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SUMMARY

o Since late August, we observe that policy support from the Chinese government
has picked up pace and strength. While the measures announced are no
‘bazooka’, they are concrete enough and are being implemented quickly so that
they could lead to some real improvement in the near term.

e Many of the policy measures are focused on the property sector and have shown

some initial signs of effectiveness in boosting housing demand. Fiscal measures
have also picked up speed.

o In addition to measures to help the real economy, the government has made
efforts to boost sentiment in the equity market.

e Recent PMI surveys show some early signs of improvement in Chinese industrial

activity, in line with the rising price of industrial commodities in the country.

o These developments strengthen our conviction that we will see a moderate
recovery in the Chinese economy over the rest of this year.

POLICY SUPPORT PICKS UP PACE AND STRENGTH

China’s post-covid recovery was disappointing and, until very recently, the authori-
ties were widely considered as being ‘behind the curve’ when it came to policy sup-
port, which was very modest. Consequently, the measures taken so far have failed to

arrest sliding momentum in the economy.

In a previous publication, we discussed the possible reasons behind such a re-
strained policy response in the face of a significant economic downturn. In a nut-
shell, the policy makers may have formed the view that another round of massive
credit-fuelled stimulus such as the one unleased in response to the 2008-09 global
financial crisis could create even bigger problems down the road and would
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contradict the Chinese government’s pursuit of ‘quality growth’. (See Flash Note:
What'’s wrong with China’s post-covid recovery and how to deal with it? 21 July 2023.)

Since late August, however, the pace of new support measures has increased signifi-
cantly. While these are still quite targeted and surely do not qualify as a fiscal or
monetary ‘bazooka’, they are concrete enough and they are being implemented
quickly so that they could lead to some real improvement in the near term.

Significant policy easing in the property sector
Most of the newly announced policy actions focus on the property sector.

In recent years, in response to rapidly rising housing prices, the Chinese govern-
ment introduced various home-purchase restrictions (HPR) to contain property
speculation. While most of such restrictions have been gradually removed in
smaller cities as the housing market has slumped, they remain in place in top-tier
cities like Beijing and Shanghai.

On 30 August, Guangzhou, one of the tier-one cities in China, announced a signifi-
cant loosening of the definition of first-time home buyers. Such buyers enjoy much
lower down-payment requirements and lower mortgage rates than non-first-time
buyers. For example, before the loosening of definitions, the down payment re-
quired for a first-time buyer in Guangzhou was 30% at a mortgage rate of 4.2%,
while the down payment required for a second-time buyer was 70% at a mortgage
rate of 4.8%. The new policy could benefit home buyers who would like to move but
were previously deterred by the prohibitively high down-payment and higher mort-
gage rate. Other tier-one cities—namely Shenzhen, Beijing and Shanghai—have
quickly followed Guangzhou’s lead.

On 31 August, the People’s Bank of China (PBoC) and the National Administration
of Financial Regulation (NAFR) announced a cut in the nationwide minimum down
payment ratio for first-time buyers to 20% (from 30% previously) and for second-
time buyers to 30% (from 40% previously and in some cities as high as 70% in prac-
tice).

In addition, the PBoC and NAFR have instructed commercial banks to lower the in-
terest rate on existing mortgages taken out by first-home buyers. This could poten-
tially see over 40 million homeowners benefit from an average reduction in their
mortgage rates of the order of 0.8%, according to the state-backed Shanghai Securi-
ties News.

In our view, the scope of these policy measures exceeds market expectations and will
likely boost housing demand and market sentiment in the near term. Meanwhile,
the reduced financial burden on many homeowners may help bolster the recovery
in household spending, which has been sluggish because of low confidence.

Acceleration in fiscal support and continued monetary easing

Despite considerable growth headwinds, the deployment of fiscal resources in the
first seven months of this year lagged the level seen in 2022. Local government bond
issuance, for example, amounted to RMB5.0 trn in the first seven months of 2023,
compared to RMB5.7 trn in the same month last year (Chart 1). This partly explains
the waning momentum in infrastructure investment.
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Chart 1: Local government bond issuance in China
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Following the Politburo meeting in late July, the Standing Committee of the Chi-
nese National People’s Congress (NPC) convened on 1 August and decided to accel-
erate the issuance of local government special bonds (LGSB). LGSBs are a fiscal in-
strument that specifically supports infrastructure investment. At the end of July,
RMBI1.34 trn of the RMB3.8 earmarked for issuance in 2023 was still unused. With
this in mind, the Standing Committee told local governments to complete planned
new issuance for 2023 by end-September, and to fully deploy the proceeds by end-
October. In our view, this could provide a meaningful boost to infrastructure invest-
ment in the near term. In addition, as in past years, we could see front-loading of
part of 2024’s debt issuance programme to this year.

Important measures have also been taken to address the ballooning local govern-
ment debt problem, especially debt borne by the so-called local government financ-
ing vehicles (LGFVs). Following the call for a comprehensive debt restructuring plan
at the July Politburo meeting, the central government is reported to have approved
RMB1.5 trn of special financing bonds to address the most acute liquidity stress at
some local governments, according to a Caixin report. We believe this marks the
beginning of a multi-year debt restructuring process.

On the monetary front, we expect the PBoC to stay in easing mode. After the earlier-
than-expected rate cuts in August, the central bank may reduce banks’ reserve re-
quirement ratio again before the end of this year.

Direct support to the equity market

One item is worth noting in the account issued of the July Politburo meeting. The
account suggests that the government should “enliven the capital markets and boost
investor confidence”. This is the first time that capital-market investors have ever
been specifically mentioned in a Politburo meeting report.

Chinese equity markets’ significant underperformance has arguably depressed con-
fidence further. In our view, the Politburo’s call to invigorate capital markets (essen-
tially the equity market) aims to boost consumer confidence indirectly by spurring a
market rally as well as by providing stimulus to the real economy.
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So far, the actual measures announced by the authorities to “enliven the capital
markets” are the following:

1.

Chart 2A: S&P500 vs. CSI300 price indices

On 27 August, the Ministry of Finance announced a cut in the stamp duty on
equity trading from 10bps to sbps. This was the first reduction in stamp duty
since the global financial crisis in 2008.

On the same day, the China Securities Regulatory Commission (CSRC) said it
would reduce the required margin ratio for equity trading to 80% from 100%,
allowing for higher leverage.

The regulators announced they would slow down the pace of initial public offer-
ings (IPO) and tighten new issuance by existing listed companies.

In addition, new restrictions were introduced to control stock sales by major
shareholders of companies that did not reach certain minimum requirements in
areas such as dividend pay-outs and price-to-book ratios.

Chart 2B: Chinese equity market cap as % of US
equity market cap
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In our view, points 3) and 4) will likely be the most effective in boosting the Chinese
equity market’s performance. Interestingly, despite the massive underperformance
of Chinese equities relative to their US peers since at least 2011 (Chart 2A), China’s
total equity market cap relative to the US has stayed virtually unchanged at around
20%, although there have been big fluctuations (Chart 2B). China’s market cap has
not dropped relative to the US mainly because of continuous large-scale capital rais-
ing in China over the past 12 years (through IPOs or stock placements), whereas in
the US capital-raising on public markets has been relatively limited, especially after
taking into account the steady stream of share buybacks by large, cash-rich compa-
nies. A slowdown in capital raising and share sales by major shareholders could
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help stabilise the share prices of existing quoted companies and boost investor con-
fidence.

GREEN SHOOTS OF RECOVERY IN INDUSTRIAL DEMAND

The official Chinese manufacturing purchasing manager index (PMI) improved for
the third consecutive month in August, rising to 49.7 from an average of 49.0 in the
previous three months, although still in contractionary territory. Encouragingly,
beyond the headline figure, both production and new order sub-indices rose above
the 50-threshold in August (Chart 3A). Business expectations inched up to 55.6 in
August on the back of the more supportive measures previously discussed. The
Caixin manufacturing PMI (whose sample tilts towards smaller export-oriented pri-
vate companies) also surprised to the upside, rising to 51.0 in August from 49.2 in
July. In our view, these improvements are early signs of stabilisation in industrial
activity in China and are consistent with the rise in commodity prices in China
since around June (Chart 3B).

Chart 3A: Chinese official mfg PMI: production
and new order sub-indices " Chart 3B: Nanhua future indices in China
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To summarise, since the Politburo meeting in late July, policy support has started to
intensify in both pace and strength. The magnitude of some policy measures has
exceeded our expectations.

While these measures may not be strong enough to engender a sharp rebound of
the economy, the ones that target the property sector may serve to draw a line un-
der very depressed sentiment in the housing market. Indeed, right after the an-
nouncement of the cuts in down payment ratios and the expansion of the first-time
buyer definition, housing transactions surged in Beijing and Shanghai, according to

media reports.
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These developments, combined with some nascent signs of stabilisation in manu-
facturing activity, have strengthened our conviction that the Chinese economy may
recover moderately in the second half of 2023 after a sharp deceleration in Q2. We
have decided to keep our current GDP forecast for 2023 unchanged at 5.2% for now,
slightly above the government’s growth target of around 5%.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK
Branch and their affiliates (or
employees thereof) may act
inconsistently with the infor-
mation and/or opinions pre-
sented in this document.

The information used to pre-
pare this document and/or
any part of such information,
may have been provided or
circulated to employees
and/or one or more clients of
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted
upon by such recipients or by
BPCAL/Pictet HK Branch.

This document is provided
solely for the information of
the intended recipient only
and should not be repro-
duced, published, circulated
or disclosed in whole or in
part to any other person with-
out the prior written consent
of BPCAL/Pictet HK Branch.

Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
ited investors, expert investors
or institutional investors as
defined in section 4A of the
Securities and Futures Act
2001 (“SFA") or any person or
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
subject BPCAL and any of its
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements.

BPCAL is a wholesale bank
regulated by the Monetary
Authority of Singapore
(“MAS”) under the Banking
Act 1970 of Singapore, an ex-
empt financial adviser under
the Financial Advisers Act
2001 of Singapore (“FAA") and
an exempt capital markets li-
cence holder under the SFA.
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.
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Hong Kong

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not “profes-
sional investors” within the
meaning of the Securities and
Futures Ordinance (Chapter
571 of the Laws of Hong
Kong) and any rules made
thereunder (the “SFO”) or any
person or entity who is a citi-
zen or resident of or located in
any locality, state, country or
other jurisdiction where such
distribution, publication,
availability or use would be
contrary to law or regulation
or would subject Pictet HK
Branch and any of its affiliates
or related corporations to any
prospectus or registration re-
quirements. If you do not want
Pictet HK Branch to use your
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to
stop doing so without incur-
ring any charge to you.

In distributing an investment
product as agent for a third
party service provider, Pictet
HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset

management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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