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SUMMARY

e The Chinese government has finally started to change some of the policies that
have inflicted massive pains on the economy over the past one and a half years.
The recently announced financial support to property developers will likely lead
to stabilisation in this sector in the coming months so that it may be less of a
drag on the economy in 2023.

o The government has also swiftly pivoted towards re-opening after a wave of
large-scale protests against stringent covid controls broke out across the country.
This could be a messy process that lasts one to two quarters, but we expect a
stronger rebound in the economy in the second half of 2023 after it has fully re-
opened.

e Monetary policy will likely stay supportive with additional rate cuts, but the
space for further fiscal easing may be limited.

e Our Chinese GDP forecast in 2023 stands at 4.5% and our forecast for headline
inflation at 3.0%.

The Chinese economy has had a difficult 2022. Two main headwinds—the property
slump and covid restrictions—have greatly weighed on growth, despite monetary
and fiscal policy support that has mainly benefited the infrastructure sector. In
2023, we expect some stabilisation in the property sector. On the covid front, the
country is finally heading to a re-opening. But the process will likely be bumpy and
messy. In our base-case scenario, we expect the Chinese economy to expand by
4.5% in 2023 after about 3% in 2022.

PROPERTY WILL LIKELY BE LESS OF A DRAG IN 2023

The current slump in the property market is the most serious in Chinese history.
Following a set of new regulations introduced in late 2020 to curb developers’
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Chart 1: Select property-sector indicators

indebtedness, many property developers ran into liquidity problems, which, in
turn, weakened home buyers’ confidence. The frequent and wide-spread covid re-
strictions since the second half of 2021 has made the situation even worse as home
sales have plunged.

In the first 10 months of this year, housing sales were down by 26.1% year-over-
year (y-o-y), property investment by 8.8% and property developers’ land acquisition
by 53% (Chart 1). The contraction in housing construction and the deceleration in
related activities such as construction materials and real estate services have had a
significant impact on headline growth in 2022.

In mid-November, the People’s Bank of China (PBoC) and the Chinese Banking and
Insurance Regulatory Commission jointly issued a set of measures to support the
property sector, many of which are aimed at providing credit to property develop-
ers. In our view, these are the most direct and the strongest policy support to the
sector since the property crisis started more than a year ago and represent an im-
portant change in policy direction. If well implemented, financing conditions for
developers could improve notably in the coming months, leading to stabilisation in
the property sector (Chart 2). On a macro level, this means that, unlike this year, the
sector will likely cease to be a major drag in 2023 on a year-over-year basis.

Chart 2: Funds available to property developers
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That said, for structural reasons we do not expect another major rebound in
China’s property sector. According to our estimate, the underlying demand for ur-
ban housing in China will likely cool due to the imminent peaking of the Chinese
population and a slowdown in migration from rural areas. Supply could massively
exceed demand if the former reverts toits trajectory before 2021 (Chart 3). Hence,
China’s housing market probably will stay on a downward trend in the coming
years before it settles into a new equilibrium.

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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Chart 3: Annual housing sales in China and estimated underlying demand
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Source: Pictet WM CIO Office & Macro Research, National Bureau of Statistics of China, December
2022

MESSY RE-OPENING TO CREATE NEAR-TERM HEADWINDS BEFORE STRONGER REBOUND

The other key factor for China’s near-term outlook is the authorities’ zero-covid
policy (ZCP). After performing well in the first two years of the pandemic, the ZCP
has become increasingly disruptive and costly to the Chinese economy due to the
emergence of the highly contagious Omicron variant of the coronavirus. In addi-
tion to the economic costs, ZCP’s social costs are also mounting, Repeated, increas-
ingly intrusive covid restrictions and frequent mandatory PCR tests are wearing
out people’s patience.

A deadly fire in an apartment building in Urumgqi (the capital city of Xinjiang Au-
tonomous Region) on 24 November triggered large-scale protests in many cities
against the ZCP, with excessively strict local covid restrictions seen as having con-
tributed to the death. Protestors requested economic re-opening and a stop to un-
ending covid restrictions.

The protests seem to have played a role in pushing the Chinese government to
make rapid adjustments in its covid rules. In our view, the re-opening process
could accelerate in the coming months due to the public’s evaporating toler-
ance for restrictions and the diffuse presence of the virus.

But the re-opening process may be chaotic and messy. This is because it starts
before the Chinese government and people are well prepared. Vaccination booster
coverage in China lags significantly behind its Asian peers’ (Chart 4), an apparent
policy mistake. The Chinese government’s recent commitment to re-accelerate the
vaccination campaign, especially among the elderly, will likely take time to have an
effect and there are still questions about the efficacy of the current Chinese-made
vaccines.

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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Chart 4: Booster shots administered per 100 persons in select Asian economies
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In addition, the government needs to significantly strengthen the medical system
and educate the population about the nature of the Omicron variant to avoid panic
should infection cases surge, which seems inevitable. Official efforts on both fronts
seem to have only just begun in response to public protests.

Consequently, it is highly probable that the medical system will come under severe
pressure in the coming months, causing stress in parts of Chinese society. All these
means that the economy will likely face more disruptions in the near term.

Our expectation is that Chinese economic growth may remain muted in the
first half of 2023 before a stronger rebound in the second half. Our full-year
GDP forecast stands at 4.5% for the time being.

MONETARY POLICY WILL LIKELY STAY SUPPORTIVE, BUT FISCAL SPACE IS CONSTRAINED

China’s economic policies were desynchronised from other major economies’ in
2022. While most major central banks have embarked on a steep tightening cycle
with sharp rate hikes (with the notable exception of the Bank of Japan), the PBoC
cut rates in 2022.

As the economy will likely stay weak in the first half of the 2023, we expect the
PBoC to maintain monetary easing next year, with additional rate cuts, likely in
H1. Also, the authorities may continue to rely on policy banks (e.g., China Develop-
ment Bank) to provide financing to some sectors of the economy such as real estate.

Consumer inflation, which has been muted in 2022 (2.2% expected for the full
year), may rise moderately in 2023 due to higher food prices, but the overall weak-
ness of demand, both domestically and, increasingly, abroad as well, will likely en-
sure the rise in inflation is moderate. All in all, our expectation that China’s head-
line inflation will rise to an annual 3% in 2023 should not hinder the PBoC’s
monetary easing.

However, the space for further fiscal policy easing may be constrained. The current
crisis in the property sector has greatly reduced local governments’ revenues
through a slump in land sales and other related tax receipts. The stringent covid

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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control measures (such as frequent mass PCR tests) are very costly and have also
worsened the finances of various levels of governments. While Chinese local gov-
ernments’ debt issuance grew by over 8% in the first 10 months of 2022, there was
still likely a funding gap. Without a significant rise in the central government’s fis-
cal deficit above its usual level of about 3% of GDP (2.8% in 2022), which is un-
likely, the room for an increase in fiscal spending next year looks limited.

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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spective KID/KIID/other prod-
uct document. If you have not
been provided with a link to
access the relevant document,
orif you are in any doubt as to
what the latest version of the
respective KID/KIID/other
product document s, or
where it can be found, please
ask your usual Pictet London
Branch contact.

Pictet London Branch is not
the manufacturer of the prod-
uct(s) and the KID/KIID/other
product document is provided
by a third party. The
KID/KIID/other product docu-
ment is obtained from sources
believed to be reliable. Pictet
London Branch does not
make any guarantee or war-
ranty as to the correctness
and accuracy of the data con-
tained in the KID/KIID/other
product document. Pictet
London Branch may not be
held liable for an investment
decision or other transaction
made based on reliance on, or
use of, the data contained in
the KID/KIID/other product
document.

By subscribing to the prod-
uct(s) proposed herein, you
acknowledge that you have (i)
received, in good time, read
and understood any relevant
documentation linked to the
product(s), including, as the
case may be, the respective
KID/KIID/other product docu-
ment; (ii) taken note of the
product(s) restrictions; and
(iii) meet the applicable sub-
jective and objective eligibility
conditions to invest in the
product(s).

Pictet London Branch may, if
necessary, rely on these
acknowledgements and re-
ceive your orders, to transmit
them to another professional,
or to execute them, according
to the relevant clauses of your
mandate, as well as the Terms
and Conditions of Pictet Lon-
don Branch.

The content of this document
shall only be read and/or used
by its addressee. Any form of
reproduction, copying, disclo-
sure, modification and/or
publication in any form or by
any means whatsoever is not
permitted without the prior
written consent of Pictet Lon-
don Branch and no liability
whatsoever will be incurred
by Pictet London Branch. The
addressee of this document

7 0OF 8 FLASH NOTE

agrees to comply with the ap-
plicable laws and regulations
in the jurisdictions where they
use the information provided
in this document.

Pictet London Branchis a
branch of Pictet & Cie (Eu-
rope) S.A.. Pictet & Cie (Eu-
rope) S.A.is a société
anonyme (public limited lia-
bility company) incorporated
in Luxembourg and registered
with the Luxembourg Registre
de Commerce et des Sociétés
(RCS no. B32060). Its head of-
fice is at 15A, avenue J.F. Ken-
nedy, L-2016 Luxembourg.
Pictet London Branch is regis-
tered as a UK establishment
with Companies House (es-
tablishment number
BR016925) and its UK estab-
lishment office address is
Stratton House 6th Floor,
London, 5 Stratton Street,
W1J 8LA.

Authorised and regulated by
the Commission de Surveil-
lance du Secteur Financier.
Deemed authorised by the
Prudential Regulation Author-
ity. Subject to regulation by
the Financial Conduct Author-
ity and limited regulation by
the Prudential Regulation Au-
thority. Details of the Tempo-
rary Permissions Regime,
which allows EEA-based firms
to operate in the UK for a lim-
ited period while seeking full
authorisation, are available on
the Financial Conduct Author-
ity’s website.

Distributors: Bank Pictet & Cie
(Asia) Ltd (“BPCAL") in Singa-
pore and/or Banque Pictet &
Cie SA, Hong Kong Branch
("Pictet HK Branch”) in Hong
Kong.

The information, tools and
material presented in this
document are provided for in-
formation purposes only and
are not to be used or consid-
ered as an offer, an invitation
to offer or solicitation to buy,
sell or subscribe for any secu-
rities, commodities, deriva-
tives, (in respect of Singapore
only) futures, or other finan-
cial instruments (collectively
referred to as “Investments”)
or to enter into any legal rela-
tions, nor as advice or recom-
mendation with respect to any
Investments. This document
is intended for general circu-
lation and itis not directed at
any particular person. This
document does not have re-
gard to the specific invest-
ment objectives, financial sit-
uation and/or the particular

needs of any recipient of this
document. Investors should
seek independent financial
advice regarding the appropri-
ateness of investing in any In-
vestments or adopting any
strategies discussed in this
document, taking into ac-
count the specific investment
objectives, financial situation
or particular needs of the in-
vestor, before making a com-
mitment to invest.

BPCAL/Pictet HK Branch has
not taken any steps to ensure
that the Investments referred
to in this document are suita-
ble for any particular investor,
and accepts no fiduciary du-
ties to any investor in this re-
gard, except as required by
applicable laws and regula-
tions. Furthermore,
BPCAL/Pictet HK Branch
makes no representations and
gives no advice concerning
the appropriate accounting
treatment or possible tax con-
sequences of any Investment.
Any investor interested in
buying or making any Invest-
ment should conduct its own
investigation and analysis of
the Investment and consult
with its own professional ad-
viser(s) as to any Investment
including the risks involved.

This document is not to be re-
lied upon in substitution for
the exercise of independent
judgment. The value and in-
come of any Investment men-
tioned in this document may
fall as well rise. The market
value may be affected by,
amongst other things,
changes in economic, finan-
cial, political factors, time to
maturity, market conditions
and volatility, and the credit
quality of any issuer or refer-
ence issuer. Furthermore, for-
eign currency rates of ex-
change may have a positive or
adverse effect on the value,
price or income of any Invest-
ment mentioned in this docu-
ment. Accordingly, investors
must be willing and able to as-
sume all risks and may receive
back less than originally in-
vested.

Past performance should not
be taken as an indication or
guarantee of future perfor-
mance and no representation
or warranty, expressed or im-
plied, is made by BPCAL/Pic-
tet HK Branch regarding fu-
ture performance.

This document does not con-
stitute the investment policy
of BPCAL/Pictet HK Branch,

PICTET WEALTH MANAGEMENT

or an investment recommen-
dation, and merely contains
the different assumptions,
views and analytical methods
of the analysts who prepared
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein re-
flect a judgment at its original
date of publication and are
subject to change without no-
tice and without any obliga-
tion on BPCAL/Pictet HK
Branch to update any of them.
BPCAL/Pictet HK Branch may
have issued or distributed
other reports or documents
that are inconsistent with, and
reach different conclusions
from, the information pre-
sented in this document.

While the information and
opinions presented herein are
from sources believed to be
reliable, BPCAL/Pictet HK
Branch is not able to, and do
not make any representation
or warranty as to its accuracy
or completeness. Accordingly,
BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance
on this document presented
for information purposes only.
BPCAL/Pictet HK Branch re-
serves the right to act upon or
use any of the information in
this document at any time, in-
cluding before its publication
herein.

BPCAL/Pictet HK Branch and
its affiliates (or employees
thereof) may or may not have
long or short positions in, and
buy or sell, or otherwise have
interest in, any of the Invest-
ments mentioned herein, and
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this doc-
ument. 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



CHINA 2023 MACRO OUTLOOK

reproduced, published, circu-
lated or disclosed in whole or
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without the prior written con-
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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-
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party service 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 activ-
ities. 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.

Distributor: Pictet Bank &
Trust Limited, where regis-
tered office is located at
Building 1, Bayside Executive
Park, West Bay Street & Blake
Road, Nassau, New Provi-
dence, The Bahamas.

The document is not directed
to, or intended for distribu-
tion or publication to or use
by persons who are not Ac-
credited Investors (as defined
in the Securities Industry Reg-
ulations, 2012) and subject to
the conditions set forth in the
Securities Industry
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Regulations, 2012 or to 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 Bank
& Trust Limited to any pro-
spectus or registration re-
quirements. Pictet Bank &
Trust Limited is incorporated
in The Bahamas with limited
liability. It is a bank and trust
company that is licensed in
accordance with the Banks
and Trust Companies’ Regula-
tion Act and is regulated by
the Central Bank of The Baha-
mas. Additionally, Pictet Bank
& Trust Limited is registered
with the Securities Commis-
sion of The Bahamas as a Bro-
ker Dealer Il and is approved
to (i) Deal in Securities 1.(a) &
(c); (ii) Arrange Deals in secu-
rities; (iii) Manage Securities;
(iv) Advise on Securities.

Warning: The content of this
document has not been re-
viewed by any regulatory au-
thority in The Bahamas. You
are, therefore, advised to ex-
ercise caution when pro-
cessing the information con-
tained herein. If you are in any
doubt about any of the con-
tent of this document, you
should obtain independent
professional advice.



