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Summary

At +6.0% y-0-y, real GDP growth in July—September was down on the previous quarter’s figure of +6.2%, though
the +6.2% figure for January—September remained within the government’s target for 2019 of +6.0-6.5%. Economic

indicators accelerated slightly on the previous month in September. With the employment and earnings environment

moving stably, the authorities will stick with their current policy response for now.

1. September’s economic indicators improved slightly on the previous month

Growth slowed to +6.0% in July—September

Production, investment and consumption all grew at a slightly faster pace

Homes prices slowed in second-tier cities and third-tier cities

Exports and imports both contracted at a faster pace

CPI growth stood at +3.0%; PPI growth contracted at a faster pace

New bank loans saw a net increase, with total social financing also expanding slightly

2. The policy response: With the employment and earnings environment moving stably, the authorities will

stick with their current policy response for now

“We need to focus even more on maintaining stable srowth and keeping economic growth within a

rational range” (Li Keqiang)

The distribution of central and local government tax revenue has been adjusted to help local

governments struggling with reduced revenues after tax cuts
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1. September’s economic indicators improved slightly on the previous month
+ Growth slowed to +6.0% in July—September
On October 18, the National Bureau of Statistics (NBS) announced® that China’s real GDP growth rate in

January—September 2019 stood at +6.2% on the same period last year (from here on, all figures refer to a ‘same-
period previous-year comparison’ unless otherwise specified). At +6.0%, growth in July—September was down on
the previous quarter’s figure of +6.2%, though it remained within the government’s target for 2019 of +6.0-6.5%
(Fig. 1). Growth was up +1.5% on the previous quarter.

The 3Q figure of 6.0% represented the lowest quarterly pace of growth since 1992, but the situation back then
was actually worse, with growth only +4.2% and +3.9% in 1989 and 1990, respectively.

A glance at contribution levels by demand item over January—September shows the contribution of final
consumption hitting +3.75%, down 0.04Pt% on the +3.79% figure recorded in January—June, while the contribution
of net exports came in at +1.2Pt%, down 0.1Pt% on January—June’s figure of +1.3%Pt. At +1.23%Pt, though, the
contribution of gross capital formation was up 0.02Pt% on January—June’s figure of +1.21%Pt. The details show the
contribution of domestic demand hitting +4.98%Pt in January—September, down on January—June’s figure of +5%pPt,
with the slowdown from +6.3% to +6.2% also connected to a -0.02%Pt slide in the contribution of external demand
(Fig. 2). A breakdown by sector shows primary industry growing by +2.9% over January—September, down on the
+3.0% figure recorded in January—June, with growth in the secondary sector also slowing from January—June’s

figure of +5.8% to +5.6%. At +7.0%, growth in the tertiary industry was unchanged on January—June (Fig. 3).

Fig. 1: GDP and major economic indicators (quarterly) Fig. 2: Breakdown of GDP by demand item
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Note: The real RMB value of exports is indexed using the Source:  National Bureau of Statistics of China, CEIC
producer price index (PPI) ; the real value of fixed asset
investments is indexed using the price index of
investment in fixed assets; and the real value of retail
sales of consumer goods is indexed using the retail
price index (RPI) .
Source:  National Bureau of Statistics of China, CEIC

. Fig. 4: Urban disposable income and consumption
Fig. 3: GDP by sector expenditure
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= Production, investment and consumption all grew at a slightly faster pace

September’s economic indicators improved slightly overall on the previous month. At +5.8%, value-added industrial
production in September was up on August’s +4.4% (the m-0-m figure was +0.7%) (Fig. 5). NBS spokesman Mao
Shengyong explained that amid ongoing moves to shift or upgrade types, hi-tech manufacturing grew by +11%, up
4.9%Pt on August, with strategic emerging industries also growing by over +9%?2.

At +5.4% (September: +4.8%), nominal fixed asset investment in January—September was down on January—
August’s +5.5% (the m-0-m figure was +0.4%). At +4.8%, though, the standalone monthly figure was up on
August’s +4.3%. At +4.5%, investment in infrastructure construction was up on January—August’s +4.2% figure,
though manufacturing investment slowed from +2.6% to +2.5% (Fig. 6).

2 Same as footnote 1
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Fig. 5: Value-added industrial production Fig. 6: Fixed asset investment
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Source: National Bureau of Statistics of China, CEIC

Nominal retail sales of consumer goods grew by +7.8% in September, up on August’s +7.5% (the m-0-m figure
was +0.7%) (Fig. 7). In a press conference on October 18, NBS spokesman Mao Shengyong explained that “total
retail sales of consumer goods (excluding vehicles) grew by over +9%. The figure for services consumption
contained within the total retail sales of consumer goods data was somewhat on the small side, with internal
calculations showing the consumption of services growing in double digits. Consumption expenditure statistics also
show per capita services consumption growing by over +10%, with consumption growth probably over +9% once
this services consumption data is added to the equation®. Internet retail sales of goods and services hit RMB 7,323.7
billion over January—September (goods: RMB 5,777.7 billion; services: RMB 1,546.0 billion), with net shopping
growing by +16.8% to account for 19.5% of total retail sales of consumer goods (RMB 29,667.4 billion, +8.2%)".

The consumption expenditure and disposable income data moved firmly (Fig. 4). Though vehicle and housing
consumption is moving sluggishly on government policy, it seems high-quality consumption demand has grown on
an expansion of the middle class and rising income levels.

Sales of new vehicles hit 2.2710 million in September (-5.1%). This represented an improvement on August’s
figure 1.9576 million (-6.9%), with sales also contracting on a slower y-0-y basis (Fig. 8). Sales had trended upward
until 2017 (28.941 million and +3.6%), but in 2018 they hit 28.0398 million (-3.1%) to record the first y-0-y decline
since 1990, with the pace of contraction then hitting -10.2% (18.3554 million) over January—September. The

slowdown was probably because the tax break on purchases of small passenger vehicles (instituted in October 2015)

3 same as footnote 1
4 NBS, October 18, 2019, "Total Retail Sales of Consumer Goods Went Up by 8.2 percent in the First Three Quarters of 2019"
http://www.stats.gov.cn/english/PressRelease/201910/t20191021_1704241.html
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was abolished at the end of 2017°, with consumer sentiments also hit by uncertainty about US/China trade frictions.

Fig. 7: Retail sales of consumer goods; retail sales by Fig .8: Number of vehicles sold
item; floor space of residential building sold (by passenger vehicles and commercial vehicles)
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= Homes prices slowed in second-tier cities and third-tier cities

At -0.1% (1,191.79 million m?), the floor space of residential buildings sold posted negative growth in January—
September after previously recording positive growth of +7.7% in 2017 and +1.3% in 2018. Housing sales bottomed
out and began recovering in April 2015 following measures by the authorities to prop up the real-estate market. The
People’s Bank of China (PBC) lowered deposit and lending rates six times from November 2014, for instance, while
the (lowest) down payment rate for second homebuyers was cut from 60% to 40% (March 30, 2015) and the down
payment rate for first-time homebuyers was also lowered to 25% (September 30, 2015). Thereafter, buying

restrictions pioneering in Shanghai and Shenzhen in March 20166 subsequently spread to other cities with surging

5 On December 15, 2016, the Ministry of Finance and the State Administration of Taxation announced that the tax cut on purchases of new vehicles
with low emissions would be extended one year to the end of 2017. However, the tax rate will rise from 5% to 7.5%, so the size of the cut (compared
to the normal tax rate of 10%) will be halved in 2017 (2.5%). Ministry of Finance: “ % F /1 1.6 AR UTHERAFEERMWER B
(Circular on the Lowering of the Purchase Tax on Passenger Vehicles with Emissions of 1,600cc or Less)”
http://szs.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/t20161215_2483048.html

On September 29, 2015, the State Administration of Taxation issued Notice No. 104 [2015]. This announced that the purchase tax on passenger
vehicles with emissions of 1,600cc or less would be lowered from 10% to 5% from October 1, 2015 to the end of 2016. State Administration of
Taxation: http://www.chinatax.gov.cn/n810341/n810755/c1827947/content.html

6 On March 25, 2016, the down payment rate for second homebuyers was lifted from 40% to 50-70% in Shanghai. Shenzhen has lifted the down
payment rate for second homebuyers from 30% to 40%. Both moves represent a tightening of restrictions on purchases by non-resident buyers.

_5_
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house prices’, with the restrictions being tightened further®.

In September, 69 of the 70 cities surveyed saw the price of new homes rising on the previous year, thus breaking
an ongoing trend since March whereby all 70 cities saw prices rising. At +4.6%, growth was up in first-tier cities
(August: 4.3%), though growth was down on August when it came to both second-tier cities (from +9.9% to +9.3%)
and third-tier cities (from +9.0% to +8.4%) (Fig. 9)°.

On a monthly basis, 53 of the 70 cities surveyed saw the price of new homes rising, down from 55 in August.
Five cities saw prices moving flatly on the previous month (unchanged on August), while 12 cities saw prices falling

on the previous month (up from ten in August) (Fig. 10)%.

Fig. 10: Number of cities recording m-o-m changes

Fig .9: New-homes prices (Y-o-y) in sales prices of residential buildings
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7 similar tightening measures have also spread to cities with conspicuous house price inflation, with Xiamen, Nanjing and Hefei introducing similar
regulations from the end of April to mid-July 2016, for example. Reference: Economic Information Daily, July 14, 2016, “Ei#t I E 51t E¥
ERFRTEERTHEEL (China’s acute property price bifurcation problem: Main real-estate measures in 2H influenced by the regional
policies)”, etc.

http://www.china.com.cn/shehui/2016-07/14/content_38877726.htm

People's Daily on October 11, 2016 entitled “FR1A. FREY, ;EHEH 20 Wi H s 4E #riEE RBWMESE (Restrictions on housing purchases
and loans recently introduced in 20 cities: Restrictions geared to meet the circumstances of each city).” Restrictions on housing purchases were
introduced in 20 cities at the time the article was written.

http://www.fangchan.com/news/6/2016-10-11/6191397283909931925.html

8 The 215t Century Business Herald, March 20, 2017, “It BT AR IR FTRELERTMEEAH (Checks on housing and loan
records’: Beijing’s strictest real estate controls set to chill housing markets nationwide in 2H).” Beijing has introduced ‘the toughest controls in
history.” It lifted the down payment rate for second home purchases to at least 60 percent on March 17, for instance, with the rate lifted to at least 80%
for buyers who will not be living at the property. Furthermore, the city has also suspended issuances of mortgage loans for individuals with maturities
of 25 years or more, while homes bought by companies cannot be resold for at least three years.
http://epaper.21jingji.com/htm1/2017-03/20/content_58356.htm

9 Of the 70 cities surveyed, the following three cities saw the fastest home price growth: Dali +20.5%, Hohhot+17.8%, + Shijiazhuang +16.3%
(September).

10 NBS, October 21, 2019, "Sales Prices of Residential Buildings in 70 Medium and Large-sized Cities in September 2019"
http://www.stats.gov.cn/english/PressRelease/201910/t20191021_1704333.html

From January 2018, the data no longer includes the sales price of affordable housing.
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Shenzhen
Second-tier cities: Capitals other than first-tier cities
(municipality) , capitals of autonomous regions,
Dalian, Qingdao, Ningho, and Xiamen.
Third-tier cities: Cities other than first-tier and second-
tier cities (35 of the 70 cities surveyed)

Source: CEIC

= Exports and imports both contracted at a faster pace
Exports dipped by -3.2% ($218.12 billion) and imports by -8.5% ($178.47 billion) in September, with exports
and imports both down on the previous year and the scale of the contraction widening since August. The trade

balance hit $39.65 billion (Fig. 11). The accumulative figures for January—September show exports down by -0.1%
(%$1,825.1 billion) and imports down by -5.0% ($1,526.7 billion), with China’s trade surplus up a substantial +36.1%
on the same period last year to hit $298.43 billion. When it came to the export situation in January—September, the
Ministry of Commerce stated that “(1) trade with belt-and-road countries rose by +9.5% to account for 29% of total
trade, up +4.0%Pt compared to 2013; (2) exports from the central and western regions grew by +14.0% to account
for 17.8% of the total, up 1.4%Pt on the same period; (3) exports from private enterprises increased by +13% to
account for 51.3% of the total, up 3.5%Pt; (4) the export item structure continued to improve, with exports of
integrated circuits, electric machinery and computers growing by +32.7%, +3.2% and +2.4%, respectively; (5)
exports of the seven largest labor-intensive exports grew by +6.2%, with advanced toys rising by +33.6%.'” Exports
to the US continued to fall sharply, though imports from the US contracted at a slower pace (Figs. 13 and 14).

Fig. 11: Imports/exports; trade balance Fig. 12: CPI, PPI
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Source: China Customs Statistics Source: National Bureau of Statistics of China, CEIC

11 The Ministry of Commerce, October 18, 2019, "F S EA X ARAN XS ERN=SEHE XIS R 518 (A Spokesperson for the Ministry of
Commerce Discusses China’s External Trade Conditions Over January—September). Monetary amounts and rates of change are RMB-denominated. The
seven largest labor-intensive items: textile products, clothing, bags, shoes, toys, furniture, and plastic products.
http://www.gov.cn/xinwen/2019-10/18/content_5441671.htm
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Fig. 13: Exports by major region Fig. 14: Imports by major region
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=CPI growth stood at +3.0%; PPI growth contracted at a faster pace

In September, CPI (Consumer Price Index) growth hit +3.0%, up on August’s figure of +2.8%. At +2.5%, though,
the average for January—September was below the government’s target of +3.0% (Fig. 12). At +0.9% m-o-m, CPI
growth expanded on August (+0.7%). A breakdown of the CPI data shows food price inflation accelerating to
+11.2% (August: +10.0%). At +7.7%, the price of fruit rose at a slower pace compared to August (+24.0%), with
vegetable prices also falling at a faster pace at -11.8% (August: -0.8%). However, pork prices continued to accelerate
to hit +69.3%, up on +46.7% in August (Figs. 15 and 16). Non-food prices grew by +1.0% in September, down
slightly on August’s figure of +1.1%.

The impact of the pork cycle*? waned after a peak in May 2016, though it bounced back after bottoming out in
June 2017. Pork prices fell further into negative territories again from March 2018, though the pace of this
contraction slowed from May 2018 and prices grew again from December 2018, with the trend shifting slightly
during the ongoing phase of price declines. During this time, pork production recorded two consecutive years of
negative growth in 2015 and 2016. It then picked up by +0.5% in 2017 to hit 54.52 million tons, though it dropped
back by -0.9% in 2018 to hit 54.04 million tons.

At -1.2%, PPI (Producer Price Index) growth fell further into negative territories in September (August: -0.8%).
According to the NBS*3, a y-o-y comparison for September shows: prices falling at a faster pace when it came to
the extraction of petroleum and natural gas (-13.4%), the processing of petroleum, coking and other fuels (-9.6%),
the manufacture and processing of ferrous metals (-5.8%), and the manufacture of chemical raw materials and

chemical products (-5.5%); prices rising at a slower pace when it came to the extraction of ferrous metals (+15.7%)

2 Thisisa cycle whereby: farmers respond to lower pork prices by raising fewer pigs—supply falls and prices rise—farmers increase output—supply
increases and prices stabilize—farmers raise fewer pigs.

13 NBS, October 15, 2019, "ER £t BERLHAREARIE 2019 4 9 B4 CPI#0 PPI $1#E (NBS Senior Statistician, Shen Yun Deciphers the
September 2019 CPI and PPI Data) "

http://www.stats.gov.cn/tjsj/sjjd/201910/t20191015_1702642.html
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and the mining and washing of coal (+0.2%); prices rising at a faster pace when it came to the processing of food
from agricultural products (+4.0%) and the manufacture and processing of non-ferrous metals (+1.0%). The NBS
also explained that the -1.2% PPI rate of change in September was the combined result of price changes on the
previous year (+0.7%Pt) and new price rises (-0.5%Pt).

Fig. 15: CPI; Growth contribution by item Fig. 16: Food prices
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At a press conference on October 184, NBS spokesman Mao Shengyong said there was an adequate supply of

Note: The data up until 2015 only shows the quarterly (March,
June, September and December) figures.
Source: National Bureau of Statistics of China, CEIC

industrial and consumer goods, with prices set to move stably from here on. He also said service prices were rising
at a gentle pace, with food prices moving stably on buoyant agriculture and food production. He added that pork
prices were returning to a normal range as supply and demand conditions eased on the impact of moves to control
African swine fever and central/regional policies aimed at stabilizing pork production. The spokesman concluded

that “there is no inflation or deflation, with prices moving stably on the whole.”

=New bank loans saw a net increase, with total social financing also expanding slightly

According to the PBOC, M2 money supply growth hit +8.4% in September, up on August’s figure of +8.2%.
New bank loans increased by a net RMB 1,690.0 billion, up on August’s figure of RMB 1,210.0 billion (Fig.17).

Total social financing, which includes funds procured from non-bank sources, increased by a net RMB 2,272.5
billion in September, up on August’s figure of RMB 2,017.5 billion. A glance at the details reveals that: RMB loans,
non-financial-institution equity issuances, and deposit-taking financial institution ABS and loan repayments

expanded; corporate and local government revenue bonds grew at a slower pace; foreign currency loans and trust

14 same as footnote 1
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loans contracted at a faster pace; trust loans fell for the 18th straight month, though the scale of this contraction

decreased; and banker’s acceptances went from expansion to contraction (Fig. 18).

Fig. 17: Financial institution lending; Fig. 18: Total social financing
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Foreign exchange reserves stood at $3,092.43 billion at the end of September, down $14.74 billion on August.
The State Administration of Foreign Exchange (SAFE) Press Spokesperson Wang Chunying said the dollar had
strengthened and major government bond prices had fallen on global economic growth, the currency policies of
major central banks, the global trade situation, and geopolitical factors, with foreign exchange reserves falling a
result of fluctuations in exchange rates and asset prices (Fig. 19)*°.

2. The policy response: With the employment and earnings environment moving stably, the authorities will
stick with their current policy response for now

Though the real GDP growth rate hit its lowest level since quarterly results were first published, the employment
and earnings environment is moving stably (Figs. 4 and 20), so the authorities are sticking with their current policy

response for now without introducing any major economic measures.

15 SAFE, October 6, 2019, "EIRSNCEEBHE RS A BEFITEHRIER 2019 F 9 BAIMCEESMELHIEREIZHED (SAFE Press
Spokesperson and Chief Economist Wang Chunying answers journalist questions about foreign exchange reserve movements in September 2019.)”
http://www.safe.gov.cn/safe/2019/1006/14286.html
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Fig. 19: Foreign exchange reserves Fig. 20: The jobs-to-applicants ratio
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= “We need to focus even more on maintaining stable growth and keeping economic growth within a rational

range” (Li Kegiang)

At a meeting held in Xian, Shaanxi Province on October 14 to discuss the economic situation, Premier Li Kegiang
said the economy was facing more headwinds, with domestic demand weak and some food prices rising on changes
in supply and demand conditions, while forces driving progress were absent from some regions'®. He also said that
“we need to focus even more on maintaining stable growth and keeping economic growth within a rational range,”
adding that “improvements to livelihoods will drive new effective investment and consumption demand...we will
ensure this year’s major policy targets are achieved.”

Though Li Kegiang recognized the economy was under strain, he said the government response would be centered
around pre-existing policies. At the regular PBOC Monetary Policy Committee meeting on September 25, the focus
was placed on promoting marketization and supply-side reforms, with the PBOC discussing how moves to make
rates more market-based were noticeably pushing down real interest rates, for example, with the PBOC also
promoting the improvement and usage of lending market rate formation mechanisms?’.

16 China Net, October 14, 2019, "Premier urges fulfillment of economic, social development targets™
http://english.www.gov.cn/premier/news/201910/14/content_WS5da47fbbc6d0bcf8c4c15125.html

e People's Bank of China, September 27, 2019, "PBC Monetary Policy Committee Holds Q3 2019 Meeting"
http://www.pbc.gov.cn/en/3688110/3688172/3898639/index.html

October’s Loan Prime Rate (LPR) was unchanged on September at 4.2%.

Chinamoney, October 21, 2019, "2019 £ 10 A 21 B 2ER{TER LIFE L ZNAMEIFRATIA RN FIZE (LPR) 2445 (On October 21, 2019,
public notice regarding loan prime rate by the National Interbank Funding Center)"
http://www.chinamoney.com.cn/chinese/rdgz/20191021/1423385.html#cp=rdgz
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=The distribution of central and local government tax revenue has been adjusted to help local governments

struggling with reduced revenues after tax cuts

On October 9, the State Council promulgated a circular entitled Distribution of Central and Local Government
Tax Revenue to be Adjusted'® with the aim of improving the situation mentioned by NBS Spokesperson Fu Linghui
on September 16'°, whereby “local government revenues have been hit by large-scale tax cuts and lower expenses.”
Specifically, the circular said that: (1) central and local governments will keep their 50 percent share respectively of
value-added tax (VAT). Local governments lost business tax revenues following the implementation of tax reforms
in May 2016 that replaced business tax with VAT, but central and local governments will keep their respective 50%
shares of VAT “after a two- to-three-year transition period”; (2) The VAT withholding and tax rebate sharing
mechanism will be revised to ease pressures on local finances. Corporate input VAT and sales VAT are offset, with
the proportion that exceeds input VAT refunded since April 2019. This refunded amount is borne by the central
government and local governments in the places where the enterprises are located, but the amount borne by local
governments will be balanced out in a manner corresponding to each local area’s VAT revenue in the previous fiscal
year; (3) Consumption tax reform. The taxation method will gradually be adjusted to transfer consumption taxes on
goods from ‘production or import’ to ‘wholesale or retail sectors’ in order to divert part of the central government’s
consumption tax revenue to local governments.

Mihoko Hosokawa, Research Executive; Advisory Department, Mizuho Bank (China), Ltd.

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:

(@ 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.

18 China Net, October 9, 2019, Circular: "Distribution of tax revenue to be adjusted"
http://english.www.gov.cn/policies/latestreleases/201910/09/content_WS5d9dcd9cc6d0bcf8c4cl4c7d.html

19 NBS, September 16, 2019, "ER £ BEHBA S Ak 2019 £ 8 BHERESHEITEREICHIT (An NBS Spokesperson Answers Journalist
Questions about Economic Performance in August 2019)"

http://www.stats.gov.cn/tjsj/zxfb/201909/t20190916_1697618.html
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