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China's Economic Scenario Amid Property Sector
Turmoil
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The burgeoning landscape of China's economic sphere witnessed a surge in factory
production and retail transactions during the month of August. However, this growth faces
jeopardy due to a dramatic downturn in investments within the beleaguered real estate
sector, which threatens to undermine the recent support measures showing signs of
stabilizing the otherwise volatile economy.
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The predicament confronting Chinese policymakers is formidable as they endeavor to
resuscitate economic growth following a brief post-COVID surge. This surge was
ephemeral, given the persistent fragility of the critical property industry, a faltering
currency, and feeble global demand for the nation's manufactured goods.

 

Statistics released by the National Bureau of Statistics (NBS; 国家统计局) on Friday
revealed a 4.5% uptick in industrial output in August compared to the previous year. This
acceleration surpassed July's 3.7% pace and exceeded expectations in a Reuters poll of
analysts, which had forecasted a 3.9% increase. This growth marked the swiftest pace
since April.

 

Retail sales, serving as a gauge of consumption, also registered an expedited ascent of
4.6% in August, buoyed by the summer travel season. This represented the most rapid
growth since May, surpassing July's 2.5% increase and an anticipated 3% rise.

 

These encouraging statistics imply that the recent flurry of measures aimed at fortifying
the faltering economy is beginning to bear fruit. However, the path to a sustained
recovery remains fraught with uncertainty, primarily due to persistently low confidence
levels in the embattled property sector, which continues to be a significant drag on overall
economic growth.

 

Natixis Asia Pacific's senior economist Gary Ng remarked, "Despite signs of stabilization
in manufacturing and related investments, the deteriorating property investment will
continue to exert downward pressure on economic growth."

 

Nevertheless, the financial markets responded with optimism to these better-than-
expected indicators. The Chinese yuan surged to two-week highs against the dollar, the
blue-chip CSI 300 Index posted a 0.2% gain, and Hong Kong's Hang Seng Index climbed
1% during early morning trading.

 

Furthermore, separate data pertaining to commodities indicated that China achieved
record-high monthly production of primary aluminum in August, while oil refinery
throughput also reached unprecedented levels.

The Need for Enhanced Policy Support
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Friday's data release followed positive bank lending figures, a narrowing of declines in
exports and imports, and easing deflationary pressures. In August, the country's
passenger vehicle sales returned to growth compared to the previous year, attributed to
deeper discounts and tax incentives for electric vehicles, which boosted consumer
sentiment.

 

In an effort to sustain the momentum of recovery, China's central bank announced a
reduction in the amount of cash that banks must reserve for the second time this year,
aimed at bolstering liquidity. Additionally, the bank rolled over maturing medium-term
policy loans earlier in the day to inject more liquidity into the financial system.

 

Nonetheless, analysts emphasize the necessity for further fiscal and monetary policy
interventions. The ailing property sector, high youth unemployment, uncertainties
surrounding household consumption, and escalating tensions between China and the
United States in matters of trade, technology, and geopolitics collectively raise the bar for
an imminent and enduring economic resurgence.

 

Zhiwei Zhang, chief economist of Pinpoint Asset Management, noted, "The reserve
requirement ratio (RRR) cut yesterday sent an interesting signal that there is a sense of
urgency to boost growth." He anticipates additional policies in the coming months to
invigorate overall demand.

 

Gary Ng of Natixis reiterated that confidence remains a pivotal factor in addressing most
of the challenges at hand, necessitating substantial "constructive policy and regulatory
changes" to amplify growth momentum.

 

 
The Property Sector Conundrum

Despite its once-mighty stature, the property sector continues to negatively influence
China's $18 trillion economy. The country's largest private developer, Country Garden, is
the latest casualty of a liquidity squeeze within this sector.

 

The latest industry figures offer little solace to policymakers and investors. In August,
property investments extended their decline, plummeting by 19.1% year-on-year,
compared to a 17.8% slump the previous month, according to Reuters calculations based
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on NBS data.

 

Louise Loo, China Economist at Oxford Economics, expressed cautious optimism,
stating, "We are still hopeful that housing sales would stage small sequential pickups in
the coming months, but stimulus will ultimately stop short of reflating the sector."

 

Additional data released on Friday revealed weak investor confidence, with private
investments shrinking by 0.7% during the first eight months, exacerbating the 0.5%
contraction observed in January-July.

 

Fixed asset investment exhibited slightly slower growth, expanding by 3.2% in the first
eight months of 2023 compared to the same period the previous year, falling short of
expectations for a 3.3% rise. This growth rate was also slower than the 3.4% growth
recorded during the first seven months.

 

The uncertain business climate continued to deter companies from hiring at a robust
pace. However, August's nationwide survey-based jobless rate improved marginally to
5.2% compared to July's 5.3%.

Nomura analysts opined, "Beijing may have to introduce more aggressive property easing
measures to deliver a real recovery," echoing a consensus view among China observers
that "Beijing will likely once again have to play the role of borrower and spender of last
resort."
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