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China Matters

The Tale of 2023 in 10 Charts
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The Tale of 2023 in 10 Charts

Although China’s reopening in 2023 did not generate as robust economic growth as
anticipated by investors at the beginning of the year, China's oil demand did show a
significant jump after reopening. During the first three quarters of the year, final
consumption expenditure accounted for 83% of the 5.2% real GDP growth, with
services spending outperforming - significant evidence of the reopening boost to the
economy.

Exhibit 1: China reopened in 2023 and consumption contributed the most to GDP growth
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Much of the weakness in the economy this year was due to the unprecedented
property downturn. Although housing starts have fallen by two-thirds from the peak
and should be close to the trough, property’s drag to GDP growth is likely to continue

over the next few years as the total number of new homes under construction lags
housing starts.

Exhibit 2: The long shadow of a severe housing downturn
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Source: Haver Analytics, Goldman Sachs Global Investment Research

Partially because of the property slump, private investment has been exceedingly weak
in China. Another contributing factor is the lack of confidence among businesses and
consumers. While consumer confidence plunged in April 2022 amid the Shanghai
lockdown, it has remained depressed despite this year’'s reopening.
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Exhibit 3: Weak confidence among businesses and consumers
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China's youth unemployment rate was one of the most discussed topics of 2023.

After showing that the unemployment rate among 16-24 year olds reached 21.3% in
June this year, the NBS suspended the publication of the series, citing methodology
issues and placing the series under statistical review.

Exhibit 4: Record high youth unemployment rate
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While the rest of the world was trying to rein in high inflation in 2023, the Chinese
economy faced significant deflationary pressures. In November, headline CPI dropped
0.5% yoy and PPl inflation was -3.0% yoy. With still weak demand relative to
overcapacity issues in many sectors, we expect CPI inflation to be 0.5% next year and
PPI deflation to continue (-0.3% in 2024).


https://publishing.gs.com/content/research/en/reports/2023/05/21/4c0bf50b-da41-4bbf-9451-965fca4bbf58.html
http://publishing.gs.com/content/research/en/reports/2023/12/09/e8328944-563c-45c4-b99a-742dbfe4e0c7.html

Goldman Sachs China Matters

Exhibit 5: A completely different inflation picture in China vs.
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Because of the outsized role of the government in the economy, China’s
macroeconomic policy stance has always been a key focus for China watchers. Despite
the strong headwinds faced by the Chinese economy over the past two years,
policymakers have acted rather conservatively in stimulating the economy, believing that
many problems are structural and do not warrant aggressive countercyclical measures.

Exhibit 6: The degree of policy easing has been more restrained
compared to both previous cycles and the strong headwinds faced by
the economy
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2023 is the year when India overtook China to become the world’s most populous
country. Demographic concerns, as China's total population is projected to decline
from 1.4bn to less than 800mn by the end of the century and China’s elderly population
(60+ years old) is projected to exceed 500mn by 2050, have started to impact investors’
views on China’s long-term growth outlook.
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Exhibit 7: Concerns over China's demographic trends on the rise
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Negative headlines about default risks of some local government financing vehicles
(LGFV) in Yunnan heightened market concerns over China’s_local government implicit
debt which drove the sharply rising augmented government debt in China post-GFC.
Although policymakers have started coming up with plans to address local government
implicit debt issues and to reduce financial risks, we think the problem is simply too big
and too complex to be resolved quickly and smoothly.

Exhibit 8: Local government implicit debt risks emerged in 2023

RMB tn

% of GDP

% of local government revenue % of local government revenue
160 160 60
Breakdown of augmented government debt (AGD) Interest payment of local government debt
140 Official central govt debt 140 50 LGFV loans %0
120 Official local govt debt 120 40 LGFV bonds 40

mmmm |mplicit central govt debt

m Local government bonds

100 mmmm |mplicit local govt debt 100 30 30
e AGD-to-GDP ratio (RHS) Nationwide average: 22.4%
80 80 20 20
. o II IIII I I I I ;
o o o NIndRRNnEn-duanninlnliinlnaciz
 EEDEIREZITERZITRDOOSDOEDETTOEIERDOT
TELE TS 200830088 ccSSEES TS TXOESFICc LS c
S5 G2SCcCELS5EP258 88 c8E58¢ O 28 cc=8
2 |||II 2 B SS8ES TS 0E<cE st g 255855
== E R s§m"0>0 SOuNE X 57% 4 8 85
0 o ® 3 5 I
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 <

Source: Goldman Sachs Global Investment Research, MOF, Wind, Bloomberg, CEIC

17 December 2023

On a positive note, China surpassed Japan to become the world's largest auto exporter
in 2023, a remarkable development considering the fact that China was still an auto
importer five years ago. However, despite the government’s push to accelerate
manufacturing upgrading and “New Three"” production (electric vehicles, batteries, and
renewables), we think these are unlikely to fully offset the drag from the property
downturn over the next few years.
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Exhibit 9: China became the largest auto exporter in 2023, but “New Three” unlikely to fully offset property drag
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Source: Haver Analytics, CEIC, Goldman Sachs Global Investment Research

Amid weak domestic demand, rising concerns over China's medium-to-long term
growth outlook, and elevated interest rate differentials between ex-China and China,
China’s inward FDI went negative for the first time on record in 2023Q3. Significant
underperformance of the stock market contributed to equity outflows. As a result,
China's Broad Balance of Payments (BBOP) featured strong current account but weak
financial account in 2023.

Exhibit 10: First negative inward FDI on record and equity outflows on stock market underperformance
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securities or derivatives, if any, referred to in this research, unless otherwise prohibited by regulation or Goldman Sachs policy.

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or
performance of, or provide analysis of, individual companies within any industry or sector we describe.

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.
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Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at
https://www.theocc.com/about/publications/characterrisks.jsp and
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All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our

research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related
services) that may be available to you, please contact your GS representative or go to https://research.gs.com.

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
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