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China: Added signs of slowdown 
China’s economic growth eased further in August, with retail sales showing a marked slowdown 

Authorities are likely to continue to tolerate some short-term pain, to mitigate medium-term risks 

We expect USD/CNY to stay relatively stable in the coming quarters 

 

Market Implications 

We expect limited Chinese yuan (CNY) strength over the coming 
year. Our end-2021 and end-2022 USD/CNY forecast stands at 6.45 
and 6.40 respectively (versus 14 September’s 6.4386 close).  

Yuan strength (refer to Figure 2 for China’s CFETs RMB index – a 
gauge of CNY movements against major currencies) has been partly 
a result of positive fundamentals (previously a leading recovery 
story and current account surplus). Reduced robustness in domestic 
growth, and some stabilisation in export demand in the coming year 
should be less favourable towards more CNY strength.  

China growth should bottom out in 3Q-2021, slightly recovering by 
end-2021, after the recent Covid-19 delta variant outbreak. 
However, China’s Covid-19 strategy continues to be a key market 
focus, as it can potentially shape macro trends going forward.  

 

Examining the August Data Breakdown 

China’s economic slowdown may persist near-term before slight 
improvements by the end of the year. In August, retail sales and 
industrial production growth slowed further (Figure 3). Consumer 
spending on restaurants, as well as consumer goods, pulled back as 
China struggled with the delta variant of Covid-19. For industrial 
production, manufacturing and power supply production slowed. 

This followed pessimistic readings of PMIs, which reflected low new 
orders (and new export orders). The fallout in manufacturing PMI 
came mainly from large enterprises, as medium and small 
enterprises saw PMI readings improve from July.  

In contrast, China’s current account surplus still looks relatively 
positive (Figure 4). In 1H-2021, China’s current account surplus is 
around 1.5% of GDP, which is just below the 1.9% seen in 2020 
(according to our calculations).  

August trade surplus (USD 58.3bn) was the highest since January, 
even as import growth stayed relatively healthy (Figure 5). Export 

 
Figure 1: Key forecasts 
 

 2021F 2022F 

GDP 8.5 5.7 

Inflation (avg) 1.3 2.5 

USD/CNY  
(end-period) 

6.45 6.40 

Source: HL Bank 

 
Figure 2: China CFETS RMB index (based on BIS 
currency basket) 
 

 
 

Source: Bloomberg, HL Bank 

 
Figure 3: Key China data (2019-2021 CAGR %) 
 

 
 

Source: Bloomberg, HL Bank 
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growth is broadly supported by US, Europe, Japan, South Korea and 
ASEAN.  

For inflation, CPI (for consumers) eased to 0.8% y/y in August, 
continuing the trend seen since May. This was helped by lower food 
prices (-4.1% y/y), and some easing in transport & communication 
inflation (5.9% y/y from 6.9% prior).  

However, producer price pressures are still high. The 9.5% y/y print 
for PPI is the highest on record since 2008. Producer prices have 
been supported by elevated commodity prices.  

Having high producer inflation and low consumer inflation means 
that authorities are more focused on imbalances between 
upstream and downstream companies, and less on high PPI hitting 
CPI.  

 

Policy Outlook 

Following the release of August data, the National Bureau of 
Statistics struck a neutral note, commenting that the overall trend 
of improvement in China’s economy remains unchanged. They 
attributed the slowdown to the delta variant and flooding. NBS said 
that “the economic recovery still needs to be solidified”. NBS 
viewed that the employment situation is relatively stable.  

We continue to expect nuanced policy changes. Authorities have 
continued with its policy stance in recent months. The PBOC kept to 
its measured policy approach by rolling over its medium term loans 
coming due, rather than injecting more liquidity. M2 growth has 
also been relatively range bound (8.2% y/y in August), signalling at 
policy stability. 

Markets continue to expect a reserve requirement ratio cut, but not 
on the various interest rates. Indeed, China kept its 1-year medium-
term lending facility at 2.95% on 15 September.  

With monetary conditions looking tight and restrictive, we note that 
China has tried to maintain currency stability in recent weeks. Since 
August, daily PBOC fixings have been higher than the previous day’s 
USD/CNH closing levels (Figure 6). This comes as the CFETS RMB 
index stayed at highest levels since late-2015. 

 

 

Figure 4: Current account, vs. USD/CNY (avg) 

 
Source: Bloomberg, HL Bank 

 
 
Figure 5: China’s trade trends 

 
Source: Bloomberg, HL Bank 

 
 
Figure 6: USD/CNH, compared to PBOC fixings 
 

 
 

Source: Bloomberg, HL Bank 

 
 
 

 

6.00

6.20

6.40

6.60

6.80

7.00

7.20-2

-1

0

1

2

3

4

Mar-11 Jun-14 Sep-17 Dec-20

C/A (% GDP) USD/CNY

-50

0

50

100

150

Jan-19 Apr-20 Jul-21

Trade balance (USDbn)

Exports (y/y)

Imports (% y/y)

6.35

6.40

6.45

6.50

6.55

14-May 18-Jun 23-Jul 27-Aug

CNY fixing USD/CNH



 

3 
 

 

 

 

Hong Leong Bank Berhad 

Fixed Income & Economic Research, Global Markets 

Level 8, Hong Leong Tower 

6, Jalan Damanlela 

Bukit Damansara 

50490 Kuala Lumpur 

Tel: 603-2081 1221 

Fax: 603-2081 8936 

Email: HLMarkets@hlbb.hongleong.com.my 
 

DISCLAIMER 

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of 
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer 
or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a 
part of any contract or commitment whatsoever. 
 
The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be 
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or 
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the 
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without 
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update 
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or 
estimate set forth herein, changes or subsequently becomes inaccurate.  
 
HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by 
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising 
out of, contained in or derived from or omission from the reports or matter.  
 
Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. 
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other 
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their 
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with 
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve 
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or 
their activities.  
 
The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts 
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this 
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be 
construed as a representation that the matters referred to therein will occur.  Any projections or forecasts mentioned in this report may not be 
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of 
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results. 
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial 
advisor prior to taking any investment decision based on the recommendations in this report.  
 
HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses, 
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB 
does not accept responsibility whatsoever for any such material, nor for consequences of its use. 
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, 
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the 
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any 
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain 
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By 
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations. 
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