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—The macroeconomy—

Real GDP growth hit +3.0% in 2022

— It will take time before consumption activity gets back to normal —

Summary

v Real GDP grew by +2.9% on the same period last year in 4Q, with the economy slowing on the spread of Covid-
19 in China and falling international demand for goods. Real GDP grew by +3.0% over 2022.

v" December’s economic indicators showed production activity slowing, though retail and investment bounced
back. However, the recovery in retail was partially due to transitory factors, such as increased sales of
medicines on the spread of Covid-19 and a rush in demand for automobiles.

v If the pandemic situation cools off, consumption activity will recover. However, the employment and earnings

environment has deteriorated, so it will take time for consumer spending to return to normal

1. The economy was pushed down by Covid-19 and the sluggish property market in 2022
GDP growth slowed to +2.9% y-o-y in 4Q 2022

Though retail sales improved, this was due to transitory factors

2. There will be a lag between the end of the pandemic and the normalization of consumption activity
Consumption activity will probably get back to normal late 2023
The economy is recovering at a faster pace than expected, but there is still a risk of new Covid-19 strains

emerging



1. The economy was pushed down by Covid-19 and the sluggish property market in 2022
B GDP growth slowed to +2.9% y-o-y in 4Q 2022

Real GDP growth hit +3.0% in 2022, down substantially on the target of “around +5.5%" outlined at the National
People's Congress last spring. The economy was hit by sluggish consumption activity due to Covid-19 as well as a
stagnant real-estate market.

At +2.9% on the same period last year, growth in 4Q 2022 was down on the 3Q figure of +3.9% (Fig. 1). The
authorities announced a 20-point plan in November! and a 10-point plan in December? aimed at improving China’s
pandemic measures. The number of Covid-19 cases subsequently soared on this easing of the rules, with this having
a temporary but heavy impact on economic activity. Though production activity slowed in December compared to

the previous month, retail sales and fixed asset investment actually bounced back, despite the surge in infections.
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B Though retail sales improved, this was due to transitory factors

Amid a prolonged slump in domestic demand, and with worker movement physically constrained by the surge in
Covid-19 cases, value-added industrial production grew by just +1.3% y-0-y in December, down on November’s
figure of +2.2% y-0-y. Automobile production had moved firmly on government policies to stimulate sales, but this
also slowed on November to hit -5.9% y-0-y in December. At +2.8% y-0-y, the 4Q figure was down on a quarterly
basis too (3Q: +4.8%), though this was not as bad as the slump in the second quarter slump (+0.6% y-0-y) following
an outbreak of infections in Shanghai.

On the other hand, retail sales and fixed asset investment bounced back. At -2.7% y-o-y, retail sales had slipped
into negative territories in 4Q, though this figure improved slightly in December at -1.8% y-o-y. Of course, the

number of people leaving home fell sharply, as revealed by indicators like the road congestion index (Fig. 2) and

! See Mizuho China Business Express Economic Journal (No. 128) (November 11, 2022)
2 See Mizuho China Business Express Economic Journal (No. 129) (December 23, 2022)
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the subway passengers data, with this slump hitting bottom late December. Furthermore, at -10.3% y-0-y, the
consumption of eating and drinking services data underwent a double-digit contraction in 4Q, just like when it fell
by -15.6% y-0-y in 2Q (3Q: +1.5% y-0-y). At -0.1% y-0-y, though, the consumption of goods in December improved
sharply at -0.1% y-0-y on November’s figure of -5.6% y-0-y (Fig. 3). However, the data for sales at retailers above
a designated size suggests consumption was supported by the sale of medicines on the spread of Covid-19, with the
figure also bolstered by surge in demand for automobiles before the end of a policy aimed at boosting sales® (Fig.
4). As such, it seems the recovery was propelled by transitory factors and it is too early to tell whether consumption

activity really did bottom out in December.

Fig. 4: Sales at retailers above a designated
size
(%, Change in contribution from previous year)

Fig. 3: Retail sales

(%)

20 r
= Goods Eating and drinking services _
9 9 10 PR - - Total
L ., ~ m n
10 \ g ﬁ N amount
\/\/ \ A~ 5 ==
RV _\\/
0 - *
| F
-10 | ? A
o
-5 v
-20 /
-10 }
-30 - (Year/Month) v
21/7 21/10 22/1 22/4 227 22/10 -15 }
Year/Month
oo L ( )
22/1 22/4 22/7 22/10
Other
Housing related
Automobiles
= Telecommunications equipment and household appliances
Medicines
Cosmetics and jewelry
u Clothing
Food and daily articles
Source: National Bureau of Statistics of China, CEIC Source: National Bureau of Statistics of China, CEIC

At +3.0% y-o-y, investment activity continued to grow in 4Q, with the figure for December improving to +3.1%
y-0-y (November: +0.8% y-o0-y) (Fig. 5). However, infrastructure investment and manufacturing investment could
not compensate for the slump in property investment. At -16.4% y-o-y, the decline in investment in real estate
development offset the impact of comparatively-firm manufacturing investment (+6.8% y-o-y) and the rise of
infrastructure investment (+12.3% y-o-y*) on stimulus measures. Figure 5 shows investment in real estate
development improving in December, though this was largely due to a comparison with a year earlier and it is hard
to say that the investment slump has bottomed out. At -24.3% y-o-y, real estate sales in terms of floor space continued
to fall until December (November: -23.3% y-o0-y). At -0.23%, meanwhile, property prices also fell on the previous
month for the 16th straight month (Fig. 6).

3 China Automobile Dealers Association, “2022 £ 12 B3 £ EFBAETIHZ DI
4 Infrastructure investment denotes total investment in transportation, warehouses, the environment and public facilities, etc.
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The import and export data (goods, nominal USD) shows exports falling by -6.5% y-o-y in 4Q (3Q: +10.3%) and
imports sliding by -6.5% y-o-y (3Q: +0.7% y-o-y), with trade reaching a turning point after previously expanding
after the pandemic (Fig. 7). The global demand for goods has eased, with trade also hit by sluggish production and
distribution due to the spread of Covid-19.

Fig. 5: Fixed asset investment Fig. 6: New-homes prices (M-0-m)
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2. There will be a lag between the end of the pandemic and the normalization of consumption
activity
B Consumption activity will probably get back to normal late 2023

As outlined above, the current economic slowdown is due in large part to the surge in Covid-19 infections. Retail
(consumption activity) have been hit particularly hard, with the sales data for 4Q 2022 down compared to a year
earlier, for example. As such, the outlook for the economy depends on whether sluggish consumer spending can
bounce back. We need to consider two things in particular: (1) The timing of when the Covid-19 situation settles
down, and (2) the pace of the recovery of consumption activity once things calm down.

As for (1), opinions are divided when it comes to Chinese and international experts, though the Chinese Center
for Disease Control and Prevention thinks there will be three waves of infections up until mid-March® A simulation
on the homepage of the University of Washington’s Institute for Health Metrics and Evaluation (IHME) suggests
the number of new cases will peak mid-March®, with the situation potentially calming down from spring.

With regards to (2), it seems consumption activity will recover to a certain extent once infections slow and
restrictions on activity are eased, though it will probably take some time before things get back to normal. This is
because the employment and earnings environment has deteriorated on the prolonged Covid-19 situation, with this
likely to hinder a fully-fledged consumption recovery. At 5.5%, the current urban surveyed unemployment rate is

clear of the NPC’s target, though unemployment among the young is still high compared to before the pandemic

5 China News Service, “REk . SZhEZEIEHEIG —IE=E", dated on December 17, 2022.
& As of January 16, 2023. There are multiple simulations, with this particular simulation predicated on no further pandemic measures being introduced.
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(Fig. 8). At +5.0% y-o0-y, nominal disposable income growth is down sharply compared to before the pandemic in
2019 (+8.9% y-0-y). Based on (1) and (2), it seems the normalization of consumption activity will not take place

until late 2023 onwards at the earliest.

Fig .7: Goods imports and exports (USD
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B The economy is recovering at a faster pace than expected, but there is still a risk of new Covid-19 strains
emerging

However, current high frequency data suggests there has been a sharp rebound entering January. As for the
aforementioned data on subway passengers, for instance, it appears subway passenger numbers more-or-less
bottomed out late December in the 23 cities where statistics are available (Fig. 9). After slumping to around 40% of
the normal hourly figure in December 20 last year, passenger numbers had recovered to over 80% by January 15’.
China’s Ministry of Transport also predicts that around 2.1 billion people will travel during the Chinese New Year
holidays, up 99.5% on the previous year. Furthermore, at 52.6 and 57.9 respectively, the December Manufacturing
and Non-manufacturing PMIs are both forecast to improve on November (48.9 and 54.1 respectively) (Fig. 10),
which also suggests the economy may be recovering faster than expected. However, it is still possible the economy
could be hit again early 2023 if infections surge again on the emergence of new strains, for example. This is the

worst-case scenario, but investors should still be on guard against unexpected events like this.

7 Compared to July 1, 2022, when Covid-19 conditions had comparatively calmed. A simple average of ratios in the 23 cities.
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Fig. 9: Days when subway passenger Fig. 10: Manufacturing and Non-

numbers were at their lowest manufacturing PMls
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Disclaimer & Confidentiality

1. Legal and accounting advice: The information contained herein does not incorporate advice on legal, accounting or tax issues.
You should obtain your own independent professional advice on the legal, accounting and tax aspects of this information.

2. Confidentiality: The information contained herein is given for general informational purposes only and shall be kept strictly
confidential. This information is intended for your company’s internal use only, and the disclosure to any third party is strictly
prohibited.

3. Copyright: The information contained herein is, as a general rule, the intellectual property of MHBK (China), and may not be
copied, duplicated, quoted, reproduced, translated, or lent, in whole or in part, in any form or by any means for any purpose
whatsoever without prior consent.

4.  Limitation of liability:

(8 The information contained herein was obtained from information sources deemed reliable by MHBK (China) but in no way is
the accuracy, reliability or integrity of such information guaranteed. MHBK (China) disclaims any liability whatsoever for any
damage arising out of or relating to this information. Moreover, the analysis herein is hypothetical and is not intended as an
indication of the certainty or completeness of the results thereof.

(b) Please note that information to be disclosed hereafter, appraisals, the opinions of credit rating agencies, and/or changes in the
system and/or financial environment may necessitate substantial modification to the relevant processes and/or schemes, which
may have the effect of rendering the analysis herein ineffectual. Further, this information is not intended to be an exhaustive
statement of the risks to which your company is exposed.

5. The information contained herein does not constitute a solicitation or offer by MHBK (China) to buy or sell any financial
instruments or to provide investment advice or service.




