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China: Growth Momentum Staying Weak 
3Q GDP showed a cloudy economic outlook near-term, with subdued domestic momentum 

Producer prices are likely to stay elevated before coming off in 3-6 months 

Neutral government and monetary policy is likely to be neutral for USD/CNY 

 

Summary 

The economy slowed to 4.9% y/y in 3Q, from 7.9% in 2Q. September 
metrics showed a slowdown in industrial production and fixed asset 
investment. Retail sales rebounded. We anticipate that current 
downside risks (tight policy, bottlenecks and high input prices) to 
dissipate by mid-2022, helping with a modest recovery in 2022. 
Growth will likely be supported by net exports in the meantime. 

Authorities are likely to maintain policy settings in the coming year, 
unless further downside risks materialise. We only see a potential 
reserve requirement ratio cut, and no changes to its policy rates. 

We anticipate relatively range-bound USD/CNY moves between 
now and end-2022, helped by a neutral monetary policy, raised 
current account surplus and a stable currency policy stance. 

 

 

Economic Outlook 

The economic outlook over the next few quarters is on China’s 
economic growth stabilising at 4.5 to 5.5% (Figure 2). We forecast 
China’s GDP growth at 5.7% in 2022, from 8.5% in 2021. This comes 
after 3Q GDP came in at 4.9% y/y, from 7.9% a quarter ago. The 
economy grew by a mere 0.2% q/q, weighed down by recent 
downside risks to growth. 

Growth is likely to be subdued as a result of tight government 
policies, meant to reduce imbalances in income equality and the 
housing market. At the same time, supply-side shortages are likely 
to limit near-term growth potential. On the flipside, growth is likely 
supported by positive export growth and net export contribution to 
growth (Figure 3 shows China’s projected current account surplus), 
stabilisation in private consumption and some private investments.  

Retail sales (+4.4% y/y in September) appear to stay subdued in 
recent months, despite a recent rebound (Figure 4). Low growth in 
spending in restaurant/catering, consumer goods items (clothing, 
household electronics and automobiles) hint at cautious spending 
in some discretionary items. It is however noteworthy that 

 
Figure 1: Key forecasts 
 

 2021F 2022F 

GDP 8.5 5.7 

Inflation (avg) 
0.8 

(1.3) 
2.2 

(2.5) 

USD/CNY  
(end-period) 

6.45 6.50 

Note: Previous forecast in brackets. Source: HL Bank 

 
 
Figure 2: China GDP Forecasts (% y/y) 
 

 
Source: Bloomberg, HL Bank 
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spending in jewellery and communication applications were 
relatively buoyant.  

Industrial production (+3.1% y/y in September) look like it has been 
dragged by recent power shortages. This particularly weighed down 
on manufacturing, as compared to mining or power supply. We 
think that the current trend may correct itself in 3-6 months’ time, 
as bottlenecks are resolved. This should help with a rebound then.  

Fixed asset investment (+7.3% y/y YTD) continue to be weighed 
down by state-owned investments, as private investments also 
slowed. We estimate that FAI contracted in September (Figure 4).  

The government anticipates producer prices (PPI) to stay elevated. 
Should bottlenecks be resolved in 3-6 months, we anticipate that 
this will fade by 6 months (Figure 5). Inflation has been below 1% 
y/y in recent months, but will likely head higher over the coming 
year, as producers pass higher input costs to consumer purchases.  

Policy Outlook 

We believe that authorities are likely to maintain its current 
restrictive fiscal and monetary stance, unless significant downside 
risks (from current levels) materialise. YTD growth has been higher 
than the 2021 target of “6% and above”. We believe that China may 
decide to do away with a GDP growth target next year, or have it at 
around “5% and above”, which should not be too difficult to reach.  

Despite a relatively weak 3Q GDP print, the stance from the press 
conference held by the National Bureau of Statistics appear to be 
relatively composed. The NBS expects near-term headwinds (e.g. 
power crunch) to be limited, and flagged several positives such as a 
lower unemployment rate, narrower personal income gap between 
rural and urban areas, as well as strong performance in balance of 
payments. Housing prices are getting stable, according to the NBS. 
The NBS flagged that there is room for China to adjust monetary 
policy when needed. We expect no changes to its policy rates, with 
a potential adjustment in the reserve requirement ratio for now.  

Market Implications 

On FX, we expect some stability on USD/CNY. With the USD likely to 
strengthen further over the coming year, we see slight upsides in 
USD/CNY to 6.50 (from current levels of c.6.43) by end-2022. China 
will likely continue to pursue a currency stability policy, evidenced 
by recent daily PBOC USD/CNY fixings close to USD/CNH levels. The 
CNY is likely to stay strong compared to other currencies, as the 
CFETs RMB Index continues its ascent since July 2020.  

 

 
Figure 3: China current account outlook (% GDP) 
 

 
 

Source: Bloomberg, HL Bank 

 
 
Figure 4: Key China data (2019-2021 CAGR %) 
 

 
 

Source: Bloomberg, HL Bank 

 
 
Figure 5: China inflation outlook 
 

 
 

Source: Bloomberg, HL Bank 
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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. 

 

 

mailto:HLMarkets@hlbb.hongleong.com.my

