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China Economy

Surprise growth dampens policy-easing expectations

B China’s growth in 2M22 surprised the market. China’s economy showed

a stronger-than-expected start to the year. Fixed asset investment, retail
sales and value added industrial output (VAIO) respectively rose 12.2%, 6.7%
and 7.5% in 2M22, beating expectations. Gross floor area (GFA) for
commodity buildings dropped 9.6% and property development investment
rose 3.7%, better than market consensus. Power generation, coal production
and auto output rebounded noticeably as exports and industrial output
maintained strong growth.

But the stock market tumbled again after a quick rebounding. After the
economic data was disclosed, both A share market and HK stock market
quickly rebounded and then tumbled again. Investors felt the economic data
did not match their sector and microscopic observations. Demand in most
sectors was relatively weak and the spread of Omicron virus may slow
China’s growth in March. However, the surprise growth in 2M22 seems likely
to lower the probability of interest rate cut in near term, as the PBOC did not
lower the mid-term facility lending rates yesterday. This is definitely negative
for the property sector in a stressed condition. Yesterday, even the strongest
state-owned property developer saw its stocks fell to the lower limit.

Why did the Chinese offshore stocks slump sharply recently? Since the
outbreak of the Russia-Ukraine war, the logic behind the market slump has
continued to evolve. i) In the early stage, investors worried about the
commodity inflation and supply chain disruptions. Commaodity stocks rallied
and tech stocks slumped. ii) Then the market paid attention to sanctions on
Russia, short-term stagflation risk and medium-term recession risk.
Financials & consumer discretionary dropped sharply. iii) In the past two
weeks, the slump was caused by the panic about a possible financial
decoupling between US and China. The US sanctions on Russia shocked
the market and reminded those foreign investors in Chinese assets that a
similar risk may also exist for them. In the short term, the US may use the
threat of sanctions on Chinese companies as a leverage to pressure China
to comply with US sanctions on Russia. In the medium term, the US may
turn Taiwan into a pawn like Ukraine and undermine China’s peaceful
development. The US SEC’s move to include five Chinese companies listed
in US market into the temporary delisting list became the trigger for massive
selling of Chinese offshore stocks by foreign investors. The concerns about
the forced delisting of Chinese companies in US market and the Sino-US
financial decoupling rose sharply. There was a contagion of panic sales from
Chinese stocks in US to HK stocks and from offshore markets to A share
market. iv) In recent two days, the market started to concern about China’s
real estate market as the stocks of top leading developers started to tumble.
Meanwhile, the market was filled with policy rumors that are bad for Internet
companies and private hospitals, triggering a new round of selling.

When will the Chinese stocks see the bottom? The market has entered a
stage driven by investors’ extreme sentiment. The selling pressure of major
investors should determine when the Chinese stocks see the bottom. There
are four important factors related to the selling pressure. First is when the
investors with a decision to leave the market complete the sell-off. Second is
the dynamics of the Russia-Ukraine war and the negotiations between China
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and US. Third is about China’s economic fundamental and policy dynamics.
If China’s economy could gradually stabilize with stronger policy support, the
selling pressure should decline. Last is about the US Fed’s attitude towards
the monetary policy. After a severe slump, Chinese offshore stocks have a
very cheap valuation and may see a retaliatory rebound in the short term. To
see a sustainable upturn cycle, however, the market needs some changes in
the above factors.
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Figure 1. China’s VAIO and Service Output Growth

Figure 2: YoY Growth of FAI by Sector
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Figure 3: China’s FAI Growth by Sector Figure 4: Housing Sales by City
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Figure 5: Housing Sales, Starts & Land Purchase Figure 6: China’s Power & Metal Production
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Figure 7: Machine Tool & Auto Production

Figure 8: PBOC’s Policy Rates
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Figure 9: HK & China Stock Market Indexes Figure 10: % Change of A Share by Sector This Week
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Figure 11: % Change of A Share by Sector This Week
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Figure 12: Investor Base of HK AM & WM
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Figure 13: Short Transaction in HK Market Figure 14: Daily Southbound & Northbound Flow
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Figure 15: Current and 15-Year Percentile Levels of PE for Global Stock Indexes
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Figure 16: EPS Growth of Global Stock Indexes

Hang Seng index 4.1 (12.0) 6.7
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