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China’s Economy Weakens on Delta Outbreak

and Wary Consumers
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» Retail sales growth weakens to 2.5%, far worse than expected

» Construction investment declines as property curbs bite
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Buying Slows
China's retail sales severely undershoot
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China’s economy took a knock in August from stringent virus controls and tight curbs on
property, fueling concerns about the global recovery as countries battle to get delta outbreaks
under control.

Retail sales growth slowed to 2.5% from a year ago, much lower than the 7% estimate in a
Bloomberg survey of economists, as consumers cut back on spending during the summer
holiday break. Construction investment contracted  3.2% in the eight months of the year, a

reflection of the government’s steady tightening of property restrictions as part of a campaign
against financial risk.

Retail Rout
Private consumption slows drastically in August after Covid outbreak
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China’s slowing growth underlines how the spread of the delta variant of the coronavirus is
challenging the world’s economic recovery from the pandemic. The slowdown in construction --
which pushed China’s steel output to a 17-month low  in August -- is rippling across the global

economy by reducing Chinese demand for commodities such as iron ore.

Read More: Delta’s Force Hits Economies from U.S. to China in Real-Time
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“Markets so far have significantly underestimated the scale of growth slowdown in the second
half,” said Lu Ting, chief China economist at Nomura Holdings Inc in Hong Kong. Authorities will
stick to their approach of “short-term pains in order to seek long-term gains,” and will likely
maintain property curbs, he said.

China introduced tougher new curbs on travel to squash an outbreak of the delta variant from
late July, leading restaurant & catering sales to contract 4.5% in August from a year ago after
climbing 14.3% in the previous month. While China quickly brought the outbreak under control,
a new virus cluster  has developed in southern China this month, suggesting consumers will
continue to remain cautious.

China’s 10-year government bond futures climbed for the first time in three days as the weak

data revived expectations for policy easing. The CSI 300 Index pared its loss slightly after the
data dump, down 0.3% as of 1:04 p.m. in Shanghai.

KEY HIGHLIGHTS OF DATA RELEASED BY NATIONAL BUREAU OF STATISTICS

Retail sales rose 2.5% in August from a year earlier; estimate was 7%
Industrial production increased 5.3%; estimate was 5.8%

Fixed-asset investment in first eight months of the year gained 8.9% from same period in
2020; estimate was 9%

Unemployment rate was unchanged at 5.1%

China’s government is refraining from broad stimulus to support the economy, with policy
makers ramping up targeted programs for smaller businesses instead, and pledging fiscal

support through the use of local government bonds. The PBOC maintained  its measured

policy approach Wednesday by rolling over its medium-term loans coming due rather than
injecting more liquidity.

Many economists expect the People’s Bank of China will cut the reserve requirement ratio for
banks again in coming months following a surprise reduction in July.

What Bloomberg Economics Says...
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The data significantly strengthen the case for the central bank and government to step up
policy support -- quickly. A growing divergence between the supply and demand sides of the
economy is increasingly clear. We think they could diverge further.

Chang Shu, chief Asia economist

For the full report, click here

The NBS said in a statement that even though the economy continued to recover in August, “the
international environment is complex and grim, and the impact from domestic virus outbreaks
and natural disasters such as floods on the economy is showing.” The economic recovery “still
needs to be solidified,” it said.
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While consumption should see some snapback in September, the “economy would stay under a
broad downtrend in the next couple of quarters,” said Larry Hu, head of China economics at
Macquarie Securities Ltd. in Hong Kong. “Policy should ease on the margin through faster
government bond issuance and more loan quota, but it’s still too early for them to loosen the
controls on property and local government debt.”

Property Curbs

Beijing in recent months has been tightening access to financing for real estate developers, and
reducing the pace of mortgage lending to home buyers as it tries to prevent the build up of
financial risks and reduce its economic dependence on property. Growth in property investment
slowed and property sales weakened in August.

Read More: China Property Slowdown Deepens as Evergrande Hurts Outlook (1)

Deepening Slowdown
China's home sales slump widened in August, down the most since 2020
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At the same time, global demand has remained strong, supporting China’s vast industrial sector
despite port congestion problems and high shipping costs. China posted record monthly export
figures in August as U.S. and European buyers increased their orders before the Christmas
shopping season.

However, there are risks to manufacturers from rising costs, and the continued shortage of

computer chips, which has been especially damaging for the car industry. Beijing is also trying to
limit the growth of heavy industry as part of a drive to reduce emissions.

“The recovery could see further slowdown amid fresh Covid outbreaks,” said Bruce Pang, head
of macro and strategy research at China Renaissance Securities Hong Kong. “A cross-cyclical
combination of targeted tightening and easing is needed.”

SEE MORE COVERAGE OF AUGUST DATA

Five Takeaways From China’s Key Economic Indicators: TOPLive

China Jan.-Aug. Property Sales +22.8% Y/y to 11.90 Trillion Yuan

China to Monitor Impact of Property Developers in Difficulties

CHINA REACT: Retail Sales Slump Shows Delta Sting Worsening

China Bonds Gain as Weak Data Rekindles Monetary Easing Hopes

Iron Ore Slumps as China’s Steel Output Plunges to 177-Month Low
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— With assistance by Tom Hancock, Yujing Liu, Yinan Zhao, James Mayger, Tomoko Sato, Jiyeun Lee,
and Lin Zhu

(Updates with additional details.)
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