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●In 2024Q3, China’s economy sustained the momentum of recovery, yet with a
lower level of economic prosperity. Unbalanced economic recovery remained a
major problem, with highlights coexisting with challenges. In terms of highlights,
foreign demand maintained fast growth, manufacturing investment had a strong
momentum of growth, new quality productive forces were fostered at a faster pace,
and industries extended the trend of upgrade. In terms of challenges, demands were
even more inadequate, real estate declined further, and market confidence and
expectation is still weak. According to preliminary estimates, GDP growth was
around 4.8% in 2024Q3, which was about 0.2 percentage point lower from the first
half of the year.

●In 2024Q4, the foundation for China’s economic recovery is to be further
consolidated. Export growth may slow down; the improvement of domestic demand
will be crucial to economic recovery, but how much it will improve largely depends
on policy intensity and effects. If external environment is generally stable and
macro policies are strengthened with good effects, domestic demand will recover
faster, leading to an estimated GDP growth of around 5.1% and 5% respectively in
the fourth quarter and full year of 2024. If external risks and impacts grow and the
pro-growth policies produce limited results, recovery of domestic demand will be
slower than expected, resulting in an estimated GDP growth of around 4.7% and
4.8% respectively in the fourth quarter and full year of 2024.

●To achieve the full-year GDP growth target of 5%, macro policies should be
enhanced to be more targeted, shifting focus from the supply side to both supply
and demand. Fiscal and monetary policies should be further coordinated, to
promote the steady recovery of demand, accelerate resolution of risks in key areas,
and improve market expectation and confidence, so as to navigate the current
economic challenges and expedite the replacement of old growth drivers with new
ones.
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Macro Policies Need to Be Strengthened to Achieve the Annual Target

—China’s Economic and Financial Outlook (2024Q4)

In 2024Q3, China’s economy sustained the momentum of recovery, but the

economic prosperity declined due to the continued sluggishness of the real estate

market, weak market expectation and extreme weathers like high temperature and

heavy rainfalls. Unbalanced economic recovery remained a major problem, with

highlights coexisting with challenges. According to preliminary estimates, GDP

growth was around 4.8% in 2024Q3, which was about 0.2 percentage point lower

from the first half of the year. In 2024Q4, the foundation for the recovery of China’s

economy is to be further consolidated. As the downward pressure on global economy

grows, external uncertainties will increase and may weigh on China’s exports. The

improvement of domestic demand will be crucial to economic recovery, but how

much it will improve largely depends on policy intensity and effects. In optimistic

cases, if external environment is generally stable and macro policies are strengthened

with good effects, domestic demand will recover faster, leading to an estimated GDP

growth of around 5.1% and 5% respectively in the fourth quarter and full year of

2024. In ordinary cases, if external risks and impacts grow and the pro-growth

policies produce limited results, recovery of domestic demand will be slower than

expected, resulting in an estimated GDP growth of around 4.7% and 4.8%

respectively in the fourth quarter and full year of 2024. On the whole, to achieve the

full-year GDP growth target of 5%, macro policies should be enhanced to shift focus

from the supply side to both supply and demand. Fiscal policies should play a bigger

role in stabilizing growth and forestalling risks. Financial policies should ensure both

quantity management and interest rate regulation to better serve the economy.

Greater efforts should be made to reduce housing inventories and associated risks,

and improve expectations for the real estate market. Stronger steps should be taken
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to boost consumption, stabilize investment, and fully leverage the role of domestic

demand in supporting economic growth. Trade in intermediate goods should be

facilitated, and support should be given to foreign trade enterprises to improve their

resilience against risks. Enterprises should be guided to pursue reasonably

differentiated competition, while local industrial planning and layout should be

optimized.

I. 2024Q3 Economic Review and Q4 Outlook

I.1 2024Q3 Economic Review

1. Three highlights

First, exports were highly resilient, which remained a major support for

economic growth. In the first eight months of 2024, China’s exports increased by

4.6% year-on-year, and the growth was 10.3 percentage points higher than the same

period of last year. In terms of the structure of exported products,

electromechanical products played a particularly notable role in driving exports. In

the first eight months of 2024, China’s exports of electromechanical products grew

by 6.5% year-on-year, pushing total exports up by about 3.8 percentage points. This

is owed to the strengthened cyclic upward trend of the global electronic and

information industry, as well as China’s enhanced international competitiveness of

high-end manufacturing industries such as shipbuilding and auto making industries.

In terms of export destinations, as global trade recovered, China’s exports to its

major partners generally picked up, with ASEAN remaining the major source

of growth. In the first eight months of 2024, China’s exports to ASEAN expanded

by 10.6%, driving its overall exports up by about 1.7 percentage points. China’s

export products and export destinations demonstrate structural characteristics

that reflect a notable shift, i.e. intermediate goods are becoming an increasingly

significant supporting factor for China’s export resilience amidst global

industry chain restructuring. Despite the relocation of China’s electronics and

automotive industrial chains to Vietnam and Mexico over the last years, the impacts
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on China’s exports of relevant products have been limited, as China is shifting its

export competitiveness towards midstream and upstream sectors of industrial chains,

and the going-global tide of relevant industries boosts the growth of intermediate

goods exports.

Second, policies and markets jointly supported the fast growth of investment in

manufacturing. In the first eight months of 2024, manufacturing investment in

China increased by 9.1%, outpacing investment in all sectors by 5.7 percentage

points and contributing 64.6% to the latter. Two reasons explain this. On one hand,

investment was sped up in areas that benefit from the policy of promoting

large-scale equipment renewals. Since 2024Q3, China has further increased policy

support for large-scale equipment renewals. First, the policy unlocked the demand

for equipment purchase across industries, driving expansion of investment in

relevant equipment manufacturing industries. Second, the policy further highlighted

the construction of a waste equipment recovery network, accelerating the

development of the logistics system and new model that features “renewal +

recovery”, and expanding the investment in comprehensive utilization of waste

resources. Third, the policy focused on energy conservation and carbon reduction

retrofits in high energy-consuming industries including iron & steel, nonferrous

metals, petrochemicals, and building materials, boosting investment in relevant

mining and dressing industries. On the other hand, domestic and foreign demands

drove investment and production in consumer goods and electromechanical

industries. In terms of domestic demand, residential spending on food and

entertainment was generally stable, which fueled the expansion of investment in the

food and beverage manufacturing and sports and entertainment products

manufacturing. In terms of foreign demand, the upward cycle of electronic products

worldwide, coupled with the increased vitality of China’s exports of transport

equipment, has driven sustained and fast growth in investment in the manufacturing

of transport equipment, computer and telecommunication equipment.
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Third, new quality productive forces were growing, facilitating the conversion

of old growth drivers into new ones. In the first eight months of 2024, the added

value of high-tech enterprises above the designated size increased by 8.9%

year-on-year. By industries, high-end equipment manufacturing saw a remarkedly

faster growth in added values compared to the same period of last year. This includes

the manufacturing of computer, telecommunication and other electronic equipment,

as well as railway, ship and other transport equipment. By products, the production

of high-end industrial goods, such as civilian drones, service robots, integrated

circuits and industrial robots, underwent a notable expansion. New quality

productive forces continued to emerge as technological innovation was

increasingly integrated with industrial innovation. On one hand, the level of

technological innovation was further enhanced, with the outcomes converted into

real productivity at a faster pace. According to data from the State Taxation

Administration, in the first seven months of 2024, the revenue from the sale of

services derived from technological outcomes increased by 26.5% year-on-year. In

the first half of the year, the value of nationwide technology contracts rose by 26.6%

year-on-year. On the other hand, profits in emerging areas experienced faster growth.

In the first seven months of 2024, equipment manufacturing enterprises accounted

for 35.1% of the profits of industrial enterprises above the designated size, up by 0.8

percentage point year-on-year. The year-on-year growth of profits recorded by

equipment manufacturing, high-tech manufacturing and electronic information

manufacturing were all higher than the average level of the manufacturing industry.

2. Three challenges

First, insufficient effective demand was the major reason restraining economic

growth. In the first eight months of 2024, total retail sales of consumer goods and

fixed asset investment both grew by 3.4%, down by 0.3 and 0.5 percentage point

respectively from the first half of the year. The weakening of consumption has

become even more pronounced since 2024Q3. Several reasons can explain this. First,
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service consumption and commodity consumption were increasingly converging.

In August, income of the catering industry grew by 3.3% year-on-year, compared to

1.9% of commodity retail sales. The difference in growth between the two industries

narrowed to 1.4 percentage points from 7.9 percentage points at the beginning of the

year. Second, social group consumption was apparently under pressure. Based

on our calcutions, the growth of social group consumption has begun to be slower

than the growth of household consumption since 2022, with a notable decline

observed since 2024. Third, consumption in first-tier cities weakened faster than

the national average. In the first seven months of 2024, the growth of total retail

sales of consumer goods was -0.8%, -2.8%, -0.3% and 1.2% respectively in Beijing,

Shanghai, Guangzhou and Shenzhen, far below the national average of 3.5%. The

weak social expectation is the primary factor contributing to the decline of

consumption growth rate. It’s noteworthy that consumption is the result rather than

cause of economic operations. In light of the current economic conditions, with its

downward pressure on the economy, slowing growth of income and falling asset

prices, it is understandable that residents are adjusting their expectations and

reducing spending and consumption, which will exert further downward pressure on

economic operations.

Second, the foundation for industrial recovery was still unsound amid

insufficient domestic demand and the rat race within some industries. Since

2024Q3, industrial production has slowed down to some extent. In the first eight

months of 2024, the added values of nationwide industrial enterprises above the

designated size grew by 5.8% year-on-year, down by 0.2 percentage point from the

first half of the year. Rat race was further intensified in some industries,

resulting in bigger contradiction between supply and demand. In traditional

industries, due to macro cyclic and structural factors including real estate adjustment,

industries such as non-metallic mineral products, pharmaceutical manufacturing and

coal mining and dressing recorded year-on-year slides in capacity utilization and
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gross profits. In emerging industries, with the surge in industrial investment and

enhanced government policies to attract investment, auto manufacturing and special

equipment manufacturing, among other industries, saw a decline in the utilization of

production capacity.

Third, risk disposal and resolution became more difficult. First, policies

released in 2024Q3 offered stronger support for real estate, but have produced

limited results so far, with supply and demand remaining weak in the market. In

the first eight months of 2024, the floor area and value of commercial housing sold

fell by 18% and 23.6%, respectively, still within a range of significant decline. Amid

the sluggish demand, real estate enterprises were still exposed to huge destocking

pressure and debt risk. Slowed implementation of commercial housing acquisition

policies and poor market sales made it even more difficult for real estate enterprises

to reduce excess inventories. Given insufficient self-financing capacity and the huge

balance of matured bonds, the credit risk associated with real estate enterprises is yet

to be fully released. All this makes it necessary to guard against real estate-related

risks and prevent them from further spreading. Second, the persistent and sharp

declines of real estate added to fiscal pressure. While land sales income further

shrank and income from most types of taxes, including VAT tax, corporate and

personal income tax, and stamp duty, decreased, local governments had to increase

spending to support counter-cyclic regulation. Due to heightened fiscal pressure plus

other headwinds like bad weathers, infrastructure construction played a

smaller-than-expected role in supporting the economy.

II. 2024Q4 Economic Outlook

1. Pro-consumption policies will help to stabilize the consumption growth,

but the improvement may be limited

In 2024Q4, consumption growth is expected to stabilize. First, as the consumer

goods trade-in policy is further strengthened, the effects of the policy are expected to
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become more evident in the future. This will boost the growth of durable consumer

goods like home appliances and automobiles. Second, as people’s living standards

improve and post-1990s and post-2000s gradually become the main force of

consumption, there will be a growing enthusiasm about consumption of services

related to travel and entertainment, etc. and upgraded consumption. This means the

prospects of service consumption and upgraded consumption will be strong. Third,

in September, PBOC announced the lowering of rates on existing housing loans,

which will ease the repayment burden on residents and unleash consumption

potential. Given facts that residential confidence is hard to recover remarkedly in the

short term and the real estate market remains sluggish, the progress of consumption

recovery is to be restricted, likely to limit the improvement of consumption.

2. Enhanced policies will speed up investment in infrastructure

construction, and investment in manufacturing will maintain a high growth rate

Policies will continue to push the issuance of ultra-long special CGBs and

special bonds, accelerating the growth of investment in infrastructure

construction. According to the plan, issuance of all the RMB1 trillion ultra-long

special CGBs will be completed by mid-November, expected to expediate formation

of the physical workload of infrastructure construction in 2024Q4. Policies for

promoting equipment renewals will be enhanced, helping to sustain the fast

growth of investment in manufacturing. Policies released in 2024Q4 will play a

bigger role in stabilizing domestic demand, while exports are expected to remain

stable, accelerating production and recovery of industrial goods prices, and raising

businesses’ profit levels and willingness to invest. Policies related to large-scale

equipment renewals will offer stronger support, cover a wider scope and come in

better forms, thus benefiting more people. Curbed by inventories, risks and other

factors, real estate investment will hover at a low level. Currently, real estate

inventories are still at a historical high level, so it’s still difficult to resolve real

estate-related risks in the short term. This will dampen real estate enterprises’
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willingness and ability to acquire land and commence construction, which will in

turn limit the growth of real estate investment at the bottom.

3. Tailwinds for export growth will remain while disturbance from

international geopolitical factors deserves attention

In 2024Q4, foreign demand will still be somewhat resilient. As the prosperity level

of global manufacturing has declined since the start of 2024Q3 and major economies

like European countries and the US show signs of slowing growth, overseas demand

in 2024Q4 may be weaker than that in the first half of the year. But overall, there are

tailwinds supporting growth of China’s trade in goods. First, the ongoing cycle of

the electronic information industry is yet to reach a turning point, and related exports

will play a big role in driving growth. Second, the momentum of exports by China’s

high-end manufacturing industries like shipbuilding will remain unabated. It’s

noteworthy that the uncertainties of international trade policies are likely to result in

a “grab orders” surge in exports, with increased volatility in export trends. In

addition, export growth in 2024Q4 is expected to be lower than 2024Q3 given the

high base for comparison.

4. New momentum on the supply side is expected to be further unleashed,

depending on the degree of domestic demand recovery

In industrial areas, on one hand, during the replacement of old growth drivers with

new ones, emerging industries enjoy broad prospects. On the other hand, recovery of

domestic demand will become a major influence factor of industrial growth. In

2024Q4, macro policies are likely to unleash a further role. The issuance of special

local government bonds and ultra-long special CGBs and use of raised funds are

expected to speed up, and funds for large-scale equipment renewals and consumer

goods trade-ins may be put in place at a faster pace. All this will drive the rebalance

between supply and demand. In service areas, as the Third Plenary Session of the

20th CPC Central Committee and the meeting held by the Political Bureau of the
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CPC Central Committee on July 30 announced plans on how to unlock the potential

of domestic demand in short, medium and long terms. Commodity and service

supply will be further optimized with the continued restoration of consumer

confidence.

5. Consumer goods prices will pick up moderately, while industrial goods

prices will be kept at a low level

In terms of CPI, first, prices of pork and other major food will offer certain support

for CPI recovery. Second, the tail-raising factor will play a weaker role in pulling

down price index. Third, holiday travels in 2024Q4 will be reduced, so service prices

and core CPI are expected to be relatively stable. In terms of PPI, strained oil prices

in global markets may affect petroleum product prices in China. The continuing

sluggishness of domestic real estate market will continue to limit the growth of

demand for iron & steel, cement and other industrial goods. Rat race in some

industries will go on. The prices of lithium-ion batteries and new energy vehicles as

part of equipment manufacturing are expected to continue their downward trajectory

quarter-on-quarter.

II. 2024Q3 Financial Review and Q4 Outlook

In 2024Q3, China’s financial industry scaled up support to stabilize economy and

promote the development of the five major tasks of technology finance, green

finance, inclusive finance, pension finance and digital finance. The transformation of

monetary policy framework has accelerated, with structural monetary policies,

policy rate reduction and improvement of the rate regulation mechanism jointly

working1. PBOC unveiled new tools to manage liquidity, such as the purchase and

1 Structural monetary policy tools: Since the start of 2024, PBOC has successively launched a relending facility worth
RMB500 billion for technological innovation and technical improvement and a relending facility worth RMB300
billion for government subsidized housing, relaxed the qualifications for inclusive loans, and expanded the scope of
targets backed by carbon reduction supporting tools. Transformation of the monetary policy framework: Pan
Gongsheng, Governor of PBOC, said transformation of the monetary policy framework is reflected in three aspects, i.e.
paying less attention to quantity objectives; making a certain short-term operation rate the main policy rate while
properly narrowing the interest rate corridor; and gradually including the purchase and sales of CGBs in secondary
market into the monetary policy toolkit, while enriching and improving the ways of M0 supply. Under the background,
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sales of CGBs. Credit to technological innovation, green and inclusive areas grew at

high levels. Corporate financing costs kept falling. More banks lowered deposit rates.

The RMB exchange rate started appreciating. Trading activity in the carbon market

increased. However, due to factors like external headwinds, declining level of

prosperity in China’s economy, adjustments of the real estate market at the bottom

and weak residential willingness to borrow, monetary data somewhat weakened, and

stock market fluctuations intensified. To consolidate the foundation for economic

recovery and deliver on the economic growth target of 5%, monetary policies need

to be further strengthened in the future. Meanwhile, under the backdrop of rate cuts

by the US Federal Reserve, the narrowing of China-US interest rate spread and

appreciation of RMB exchange rate also pave the way for monetary policies to be

enhanced according to national situations. However, given the weak financing

demand of real economy and insufficient market confidence and expectation, a

notable rebound in major financial data is less likely to happen.

II.1 Money supply and aggregate financing to the real economy will

operate at low levels due to efforts to boost quality and efficiency and ensure

data authenticity

In 2024Q3, affected by downplaying quantity metrics and tightening management of

data authenticity, money supply and aggregate financing to the real economy kept

stable but diverged structurally. As of the end of August 2024, M2 and aggregate

financing to the real economy grew by 6.3% and 8.1%, respectively, up by 0.1

percentage point and flat with the end of 2024Q2, respectively. In terms of newly

increased aggregate financing to the real economy, during July-August, aggregate

financing to the real economy expanded by RMB3.8 trillion, a year-on-year increase

of RMB137.7 billion. First, the increase of loans narrowed significantly. During

July-August, newly increased RMB loans totaled RMB960.3 billion, and the

the mode of interest rate regulation is undergoing changes. On one hand, the 7-day reverse repo rate is becoming the
main operation rate for monetary policies, while the role of MLF is fading as a policy means. On the other hand, the
mode of managing liquidity is changing, too. PBOC has carried out CGB purchase and sales since August 2024.
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increase was RMB414.3 billion smaller year-on-year. Second, the growth of bond

financing was remarkedly higher. Due to the lagging effects of the issuance of

special bonds, the increase of net financing through local government bonds in the

first half of the year was smaller year-on-year. However, issuance of special bonds

apparently sped up in 2024Q3, driving up issuance of local government bonds.

Third, increase of equity financing shrank significantly. During July-August,

domestic equity financing by non-financial enterprises totaled RMB36.2 billion, and

the growth was down by RMB146 billion year-on-year. Tightening IPO access and

weakening secondary markets had persistent impacts on corporate equity financing,

resulting in a sharp decline in the size of equity financing. Fourth, off-balance sheet

financing continued diverging. During July-August, trust loans grew by RMB45.8

billion, and the growth was RMB44.9 billion higher year-on-year. Entrusted loans

and undiscounted banker’s acceptance bills recorded a year-on-year increase of

RMB26.6 billion and RMB41 billion in the growth, respectively. Off-balance sheet

financing played a growing role in supporting the real economy, becoming a

highlight in aggregate financing to the real economy.

The growth rate of credit to key areas and weak links declined on the whole, but

still maintained medium and high growth.As of the end of 2024Q2, the growth of

outstanding loans to high-tech manufacturing, green, inclusive SMEs and

agriculture-related sectors was 16.5%, 28.5% 16.9% and 12.1%, respectively, higher

than the growth rate (8.8%) of all outstanding loans, but 10.8, 6.6, 3.4 and 1.4

percentage points lower compared to 2024Q1, respectively. The falling growth of

loans was related to the demand of real economy as well as regulatory guidance.

Financial institutions continued to beef up financing support for technology finance,

green finance, inclusive finance, pension finance and digital finance, and channel

more resources to relevant areas.

In 2024Q4, as macro policies play a bigger role, the financing demand of real

economy may steadily recover. PBOC announced the reduction of the reserve



BOC Research Institute 2024Q4

China’s Economic and Financial Outlook

12

requirement ratio by 0.5 percentage point on September 24, which is to release

RMB1 trillion of liquidity. Both the size of reduction and the scale of released funds

hit new highs in recent years. It’s expected that financial data in 2024Q4 will show

three characteristics. First, aggregate financing will stay stable. With the

strengthening of counter-cyclic regulation policies, investment in key areas including

infrastructure construction and manufacturing will steadily expand. Newly increased

supporting funds will be at a high level, but the increase will still be smaller

compared to last year. As PBOC will launch tools to support the stock market, equity

financing is expected to recover. Second, the growth of credit to key areas and

weak links will be high. With the accelerated transformation of monetary policies,

the guiding principle of “stabilizing aggregate and optimizing structures” will

become increasingly prominent. Areas like technology finance, green finance,

inclusive finance, pension finance and digital finance will remain the focus of policy

support, and credit to technological innovation, green and inclusive areas will

maintain two-digit growth at least. Third, bond financing will further speed up.

As bond financing increasingly acts as a substitute for credit financing, issuance of

local government bonds will accelerate, likely to drive fast growth in the size of

bond financing.

II.2 Corporate financing costs will be kept at a low level with the first cut

in policy rates

In 2024Q3, interest rates in the financial market showed the following characteristics.

First, policy rates were lowered for the first time, leading to general declines of

interest rates in the financial market. In July, the 7-day reverse repo rate fell from

1.8% to 1.7%, and the 1-year MLF rate decreased from 2.5% to 2.3%, marking the

first rate cut in 2024. Pushed by the lowering of policy rates, the loan prime rate

(LPR) declined synchronously. On September 24, PBOC announced the lowering of

the 7-day reverse repo rate from 1.7% to 1.5%. A 0.2 percentage point rate cut has

been rare in history, reflecting China’s stance and determination to stabilize the
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economy by strengthening monetary policies. Second, the framework of the

monetary policies experienced changes. PBOC conducted CGB purchase and

sales to regulate long-term and short-term interest rates for the first time. In

August, PBOC announced the purchase of short-term CGBs and sales of long-term

CGBs, with the monthly net purchase of bonds totaling RMB100 billion in face

value. This was the first CGB purchase and sales operation following the “borrowing

and sales of CGBs” announced in July. Third, deposit rates continued to decline.

On July 25, six major state-owned banks actively adjusted listing deposit rates. For

example, the rate on 1-year time deposits was lowered from 1.45% to 1.35%. This

was the first time in 2024 that major banks cut listing rates together, which is

expected to reduce the banks’ liability costs as the net interest margin declines to a

historical low level.

Interest rates in 2024Q4 is likely to further decline amid stability. First, bank

deposit rates may be further lowered. Due to the slide of loan rates and rigid

deposit rates in recent years, the net interest margin of the banking industry has

reached to a historical low. On September 24, while announcing the latest cut in

policy rates, PBOC also guided the synchronous lowering of deposit rates. It is

expected that deposit rates will be cut by 0.2-0.25 percentage point in the next step.

Second, corporate financing costs are likely to decline further. After the rate cut

in September, LPR is expected to be lowered by 0.2-0.25 percentage point

accordingly, further driving down the weighted average rates on corporate loans.

Third, interest rates on existing housing loans will be lower. In September, PBOC

announced the plan to guide commercial banks to cut the interest rates on existing

housing loans to a level close to the interest rates on newly granted housing loans.

The average decline of interest rates on existing housing loans is likely to be around

0.5 percentage point. Fourth, the net interest margin will still be under

downward pressure. The current sign of stabilizing holds promises for the future

stabilization of the net interest margin. Going forward, if no apparent rebound
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appears in the financing demand of real economy, the net interest margin will still

face a huge downward pressure.

II.3 A-shares will remain turbulent at the bottom, with some sectors

expected to deliver stellar performance

Following deep V-shaped movements at the beginning of the year, A-shares

maintained a trend of wavy recovery for nearly three months before experiencing

turbulent adjustments. Currently, as market liquidity declines, both turnover amounts

and volumes keep going down. In the first half of the year, A-share companies

reported a year-on-year drop of 0.58% in the operating income, and a year-on-year

decrease of 3.27% in the net profits attributable to parent companies. Specifically,

STAR Market companies recorded the biggest year-on-year decline in the net profits

attributable to parent companies (-25.06%), while sectors like transport,

semiconductors and public utilities delivered stellar performance. The

higher-than-expected rate hike by the Bank of Japan caused drastic fluctuations in

the international stock market in a single day, having a spillover effect on China’s

A-shares. Meanwhile, the changes in the US presidential election added to the

uncertainties of the international political and economic landscapes.

In 2024Q4, due to tailwinds like the rollout of policies following the Third Plenary

Session of the 20th CPC Central Committee and the expected enhancement of listed

companies’ profitability, A-shares will recover amid drastic fluctuations, with

biopharmaceuticals, consumer electronics and competitive medium and high-end

manufacturing likely to perform remarkably. However, factors like the US

presidential election and the wavy recovery of macro economy will bring

uncertainties to A-shares.

First, the biopharmaceutical sector may deliver striking performance. Stock

prices in the sector have fallen below a normal level. Additionally, the monkeypox

epidemic has spurred huge demand worldwide for vaccines and other medical
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supplies. UNICEF has issued the emergency bid invitation for monkeypox vaccines,

with the procurement agreement involving as many as 12 million doses of vaccines.

With strong capacity in virus detection and vaccine production, relevant Chinese

enterprises may see bright prospects for profits.

Second, consumer electronics and related sectors are promising. In September,

Huawei and Apple respectively launched Iphone16 and Mate XT, set to unleash a

tide of replacing mobile phones. Data shows that Apple currently has a stock of more

than 80 million new phone sets, and 225 million sets are expected to be sold

worldwide by 2025. Several A-share companies are the major suppliers of Apple,

covering batteries, mainboard, panels and other upstream components of consumer

electronics. The end of the year is to embrace peak consumption in holidays, likely

to further boost consumption of electronic products such as mobile phones and home

appliances, driving up profits for enterprises in sectors like AI and semiconductors,

and benefiting relevant sectors as well.

Third, medium and high-end manufacturing underpins the competitiveness of

foreign trade. In the first eight months of 2024, China’s imports and exports totaled

RMB28.34 trillion, up by 3.7% year-on-year. It’s noteworthy that the exports of

medium and high-end products were particularly strong, with the exports of

electromechanical products reaching RMB9.58 trillion, a year-on-year increase of

6.5%. Among them, exports of automatic data processing equipment and relevant

parts and components amounted to RMB934.533 billion, up by 9.1% year-on-year;

exports of integrated circuits totaled USD729.964 billion, up by 22% year-on-year.

II.4 CGB yields showed a wavy decline; issuance of interest rate bonds is

expected to gather pace

In 2024Q3, the bond market presented the following characteristics: First, CGB

yields declined amid fluctuations. Affected by PBOC’s bond borrowing operation

and higher-than-expected rate cut, 10-year CGB yields rose before dropping,
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showing a general trend of bumpy decline. Second, issuances of main types of

securities still grew. Since the start of 2024, insurances of CGBs, negotiable

certificates of deposit, financial bonds and corporate bonds have all recorded sharp

increases, while the issuance of local government bonds decreased year-on-year.

Third, term spread and credit spread both widened slightly. In September, the

term spread between 10-year CGB yields and 1-year CGB yields and the credit

spread between the yield on 3-year AAA mid and short-term notes and the yield on

the policy financial bonds of the same term both widened compared to the end of

2024Q2. Fourth, credit risk continued to narrow, with a divergence in the

entities in default. In 2024Q3, two bonds issued by local state-owned enterprises

constituted substantial default, and both issuers belong to the construction and

engineering industry.

In 2024Q4, the bond market is expected to operate steadily. First, CGB yields will

fluctuate at a low level. In the current economic environment, PBOC will adhere to

supportive monetary policies. With the increase in the supply of CGBs and related

interest rate bonds in the second half of the year, the supply and demand relations

will change. CGB yields will see limited room for decline, and may fluctuate at a

low level. Second, issuances of main types of securities will grow steadily. In

2024Q4, proactive fiscal policies will play a bigger role, while monetary policies

will be flexible enough to support the fiscal policies. It’s expected that issuances of

CGBs, local government bonds and financial bonds will maintain steady growth.

Third, both term spread and credit spread are likely to shrink. Driven by

reasonably sufficient liquidity, short-term CGB yields will decline moderately, and

fluctuate steadily with long-term interest rates, likely to result in a slight narrowing

of term spread. Since the start of 2024, the central government has emphasized the

efforts to “prevent and defuse local government debt risks” and “accelerate the

transformation of local financing platforms” on several occasions. With the further

reduction of credit risks, credit spread is expected to narrow. Fourth, bond defaults
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in key areas still deserve attention. In the short term, real estate is yet to stabilize,

and construction and engineering will still be affected by the industry’s cyclic

fluctuations and changes in market supply and demand. So, attentions should still be

paid to the bond default risks in relevant areas closely.

II.5 The RMB has rebounded, which will gradually ease the pressure on

RMB depreciation

In the first three quarters of 2024, the RMB exchange rate depreciated before

appreciating, generally presenting two-way movements within a reasonable range. In

2024Q3, as the spillover effects of the policies of developed economies weakened

and China intensified the implementation of macro policies, the spot exchange rate

of RMB entered a path of appreciation. As for external factors, the US dollar index

declined significantly, the inversion of China-US interest rate spread continued to

narrow, and the momentum for short-term capital to be kept in the US market further

weakened. As the abnormal inversion of the yields on 2-year US treasury bonds and

10-year US treasury bonds that had lasted for the longest time came to an end,

market concerns over a recession in the US economy are mounting. In September,

international investors’ appetite for safe haven assets grew stronger, resulting in

continued inflows of funds across borders. As for internal factors, the rollout of

favorable policies and the sound performance of economic fundamentals formed a

major support for the stabilization of the RMB exchange rate. In August, the size of

China’s foreign exchange reserve expanded steadily again, kept at a level above

USD3.2 trillion for several months in a row. The adequate foreign exchange reserve

serves as a solid foundation for the stabilization of the RMB exchange rate. In

particular, import and export data was stronger than expected, with the trade surplus

further expanding to push up the RMB exchange rate.

In the second half of the year, the RMB exchange rate will maintain the trend of

steady rise admit two-way movements. As the spillover effects of the policies of

developed economies fade, domestic monetary policies will enjoy a broader room
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for operation, better supporting domestic demand recovery and risk resolution, and

paving the way for the pickup of economic fundamentals and the stabilization of the

RMB exchange rate. Currently, Chinese enterprises are yet to settle foreign

exchanges for large trade surplus, and the market expects to push RMB appreciation

with the centralized foreign exchange cash-out of foreign exchange positions.

Meanwhile, as RMB-dominated financial assets feature effective wealth preservation

and the RMB exchange rate is highly stable, foreign investors consider the RMB

exchange rate is in a low valuation range, and will continue to increase the holdings

of RMB bonds and other financial assets. In July, RMB’s share in global payment

rose to 4.74%, hitting a historical high again, and reflecting a steadily growing

demand for the use of RMB in cross-border payment. But vigilance should be

maintained against potential uncertainties, such as the impact of additional tariffs

imposed by the United States on Chinese imports. These tariffs could affect China’s

export surplus, which in turn could influence the RMB exchange rate.

II.6 The growth of green loans somewhat declines, and the trading activity

in the carbon market increases

The development of green finance presented the following characteristics. First, the

year-on-year increase in the balance of green loans was the biggest compared to

the same period in history. According to the latest data released by PBOC, in

2024Q2, the balance of green loans in China reached RMB34.76 trillion, a

year-on-year increase of 28.5% or over RMB7.7 trillion, more than that in the same

period of previous years. Second, the existing size of green bonds kept stable. As

of the end of August, outstanding green loans under CCDC statistical standards

totaled about RMB1.92 trillion, basically unchanged compred to the start of the year.

Third, the activity of the national carbon market is increasingly stronger, with

carbon prices steadily rising. The national carbon market has been up and running

for three years. With the gradual improvements of the institutional framework and

supporting infrastructure system, trading in the carbon market is picking up. In the
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first eight months of 2024, the trading volume in the carbon market exceeded 31

million tons, a sharp rise of about 46% compared to the same period of last year.

In 2024Q4, first, green loans will maintain fast growth. As the balance of green

loans has been large in size, the high year-on-year growth of about 40% seen over

the past two years is hard to sustain, but the growth will still be significantly higher

than the average growth of all loans. Second, new issuance of green loans will

decline. As new issuance of green loans was lower year-on-year in the first three

quarters of 2024, a strong rebound is hard to occur in 2024Q4. Third, the national

carbon market will expand its industry coverage. It is expected that cement, iron

& steel and electrolytic aluminum will be included into the national carbon market in

2024. This is the first expansion of the national carbon market after its launch, with

covered emissions expected to account for about 60% of the national total.
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Table: China’s Main Economic & Financial Indicators and Forecasts in 2024 (%)

Indicator
2022

(R)

2023

(R)

2024(F)

Q1

(R)

Q2

(R)

Q3

(E)

Q4(F) Full year(F)

In optimistic

case

In ordinary

case

In optimistic

case

In ordinary

case

GDP 3.0 5.2 5.3 4.7 4.8 5.1 4.7 5.0 4.8

Industrial value added of enterprises

above designated size
3.6 4.6 6.1 5.9 4.8 5.2 4.5 5.5 5.3

Service industry added value 2.3 5.3 5.0 4.2 4.8 5.1 4.8 4.8 4.7

Fixed asset investments

(cumulative)
5.1 3.0 4.5 3.9 3.4 3.7 3.5 3.7 3.5

Investment in real estate

development (cumulative)
-10 -9.6 -9.5 -10.1 -10.2 -9.9 -10.0 -9.9 -10.1

Total retail sales of consumer goods -0.2 7.2 4.7 2.7 2.6 4.5 3.0 3.6 3.2

Exports (in USD) 6.3 -4.7 1.2 5.7 7.4 5.1 2.0 5.0 4.0

Imports (in USD) 0.9 -5.5 1.6 2.5 2.7 2.0 0.5 2.2 1.8

Consumer price index (CPI) 2.0 0.2 0.0 0.3 0.7 1.4 1.2 0.6 0.5

Producer price index (PPI) 4.1 -3.0 -2.7 -1.6 -1.6 -1.4 -2.2 -1.8 -2.0

Broad money supply (M2, ending

balance)
11.8 9.7 8.3 6.2 6.3 7.0 6.5 7.0 6.5

Aggregate financing to the real

economy (stock, ending balance)
9.6 9.5 8.7 8.1 8.3 8.8 8.5 8.8 8.5

1-year MLF (end-of-period) 2.75 2.5 2.50 2.50 2.00 2.00 1.90 2.00 1.90

1-year LPR (end-of-period) 3.65 3.45 3.45 3.45 3.35 3.15 3.10 3.15 3.10

RMB/USD spot exchange rate

(end-of-period)
6.95 7.09 7.22 7.27 7.05 6.90 7.00 6.90 7.00

Note: Forecasts for two cases, including the optimistic case where demand recovers

faster and the ordinary case where demand is weaker than expected, are conducted

according to the effects of pro-growth policies and the recovery of demand.

Source: BOC Research Institute
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III. Macroeconomic Policy Orientations

Current macro policies focus more on the supply side instead of the demand side. To

drive economic recovery, counter-cyclical policies need to be more targeted, shifting

the focus from supply to both supply demand. More importantly, efforts should be

made to promote the implementation of the reform measures proposed at the Third

Plenary Session of the 20th CPC Central Committee, properly address the relations

between governments and markets, invigorate the inner drivers of economy, further

boost market expectation and confidence, and take the economy into a positive cycle

of “recovery of economic prosperity - increase of jobs and income - steady

expansion of domestic demand - improvement of expectation and confidence”.

III. 1 Enhancing fiscal policies to further unlock their role in stabilizing

growth and forestalling risks

Fiscal support should be increased to drive economic growth. Increasing deficits

and issuing additional CGBs, among other fiscal means, should be studied to scale

up counter-cyclic regulation, with the focus on major projects reserved for the 15th

Five-Year Plan, etc. Revenue-oriented fiscal policies and expenditure-oriented fiscal

policies should be balanced, while expenditure-oriented fiscal policies should be

properly strengthened, shifting the focus from investment to both investment and

consumption, with the aim of addressing people’s concerns by increasing input in

livelihood-related areas like healthcare, education and elderly care. The synergy

between fiscal and financial policies should be leveraged to step up the

prevention and resolution of local government debt risks. Economic development

should be coordinated with the prevention and resolution of local government debt

risks. That is, efforts should be made to resolve debts amid development rather than

simply reduce the size of local government debts, and avoid any decline in

government enthusiasm about development caused by debt resolution. The synergy

between fiscal and financial policies should be leveraged to scale up liquidity

support for the local governments under huge debt pressure. It is recommended that
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the mechanism for consultation between local governments and financial institutions

be established as soon as possible to facilitate debt extension or swap in areas under

huge pressure of loan repayment.

III.2 Financial policies should emphasize both quantity management and

interest rate regulation to better serve the real economy

Efforts should be made to maintain reasonably sufficient liquidity and guide the

reasonable growth of the total amounts of funds. On one hand, in 2024Q4,

issuances of CGBs and local government bonds will continue to expand, maintaining

a reasonable supply of liquidity while stabilizing the cost of bond issuance. On the

other hand, credit should be granted to the reserve projects financed by government

spending, and funding support should be offered to the key industries that drive

economic development. The fund structure should be optimized, with continued

efforts devoted to promote the development of technology finance, green finance,

inclusive finance, pension finance and digital finance. The model of using

structural monetary policy tools should be refined. Based on the projection of the

funding demand in key areas, the scale of various tools should be adjusted

dynamically, and the link between structural monetary policy tools and policy rates

should be reinforced in order to enhance their appeal to financial institutions.

III.3 Stepping up reduction of housing inventories and associated risks to

improve market expectation

Support on the demand side should be increased to accelerate the reduction of

commercial housing inventories. All cities should be pushed to cancel various

policies regulating demand, and further lower the cost of house purchase for

residents. Sources of funds should be expanded to facilitate the acquisition of

commercial housing. Implementation of policies according to local conditions

and creative thinking should be upheld to accelerate resolution of risks

associated with real estate. The main bank system should be established for the real
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estate enterprises that haven’t been involved in any risk events. The joint debt

restructuring system should be in place for the real estate enterprises that have seen

risk events but enjoy generally sound asset quality. For the real estate enterprises that

are severely insolvent and fail in debt restructuring, bankruptcy procedures should be

commenced as soon as possible to make the market clear. Diverse measures should

be taken to expediate the recovery of market confidence and expectation. Real

estate stabilization funds should be set up to inject confidence into the market, and

be used to address the debt issue of some leading real estate enterprises when

necessary. Policy intention to promote the stability of the real estate industry,

particularly housing prices, should be announced, to boost the confidence of all in

the future development of the real estate industry.

III.4 Further promoting consumption and stabilizing investment, and

unleashing the role of domestic demand in supporting economic growth

The potential of consumption should be further released. The plan for

implementing the new round of consumer goods trade-ins should be further

improved, and local governments should be encouraged to make differentiated

arrangements according to actual conditions, expanding the coverage of subsidies

and stepping up policy publicity. The potential of consumption in lower-tired

markets should be further unlocked. Charging pile and logistics networks should be

improved in county and rural areas, and enterprises should be encouraged to upgrade

products or create new ones to fit rural scenarios. The steady growth of service

consumption should be promoted. It is recommended that the contribution of

consumption during holiday periods be acknowledged and that more extended

holidays be scheduled. Fundamentally, efforts should be made to increase residential

income, boost market expectation, drive the reform of income distribution,

temporarily raise the threshold of personal income tax, accelerate the improvement

of basic pensions for real residents, and improve the multi-tiered social security

system. The driving role of investment with funds raised through special bonds
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should be strengthened, and support should be increased for large-scale

equipment renewals in other areas. Efforts should be made to unleash the driving

role of investment with funds raised through special bonds, further expand the scope

of support by special local government bonds and the areas where the funds can be

used, actively explore the ways to improve project returns, enlarge the size of

qualified projects, relax the access for social capital, and guide market capital to

participate in project construction. Livelihood-related areas like education and

healthcare should be highlighted, and support for large-scale equipment renewals in

other areas should be scaled up.

III. 5 Promoting the development of trade in intermediate goods and

enhancing the resilience of foreign trade enterprises against risks

The integrated development between overseas investment by Chinese

enterprises and trade in intermediate goods should be promoted. Efforts should

be made to identify the upstream and downstream enterprises in key industrial chains

at home, establish the platforms for the cooperation between key enterprises

investing overseas and the enterprises trading intermediate goods, improve

enterprises’ capacity to go global and the quality of exported intermediate goods, and

boost China’s position in global industry and supply chains. Full alignment with

international high-standard economic and trade rules should be advanced.

Efforts should be made to further expand the high-quality networks of free trade

zones open to the rest of the world, and enter into high-level free trade agreements

with more countries, so as to expand the circle of friends. Foreign trade enterprises

should be supported in enhancing resilience against risks. It is essential to

implement mechanisms for the collection and evaluation of information related to

emerging forms and models of foreign trade. Additionally, a team of experts should

be established to conduct regular assessments of foreign trade risks and disseminate

their findings. It is recommended that region-specific early risk warnings be

provided to alert businesses operating in regions with heightened geopolitical
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uncertainties.

III.6 Guiding enterprises to pursue reasonably differentiated competition,

and optimizing regional industrial planning and layout

Enterprises should be guided to focus more on building brands and improving

product quality, and move from “price war” to “innovation war”. Enterprises

should be encouraged to pursue differentiated competition through technological

innovation and product upgrade, so as to avoid overheated investment in the same

segment. Enterprises should be pushed to strengthen brand differentiation and added

values, and enhance product quality and service experience, so as to maintain market

positions through unique brand values and core technologies. Differentiated

regional industrial layout should be promoted, and better ways should be

figured out to guide industrial development. Efforts should be made to improve

the capacity to identify and promote emerging and quality projects, align strategies

with industrial developments and develop dominant industries according to local

conditions. Market-based exit, integration and elimination means should be

adopted to address excess supply and avoid waste of resources. Market access

and exit mechanisms should be established and improved. Reasonable access

thresholds, such as production capacity, technical level and equipment energy

consumption, should be defined based on industrial dynamics. It is also important to

issue timely alerts about the potential risk of excess production capacity to the

market in order to avoid over-expansion by enterprises.
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