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China Economics Update: Recovery in manufacturing momentum to continue

W 11 H 0 S A 2 £ 0 3y i
T, AHE B B AT B -

ol A = e S BRI IT il kb
gl SCRPBRATIX I B2 5 [l i s oty 5 2
PRI . JHT T, FEFHERZ
1 FUAERB) . i
KT TR , [ BE 7™ BgE B i
RIHA IR

BATINA, 2020 HEBURKE 4R S 5 KA
BRSPS SRl A 7
THERR ISR . MR T LA B S I
LRSI T

China’s industrial production (IP) and
retail sales growth came in firmer than
expected in Nov, while fixed asset
investment remained soft as expected.

The strength of IP growth mainly
stemmed from the auto and IT
manufacturing sectors, supporting our
view of a trade-led rebound in
production growth in the near term.
Meanwhile, retail sales rebounded on
firmer auto and home appliance sales,
and accelerating catering services
growth. In contrast, the limited pickup
in construction activity has capped
overall investment growth.

In 2020F, we believe policy will continue
to refrain from large credit stimulus
while domestic construction and
property will remain on a soft footing.
The technology sector will be a bright
spot with the potential to support
manufacturing momentum.
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Nov 2019 2020F
Indicator Nov 18 Sep19 Oct19 BBG CCBIS Actual BBG CCBIS
IP (% YoY) 5.4 5.8 4.7 5.0 5.3 6.2 5.1 5.4
Retail sales (% YoY) 8.1 7.8 7.2 7.6 7.8 8.0 7.8 8.0
FAI YTD (% YoY) 5.9 5.4 5.2 5.2 5.2 5.2 5.4 5.6
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China’s Nov economic data rebounds more than expected

Production growth rebounds, led by auto and tech

Industrial production (IP) growth strengthened 1.5 ppt to 6.2% YoY, a stronger rebound than the
market had expected (Bloomberg cons: 5.0%; CCBIS: 5.3%). The Oct-Nov average reading
picked up 0.5 ppt from the 3Q average. By sector, the rebound was led by auto and tech
hardware, while raw materials such as cement and metals softened from 3Q due to the
subdued recovery in construction. Auto production accelerated to 6.3% YoY in Oct-Nov from
0.1% YoY in 3Q, adding 0.4 ppt to headline growth. Electrical machinery, computers and other
ICT equipment also firmed up, raising headline growth by another 0.2 ppt.

Investment growth remains soft on cooling construction cycle

Fixed asset investment (FAI) YTD growth was flat from Oct at 5.2% YaoY, in line with the market
and our expectation (Bloomberg cons and CCBIS: 5.2%). Average FAI growth picked up slightly
in Oct-Nov to 4.5% YoY, from 4.3% YoY in 3Q, driven by manufacturing capex. As overall credit
momentum stayed soft, infrastructure investment decelerated to just 2.2% YoY in Oct-Nov, from
4.9% YoY in 3Q, and property investment growth moderated to 9% YoY, from 9.8% YoY in 3Q.

Overall housing market holds up, but price declines seen in more cities

Housing construction data held up in the first two months of 4Q compared with the previous
quarter as growth in new starts and areas under construction recorded small increases. That
said, demand indicators cooled somewhat. There in an increasing number of cities seeing
price declines month-over-month. The average sequential gain in housing prices also eased.
Due to slightly higher mortgage rates, floor space sold in Oct and Nov grew at a slower pace
of 1.5% YoY, down from 2.9% YoY in 3Q.

Retail sales see stronger rebound thanks to online sales promotion

Nominal retail sales rose 8.0% YoY in Nov, up from 7.2% the previous month, beating
expectations (Bloomberg cons: 7.6%; CCBIS: 7.8%). By sector, sales of consumer electronics
surged, accelerating to 16.5% YoY in Oct-Nov, from 4.5% YoY in 3Q. Home appliances also rose
faster in Oct-Nov compared with 3Q, likely driven by Singles Day online sales. Meanwhile, auto
consumption was less of a drag on headline growth than it was in 3Q.

Our view

We maintain our view of a manufacturing recovery. The latest global PMI reports, our trade leading
indicator and today’s Chinese data all support our view that the slide in the global manufacturing
sector since 2018 has come to an end. We expect the technology sector to be a bright spot with
the potential to support manufacturing momentum. A recovery in the global IT cycle, stabilization of
trade risks, 5G-related investment, and an increase in high tech FDI are key catalysts. The latest PPI
reports are in line with our view that the economy remains on a reflationary trend, supporting
corporate profit gains.

Domestic construction and property remain on a soft footing. In 2020F, we expect policy to continue
to refrain from large credit stimulus. The just-concluded Central Economic Work Conference also
maintained a tightening bias towards the housing market, stressing stable land and housing prices.
No mention was made of special local government bonds, with a detailed quota to be confirmed
at the Two Sessions in Mar 2020F. Against this backdrop, we are likely to see construction momentum
in 2020F grow at a pace similar to 2019.
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Table 1: Breakdown of key economic indicators

IP details (YoY %) Nov 18 3Q18 4Q18 1Q19 2Q19 3019 Octl9 Nov19
Industrial production 5.4 6.0 5.7 6.5 5.6 5.0 4.7 6.2
Mining 23 18 3.2 1.7 4.7 6.1 3.9 5.7
Manufacturing 5.6 6.0 5.7 6.7 55 4.8 4.6 6.3
- Food 8.6 5.3 8.3 5.6 5.6 5.5 34 5.5
- Ferrous metals smelting and pressing 104 7.5 9.9 7.8 12.3 10.0 6.3 10.7
- Non-ferrous metals smelting and pressing 12.8 8.3 11.6 9.9 104 8.8 9.1 6.4
- General equipment 6.7 6.3 6.7 7.6 24 2.7 31 6.2
- Special equipment 12.4 10.2 10.7 12.1 4.3 4.8 5.0 7.0
- Automobiles -3.2 3.0 -2.7 -2.7 -2.8 0.1 4.9 7.7
- Electric machinery and equipment 9.0 4.7 8.6 104 9.1 9.9 10.7 12.6
- Computers and telecom equipment 12.3 14.4 125 7.4 111 7.4 8.2 9.7
Utilities 9.8 10.0 8.7 7.1 7.3 6.2 6.6 6.7

FAI details (YoY %)

FAI 7.7 45 7.2 6.3 55 4.8 3.7 5.2
Private 7.8 9.2 8.7 6.4 5.3 3.1 22 54
Non-private 7.6 -2.7 4.8 6.1 5.9 75 6.3 4.9
Mining -0.1 14.8 -1.3 14.8 253 31.1 18.3 27.7
Manufacturing 131 11.8 115 4.6 2.2 1.7 3.3 1.6
Services 7.4 29 6.0 75 7.3 6.9 3.8 5.8
Infrastructure 3.7 -2.6 5.0 4.4 3.9 5.2 2.1 2.3

Property market growth (YoY %)

Real estate investment 9.7 10.2 8.4 11.8 10.3 9.8 8.6 9.3
Floor space started 21.7 25.3 19.2 11.9 9.1 6.0 23.2 -2.9
Floor space sold -5.1 2.0 -2.0 -0.9 -2.3 2.9 1.9 1.1
Floor space sold - tier 1land tier 2 3.6 25 0.1 -1.4 13.1 1.2 4.8 -5.2
Floor space sold — other -5.7 2.0 2.1 -0.8 -3.3 3.0 17 1.6
Land sales volume 8.2 29.4 11.3 -33.1 -24.6 -10.4 12.9 -0.7

Retail sales details (YoY %)

Retail sales 8.1 9.0 8.3 8.4 8.6 7.6 7.2 8.0
Garments 5.5 8.3 6.0 3.3 2.8 39 -0.8 4.6
Daily-use goods 16.0 14.9 14.5 16.1 12.1 12.6 12.0 17.5
Home appliances 125 3.7 10.8 7.7 5.8 4.2 0.7 9.7
Furniture 8.0 10.2 10.2 5.5 6.4 6.1 1.8 6.5
Decoration materials 9.8 7.3 9.0 8.3 0.0 3.6 2.6 -0.3
Automobiles -10.0 -4.2 -8.4 -3.4 5.9 -4.3 -3.3 -1.8

Source: NBS, CEIC, CCBIS
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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

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his/her
personal views about any and all of the subject securities or issuers and were prepared in an independent manner; and (ii) no part
of any of his’/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in
this document; and (iii) he/she receives no insider information/non-public price-sensitive information in relation to the subject
securities or issuers which may influence the recommendations made by him.

The author(s) of this document further confirm that (i) neither he/she nor his/her respective associate(s) (as defined in the Code of
Conduct for Persons Licensed by or Registered with the Securities and Futures Commission issued by the Hong Kong Securities and
Futures Commission) has dealt in/traded or will deal in /trade the securities covered in this document in a manner contrary to
his/her outstanding recommendation, or neither he/she nor his/her respective associate(s) has dealt in or traded in the securities
covered in this document within 30 calendar days prior to the date of issue of this document or will so deal in or trade such
securities within 3 business days after the date of issue of this document; (ii) neither he/she nor his/her respective associate(s) serves
as an officer of any of the companies covered in this document; and (i) neither he/she nor his/her respective associate(s) has any
financial interests in the securities covered in this document.

Disclaimers:

This document is prepared by CCB International Securities Limited. CCB International Securities Limited is a wholly-owned subsidiary
of CCB International (Holdings) Limited (“CCBIH”) and China Construction Bank Corporation (“CCB”). Information herein has been
obtained from sources believed to be reliable but CCB International Securities Limited, its affiliates and/or subsidiaries (collectively
“CCBIS”) do not guarantee, represent and warrant (either express or implied) its completeness or accuracy or appropriateness for
any purpose or any person whatsoever. Opinions and estimates constitute our judgment as of the date of this document and are
subject to change without notice. CCBIS seeks to update its research as appropriate, but various regulations may prevent it from
doing so. Besides certain industry reports published on a periodic basis, the large majority of reports are published at irregular
intervals as appropriate according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in
nature and may be based on a number of contingencies. Readers should not regard the inclusion of any forecasts, projections
and valuations in this document as a representation or warranty by or on behalf of CCBIS that these forecasts, projections or
valuations or their underlying assumptions will be achieved. Investment involves risk and past performance is not indicative of future
results. Information in this document is not intended to constitute or be construed as legal, financial, accounting, business,
investment, tax or any professional advice for any prospective investors and should not be relied upon in that regard. This
document is for informational purposes only and should not be treated as an offer or solicitation for the purchase or sale of any
products, investments, securities, trading strategies or financial instruments of any kind in any jurisdiction. CCBIS makes no
representations on the availability of the securities covered in this document (or related investment) to the recipients. The securities
described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Neither CCBIS nor any other
persons accept any liability whatsoever for any loss or damages (whether direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential) arising from any use of this document or its contents or otherwise arising in connection therewith.
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. The opinions and
recommendations herein do not take into account prospective investors’ financial circumstances, investment objectives, or
particular needs and are not intended as recommendations of particular securities, financial instruments or strategies to any
prospective investors. The recipients of this document should consider this document as only a single factor in marking their
investment decision and shall be solely responsible for making their own independent investigation of the business, financial
condition and prospects of companies referred to in this document. Readers are cautioned that (i) the price and value of securities
referred to in this document and the income derived from them may fluctuate; (i) past performance is not a guide to future
performance; (ii) any analysis, ratings and recommendations made in this document are intended for long-term (at least for 12
months) and is not linked to a near-term assessment of the likely performance of the securities or companies in question. In any
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