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China’s 3Q21 GDP rose 4.9%, slightly below market expectation. Despite solid demand,
weather- and policy-related factors led to production cuts, contributing to the slowdown in
secondary industries, even as services held steady. In Sep, industrial production (IP) eased
more than expected, led by a slowdown in energy-intensive sectors, while cyclical drivers,
including manufacturing upgrades and trade, remained on track. Consumption recovered
on improvements in catering and online sales. Fixed-asset investment (FAI) growth slowed
further from policy restrictions. Real estate investment declined 3.6% YoY in Sep, the first
single-month decline since Mar 2020. Corporate capex, however, picked up.

We keep our full-year GDP forecast at 8%, with manufacturing expansion likely constrained
by supply bottlenecks but services holding up better. Supply restrictions are likely to curb
growth in energy-intensive upstream industries, but be less impactful on other industries, high
fech industries, and exports. We expect the property sector to cool further despite marginal
easing on the regional front. Consumption and services are likely fo normalize further.

Expect targeted policy support to manage the credit siress. The PBOC is likely to maintain an
accommodative liquidity environment in the near-term, though elevated PPl makes it less
likely to pursue broad-based easing such as an RRR cut. Targeted policy tools including credit
measures and the rolling over of maturing MLF are expected. We estimate headroom of
about RMB2.4t for central and local government new bond issuance in 4Q21, which should
help to offset the shortfalls of local land sales and support local finances in the coming
monfths.
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