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Highlights: assessing the impact of lockdowns on
economic data

Tommy Xie The struggle in Shanghai continues with some of the districts will go into “silent

period” again until 10 May. Nevertheless, Beijing reported zero new cases at the
community level outside control zone on Sunday for the first time in the past two
weeks.

Xied@ocbc.com

Herbert Wong

herberthtwong@ocbcwh.com Despite overall improving situation with daily new cases falling from the peak, the

disruption to overall economic activities has not lessened.

China’s logistics sector contracted further with its logistics performance index fell
to 43.8 in April from 48.7. Elsewhere, Domestic trips made during the five-day
Labor Day holiday fell by 30.2% yoy to 160 million trips while travel revenue fell by
43% yoy to CNY64.7 billion.

For this week, the release of China’s April data will offer investors first glimpse of
the full-blown impact of lockdowns in some cities.

On property, the latest PBoC data showed the improving credit support to property
developers in China. New loans to Chinese developers increased by CNY290 billion,
reversing the decrease in the previous quarters in 2021. The rise of outstanding
property development loan to a record high of CNY12.56 trillion showed easing
restriction of property loans to developers.

John Lee was formally confirmed as Hong Kong's next Chief Executive, after
receiving 1416 votes from the election committee. His term would start on 1 July
2022.

On economic front, the Financial Secretary announced to cut economic growth
forecast for Hong Kong this year, citing unfavourable factors such as the Fed’s
aggressive tightening, geopolitical tensions and elevated global inflation. The
previous economic growth forecast was set at 2%-3.5%, and revised figure will be
announced next week. Earlier on, we have also revised downward our GDP growth
forecast to 1.2% in 2022.

On data front, Hong Kong’s PMI rebounded back from 42.0 in March to the
expansionary zone at 51.7 in April, after three straight months of contraction, as
Covid cases fell substantially since late March. Reflecting the situation before the
local epidemic situation was under control, Hong Kong’s retail sales dropped by
13.8% year-on-year in March.
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Key Events and Market Talk

Facts

Beijing reported zero new cases at the community
level outside control zone on Sunday for the first
time in the past two weeks.

Hong Kong: John Lee was formally confirmed as
Hong Kong’s next Chief Executive, after receiving
1416 votes from the election committee. His term
would start on 1 July.

Hong Kong: The Financial Secretary announced to
cut economic growth forecast for Hong Kong this
year, citing unfavourable factors such as the Fed’s
aggressive tightening, geopolitical tensions and
elevated global inflation. The previous economic
growth forecast was set at 2%-3.5%, and revised
figure will be announced next week. Earlier on, we
have also revised downward our GDP growth
forecast to 1.2% in 2022.

The Hong Kong Monetary Authority (HKMA) raised
its benchmark interest rate by 50 bps, following the
rate hike by the US Federal Reserve. Major local
banks, on the other hand, kept their best lending
rate unchanged.

OCBC Opinions

The struggle in Shanghai continued with some of the districts
will go into “silent period” again for two days until 10 May.
Despite overall improving situation with daily new cases falling
from the peak, the disruption to overall economic activities
has not lessened.

The balance between short term economic cost and long term
benefit will be assessed by investors.

John Lee said that his top priority would be solving the
housing problem after assuming office, as the predicament
remained unresolved for the past two decades and were seen
as one of the deep-rooted social issues in Hong Kong. In his
manifesto, Lee stated that he would streamline procedures to
expedite land and housing development and keep home prices
steady.

Hong Kong’s housing remained one of the least affordable
worldwide. In the final quarter of 2021, the index of home
purchase affordability (i.e. the ratio of mortgage payment for
a 45-square metre flat to median income of households,
excluding those living in public housing) stayed high at 74%,
way above the long-term average of 47% over 2001-2020.
While the undergoing price correction in property market
(residential property price index down by 4.2% since
September 2021) should help to ease the affordability issue,
we believe the key of solving the housing problem remains in
increasing the long-term supply of land and housing.

While the domestic demand is recovering from the shock
wave of the local epidemic, the risks associated with the
external environment continues to pose threat to Hong Kong'’s
economy this year. In the first quarter of 2022, Hong Kong's
economy contracted by 4.0% over a year ago, on the back of
worsened Covid-19 outbreak and tightened social distancing
measures. We have revised downward our GDP growth
forecast to 1.2% in 2022, taking into account the weakened

external demand, China’ s slowing growth prospect and the

Fed’s aggressive monetary tightening.

We expect 50bp hike each at the June/ July FOMC meeting,
and 25bp hike each at September/ November/ December
meetings, bringing the Fed funds target rate to 2.50-2.75% at
year-end, a tad higher than the Fed’s perceived neutral level.
The HKMA is expected to raise the benchmark interest rate
accordingly. For Hong Kong dollar interbank rates, the 1-
month/3-month HIBOR currently stands at 0.1772% and
0.7489% respectively, little changed from a week ago as the
Fed’s rate hike was largely anticipated by the market. Based
on the expected Fed rate hike trajectory, we expect these
rates to reach 2.0% or above by year-end.

On HKD exchange rate, spot USDHKD grinded higher over the
past week and is trading around 5 pips below the 7.8500 level
on last Friday. We expect the pair to hit the weak-side
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convertibility undertaking soon, followed by HKMA’s foreign
exchange intervention. While we feel the market is partly
prepared for a foreign exchange intervention scenario, as it
comes it may still put some upward pressure on HKD interest
rates.

Key Economic News

Facts

China’s outstanding RMB property loan rose by 6%
yoy in 1Q to CNY53.22 trillion. Of which,
outstanding personal housing loan rose by 8.9% yoy
to CNY38.84 trillion while outstanding property
development loan fell by 0.4% yoy to CNY12.56
trillion.

China’s FX reserve fell by USS$68.3 billion to
USS$3.1197 trillion in April.

Domestic trips made during the five-day Labor Day
holiday fell by 30.2% yoy to 160 million trips while
travel revenue fell by 43% yoy to CNY64.7 billion.
China’s logistics sector contracted further in April
with its logistics performance index fell to 43.8
from 48.7 in April.

Hong Kong’s PMI rebounded back from 42.0 in
March to the expansionary zone at 51.7 in April,
after three straight months of contraction, as local
epidemic situation came under control. Business
sentiment took a turn for the positive, while both
new orders and output returned to expansion. We
expect PMI to stay above the boom-bust divide
taking into consideration the effect of consumption
voucher and more reopening measures down the
road.

Hong Kong’s retail sales extended year-on-year
decline in March, albeit at a slower pace of 13.8%.
The fall in consumer spending was largely due to
the uncontained local epidemic and extended social
distancing measures during that period. In real
terms, total retail sales dropped by a moderated
16.8% yoy in March, as compared to that of 17.6%
in February. For the first quarter of 2022, the fifth
wave of infection posed a significant drag on retail
sales, causing it to fall by 7.6% from a year ago.

OCBC Opinions

The latest PBoC data showed the relative easing credit
condition to property developers in China. New loans to
Chinese developers increased by CNY290 billion, reversing the
decrease in the previous quarters in 2021. The rise of
outstanding property development loan to a record high of
CNY12.56 trillion showed easing restriction of property loans
to developers.

The decline of FX reserve is mainly due to the correction of
global asset prices and sharp appreciation of the US dollars.
According to the SAFE, there is still net inflows into China in
April.

The sharp decline of tourist traffic was mainly due to
tightening people movement control amid the new wave of
Covid-19.

Both new orders and employment fell further in April due to
China’s tightened pandemic control. Nevertheless, business
expectation index remained in the expansion territory.

That said, foreign demand continued to fall amid supply chain
disruption caused by the lockdown measures in Mainland
China. Aside from that, hiring and purchasing activities
remained cautious, as recovery has yet to gather momentum.
Meanwhile, input prices climbed further alongside that of
purchase price and wages. Looking ahead, as Hong Kong
entered second phase of reopening and recovery started to
gather pace, most of the components are expected to rise
further in May.

Analyzed by retail outlet, aside from sales of items in
supermarket (+2.6% yoy in March), most of the outlets
continued to contract in sales, though around half saw
moderated declines. The retail market is likely to revive in the
next couple of months as local virus cases stayed low and
private consumption received further boost from the handout
of e-consumption vouchers. We expect to see Hong Kong’s
retail sales reverting to year-on-year growth in April on the
back of pent-up demand and stimulus measures.

Facts

RMB weakened further against the dollar last week
with the USDCNH breaking above 6.70.

OCBC Opinions

RMB’s weakness was driven by both idiosyncratic issue and
broad dollar strength. The unusual high correlation between
RMB and China’s equity performance reflects the rising
concern about weak growth prospect amid lockdowns.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase
or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without
notice. We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or
opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for
specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product
taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in
such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MiFID Il, as implemented in any jurisdiction).
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