strong recovery in consumption. Infra spending has received
support from increased fiscal support and new local government bond issuance after
the national two sessions. The property sector has shown early signs of softening,
though sales growth stayed strong during 1Q.

We maintain our forecast for full-year growth at 8.5% , supported by consumption,
manufacturing upgrades, and continued global recovery. One key risk is the chip
supply shortage that may put some constraints on the tech manufacturing sector. So
far, there were few signs of meaningful impact on Chinese production, except for the
auto sector: production declined 23% QoQ in the first quarter of this year after a strong
4Q. However, the impact is expected to be temporary, with much of the pressure
brought by supply chain disruption to be alleviated in the second half.

Incremental policy tightening expected. Today's data should provide some
confidence to the government that a tighter stance is warranted, especially as the
recovery in consumption should benefit the services sector and job growth. Monetary
policy started to normalize in 2H last year, though overall the policy stance is more
accommodative than pre-pandemic levels. The central bank has kept liquidity
condifions balanced in recent months. For instance, the PBoC injected RMB150b
through MLF on Apr 15/, just enough to match the matured amount. Policy controls on
the property sector are likely to continue, given the sfill strong momentum in the
property sector, and interbank rates will likely trend higher with the reflation trend.
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Fig 1: Service sector recovered with improving consumer
confidence, online and caterings are particularly strong
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Fig 2: Compared to pre-pandemic years, sales remained
sfrong for consumer discretionary, while housing related
items refreated
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Fig 3: Exports to the US remained the sfrongest
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Fig 4: Property sales were particularly sirong in Mar
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Fig 5: Medium to long-term loan growth of the private
sector was sirong in the beginning of the year
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Fig é: Land fransaction has declined sharply three weeks
since Mar 26, suggesting moderating property investments
going ahead
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Rating definitions:

Outperform (O) - expected return > 10% over the next twelve months
Neutral (N) - expected return between -10% and 10% over the next twelve months
Underperform (U) - expected return < -10% over the next twelve months
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