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In the resumption cycle with slowing pace in near term

China reported low GDP growth for 2Q22, indicating a possible revision of
growth target this year and adding pressure to fine-tune its zero-Covid policy
and maintain easing monetary policy in future. The resumption pace may slow
in July and mildly improve from late August. China will see a gradual resumption
of economy in 2H22-1H23 as the GDP growth is expected to rise from 4% in
3Q22 and 4.8% in 4Q22 to 5.2% in 1Q23 and 9.8% in 2Q23. The full-year
growth may rise from 3.5% in 2022 to 6.6% in 2023. The resumption pace
should be much slower than in 2Q20-2H20 due to the zero-Covid policy, weak
confidence, housing market correction and downside risks of global economy.

B Chinareported low GDP growth for 2Q22. China’s GDP slightly rose 0.4%
YoY in 2Q22, down sharply from 4.8% YoY in 1Q22. The reported growth for
2Q22 is much lower than market consensus of 1.1%. The choice to report
low growth sent two signals. First, China has given up its growth target of 5.5%
for 2022 as it has become impossible to achieve the target after the Ukraine
crisis and Shanghai lockdowns. New growth target in the policymaker’s mind
may be about 4%, indicating the GDP growth should rebound from 2.5% in
1H22 to 5.3% in 2H22. It is also a very difficult target as the property market
stress and zero-Covid policy may continue to restrain the economic
resumption progress. Second, the cabinet chose to expose the severity of
slowdown in 2Q22, adding the pressure to fine-tune zero-Covid policy and
maintain easing monetary policy in 2H22 to support the growth. To achieve
growth of around 4%, China has to reopen its economy and stabilize the
property market as soon as possible. Meanwhile, China has to maintain
easing monetary policy and proactive fiscal policy in 2H22.

B China cares about two things related to GDP growth. One is employment,
social stability and fiscal revenue. China has to achieve reasonable GDP
growth to maintain employment stability, social stability and enough fiscal
revenue (smooth operation of governments). Second is a much higher GDP
growth than the US. The market consensus for US GDP growth in 2022 has
declined from 3.5%-4% before the Ukraine crisis to less than 2% recently.
From this perspective, China can accept a growth rate of above 3%.

B Economic resumption accelerated in June. After economic collapse in
April, China loosened economic policy & zero-Covid policy from May and
Shanghai reopened economy from June. Confidence, demand and supply
chain activity gradually improved as stock market rebounded. The value
added industrial output (VAIO) picked up 3.9% YoY in June after rising 0.7%
YoY in May. Service output index turned to 1.3% growth in June from the
YoY decline of 5.1% in May. Catering revenue improved as it dropped 4%
YoY in June, compared to the YoY decline of 21.1% in May.

B China’s economy is in a resumption cycle in 2H22-1H23 with
fluctuating resumption pace. China may see a gradual economic
resumption cycle in 2H22-1H23 amid supportive economic policy and a
slowly easing of zero-Covid policy. But the resumption pace in the latest
cycle will be much lower than that in the previous cycle in 2Q20-1H21. First,
it will take some time for housing market to gradually recover from the hard
landing. Second, it also takes some time for business and consumer
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confidence to slowly resume. Third, global economy is in the downturn cycle,
which may slow China’s economic resumption ahead.

B Consumption improved yet consumer confidence remained weak.
Retail sales turned to YoY growth of 3.1% in June after dropping 6.7% in
May. Discretionary consumer goods improved significantly thanks to
reopening effect and release of postponed demand during the lockdowns.
Retail sales of autos, communication equipment and home appliance
respectively rose 13.9%, 6.6% and 3.2% in June after dropping 16%, 7.7%
and 10.6% in May. However, durables related to housing market improved
more slowly as retail sales of construction & decoration materials and
furniture continued to decline by 4.9% and 6.6% in June, compared to the
decrease of 7.8% and 12.2% in May. Performance of staples was mixed as
the growth of food and beverage slowed from 12.3% and 7.7% in May to 9%
and 1.9% in June, while medicines picked up 11.9% in June after rising 10.8%
in May. Looking forward, consumption may gradually improve as two factors
will continue to restrain consumer confidence. One is the zero-Covid policy
and the other is the slump of housing market.

B Housing sales rebounded, but land market and development
investment further deteriorated. Gross floor area (GFA) sold for
commodity buildings dropped 18.3% YoY in June after dropping 31.8% YoY
in May. Average sales price for commodity buildings dropped 3.1% YOoY in
June, compared to the decrease of 8.7% YoY in May. We expect housing
sales may further improve in 2H22-1H23, but the resumption pace may slow
in July and accelerate from late August. Housing starts and land market
activities further deteriorated, as property developers’ confidence remained
weak. GFA started for buildings and land area purchased respectively
plummeted 45.1% YoY in June after dropping 41.8% YoY in May. Total
funding source for property development investment dropped 23.6% in June
after decreasing 37.7% in May. Property development investment further
deteriorated as it dropped 9.4% in June after declining 7.8% in May. We
expect property development may decline by 3%-4% in 2022.

B Infrastructure & social service investments remained strong. Total
urban fixed asset investment (FAI) rose 5.8% YoY in June, up from 4.7%
YoY in May. The YoY growth of FAI in manufacturing and infrastructure
respective improved from 7.1% and 7.9% in May to 9.9% and 12% in June.
Public utility, water conservancy management and health & social welfare
services maintained strong FAI growth as their YoY growth rates reached
15.1%, 12.7% and 33.8% in 1H22. Looking forward, infrastructure & social
service investments may maintain strong growth to support the GDP target.
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Figure 1: China’s economic indicators

2019 2020 Jun 2020-2021

VAIO 5.7 2.8 9.6 24.5 9.0 4.9 3.9 6.5 (29 07 3.9 6.1
-Mining 5.0 0.5 53 10.1 2.4 2.1 6.5 10.7 9.5 7.0 8.7 29
-Manufacturing 6.0 3.4 9.8 27.3 9.3 4.7 3.1 6.2 (4.6) 0.1 3.4 6.6
-Public utility 7.0 2.0 114 15.9 11.0 9.7 9.8 6.1 15 0.2 3.3 6.6
Delivery value for exports 13  (03) 177 304 163 142 132 144 (19) 111 151 8.3
Service Output 6.9 0.0 131 292 139 5.9 3.3 25 6.1) (5.2) 13 6.3
Urban FAI (YTD) 5.4 2.9 49 256 75 (04) (09 93 6.8 6.2 6.1 3.9
-Property development 9.9 7.0 4.4 25.6 9.8 0.6) (7.8) 0.7 270 (4.0 (54 5.7
-Manufacturing 3.1 (2.2) 135 29.8 14.9 8.8 10.6 15.6 12.2 10.6 10.4 54
-Infrastructure 3.3 34 0.2 26.8 04) (71) (2.8) 105 8.3 8.2 9.3 1.8
Retail sales 8.0 (39) 125 339 14.1 5.1 35 3.3 (11.1) (6.7) 3.1 4.0
Exports of goods 0.5 3.6 29.9 48.8 30.6 24.2 23.1 15.8 3.9 16.9 17.9 16.0
Imports of goods (2.7) (06) 301 294 445 259 237 9.6 (0.1) 4.1 1.0 13.7
Source: Wind, CMBIGM
Figure 2: Property market indicators Figure 3: Housing sales by Cities
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Figure 4: Funding source for property investment Figure 5: FAI by sector
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Figure 6: FAI in agriculture & infrastructure sectors

Figure 7: FAl in infrastructure & social service
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Figure 8: Household income & rent for housing Figure 9: Consumer confidence
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Figure 10: Urban surveyed unemployment rates Figure 11: Employment Index
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Figure 12: Retail sales

Figure 13: Retail sales of staples & garments
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Figure 14: Retail sales of some durables

Source: WIND, CMBGM

Figure 15: Production of energy & steel product
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Figure 16: Production of machine tool & auto

Source: WIND, CMBGM

Figure 17: VAIO in equipment industries
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Figure 18: Operation rate of asphalt plants Figure 19: Mobility indicators in Shanghai
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