FOR PROFESSIONAL INVESTORS - 10 August 2023

Chi Flash

IS CHINA FALLING INTO DEFLATION?

By a continuing process of inflation, government can confiscate, secretly and unobserved,
an important part of the wealth of their citizens.

John Maynard Keynes

| do not intend to add to the noises, but just would like to put some economic sense back into the discussion on
China’s deflation.

China’s July YoY negative CPl is unlikely to be a harbinger for prolonged deflation. Technically, the July data was
a result of a high base. Weak pork and energy prices were mainly responsible for the decline in headline CPI in
July. All this is a no brainer.

Let's look at the fundamentals. Deflation will emerge under several conditions:

e Monetary contraction - i.e. a decline in money supply due to monetary tightening. This is clearly not
the case in China.

e Demand destruction, as reflected in rising unemployment, falling income and contraction in consumption,
investment, and exports. Except exports, this is also not the case in China.
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Demand is weak, income growth is slowing, but they not contracting.

Youth unemployment is high, but the overall labour market conditions are not dire.

There is recovery in demand, mostly concentrated on domestic services & tourism at this point (note
touring prices jumped by over 10% YoY in July, for example).

Non-food prices remained unchanged from last year’s level in July, rebounding from -0.6% YoY in June.
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e Persistent loss of confidence. This is partially true in China, mainly because of the zero-Covid policy and the
bad property market. But it is too early to conclude if the confidence loss is persistent. More assertive policy
easing in coming months can stabilise the property market and improve public confidence, reviving private
sector spending and investment. So, Beijing needs to act quickly and decisively to shore up activities and
confidence before the current pessimism becomes entrenched and hurt growth further.

e Increase in the real value of debt. This is a long-term factor and is also partially true in China, as the debt
ratio rises when inflation falls. But Beijing is aware of the debt problem and has been addressing it over the
years, as | have long argued. There is evidence showing Beijing sustaining deleveraging efforts through good
and bad economic times.

Given the reform and debt-reduction resolve, | don't think China will fall into a debt-deflation spiral.

| hope this makes some economic sense.

Chi Lo
BNP Paribas Asset Management
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DISCLAIMER

BNP Paribas Asset Management France, “the investment management company,” is a simplified joint stock company with its registered office at 1 boulevard
Haussmann 75009 Paris, France, RCS Paris 319 378 832, registered with the “Autorité des marchés financiers” under number GP 96002.

This material is issued and has been prepared by the investment management company.

This material is produced for information purposes only and does not constitute:

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or

2. investment advice.

This material makes reference to certain financial instruments authorised and regulated in their jurisdiction(s) of incorporation.

No action has been taken which would permit the public offering of the financial instrument(s) in any other jurisdiction, except as indicated in the most recent
prospectus and the Key Investor Information Document (KIID) of the relevant financial instrument(s) where such action would be required, in particular, in the
United States, to US persons (as such term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a country in
which such financial instrument(s) is/are registered, investors should verify any legal constraints or restrictions there may be in connection with the subscription,
purchase, possession or sale of the financial instrument(s).

Investors considering subscribing to the financial instrument(s) should read carefully the most recent prospectus and Key Investor Information Document (KIID)
and consult the financial instrument(s’) most recent financial reports. These documents are available on the website.

Opinions included in this material constitute the judgement of the investment management company at the time specified and may be subject to change without
notice. The investment management company is not obliged to update or alter the information or opinions contained within this material. Investors should
consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial instrument(s) in order to make
an independent determination of the suitability and consequences of an investment therein, if permitted. Please note that different types of investments, if
contained within this material, involve varying degrees of risk and there can be no assurance that any specific investment may either be suitable, appropriate
or profitable for an investor's investment portfolio.

Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns may be
affected by, amongst other things, investment strategies or objectives of the financial instrument(s) and material market and economic conditions, including
interest rates, market terms and general market conditions. The different strategies applied to financial instruments may have a significant effect on the results
presented in this material. Past performance is not a guide to future performance and the value of the investments in financial instrument(s) may go down as
well as up. Investors may not get back the amount they originally invested.

The performance data, as applicable, reflected in this material, do not take into account the commissions, costs incurred on the issue and redemption and
taxes.

All information referred to in the present document is available on www.bnpparibas-am.com
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