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Monthly Economic Data Wrap - May 2022:
Chinese growth remains under pressure as global financial tightening stalls
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Highlights:

m  While Covid control measures continue to weigh on the Chinese economy, an
acceleration in policy support is expected to boost the economy later in the year:
Industrial production and consumption fell more than expected in April as the
unemployment rate rose and the property sector remained soft, reflecting
continued headwinds from lockdowns and disruptions to logistics. High frequency
data for May has shown some relief in traffic and supply chains; moreover, PMI
improved. Meanwhile, policy support has been gathering pace. We expect more
fiscal support and accelerated infrastructure construction, which is projected to
grow 10% YoY and play a key role in supporting growth in 2H22F. As fiscal policies
have been pre-loaded this year, and with downside pressure on the economy
calling for additional support, we foresee the need for an increase in the annual
fiscal envelope, either through an increase in the effective on-budget deficit
financed by more funding from the infra-budgetary fund, or else by advancing
the usage of next year's bond quota. We expect economic growth fo slow
significantly, from 4.8% YoY in 1Q22 to 3.7% YoY in 2Q22F, before bouncing back
to arrive at our full-year growth forecast of 4.8%.

®m  Monetary policy likely to remain accommodative while price dynamics remain a
constraint to rate easing. We expect monetary policy to remain reliant on
structural tools to support targeted credit expansion. LGFV debt is likely to benefit
from looser credit policies. We also anticipate continued relaxation in financial
and purchasing restrictions on the property sector. However, property sales may
remain weak due to muted household income growth, and offshore property
bonds will need more time to recover.

m Fed continues to tighten as expected. Upward pressure of UST rates eased in
recent weeks as a hawkish Fed was fully priced in, in line with our expectation.
We expect the Fed to continue with rate hikes at coming meetings, adding a total
of 225 bp to ifs key policy rate this year, and starting its balance sheet runoff in
June. However, as US inflation pressure peaks while the US economy cools, the
likelihood the Fed will adjust its tactics to become less hawkish later in the year is
rising. This would limit upward pressure on rates in the coming months. We keep
our end-2022F projections of 2- and 10-year UST yields of 2.7% and 2.9%,
respectively, implying limited upward pressure on rates in 2H22F. However, sticky
inflation suggest rates could rise further in the coming years.

®m  RMB exchange rate has risen against a slightly weaker dollar. RMB deprecation
against the USD since late April, mainly reflects the strong dollar and the regional
impacts of a dramatically weakening JPY. As the USD exchange rate refreated
from its recent peak, the USDRMB rate appreciated modestly. We expect a
weaker dollar later in the year as other central banks enter tightening cycles while
the US economy slows. In addition, the global trade cycle and the recovery in
domestic growth will lend support to China's balance of payments. We maintain
our year-end USDRMB forecast of 6.4.

Data releases and events in June: On the international front, our focus is on inflation
and employment data from Europe and the US, the Russia-Ukraine crisis, and global
supply chains. Now more than ever it will be critical to gauge the Fed stance from its
speeches. Most policymakers now support a 50bp rate increase at each of the June
and July meetings, but a divergence exists in the hiking path later this year.
Domestically, economic activity in May is likely to remain soft, but the resumption of
work and production in Shanghai, and the details and implementation of pro-growth
policies may provide some support, laying the foundation for a rebound in the
coming months.
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LSRG RITRFL TR 19%. HRITUBRRI N E, BHRMGEERITRETHRT 70% L, HAELEUSMIF
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1 “Can liberalizing tfrade reduce US CPI inflation? Insights from an economywide analysis”, Peterson Institute for
International Economics, Mar 2022
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SR BRI k. ST HMTAIREHE B M KA 5 A RSN RTILER, REEIAR. HEEEN
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Hirh ML PREIE (FER)

1A31H 2H28H 3H31H 4H30H 5A30H 1H31H 2H28H 3H31H 4H30H 5H30H
2%5% LIBOR - 3 A (%) 0.31 0.50 0.96 1.33 1.60 10.0 19.5 45.7 37.3 26.3
2% EHRIEX - 1 4E(%) 0.78 1.01 1.63 2.10 2.01 39.0 23.0 62.0 47.0 9.0
2% E RIS - 2 4E(%) 1.18 1.44 2.28 2.70 2.47 450 26.0 84.0 42.0 -23.0
2 E EFRREEK - 3 4E(%) 1.39 1.62 2.45 2.87 2.64 42.0 23.0 83.0 42.0 -23.0
L EEFRREEK - 5 4E(%) 1.62 1.71 2.42 2.92 271 36.0 9.0 71.0 50.0 -21.0
2% E E S - 10 48(%) 1.79 1.83 2.32 2.89 2.74 27.0 40 49.0 57.0 -15.0
2 E EFR X - 30 4£(%) 2.1 2.17 2.44 2.96 2.97 21.0 6.0 27.0 52.0 1.0
ERAT ) B 2 ] U A 3 2.30 2.27 2.25 1.94 1.75 -30.9 3.4 -1.9 -44.4 -18.8
(RO07)(%)
17 25k AU o 3128 [ ) 2 2.10 2.11 2.08 1.81 1.64 -6.6 1.0 -3.8 -29.9 -17.5
(DROO7)(%)
SHIBOR - 3 A (%) 2.46 2.37 2.37 2.22 2.00 4.4 8.6 0.3 -15.6 -22.0
o [ A5 U 253 - 2 4E (%) 2.13 2.26 2.31 2.35 2.23 -24.1 12.4 53 38 -11.3
o [ A0 253 - 10 4E (%) 2.70 2.78 2.79 2.84 2.72 7.6 7.5 1.3 5.1 -11.6
%45 (DYX Index) 96.54 96.71 97.79 102.96 101.67 0.9 0.2 1.1 47 -1.3
AR S350 (AR AH) 6.36 6.31 6.37 6.59 6.66 0.1 0.8 0.9 37 1.2
HHAHIE: R, CEIC, 71, #MRIE5TIEH
R 2: PREFETLMARITBHFH I

H' (Z3$1) HRITE (LF5n) HEig (ZFn)

214 B¥ 2H28H 3H31H 4H30H 5H30H 2H28H 3H31H 4H30H 5H30H
N E I 10493 9974 54 148 123 59 103 289 305 219
- Hip= 1893 1696 5 24 12 6 41 73 72 9
- Ak 840 919 5 46 56 10 9 14 27 13
- 4l 3649 3575 26 57 93 39 28 105 104 50
rhESETO BRI - BN -32 26 164 167 163 174 11 3 -3 11
(bps)
P SETOMAI2E* - Rk 1015 266 2280 2150 2077 2042 214 -130 -73 -35

(bps)
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