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CHINA’S ECONOMY IS
RECOVERING WELL FROM THE
PANDEMIC ALTHOUGH RISKS
REMAIN
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The way to economic recovery has been confirmed
by PMI data, both on services and manufacturing
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But with some caveats:
1. Fixed asset investment led by the public sector
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2. Household’s disposable income not back to pre-Covid
levels so hard to support consumption. Labor market also

not back fully

Disposable income and retail sales (%YoY)
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3. Financial risk remains elevated: credit risk at local
government/local SOE level and private sector

Onshore Bond Defaults by Chinese Firms Credit Spreads (bps)
by Ownership (CNY bn)
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Recovery happening but not organically. Fiscal
stimulus is the key. Fiscal deficit has doubled. Local
governments finances very stretched

On-balance sheet measure of China's fiscal

deficit

(% GDP)
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For monetary stimulus, a sharp easing at the beginning
of the year, to foster credit growth, has eased lately, with

a more prudent PBoC.

Total Social Financing (%YoY)
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RMB appreciated rapidly given USD weaknesses and
yield differential, but moderated recently in the led-up to
US election and still hinge on US-China tensions in the
medium run

China-US 10yr gov bond yield differential
and USDCNY
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IN THE LONGER RUN, THE
CHINESE GOVERNMENT IS
EXPECTED TO MOVE FORWARD
WITH THE TECHNOLOGY
STRATEGY
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China’s economic slowdown calls for technology
development
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The focus has been on factor enhancement: R&D

iInvestment and skilled labor

R&D Spending as a share of GDP (%)
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A higher household debt, which have already been on

the rise for the past few years, will erode the

household’s ability to consume, negatively affecting the
demand for high-technology products in the long run

China's debt by sectors (% to GDP)
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N.B. LGFV only includes the marketized value for all the entities that publicly
report financial statements or issue bond. The LGFV data for 2019 and 2020Q1
is estimated based on the bond issuance data.
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The direct assessment of these technology endeavors
by analyzing China’s productivity growth also shows a
less rosy picture.

China's labor productivity growth (%)
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Further taking into the consideration of rising human
capital and slower growth of physical investment in
China, the growth rate of the actual total factor
productivity has not been increased

Sources of growth in China, 2001-2018 (%) Contribution of TFP to GDP Growth (%)
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SOME TAKEAWAYS
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Key is simply too large to be ignored.

Furthermore, given the huge shock to the global economy due to the
pandemic, China remains one of the key engines of growth.

This time around, China may share less of its growth, compared to 2008,
but there is no other engine in town anyway.

Still, risk remains from the sluggish disposable income and financial
risks.

In the medium term, the key question is whether China’s innovation drive
can be enough to avoid a rapid deceleration of potential growth, due to
aging and decreasing labor productivity.

Still, China’s market is large enough to offer opportunities even with
decelerating growth.

18 “¥ NATIXIS

NNNNNNNNNNNNN



DISCLAIMER

The information contained in this publication and any attachment thereto is exclusively intended for a client base consisting of professionals and qualified investors. This document and any attachment thereto are strictly confidential and
cannot be divulgated to a third party without the prior written consent of Natixis. If you are not the intended recipient of this document and/or the attachments, please delete them and immediately notify the sender. Distribution,
possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law. Recipients of this document are required to inform themselves of and comply with all such restrictions or prohibitions.
Neither Natixis, nor any of its affiliates, directors, employees, agents or advisers or any other person accepts any liability to any person in relation to the distribution, possession or delivery of this document in, to or from any
jurisdiction.

This document has been developed by our economists. It does not constitute a financial analysis and has not been developed in accordance with legal requirements designed to promote the independence of investment research.
Accordingly, there are no prohibitions on dealing ahead of its dissemination.

This document and all attachments are communicated to each recipient for information purposes only and do not constitute a personalized investment recommendation. They are intended for general distribution and the products or
services described herein do not take into account any specific investment objective, financial situation or particular need of any recipient. This document and any attachment thereto shall not be construed as an offer nor a solicitation
for any purchase, sale or subscription. Under no circumstances should this document be considered as an official confirmation of a transaction to any person or entity and no undertaking is given that the transaction will be entered into
under the terms and conditions set out herein or under any other terms and conditions. This document and any attachment thereto are based on public information and shall not be used nor considered as an undertaking from Natixis.
All undertakings require the formal approval of Natixis according to its prevailing internal procedures.

Natixis has neither verified nor carried out independent analysis of the information contained in this document. Accordingly, no representation, warranty or undertaking, either express or implied, is made to the recipients of this
document as to or in relation to the relevance, accuracy or completeness of this document or as to the reasonableness of any assumption contained in this document. Information does not take into account specific tax rules or
accounting methods applicable to counterparties, clients or potential clients of Natixis. Therefore, Natixis shall not be liable for differences, if any, between its own valuations and those valuations provided by third parties; as such
differences may arise as a result of the application and implementation of alternative accounting methods, tax rules or valuation models. The statements, assumptions and opinions contained in this document may be changed or may be
withdrawn by Natixis at any time without notice.

Prices and margins are indicative only and are subject to change at any time without notice depending on, inter alia, market conditions. Past performances and simulations of past performances are not a reliable indicator and therefore
do not anticipate any future results. The information contained in this document may include results of analyses from a quantitative model, which represent potential future events that may or may not be realised, and is not a complete
analysis of every material fact representing any product. Information may be changed or may be withdrawn by Natixis at any time without notice. More generally, no responsibility is accepted by Natixis, nor any of its holding
companies, subsidiaries, associated undertakings or controlling persons, nor any of their respective directors, officers, partners, employees, agents, representatives or advisers as to or in relation to the characteristics of this
information. The statements, assumptions and forecasts contained in this document reflect the judgment of its author(s), unless otherwise specified, and do not reflect the judgment of any other person or of Natixis.

The information contained in this document should not be assumed to have been updated at any time subsequent to the date shown on the first page of this document and the delivery of this document does not constitute a
representation by any person that such information will be updated at any time after the date of this document.

Natixis shall not be liable for any financial loss or any decision taken on the basis of the information disclosed in this presentation and Natixis does not provide any advice, including in case of investment services. In any event, you
should request for any internal and/or external advice that you consider necessary or desirable to obtain, including from any financial, legal, tax or accounting adviser, or any other specialist, in order to verify in particular that the
transaction described in this document complies with your objectives and constraints and to obtain an independent valuation of the transaction, its risk factors and rewards.

Natixis is authorized in France by the Autorité de Contréle Prudentiel et de Régulation (ACPR) as a Bank -Investment Services Provider and subject to its supervision.

Natixis is regulated by the Autorité des Marchés Financiers in respect of its investment services activities.

Natixis is authorized by the ACPR in France and regulated by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority in the United Kingdom. Details on the extent of regulation by the FCA and the Prudential
Regulation Authority are available from Natixis’ branch in London upon request.

Natixis is authorized by the ACPR and regulated by the BaFin (Bundesanstalt fir Finanzdienstleistungsaufsicht) for the conduct of its business under the right of establishment in Germany.

Natixis is authorized by the ACPR and regulated by Bank of Spain and the CNMV (Comisién Nacional de Mercado de Valores) for the conduct of its business under the right of establishment in Spain.

Natixis is authorized by the ACPR and regulated by Bank of Italy and the CONSOB (Commissione Nazionale per le Societa e la Borsa) for the conduct of its business under the right of establishment in Italy.

Natixis is authorised by the ACPR and regulated by the Dubai Financial Services Authority (DFSA) for the conduct of its business in and from the Dubai International Financial Centre (DIFC). The document is being made available to the
recipient with the understanding that it meets the DFSA definition of a Professional Client; the recipient is otherwise required to inform Natixis if this is not the case and return the document. The recipient also acknowledges and
understands that neither the document nor its contents have been approved, licensed by or registered with any regulatory body or governmental agency in the GCC or Lebanon.

All of the views expressed in this research report accurately reflect the research analyst’s personal views regarding any and all of the subject securities or issuers. No part of analyst compensation was, is or will be, directly or indirectly
related to the specific recommendations or views expressed in this research report.

I(WE), ANALYST(S), WHO WROTE THIS REPORT HEREBY CERTIFY THAT THE VIEWS EXPRESSED IN THIS REPORT ACCURATELY REFLECT OUR(MY) PERSONAL VIEWS ABOUT THE SUBJECT COMPANY OR COMPANIES AND ITS OR THEIR
SECURITIES, AND THAT NO PART OF OUR COMPENSATION WAS, IS OR WILL BE, DIRECTLY OR INDIRECTLY, RELATED TO THE SPECIFIC RECOMMENDATIONS OR VIEWS EXPRESSED IN THIS REPORT.

The personal views of analysts may differ from one another. Natixis, its subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or reach different conclusions from, the information presented
herein.

Natixis, a foreign bank and broker-dealer, makes this research report available solely for distribution in

the United States to major U.S. institutional investors as defined in Rule 15a-6 under the U.S. securities

Exchange Act of 1934. This document shall not be distributed to any other persons in the United States. All major U.S. institutional investors receiving this document shall not distribute the original nor a copy thereof to any other
person in the United States. Natixis Securities Americas LLC, a U.S. registered broker-dealer and member of FINRA, is a subsidiary of Natixis. Natixis Securities Americas LLC did not participate in the preparation of this research report
and as such assumes no responsibility for its content. This research report has been prepared and reviewed by research analysts employed by Natixis, who are not associated persons of Natixis Securities Americas LLC and are not
registered or qualified as research analysts with FINRA, and are not subject to the rules of the FINRA. In order to receive any additional information about or to effect a transaction in any security or financial instrument mentioned
herein, please contact your usual registered representative at Natixis Securities Americas LLC, by email or by mail at 1251 Avenue of the Americas, New York, NY 10020.

19 “¥ NATIXIS

BEYOND BAMNKING



