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China Economics Update: April data disappoints but policy support is on the way
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Production and retail sales declined sharply in April as Covid controls took a toll, even as
investment held up. The decline in IP was led by auto and equipment, sectors for which
Shanghai is a main production hub. Retail sales also declined across the board, including
both offline services and online sales, pointing to the impact of stringent control measures.
By comparison, corporate capex and public investment remained sfrong, offsetting further
slowdown in property investment.

Policy likely to focus on containing risk in the near-term, with a growth push expected to take
place later in the year. Monetary policy eased through targeted sectoral support, including
fo housing, although price pressure remains the constraint on large liquidity easing and/or a
rate cut. On the fiscal side, the government has announced relief measures to assist SMEs,
and public investment has stayed strong. We expect near-term economic policy to focus on
stabilizing supply chains and the job market while managing liquidity pressure, as the
government prioritizes its “zero-Covid” strategy. A robust pro-growth strategy remains on the
cards, in our view, awaiting the moment the Omicron variant is deemed to have been
brought under control.

We expect data improvement to take time, and so mark down our annual growth forecast.
As daily new confirmed Covid cases were reported have already passed a recent peak, the
recovery is likely already underway. However, a full exit will take time, and the rise in the
jobless rate may delay the recovery. We continue to expect a strong rebound in activities in
2H assuming solid fiscal support and corporate capex. We lower our 2Q and full-year GDP
forecasts to 3.7% and 4.8% YoY, respectively, from our earlier forecasts of 4.5% and 5.0% YoY.
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Industrial activity and retail sales plummet in April

Industrial production (IP) contracted 2.9% YoY in April, a much weaker reading than the
market expectation of 0.5% YoY growth and 5.0% YoY growth in March. The result is also
well below the 1.1% YoY decline witnessed in March 2020. On a sequential basis, IP
plunged 7.1% MoM, against an average pace of 0.4% MoM in January-March. Changes
by sector include the following.

®  Mining delivered the strongest growth among the sectors at 9.5% YoY in April, a
modest slowdown from 12.2% in March. Electricity and utility production was sofft,
rising only 1.5% YoY, down from 4.6% YoY the previous month.

®  Manufacturing production plummeted 4.6% YoY, down from a 4.4% YoY gain in
March, likely reflecting stringent Covid confrol measures and supply disruptions.
IP growth in energy-intensive sectors declined slightly from already low growth.
Sectors that were on solid growth fracks in previous months also fell (Fig 1). For
instance, general equipment manufacturing fell 15.8% YoY while electric
machinery and computer and electronic equipment manufacturing growth
eased notably from the prior month.

m  Automobile production growth declined 31.8% YoY in April versus a 1% decline
in March., although production of new energy vehicles held up with strong 42.2%
YoY growth in April.

Retail sales weakened further. Headline retail sales fell further into contraction territory,
down 11.1% YoY in April after confracting 3.5% in Mar, short of the downbeat market
expectation of a 6.2% YoY decline. The declines were broad-based: sales of
merchandise goods plunged 9.7% YoY in April while catering confracted 22.7% YoY.
Online sales swung fo a 1.0% YoY contraction in April, compared with a 2.7% YoY
expansion in Mar (Fig 2).

Compared with March, the deceleration in consumer goods sales was seen across most
categories, including household electric appliances, auto sales, cultural & office goods,
and petro-related products. The only exceptions were Covid-related categories such as
food & beverage, and Chinese & western medicine, reflecting strong stay-at-home
demand.

FAI growth sustains

April FAl data came in af 6.8% YoY YTD, down from a gain of 9.3% in March but roughly
in line with the market expectation of 7.0%. In April alone, FAl growth eased moderately
to 6.6% YoY from 7.1% YoY in March. By category, we noted the following changes (Fig
3):

m Traditional infrastructure (such as fransportation, postal services, water and
environmental infrastructure ) investment picked up 3.0% YoY in April versus
8.8% YoY in March. Investment in electricity, gas, and water production & supply
slowed dramatically to 2.3% YoY after having surged 24.4% YoY in March. Broad
infrastructure investment(which includes electricity, gas & water production and
supply in addition to traditional infrastructure) was up 2.8% YoY, but down 8.6ppt
from growth March.

m  Real estate investment contracted by a further 10.1% YoY in April, deepening the
2.4% YoY loss the prior month. For the first four months of this year, real estate
investment plunged 2.7% YoY YTD despite the recent relaxation in property
policy.

®  Manufacturing FAI growth was solid although momentum cooled. Investment
rose 6.4% YoY in April compared with 11.9% in March. Expansion in high-tech
manufacturing investment is still strong, picking up 22% YoY YTD in January-April.
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Property indicators slump

In YOY terms, property starts and sales contracted further, falling 44.2% and 39% YoY in
Agpril, respectively, much worse than the declines in March as Covd-related lockdown
measures sapped housing demand despite further policy relaxation.

Our view:

The sharp slowdown in IP and retail sales reflect Covid resirictive measures that have
interrupted logistics. Given the lockdown in Shanghai and more stringent Covid-related
measures applied to major cities, faltering April activity was to be expected, although
the severity clearly overshot market expectations. For instance, the sharp contraction in
auto production was consistent with reported shutdowns at auto factories in and
around Shanghai, which account for around 10% of national production capacity.
Similarly, as Shanghai and the Yangtze River Delta are production hubs for electronics
and equipment, the logistics disruptions in those regions had an outsized effect on
equipment and electronics production and exports last month. Meanwhile, corporate
capex, esepecially in high-tech areas has held up, suggesting that structural force in
support of growth remains in place.

Improvement in the data will take time. The number of new cases and symptomatic
cases in China both fell by more than 30% from a day earlier on 15 May. Over the
weekend, Shanghai announced it would begin reopening businesses gradually starting
from 16 May, which would allow for some normalization of activities. In fact, freight and
logistics have already seen moderate improvement (Fig 4). It was reported that daily
container throughput at the Port of Shanghai had reached 3.09mn TEU in April, or 82.4%
of the same month last year, with throughput continuing to recover in May. However, a
full exit from the lockdown will take time, and so activities in May are likely to remain
under pressure. The weak job market will also delay the rebound in private demand. The
surveyed jobless rate climbed to 6.1%, its highest level since February 2020 (Fig 5), which
will imit household income and consumption growth, and likely dent the recovery in the
housing market (Fig 6).

More policy support to manage near-termrisks and shore up growth. Government bond
issuance and infrastructure activities have been strong so far this year. Indeed,
infrastructure investment remained solid in April, consistent with the uptick in fiscal
support. Targeted support for SMEs, including options to delay rental fee payments, a
move that could alleviate the cost burden on enterprises by over RMB90b, has been
rolled out. We believe targeted policy measures will continue to be rolled out in the
coming months, which will likely prioritize stabilizing supply chains and jolbb market, as well
as to provide the necessary liquidity support for the economy.

Monetary policy will likely to stay accommodative, although the inflation trend will limit
the scope for further liquidity easing or rate cuts. Instead, more structural tools such as
relending have been deployed to support industrial sectors and alleviate logistics
bottlenecks. Housing policies have also eased: over the weekend the PBoC lowered the
floor for new mortgage loan interest rates for first-home buyers to 4.4%, from 4.6%
previously. In our view, recent housing policies continue to aim at cushioning the liquidity
crunch facing developers, rather than signaling a turn in policy towards stimulating the
housing market.

We lower our GDP forecast in view of today’s weak data. In parficular, we mark down
our forecast for 2Q GDP growth to 3.7% YoY, from 4.5%YoY. Strong fiscal support points
to growing momentum post lockdowns, with growth likely to rebound strongly in 2H.
Overall, we expect GDP growth to slow down to 4.8% YoY this year, compared with our
earlier forecast of 5.0% YoY.
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Fig 1: Manufacturing activities hit hardest by
lockdown measures
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Fig 2: Retail sales weaken across board in April
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Fig 3: Despite slowing slightly, ex-property FAI
growth has proven resilient
FAl by sector (%YoY)
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Fig 4: Road transportation is on track to recover
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Fig 5: Unemployment rate picked up further
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Fig 6: Home sales continued to weaken
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