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Our outlook for the construction industry is stable. This outlook expresses Fareast Credit’s expectations for the fundamental

credit conditions in the construction industry of China over the next 12 months.

Summary of Opinions

Our outlook for the construction industry is stable, reflecting our expectation of sustained economic growth and a modest

improvement in the sector’s financial metrics.

Influenced by the proactive fiscal policies and the supplement of compensatory stimulus policies for infrastructure
construction, the role of infrastructure investment in stabilizing economic growth has gradually emerged since 2019, and
the growth rate of aggregate demand in the construction industry has rebounded slightly. The compliant PPP projects may
be the main source of funding for future government investments. Benefiting from the increasing enforcement of collection
of accounts receivable, the net inflow of operating cash of construction companies increased slightly, and the future
situation of advancing money for downstream customers may be improved. The leverage level of private enterprises has

declined, benefiting from the increase in payment collection.

From the policy point of view, in terms of infrastructure, the approval and investment of infrastructure projects are expected
to further accelerate, and the policies of stabilizing economic growth through infrastructure construction and compensatory
stimulus policies for infrastructure construction are expected to be further strengthened. In terms of financing environment,
special bonds have become a new channel for local government financing. Recently, the government has frequently
expressed its support for the development of private enterprises, focusing on solving the issues of “financing difficulties”

and “collateralized equity”, which is expected to improve the financing environment of private enterprises.

The construction industry is fiercely competitive. The construction companies have weak bargaining power in the industrial
chain, and the collection of money advanced for downstream customers and the recovery of accounts receivable are slow,
which brings continuous financial pressure. In recent years, the prices of construction materials such as steel and cement
have rebounded and continued to increase, which will still bring cost control pressure to construction companies in future.
With the introduction of the state-supported general contracting policy for construction industry and the promotion of new
financing models such as PPP, the market share will be further concentrated to leading enterprises with financing
advantages, and the industry concentration will be improved. The construction industry has entered the era of stock

competition and is expected to maintain a low-speed development in the future.
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The stable outlook for the owverall construction industry is also consistent with the stable outlook for most of the
construction companies. With the exceptions of Tianjin Water Utilities, Yunnan Lugiao, Meike Investment, Anhui
Economic Construction, Inner Mongolia Ecology, Chuxiong State Development and Leiyang City Investment, Other

bond-issuing construction companies have a stable rating outlook. Sustainable economic growth and capital levels are

sufficient to withstand the credit losses that the construction industry may suffer.
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