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2Q 2023 China Economy Update: The Locomotive is Powering Through
Amid Global Headwinds

Executive Summary

Recently, National Bureau of Statistics of China released a slew of the country’s economic data for 2Q 2023
that failed to live up to heightened expectations. Specifically, the country’s GDP, a comprehensive measure
of its economic activity, grew only 0.8% Q/Q in the quarter, as compared to 2.2% quarterly increase in 1Q
2023. The slowdown has sparked growing pessimism across the board, as many analysts are speculating the
data indicates that China’s remarkable economic growth achieved in past decades is coming to an end and
the robust recovery seen in 1Q 2023 after the removal of COVID-19 induced restrictions is fading. Some
economists believe that latest economic dataset raises the risk of China missing its modest 5% GDP growth
target for 2023. As a result, various institutions have provided dull forecast of China’s 2023 GDP growth rate
of below 5%, potentially leading to a sub-5% GDP growth for three consecutive years through 2024 after a 3%
expansion in 2022.

However, we believe the negative view on China is politicized and biased, and the economic outlook of
China could be more positive, with the Chinese economy acting again as the world economy “locomotive”
after COVID-19 induced disruptions. The World Bank projects that the pace of China’s GDP growth to rise to
5.6% in 2023, led by a rebound in consumer demand. Meanwhile, capital spending in infrastructure and
manufacturing is expected to remain resilient. At the same time, the International Monetary Fund (“IMF”)
forecasts China’s economy to grow at a similar rate of 5.2% in 2023. In the medium-term, growth is expected
to return to a path of structural deceleration for which Chinese policymakers have long prepared. Taking a
closer look at the statistics, the quarterly numbers may not necessarily reveal the full picture in part due to
ignoring the impact from seasonality. Examining 1H 2023 data, China’s economy looks much healthier than
that depicted by some economists, with GDP and imports (by volume) growing 5.5% and 1.0% respectively
relative to 1H 2022.

Besides manufacturing and services, the sluggish property market, which normally accounts for more than
one quarter of China’s GDP, has been a drag on the country’s economy. Declining sales owing primarily to
weak consumer confidence rather than affordability and to some extent government’s preemptive measures
to prevent the formation of asset bubbles have caused some over-leveraged property developers in financial
distress. The bleak outlook of the property market has aroused fear of a repeat of the U.S. subprime mortgage
crisis in 2008, resulting in the collapse of home prices and turmoil of the financial system. Nonetheless, we
believe the Chinese real estate market is fundamentally stable and healthy, without reckless mortgage lending
and widespread spillover effect as we seen in the U.S. that led to a global GDP contraction of 1.3% in 2009.

China’s economy is currently facing challenges attributable primarily to tepid demand both at home and
abroad, but it is unlikely to follow the Japan’s footsteps and undergo years of lackluster growth after the
“Lost Decade” ! because of the following four reasons:

1 A period of economic stagnation when big banks overleveraged with speculative investments failed and borrowers became insolvent
in Japan caused by the asset price bubble's burst in late 1991 after the central bank hiked interest rate to 6% in 1990 to curb speculation
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IMPORTANT DISCLOSURES

CONFLICT OF INTEREST DISCLOSURE

Cedrus Investments Ltd. (“Cedrus”) does and seeks to do business with companies covered in research reports
distributed by Cedrus, and Cedrus may or may not be an investor of the subject company and may have investment
banking relationship with the subject company. As a result, investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of this report. Cedrus will identify such companies in the reports of the
companies covered. Therefore, investors should consider this report as only a single factor in making their investment
decision.

For additional information, please send an e-mail to information@cedrusinvestments.com

For private circulation only. This report is prepared by Cedrus and is for informational purposes only and is not intended to be, nor should it be construed
to be, an advertisement or an offer or a solicitation of an offer to buy or sell any securities. The information herein, or upon which opinions have been
based, has been obtained from sources believed to be reliable, but no representations, express or implied, or guarantees, can be made as to their
accuracy, timeliness or completeness. The information and opinions in this report are current as of the date of the report. We do not endeavor to
update any changes to the information and opinions in this report. Unless otherwise stated, all views expressed herein (including estimates or forecasts)
are solely those of our research department and subject to change without notice.

The information provided in this research report is not provided to and may not be used by any person or entity in any jurisdiction where the provision
or use thereof would be contrary to applicable laws, rules or regulations of any governmental authority or regulatory or self-regulatory organization
or clearing organization or where Cedrus is not authorized to provide such information.

This report does not take into account the specific investment objectives, financial situation, and the particular needs of any specific company that
may receive it. Before acting on any information in this report, readers should consider whether it is suitable for their own particular circumstances
and obtain professional advice related to their own investment needs and objectives. The value of securities mentioned in this report and income from
them may go up or down, and investors may realize losses on any investments. Past performance is not a guide to future performance. Future terms
are not guaranteed, and a loss of original capital may occur.

Neither the analysts responsible for this report nor any related household members are officers, directors, or advisory board members of any covered
company. No one at a covered company is on the Board of Directors of Cedrus or its affiliates. The compensation for the analysts who prepare reports
is determined exclusively by senior management. Analyst compensation is not based on investment banking revenues; however, compensation may
relate to the revenues of Cedrus as a whole, of which investment banking, sales and trading are a part.

Cedrus does engage in investment banking. Cedrus does trade securities on a principal basis; however, Cedrus’ research analysts are prohibited from
owning securities they cover through Research Reports.
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