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GBA – Survey shows less positive expectations
• Our gauge of GBA sentiment softened for a second straight quarter in Q4 as prior challenges lingered
• Lower expectations still consistent with stable growth; recent policy moves to ease credit conditions
• Manufacturers and retailers underperformed; our thematic questions shed light on ‘dual circulation’

Expectation adjustments catching up as reality bites
Our GBA Business Confidence Index (GBAI), based on quarterly surveys of over
1,000 companies operating in the Guangdong-Hong Kong-Macau Greater Bay Area
(GBA) and conducted in collaboration with the Hong Kong Trade Development
Council (HKTDC), shows businesses emerging from a challenging Q3-2021 with
weaker confidence towards the outlook. The GBAI’s ‘current performance’ index for
business activity fell for a second straight quarter to 50.3 in Q4 from 52.7 in Q3. It
would have dipped below the 50 neutral mark if not for decent ‘new orders’, which
continue to grow (though slower than before) and companies’ ability to raise final
prices, although pressure on profit margins worsened despite this (Figure 1).
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The q/q drop in the forward-looking ‘expectations’ index (-4.3pts) was bigger than its
current performance counterpart (-2.4pts); however, we see this as more a reflection
of expectations catching up with reality after a too-modest 1.4pts drop in Q3, rather
than hinting at another slowdown on the horizon. In addition to most sub-indices’
expectations component remaining comfortably in expansionary territory, we think the
authorities’ recent shift to a more pro-growth policy bias (the latest actions are not
captured in the Q4 survey) should support Q1-2022 sentiment. Our credit indicators
suggest that GBA credit conditions tightened evidently in Q3, and as such, any
loosening of monetary conditions would be welcomed.
A further breakdown shows that, by industry, both manufacturers and retailers
underperformed. By city, Foshan and Hong Kong improved q/q, while others dipped
below 50 for ‘current performance’. For thematic questions, we asked respondents to
share their views on (1) China’s ‘dual circulation’ strategy; (2) recruitment difficulties;
and (3) their early impressions on the new Qianhai and Hengqin plans.
Figure 1: GBAI business index and its sub-components
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On the Ground
Detailed findings of the GBAI survey for Q4-2021
In our last GBAI report, we warned that expectations of a swift Q4 economic rebound
needed to be tempered, as it appeared that many of the headwinds that contributed
to China’s Q3 economic slowdown would remain in place. This view was confirmed,
with the latest GBAI survey – conducted in October and November – confirming a
further weakening in current sentiment among GBA businesses over the period. This
spilled over into a more visible drop in the forward-looking expectations index; that
said, we believe the recent policy shift to a more pro-growth bias provided key
support to keeping the headline numbers in expansionary territory.
Only two of the eight ‘current
performance’ sub-indices stayed
above 50 in Q4

•

Current performance index easing towards neutral: The GBAI current
performance index for business activity fell for a second straight quarter to 50.3
in Q4 from 52.7 prior. This mirrored the official manufacturing PMI data, which
dipped below 50 in September and October before recovering modestly to 50.1
in November, reflecting disruptions from power outages and pressure from rising
costs. Sentiment among non-manufacturers has also been weighed down by
regulatory tightening (and the resulting real estate activity slowdown and more)
and a resurgence in COVID cases. It was therefore no surprise that business
confidence in the GBA suffered in tandem.
More interesting is the broadness of this setback. Our headline index for current
performance stayed (barely) above 50, but a further breakdown shows that only
two of the main sub-components remained in expansionary territory in Q4
(versus six of them in Q3, as shown in Figure 1). New orders, being one of the
better-performing components at 50.7, should help ease some of the growing
concerns surrounding soft production and sales (49.8, -4.5pts q/q); the q/q drop
in the new orders sub-index, however, was still the second-largest (-5.4pts),
besting only raw material inventory (-6.9pts). Capacity utilisation and financing
scale improved q/q by +0.3pts and +1.2pts, respectively, reflecting no further
worsening of pressure to scale back business operations for now. Respondents
also reported a still-strong ability to raise final prices (61.9, almost unchanged
from 62.0 prior), but their profit margins worsened nonetheless (47.5 versus
50.8), reflecting significant demand and cost headwinds.

•

Policy support likely helped maintain positive expectations: The GBAI
expectations index for business activity fell 4.3pts q/q to 53.6; this was bigger
than the -2.4pts drop in current performance, possibly reflecting a catch-up of
expectations to the challenging reality after a too-modest 1.4pts drop prior, more
so than hinting at another slowdown on the horizon (Figure 2). If anything, all
sub-components, except raw material inventory (which is more affected by high

Figure 3: Recent monetary easing should be welcomed
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input costs and lingering supply shortages), stayed comfortably above 50, led by
‘prices of finished goods and services’, ‘production/sales’ and ‘new orders’ – the
latter two signalling decent real activity levels. Profit margin compression
appeared to remain a key concern, having posted the biggest q/q drop of 9.4%;
however, it had little impact on business appetite for investment and financing,
which stayed largely steady from previous levels.
The above findings are consistent with our view that while growth is unlikely to
rebound swiftly, it appears to be stabilising after a challenging Q3. Demand for
exports is likely to stay strong, and power-rationing measures have been largely
halted; that said, headwinds from slowing real-estate activity and disruptions
from COVID resurgences still call for more policy support to limit further
downside risks to growth. The latest example of the authorities making growth a
higher priority is the broad-based 50bps cut in the reserve requirement ratio
(RRR), effective 15 December. According to the People’s Bank of China (PBoC),
the move unlocked CNY 1.2tn of long-term funding and should lower banks’
funding costs by CNY 15bn annually. This was followed by a 25bps cut in relending rates to SMEs and agriculture loans. Judging by the recent tightening in
GBA credit conditions suggested by our credit indices, our survey respondents
would welcome the confirmation of a policy shift to easing growth headwinds.

Reassurance of supportive policies
key to creating a floor to growth, as
well as business sentiment

Credit conditions tightened prior to
recent RRR cut

•

Financial conditions tightened in Q3: The current performance index for credit
fell to 47.8 after staying above 50 for a second straight quarter, indicating a
tightening in credit conditions among GBA companies (Figure 3). All five current
credit sub-components contributed to this deterioration – not only did borrowing
costs rise (both the bank and non-bank sub-indices dropped), but banks also
turned more cautious in lending (-4.7pts), while companies themselves saw their
cash positions weaken, especially in the form of slower receivables turnover (4.9pts). The PBoC first removed its tightening bias of monetary policy when it
cut the RRR in July, but the lagged effect from prior macro policy normalisation
likely exacerbated new challenges, such as regulatory tightening and an
economic slowdown throughout Q3-2021.
Our expectations index for credit was more resilient by comparison, staying
elevated at 51.0 in Q4, down only marginally from 51.9 in Q3. Respondents see
their cash flow improving, albeit not as strongly as prior expectations, consistent
with earlier findings of a still-cautious macro outlook despite emerging from a
challenging Q3. Expectations for bank financing costs and banks’ willingness to
lend also improved marginally (albeit staying below 50), consistent with our call
for the credit impulse turning slightly positive in 2022 to align with a likely GDP
growth target of 5%. We expect total social financing (TSF) growth to be
relatively stable at around 10% in 2022, slightly higher than our estimate of
nominal GDP growth. More targeted easing is also on the cards to support highend manufacturing and green initiatives. Even the property sector could see
credit conditions improving gradually in the quarters ahead as the authorities
adjust the pace and intensity of regulatory tightening to prevent growth from
stalling and financial risks from spreading wider.

•
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Industries emerging from the soft patch at different paces: After falling q/q
across the board in Q3, three of our five ‘current performance’ industry subindices rebounded in Q4 (Figure 4). ‘Professional services’ led the way (+5.6pts),
although from a low base and to only 46.9, keeping it the weakest industry sub3
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index. In contrast, ‘innovation and technology’ and ‘financial services’ extended
their outperformance, the former showing resilience to regulatory headwinds and
the latter possibly benefiting from the recent shift to a more supportive policy
bias to offset rising credit concerns, especially surrounding some of the property
names. On the other end of the spectrum, ‘manufacturing and trading’ and ‘retail
and wholesale’ fell 3.1pts and 0.8pts, respectively. While power-rationing
measures have been rolled back and exports have been strong, manufacturers
likely stayed cautious due to high costs and weak domestic demand amid a new
COVID outbreak. The latter also explained the return of ‘retail and wholesale’
back below 50.
A further breakdown showed that only manufacturing respondents reported a
lower ‘production/sales’ sub-index (-6.2pts to 56), in addition to sizeable q/q
drops in ‘new orders’ (-6.4pts), ‘raw material inventory’ (7.9pts) and profits (4.4pts). Retailers saw a similarly broad-based deterioration, with five of eight
sub-components reporting q/q declines. In terms of outlook, the headline
expectations indices fell for manufacturing, retail and tech respondents by 4.5pts, -5.3pts and -3.2pts, respectively; however, they stayed above 50,
indicating little concern over a sharp slowdown (Figure 4). Credit conditions are
also expected to improve in tandem in the coming quarter mostly on prospects of
improved surplus cash and receivables turnover (Figure 5). ‘Manufacturing and
trading’ was the only industry that continued to post simultaneous sub-50 prints
for ‘expected bank financing costs, ‘expected non-bank financing costs’, and
‘expected banks’ attitude towards lending’. The other four industry groups had
higher overall credit expectation indices, boosted by a q/q rise in the sub-indices
for bank financing costs and accessibility to bank lending, matching the
perceived shift to a less-tight monetary policy bias to ease growth pressure.

‘Manufacturing and trading’ saw the
largest q/q index fall among
sectors, after being one of top
performers in our last survey

•

Foshan and Hong Kong outperforming: All mainland city ‘current
performance’ sub-indices, except Foshan, dipped to just below 50 from having
diverse levels of optimism in the prior quarter (Figure 6); this convergence is

Figure 4: GBAI business sub-indices by sector
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Figure 5: GBAI credit sub-indices by sector
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another confirmation of the broad-based nature of the recent slowdown.
Guangdong had the lowest scores for ‘production/sales’ and ‘new orders’ among
our six main city categories, while Shenzhen underperformed in ‘capacity
utilisation’ and ‘raw material inventory’. Dongguan was similarly weak across all
these sub-components, while other non-core onshore GBA cities had the lowest
scores for ‘fixed asset investment’, ‘financing scale’, and ‘profits’.
While our results did not provide any direct explanation for Foshan’s
outperformance, we found that (1) c.80% of Foshan respondents are involved in
‘manufacturing and trading’; and (2) most are mid-sized (c.60% with annual
revenue between USD 1-10mn), similar to those in Dongguan. As such, Foshan
may have done something right in terms of industrial upgrading to differentiate
itself from neighbouring Dongguan. This matches the official GDP data, where
secondary industry value-added (on a two-year CAGR basis) grew 5.2% y/y in
Q3 in Foshan, versus 3.8% in Dongguan. Another sign of Foshan possibly
coming further along in the economic transformation amid China’s push for ‘dual
circulation’ is that the city has the highest proportion of respondents targeting
sales of their products/services in the mainland domestic market (more on this in
the thematic questions section).

Foshan must be doing something
right with its manufacturing and
trading sector

Moreover, Hong Kong was an encouraging story in our latest survey, with the
current performance index posting the biggest q/q gain (+2.5pts) by city and also
climbing above 50 for the first time since our inaugural GBAI survey in Q2-2020.
This confirms that the city has come a long way in returning to economic
expansion following COVID and before that, disruptive social incidents. Hong
Kong’s zero-COVID strategy has encouraged a domestic consumption recovery,
and it continues to benefit from mainland China’s still-robust external trade (while
being more insulated from higher production costs and power outage due to its
services-oriented nature). These factors have allowed it to maintain a modest
Figure 6: GBAI business sub-indices by city
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Figure 7: GBAI credit sub-indices by city
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recovery momentum and we expect such positive drivers to remain in place over
the coming year. The main factor keeping the city’s recovery ceiling low and
explaining our modest 2.3% GDP growth forecast for 2022 is the likely slow and
cautious reopening of borders (starting with the mainland) over the course of
2022. This also explains the higher expectations indices for mainland GBA cities,
as our respondents see them rebounding faster from the recent soft patch.

Key takeaways from our thematic questions
Our thematic questions this time focused on (1) our respondents’ eagerness and
readiness to expand their business in view of China’s long-term pursuit of ‘dual
circulation’ development; (2) the ease of talent recruitment and the impact on their
businesses; and (3) their current operations in, and future plans for, Qianhai and
Hengqin, the two cooperation zones with new development plans being announced
earlier in the year, promising further cross-border integration, financial opening and
industry transformation. We list our key findings below.
•

We asked about the implications of
the ‘dual circulation’ strategy for
GBA businesses

Going local in selling and sourcing: We asked respondents whether they had
plans to roll out products and/or services targeting the mainland market as China
transitions to a more domestic consumption-driven economy under its ‘dual
circulation’ development strategy. Almost 40% of respondents said yes,
marginally exceeding those saying no (39%), with the remaining 21% needing
more time to decide (Figure 8). A further breakdown shows that ‘manufacturing
and trading’ and ‘financial services’ had the highest share of positive responses;
by city, Foshan topped the list with 67% ‘yes’ responses, and Huizhou and
Dongguan rounded out the top three. More generally, larger companies (by
annual turnover) tended to report a higher percentage of those planning to tap
the mainland domestic market.
Compared with selling more onshore, respondents appeared less eager and
ready to source more domestically due to the ‘dual circulation’ push: only 4%
said they would substantially increase their sourcing from mainland companies,
and another 15% said they would increase slightly (Figure 9). A majority 60%
said there would be no change to their sourcing strategy, and another 19% said
they need time to decide. ‘Manufacturing and trading’ again posted the most

Figure 8: Does your company have a plan to roll out
products/services targeting mainland market, as China
pursues ‘dual circulation’ strategy? % of respondents
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Figure 9: How will your company change the procurement
policies as China pursues ‘dual circulation’?
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Source: HKTDC, Standard Chartered Research
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positive results among industries. This makes sense, given China’s traditional
strength in the manufacturing supply chain. This contrasts with ‘innovation and
technology’, which has the lowest share of local sourcing for now, but also the
least share of ‘no change’ responses, leaving a sizeable 35% adopting a waitand-see approach as China transforms to be less dependent on foreign
technology. This matches the city-level breakdown, where more manufacturingcentric Huizhou, Foshan and Dongguan topped the list.
When asked about the key considerations to purchase goods/services from
other mainland companies, ‘durability/quality’, ‘government policy’ and ‘business
relationship’ had the highest combined shares of ‘very important’ and ‘rather
important’ responses (Figure 10).
•

Persistent efforts to drive financial
opening likely supported the more
upbeat investment outlook for
financial services

Investment and profits amid ‘dual circulation’: We asked respondents their
investment plans in response to the ‘dual circulation’ development strategy. 20%
said they could increase their investment in the mainland, versus 58% saying no
change and almost 20% saying they ‘need time to decide’. By industry, ‘financial
services’ had the most positive responses (27%), followed by ‘manufacturing
and trading’ (22%); tech respondents once again had the fewest ‘no change’
votes and the most ‘need time to decide’ votes, indicating some cautious
optimism towards innovation’s transformative role within the ‘dual circulation’
strategy (Figure 11).
Expectations of the impact of ‘dual circulation’ on profits in the short to mid-term
(i.e., the next five years) were slightly more positive. 24% saw a positive impact,
versus a mere 5% seeing a negative effect; the remaining 52% saw no impact
and another 18% said they needed more time to tell (Figure 12). Once again,
respondents from Foshan, Dongguan and Huizhou were the most optimistic. For
a change, ‘innovation and technology’ this time had the most positive responses,
while also having the least ‘wait-and-see’ responses.

•

Recruitment difficulties: Over 20% of applicable respondents reported difficulty
in recruiting executives/managers, marketing/sales, and engineers/technicians;
this was closely followed by R&D personnel and general workers, both in the
19% range. Clerks and other professionals were less difficult to hire, at 12% and

Figure 10: Under the ‘dual circulation’ development paradigm, what are the considerations for your company to
purchase goods/services from other mainland companies?
% of respondents
Very important

Rather important

Neutral

Price

27.5%

49.0%

19.5%

Rather
unimportant
3.7%

Durability/Quality

32.3%

49.0%

17.3%

1.1%

0.4%

Practicality/ Compatibility

27.7%

48.9%

22.0%

1.3%

0.2%

Functionality/ Technology

23.7%

51.8%

22.5%

1.5%

0.6%

Design/Style of the end-product

18.9%

45.6%

30.6%

4.3%

0.7%

Environmental, Social and Governance

20.9%

50.4%

25.0%

3.1%

0.5%

Government policy

41.0%

40.2%

16.6%

1.8%

0.5%

Business relationship

31.2%

48.3%

16.2%

4.1%

0.2%

Habits/Similarity in working and
communicating styles

18.5%

54.5%

21.6%

5.2%

0.2%

Proximity to the market

22.2%

56.0%

19.2%

2.5%

0.1%

Stub Header

Very unimportant
0.4%

Source: HKTDC, Standard Chartered Research
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15%, respectively. The difficulty to hire has varying affects across job types, with
the highest share of applicable respondents saying the shortage of executives/
managers (15.9%), marketing/sales (15.1%), and R&D personnel (15.1%) had
the most impact on their business (Figure 13).
•

Gauging interest in Qianhai and Hengqin: The new Qianhai development
plan, aimed at accelerating the integration and collaboration between Shenzhen
and Hong Kong, expands the zone’s size to eight times the original size,
providing a broader economic base to build on cross-border technology
innovation, financial opening and services trade expansion (in household wealth,
advance manufacturing or transport infrastructure, for instance). The new plan
for Hengqin should accelerate Macau’s industry diversification and integration
with Zhuhai and other GBA cities, mainly through Macau’s more direct
participation in Hengqin’s policy-making and execution. These two new
development plans were announced in September, and the latest GBAI survey
allowed us to capture respondents’ initial thoughts on them.

Optimism towards Qianhai and
Hengqin have room to grow over
time

19% respondents saw the Qianhai and Hengqin plans as having at least some
positive effect on their businesses in the short to mid-term (within five years),
versus just under 2% for those seeing a negative impact. Another 17% said they
needed time to judge, but a majority (62%) thought the plans would have a
neutral or no impact. Foshan, Huizhou and Dongguan had the highest share of
positive responses (29%, 26% 23%, respectively), followed by the core cities
(Hong Kong 19%, Shenzhen 18%, Guangdong 16%). By industry, financial
services topped the ranks with 24%, with ‘manufacturing and trading’ (20%) and
‘innovation and technology’ (19%) rounding out the top three spots (Figure 14).
A mere 6.6% and 5.3% of all respondents currently have operations in Qianhai
and Hengqin, respectively; but over 40% of those already in Qianhai and 33% of
those in Hengqin plan to expand their business in these areas in the next five
years. 13% and 14% of all respondents said they were currently not operating in
Qianghai and Hengqin, respectively, but had plans to expand their business
there. All this matches the share of positive responses mentioned earlier. By
city, perhaps unsurprisingly due to proximity, Shenzhen and Zhuhai had the
highest shares of respondents (13% and 12%, respectively) with business

Figure 11: How will your company change the investment
policies as China develops ‘dual circulation’?
% of respondents
Will invest in the mainland substantially
Will slightly increase investment in the mainland
Will reduce investing in mainland
No change
Needs time to decide
0%

20%

40%

Total
Manufacturing and Trading

Retail and Wholesale

60%

Figure 12: As China develops ‘dual circulation’, how do
you think it will affect your company’s profit in the short
to mid-term (within five years)? (% of respondents)
Very positive
Rather negative

Rather positive
Very negative

0%
80%

100%

20%

Neutral/no effect

40%

60%

80%

100%

Total
Manufacturing and Trading
Retail and Wholesale
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Financial Services
Professional Services

Innovation and Technology
Source: HKTDC, Standard Chartered Research
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operations currently in Qianhai and Hengqin. By industry, financial services
respondents appeared more eager to expand their presence in Qianhai, while
manufacturers were the least keen; retailers and financial services providers
were the keenest to expand to Hengqin. These findings provide a gauge of the
comparative strengths of the two zones.
Figure 13: Is it now difficult for your company to recruit new employees of different ranks? If so, how does it affect
your company’s daily operations?
% of respondents
Difficult and it has
serious impact

Difficult and it has
some impact

Difficult but so far it
has no impact

Not difficult at all

Not applicable

Executives/managers

3.3%

12.3%

5.4%

77.4%

1.6%

Marketing and sales

3.2%

11.5%

5.9%

77.2%

2.2%

R&D personnel

2.6%

11.3%

3.9%

74.3%

7.8%

Engineers/technicians

1.7%

11.5%

5.2%

73.3%

8.4%

Workers

2.8%

11.3%

4.7%

77.5%

3.6%

Clerks

1.0%

6.3%

4.4%

86.6%

1.8%

Other professionals

1.0%

8.9%

4.4%

80.7%

5.0%

Stub Header

Source: HKTDC, Standard Chartered Research

Figure 14: How do you think the recently released Qianhai
and Hengqin plans will affect your company’s businesses
in the short to mid-term (within five years)?
% of respondents
0%
Very positive

10% 20% 30% 40% 50% 60% 70%
2.2%

Rather positive

Very negative

0% 10%20% 30% 40% 50% 60% 70% 80%90%
Yes, and plan to expand business there

2.7%
1.8%

Yes, but no plan to expand business yet

3.5%
3.2%

16.5%

Neutral/no effect
Rather negative

Figure 15: Does your company currently operate in
Qianhai and Hengqin? And what are your companies’
plans for these two zones over the next 5 years?
% of respondents

62.4%

Qianhai
Yes, but plan to reduce exposure there

1.8%
No, but plan to expand business there

0.1%

Needs time to judge

0.4%
0.3%

17.1%

Source: HKTDC, Standard Chartered Research
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Appendix: How the GBAI works
The GBAI is a diffusion index based
on responses from no less than
1,000 enterprises across 11 GBA
cities and key industry sectors

The GBAI is compiled based on a quarterly survey conducted by the HKTDC in
collaboration with Standard Chartered. Every quarter, no less than 1,000 enterprises
in key business sectors across the GBA provide valuable feedback on a range of
subjects, including their current business situation and credit conditions, and their
outlooks on these subjects for the coming quarter. The GBAI also asks respondents
thematic questions that help us understand what drives their business decisions and
plans, and how this might shape the GBA’s future.
Index calculation: The GBAI comprises two main business indices, one gauging
‘current performance’ (in this case Q4-2021), and the other looking at ‘expectations’
(Q1-2022). Each index is calculated as an average of eight sub-indices that reflect
different aspects of business activity, as outlined in Figure 1. Respondents indicate
the corresponding changes, actual or expected, in three ways: up, same or down; a
diffusion index is then calculated using the following formula:
Up% x 100 + Same% x 50 + Down% x 0
An index reading above 50.0 means that respondents are generally optimistic about
the business environment in the coming quarter, while a reading below 50.0 indicates
predominantly pessimistic sentiment. A reading of 50 is neutral.
The two credit indices are calculated in the same way, but with five of their own subcomponents that focus on measuring the costs and ease of obtaining credit, and
respondents’ willingness and/or eagerness to do so (Figure 3).

Figure 16: GBAI
Number of respondents
By city

By industry
Targeted respondents

Targeted respondents
Hong Kong

200

Guangzhou

200

Shenzhen

200

Foshan

100

Dongguan

100

Huizhou

Manufacturing and trading

500

Retail and wholesale

200

Financial services

125

Professional services

125

Zhongshan
Jiangmen
Zhuhai

200

Zhaoqing

Innovation and technology

50

Macau
Total

1,000

Total

1,000

Source: HKTDC, Standard Chartered Research
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