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SUMMARY
›

Chinese GDP rose by 18.3% y-o-y in Q1, mainly due to a large base effect. The rate
of growth was slightly below consensus expectations but still solid.

›

According to our estimate, Chinese growth was probably above its potential in Q4
2020 and is now converging back to its long-term trend. We have made a minor
downward adjustment to our Chinese GDP forecast in 2021 to 9.2% from 9.3%
previously.

›

The industrial sector led growth in Q1, rising by 24.4% y-o-y, followed by the
services sector at 15.6% y-o-y. Manufacturing was the strongest of all industrial
activities, driven by solid external demand. The latest trade data show that Chinese
exports remained resilient in March, up by 30.6% y-o-y.

›

The improvement in retail sales is encouraging, rising by 34.2% y-o-y in March,
compared to 33.8% in the first two months of the year. The consumption of services
seems to be picking up too, as indicated by a surge in online sales of services
(+60.4% y-o-y) and a rising services PMI.

›

Momentum in fixed-asset investment differed between sectors. Infrastructure and
manufacturing investment improved more than property investment. Given the
government’s desire to curb speculation, we expect property investment to
moderate further going forward, while manufacturing investment may rise as firms
expand capacity.

Chinese GDP came in at Rmb24.9 trn (USD3.8 trn) in Q1. This represents a jump of 18.3%
from last year in real terms and 21.2% in nominal terms. These eye-popping growth rates
are, of course, mainly due to the unusually large base effect caused by the coronavirusinduced slump in Q1 20. Sequentially, growth declined to 0.6% quarter-over-quarter (q-oq) in Q1 from 3.2% in Q4 2020, according to estimates by the National Bureau of Statistics
of China.
Several points from the latest GDP report are worth highlighting.
China’s GDP plunged by 6.8% year-over-year (y-o-y) in Q1 2020, the largest quarterly
contraction since 1970s. Given such a low base for comparison, while this year’s Q1
growth figure is very high it was already largely expected. Actually, the reported growth
fell slightly short of the the market consensus forecast of 18.5%. This difference may not
be significant given the large swing caused by base effects, but it has led us to make a
minor (mechanical) adjustment to our Chinese GDP forecast for 2021, which passes to
9.2% from 9.3% previously.
In our view, the most rapid stage of China’s recovery is likely behind us. After a sharp
rebound since Q2 last year, the economy grew above its potential in Q4. But now the
growth rate is converging back to its long-term trend, which should be about 5-6% in
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2021. Quarter-on-quarter Chinese growth will likely come back to levels that are
consistent with such an annual rate going forward, i.e. about 1.2-1.5% (Chart 1).
Chart 1: Scenarios for Chinese real GDP (2017-2022)
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Source: PWM - AA&MR, National Bureau Statistics of China. Data as of April 2021.

While the economy as a whole has returned to trend growth, large sectoral differences
still exist. In other words, the ‘K-shaped’ recovery persisted in Q1. The industrial sector
remained in the lead, rising 24.4% year-over-year (y-o-y), while services expanded at a
much slower 15.6% y-o-y (Chart 2). To gain a better understanding of growth momentum
that excludes base effects, we annualised the Q1 growth rate, taking Q1 19 rather than Q1
20 as our reference. On this basis, the industrial sector expanded by an average rate of
6.0% between Q1 2019 and Q1 2021, while the services sector grew by 4.7% on average
during the same period.
Chart 2: Growth in Chinese GDP by sector
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Source: PWM - AA&MR, National Bureau Statistics of China. Data as of April 2021.
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Within the industrial sector, manufacturing performed the strongest, rising by 27.3% y-oy in Q1. In our view, this was mainly driven by strong external demand for Chinese
goods. Recent trade data show that Chinese exports remain strong, although the growth
rate has moderated from its peak. In March, Chinese exports grew by 30.3% y-o-y, down
from 60.6% in the first two months of the year. Looking forward, we expect Chinese
export growth to remain resilient over the next quarter or two on rising global demand
fuelled by the US massive fiscal stimulus and accelerated vaccination campaigns in
developed countries.
Growth remains slow in the services sector, meaning there is further room for it to pick
up. In 2019, services accounted for 54% of Chinese GDP, up from 44% 10 years before. In
the absence of herd immunity, many service industries such as travel and tourism are still
quite sluggish due to restrictions imposed by the government and people’s own caution.
For example, the number of domestic air passengers in February, which was the month of
the Chinese New Year, came to 240 million, less than half the figure for 2019 as the
government advised people not to travel to their hometown during the holidays. The
room for further improvement is huge in areas like travel. The latest purchasing-manager
indexes (PMIs) are showing some encouraging signs in this regard. Both the official nonmanufacturing PMI and the Markit services PMI picked up notably in March after having
been soft in the first two months of 2021 (Chart 3). As the pace of vaccination in China is
also picking up, we expect services to recover further over the rest of the year.
Chart 3: Chinese official non-manufacturing and Caixin (Markit) services PMI
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Source: PWM - AA&MR, National Bureau of Statistics of China, Markit. Data as of April 2021.

On the consumption front, the recovery in retail sales seems to be accelerating. In March,
retail sales grew by 34.2% y-o-y, compared to 33.8% in January and February combined.
Average y-o-y growth since 2019 (using the method previously described to smooth out
the distortions caused by the pandemic) indicate that the growth rate of retail sales is
picking up, reaching 5.8% in March compared to 2.7% in January and February.
Online sales of services rose by a strong 60.4% y-o-y in March, up from 28.1% in January
and February. Compared to 2019, the growth in online sales of services in March jumped
to 21.4% y-o-y from 3.0% in January and February.
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The expansion in fixed-asset investment (FAI) in Q1 was stronger than we had expected.
In Q1, total FAI grew by 25.6% y-o-y and by 5.4% compared to Q1 2019. The
improvement in infrastructure investment was especially notable. In March, it rose by
25.5% y-o-y, or 11.0% above the 2019 level. This represents a significant improvement
from the figure for January-February, which was still 4.8% lower than in 2019.
Manufacturing investment also shows encouraging signs of revival, contracting by 0.8%
in March from the 2019 level compared to a drop of 5.9% in the first two months of the
year. Finally, property investment remained resilient, rising 25.6% y-o-y in Q1 and 15.9%
y-o-y over Q1 2019.
Looking forward, we believe there is a high chance that manufacturing investment will
continue to improve strongly on Chinese industrial firms’ rising capital investment. Since
2016, growth in corporate capex in China has been relatively sluggish due to the
government’s efforts to cut excess capacity in certain industries (such as steel) and a
tightening of financial conditions to encourage deleveraging. A strong cyclical recovery
of the global economy fuelled by unprecedented fiscal responses world-wide, especially
in the developed countries, means there is room for Chinese manufacturers to expand
their capacity, especially in industries benefiting from structural tailwinds (such as green
technologies).
By contrast, growth in property investment may gradually moderate as the Chinese
government moves to curb property speculation and restrict developers’ leverage ratios.
Finally, the Chinese government seems to be stepping up efforts to vaccinate the
population against covid. While China was the first country to bring covid-19 under
control and among the earliest to develop covid vaccines, it has lagged behind many
developed countries in deploying these vaccines among its own population. There are
many reasons for this. First, having successfully controlled the virus domestically, the
Chinese government put more emphasis on supplying vaccines to other emergingmarket countries. In addition, the general public has shown no great urgency to get
vaccinated since their lives are already mostly back to normal.
But this seems to be changing, especially as many developed countries are moving ahead
on the vaccination front and a fuller re-opening of international travel is on the horizon.
By 17 April, 188 million single vaccine doses had been administered in China (equivalent
to roughly 14% of the population), up from 24 million at the end of January. According to
our sources, it has now become almost mandatory for employees of state-own entities
(government agencies, state-owned enterprises etc.) to be vaccinated and some local
governments are resorting to shopping vouchers to encourage residents to take the jab.
We expect the pace of inoculation to pick up gradually going forward, and the
government may reach its target to have 40% of the population vaccinated by the end of
June.
In conclusion, China’s Q1 GDP report confirmed our expectation for another quarter of
solid recovery, although growth momentum likely has peaked. Strong exports, together
with continued recovery in consumption and services and corporate capex, will likely
boost Chinese growth in the rest of 2021.

4 OF 6

FLASH NOTE

PICTET WEALTH MANAGEMENT
ASSET ALLOCATION & MACRO RESEARCH
19 April 2021

DISCLAIMERS
Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 687
L-2016 Luxembourg.
Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss Law and therefore subject to the supervision of the Swiss Financial Market Supervisory
Authority (FINMA).
Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the Luxembourg Financial Authority, Commission de Surveillance du Secteur Financier.
This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distribution,
publication, provision or use would violate current laws and regulations.
The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general
or tailored to the personal circumstances of any person. Unless specifically stated otherwise, all price information is indicative only. No entity of the Pictet Group may be held
liable for them, nor do they constitute an offer or an invitation to buy, sell or subscribe to securities or other financial instruments. The information contained herein is the result
neither of financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence of Financial Research, nor of investment research for the
purposes of the relevant EU MiFID provisions. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but
no representation or warranty, express or implied, is made as to its accuracy or completeness.
Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences.
Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer.
Some investments may not be readily realizable since the market in the securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value,
the price or the income of the securities or the related investments mentioned in this document. When investing in emerging countries, please note that the political and
economic situation in those countries is significantly less stable than in industrialized countries. They are much more exposed to the risks of rapid political change and economic
setbacks.
Past performance must not be considered an indicator or guarantee of future performance, and the addressees of this document are fully responsible for any investments they
make. No express or implied warranty is given as to future performance. Moreover, forecasts are not a reliable indicator of future performance. The content of this document can
only be read and/or used by its addressee. The Pictet Group is not liable for the use, transmission or exploitation of the content of this document. Therefore, any form of
reproduction, copying, disclosure, modification and/or publication of the content is under the sole liability of the addressee of this document, and no liability whatsoever will be
incurred by the Pictet Group. The addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information
reproduced in this document.
This document is issued by Banque Pictet & Cie SA. This publication and its content may be cited provided that the source is indicated. All rights reserved. Copyright 2017.
Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore, 10 Marina Blvd #22-01 Tower 2, Marina Bay Financial Centre, Singapore 018983 and Pictet & Cie (Europe)
S.A., Hong Kong branch (“Pictet HK branch”) in Hong Kong. The registered address of Pictet HK branch is 9/F, Chater House, 8 Connaught Road Central, Hong Kong.
The information, tools and material presented in this document are provided for information purposes only and are not to be used or considered as an offer, an invitation to offer
or solicitation to buy, sell or subscribe for any securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments (collectively referred to
as “Investments”) or to enter into any legal relations, nor as advice or recommendation with respect to any Investments. This document is intended for general circulation and
it is not directed at any particular person. This document does not have regard to the specific investment objectives, financial situation and/or the particular needs of any
recipient of this document. Investors should seek independent financial advice regarding the appropriateness of investing in any Investments or adopting any strategies
discussed in this document, taking into account the specific investment objectives, financial situation or particular needs of the investor, before making a commitment to
invest.
BPCAL/Pictet HK branch has not taken any steps to ensure that the Investments referred to in this document are suitable for a ny particular investor, and accepts no fiduciary
duties to any investor in this regard. Furthermore, BPCAL/Pictet HK branch makes no representations and gives no advice concerning the appropriate accounting treatment or
possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct its own investigation and analysis of the Investment
and consult with its own professional adviser(s) as to any Investment including the risks involved with transactions on such Investment.
This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall
as well rise. The market value may be affected by, amongst other things, changes in economic, financial, political factors, time to maturity, market conditions and volatility,
and the credit quality of any issuer or reference issuer. Furthermore, foreign currency rates of exchange may have a positive or adverse effect on the value, price or income of
any Investment mentioned in this document. Accordingly, investors must be willing and able to, and effectively assume all risks and may receive back less than originally
invested.
Past performance should not be taken as an indication or guarantee of future performance and no representation or warranty, expressed or implied, is made by BPCAL/Pictet
HK branch regarding future performance.

5 OF 6

FLASH NOTE

PICTET WEALTH MANAGEMENT
ASSET ALLOCATION & MACRO RESEARCH
19 April 2021

This document does not constitute the investment policy of BPCAL/Pictet HK branch, or an investment recommendation, and merel y contains the different assumptions, views
and analytical methods of the analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a judgment at its original date of
publication and are subject to change without notice and without any obligation on BPCAL/Pictet HK branch to update any of them. BPCAL/Pictet HK branch may have issued
or distributed other reports or documents that are inconsistent with, and reach different conclusions from, the information presented in this document.
While the information and opinions presented herein are believed to be from sources believed to be reliable, BPCAL/Pictet HK branch is not able to, and do not make any
representation or warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK branch accepts no liability for loss arising from the use of or reliance on this
document presented for information purposes only. BPCAL/Pictet HK branch reserves the right to act upon or use any of the information in this document at any time, including
before its publication herein.
BPCAL/Pictet HK branch and its affiliates (or employees thereof) may or may not have long or short positions in, and buy or sell, or otherwise have interest in, any of the
Investments mentioned herein, and may or may not have relationships with the issuers of or entities connected with Investments mentioned in this document. BPCAL/Pictet HK
branch and their affiliates (or employees thereof) may act inconsistently with the information and/or opinions presented in this document.
The information used to prepare this document and/or any part of such information, may have been provided or circulated to employees and/or one or more clients of BPCAL/Pictet
HK branch before this document was received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK branch.
This document is provided solely for the information of the intended recipient only and should not be reproduced, published, circulated or disclosed in whole or in part to any
other person without the prior written consent of BPCAL/Pictet HK branch.
Singapore
This document is not directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional investors as
defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) (“SFA”) or any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject BPCAL and any of its affiliates or
related corporations to any prospectus or registration requirements.
BPCAL has obtained an exemption from the Monetary Authority of Singapore (“MAS”) under section 100(2) of the Financial Advisers Act (“FAA”) for the provision of financial
advisory services to High Net Worth Individuals (as defined in the MAS Guidelines on Exemption for Specialised Units Serving High Net Worth Individuals FAA-G07) (the
“Exemption”) and is exempted from the requirements of sections 25, 27, 28 and 36 of the FAA, the MAS Notice on Recommendations on Investment Products (FAA-N16), MAS
Notice on Appointment and Use of Introducers by Financial Advisers (FAA-N02), MAS Notice on Information to Clients and Product Information Disclosure (FAA-N03) and MAS
Notice on Minimum Entry and Examination Requirements for Representatives of Licensed Financial Advisers and Exempt Financial Advisers (FAA-N13).
Please contact BPCAL in Singapore in respect of any matters arising from, or in connection with this document.
Hong Kong
This document is not directed to, or intended for distribution, publication to or use by, persons who are not “professional i nvestors” within the meaning of the Securities and
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”) or any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet HK branch and
any of its affiliates or related corporations to any prospectus or registration requirements.
Pictet & Cie (Europe) S.A. is incorporated in Luxembourg with limited liability. It is an authorized institution within the meaning of the Banking Ordinance and a registered
institution (CE No.: AQ515) under the SFO carrying on Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities.
Warning: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are
in any doubt about any of the contents of this document, you should obtain independent professional advice. Please contact Pictet HK branch in Hong Kong in respect of any
matters arising from, or in connection with this document.
Distributor: Pictet Bank & Trust Limited, where registered office is located at Building 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New Providence, The
Bahamas.
The document is not directed to, or intended for distribution or publication to or use by persons who are not Accredited Investors (as defined in the Securities Industry Regulations,
2012) and subject to the conditions set forth in the Securities Industry Regulations, 2012 or to any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet Bank & Trust Limited to any
prospectus or registration requirements. Pictet Bank & Trust Limited is incorporated in The Bahamas with limited liability. It is a bank and trust company that is licensed in
accordance with the Banks and Trust Companies’ Regulation Act and is regulated by the Central Bank of The Bahamas. Additionally, Pictet Bank & Trust Limited is registered
with the Securities Commission of The Bahamas as a Broker Dealer II and is approved to (i) Deal in Securities 1.(a) & (c ); (ii) Arrange Deals in securities; (iii) Manage Securities
; (iv) Advise on Securities.
Warning: The content of this document has not been reviewed by any regulatory authority in The Bahamas. You are, therefore, advised to exercise caution when processing the
information contained herein. If you are in any doubt about any of the content of this document, you should obtain independent professional advice.

6 OF 6

