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* Supported by the acceleration of production resumption and
the implementation of macro polies, China's economy grew by

; - 3.2% in 2Q20, not only higher than 2.4% of market’s
Economic InSIth expectation, but also well above -6.8% in 1Q20. In terms of
industries, the primary and secondary industries contributed
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June, showing that China’s economic growth momentum
continues to strengthen. Given that China’s economic growth
in 2Q20 exceeded our expectation, we raised our 2020 GDP

China’s GDP grew by 3.2% growth forecast to 2.5% from the previously estimated 2.0%

in 2Q20, better than *  With the resumption in infrastructure and property investment
as well as consumption recovery, we believe that China’s

expected economic growth will continue to rebound in 2H20. However,

the pandemic is still rampant, with the rising likelihood of a
second wave. External demand is likely to continue to be hit.
The conflicts between US and China have intensified since the
start of this year. Thus, challenges in the Chinese economy
should not be underestimated

* Inthe next step, China should continue to do a good job of "six
stability" and "six guarantees”, and accelerate the
implementation of the macro policies deployed in this year's
Government Work Report. China should continue to
implement counter-cyclical monetary policies, promote tax
reductions and fees, and help foreign trade enterprises to
develop the domestic market, and support small and
medium-sized enterprises that have been hit hard by the
epidemic

Supported by the acceleration of production resumption and the
implementation of macro polies, China's economy grew by 3.2%" in
2Q20, not only higher than 2.4% of market’s expectation, but also
well above -6.8% in 1Q20 (Exhibit 1). In terms of industries, the
primary and secondary industries contributed more. From the
perspective of expenditure, investment and net exports were the
main contributors to economic growth, and consumption was still a
drag. On a quarterly basis, China’s economy grew 11.5% QoQ in
2Q20, compared with -10.0% in 1Q20. For 1H20, China’s GDP
contracted by 1.6%. Economic activity in June expanded faster than
expected, with investment, trade, and industrial production all
rebounding significantly.

On the supply side, industrial output growth in June rose to 4.8%
from 4.4% in May, driven by the rapid growth of infrastructure and
property investment, as well as production resumption. Growth in

ABCI Research electricity generation in June rebounded from 4.3% in May to 6.5%;
the National Energy Administration reported that electricity
July 17, 2020 consumption rose 6.1% in June, also up from 4.6% in May. Integrated

circuit production rose by 11.1% in June, well above 3.4% in May. In
June, the added value of the automobile industry increased by 13.4%,
1.2 percentage points higher than that of May; the output of
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automobile grew by 20.4% to 2.311 million, which was 1.4
percentage points higher than that of May.

Exhibit 1: China’s GDP growth (%)
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On the demand side, according to our calculation, the single-month
FAI growth in urban areas rebounded to 5.6% in June from 3.9% in
May. By sector, property FAI growth in June remained high at 8.4%,
driven by the loose monetary policy and the low interest rate for
housing loans. However, property sales eased significantly due to
rising property price. The single-month increase in new home sales,
as measured in floor space area and value, were 2.3% and 8.8% in
June, compared with 9.6% and 14.2% in May. Affected by the flood
disaster in the southern provinces, the growth of infrastructure
investment fell slightly in June, slowing from 8.3% in May to 6.8%.
Manufacturing FAI growth rebounded to -3.5% in June from -5.3% in
May due to improving export growth and lower financing cost, while
private investment growth eased slightly to -1.1% from -0.1% during
the same period.

Dragged by the 15.2% drop in catering revenue, retail sales growth
remained negative in June, but the decline continued to narrow.
Retail sales growth rebounded to -1.8% in June from -2.8% in May.
Compared with the improvement in overall FAI and industrial output,
the recovery in retail sales in Mar was weaker, partly due to the
substantial fall in the national residents' income. The per capita
disposable income of the national residents in 1H20 only increased
by 2.4% in nominal terms and decreased by 1.3% after deducting
price factors. It is worth noting that online retail sales maintained
positive momentum, growing by 7.3% in 1H20, 2.8 percentage points
higher than that in 5M20. Especially, the online retail sales of physical
goods grew by 14.3% in 1H20, and these sales accounted for 23.6%
of total retail sales.

As production resumed, the job market improved in June. The
unemployment rate in the national urban survey was 5.7% for the
month, down 0.2 percentage points from May. The surveyed
unemployment rate of 31 major cities and towns was 5.8% in June,
also down 0.1 percentage point from May. In 1H20, a total of 5.64mn
new jobs were created in cities and towns across the country,
completing 62.7% of the full-year target.

Overall, the main economic indicators continued to improve in June,
showing that China’s economic growth momentum continues to
strengthen. Given that China’s economic growth in 2Q20 exceeded
our expectation, we raised our 2020 GDP growth forecast to 2.5%
from the previously estimated 2.0% (Exhibit 2). With the resumption
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in infrastructure and property investment as well as consumption
recovery, we believe that China’s economic growth will continue to
rebound in 2H20. However, the pandemic is still rampant, with the
rising likelihood of a second wave. External demand is likely to
continue to be hit. The conflicts between US and China have
intensified since the start of this year. Thus, challenges in the
Chinese economy should not be underestimated. In the next step,
China should continue to do a good job of "six stability" and "six
guarantees"”, accelerate the implementation of the macro policies
deployed in this year's Government Work Report. China should
continue to implement counter-cyclical monetary policies, promote
tax reductions and fees, and help foreign trade enterprises to develop
the domestic market, and support small and medium-sized
enterprises that have been hit hard by the epidemic.

Exhibit 2: Economic forecasts
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Real GDP growth, % -1.6

FAI growth, % 5.9 5.4 -3.1 2.0
Retail Sales growth, % 9.0 8.0 -11.4 2.0
Export growth in USD terms, % 9.9 0.5 -6.2 -2.0
Import growth in USD terms, % 15.8 -2.8 -7.1 -4.0
Industrial Production growth, % 6.2 5.7 -1.3 2.7
CPI, % 21 2.9 3.8 3.0
PPI, % 35 -0.3 -1.9 -1.0
M2 growth, % 8.1 8.7 11.1 11.0
Aggregate Financing, RMB bn 22,492 25,674 20,830 30,000
New Yuan Loans, RMB bn 16,844 16,816 12,090 20,000
Spot CNY per US dollar, End-year 6.8785 6.9632 7.0654 6.9000
One-year LPR, % 4.31 4.15 3.85 3.45
Five-year LPR, % NA 4.80 4.65 4.45

Source(s): NBS, PBOC, ABCI Securities estimates
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Definition of equity rating

Rating | Definition

Buy Stock return rate= Market return rate (10%)

Hold - Market return rate (-10%) < Stock return rate < Market return rate
(+10%)

Sell Stock return < - Market return (-10%)

Notes: Stock return rate: expected percentage change of share price plus
gross dividend yield over the next 12 months

Market return rate: average market return rate since 2008 (HSI total return

index 2008-19 CAGR at 10%)

Time horizon of share price target: 12-month

Stock rating, however, may vary from the stated framework due to factors
including but not limited to: corporate governance, market capitalization,
historical price volatility relative to corresponding benchmark index, average
daily turnover of the stock relative to market capitalization of the stock,
competitive advantages in corresponding industry, etc.

Disclaimer

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the
specific investment objectives, financial situation or particular needs of any
specific recipient. It is published solely for informational purposes and is not to
be construed as a solicitation or an offer to buy or sell any securities or related
financial instruments. No representation or warranty, either expresses or
implied, is provided in relation to the accuracy, completeness or reliability of
the information contained herein. This report should not be regarded by
recipients as a substitute for the exercise of their own judgment. Any opinions
expressed in this report are subject to change without notice and may differ or
be contrary to opinions expressed by other business areas as a result of using
different assumptions and criteria. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially
different results. The analyst(s) responsible for the preparation of this report
may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting
market information. ABCI Securities Company Limited is under no obligation to
update or keep current the information contained herein. ABCl Securities
Company Limited relies on information barriers to control the flow of
information contained in one or more areas within ABCI Securities Company
Limited, into other areas, units, groups or affiliates of ABCI Securities
Company Limited. The compensation of the analyst who prepared this report is
determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on
investment banking revenues, however, compensation may relate to the
revenues of ABCI Securities Company Limited as a whole, of which
investment banking, sales and trading are a part. The securities described
herein may not be eligible for sale in all jurisdictions or to certain categories of
investors. The price and value of the investments referred to in this research
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and the income from them may fluctuate. Past performance is not necessarily
indicative of future results. Foreign currency rates of exchange may adversely
affect the value, price or income of any security or related instrument
mentioned in this report. For investment advice, trade execution or other
enquiries, clients should contact their local sales representative. Neither ABCI
Securities Company Limited nor any of its affiliates, directors, employees or
agents accepts any liability for any loss or damage arising out of the use of all
or any part of this report. Additional information will be made available upon
request.
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