£)OCBC

OCBC Group Research

Greater China — Week in Review

Highlights: China is less sensitive to the
Iran War than many Asian peers

WTI has surged from the mid-$60s to above $100 per barrel within barely a
week, reflecting a sharp supply-shock repricing following the blockade of the
Strait of Hormuz. Given that roughly half of China’s crude oil imports originate
from the six Gulf producers whose exports pass through the Strait, the
disruption inevitably raises concerns over China’s energy security.

Nevertheless, we believe China may be less sensitive to a prolonged closure
of the Strait of Hormuz than many of its Asian peers for several reasons. First,
early reports suggest that some Chinese-linked vessels have been able to transit
the Strait without disruption. In addition, China has accumulated one of the
world’s largest strategic and commercial crude reserves, which should help
buffer the economy against short-term supply shocks.

Second, oil and natural gas play only a limited role in China’s electricity
generation. Together they account for roughly 4% of China’s power mix,
significantly lower than the average 40-50% share observed in many ASEAN
economies. In comparison, Japan, South Korea, and much of Southeast Asia face
roughly ten times the direct electricity-sector exposure to an oil and gas price
shock relative to China. China’s power system is primarily supported by coal,
hydropower, solar, wind, and nuclear energy, none of which are directly
affected by disruptions in Middle Eastern oil supply.

Third, China’s rapid transition toward electric vehicles and renewable energy
provides an additional structural hedge. With road fuel demand already
showing signs of peaking and renewable capacity expanding rapidly, China’s
sensitivity to oil price fluctuations is declining on a YoY basis. Over time, the
electrification of transportation and the expansion of renewable power
generation will further insulate the economy from oil-related shocks.

That said, China’s industrial sector is not immune. Petrochemical feedstock
prices remain closely linked to crude oil. Higher oil prices therefore translate
into higher input costs for plastics, synthetic materials, fertilizers, and a wide
range of chemicals that feed into China’s manufacturing supply chains.
However, petrochemical demand is relatively more flexible. Unlike electricity
consumption, which is critical for immediate economic functioning,
petrochemical demand can be partially deferred through project delays,
inventory drawdowns, or substitution via alternative feedstocks such as coal-
to-chemicals, an area in which China has invested heavily.

In short, China is less exposed to the first-order “lights-out” risks typically
associated with an energy crisis. However, it remains vulnerable to second-
order effects through higher input costs and inflationary pressure if elevated oil
prices are sustained. China’s energy structure provides resilience, but not
immunity.
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Interestingly, the Iran war could also provide an unexpected boost to China’s
reflation efforts. China’s PPl basket carries a significant weight in sectors such
as raw materials processing and chemical manufacturing, where crude oil
serves as a key upstream input. Historically, crude oil prices have exhibited one
of the strongest correlations with China’s PPl among major macro variables. As
oil prices rise, upstream producer prices typically respond quickly, suggesting
that the recent surge in crude may help push China’s PPI—and subsequently the
GDP deflator—back into positive territory sooner than previously expected.
This would be particularly meaningful given that China’s nominal GDP growth
slowed to around 4% last year amid persistent deflationary pressures.

Recent comments from the head of the National Development and Reform
Commission (NDRC) also provide an important reference point for
policymakers’ nominal growth expectations. The NDRC indicated that this year’s
GDP increment is expected to exceed RMB6 trillion. When viewed alongside the
fiscal deficit ratio of around 4% and an absolute deficit size of RMB5.89 trillion,
these figures offer a useful benchmark for assessing the government’s nominal
growth assumptions.

In our view, the numbers implicitly suggest that policymakers are expecting
nominal GDP growth to recover to around 5% this year, broadly consistent with
the 4.5%—5% real GDP growth target outlined in the Government Work Report.
By implication, this also indicates that policymakers expect the GDP deflator to
return to positive territory, signalling that reflationary pressures may gradually
re-emerge in the Chinese economy after a prolonged period of subdued price
dynamics.

China has lowered its 2026 GDP growth target from “around 5%” to a range of
4.5%—5%. The 4.5% lower bound can be interpreted as the minimum growth
rate required during the 15th Five-Year Plan (2026—2030) to keep China broadly
on track toward the 2035 goal of doubling per capita GDP relative to 2020. One
of the key highlights of this year’s Government Work Report is the introduction
of a comprehensive fiscal-financial coordination package aimed at boosting
domestic demand. As part of this initiative, authorities have established a
RMB100 billion special fund to support demand expansion through coordinated
fiscal and financial policy tools. The programme will combine interest subsidies,
financing guarantees, and risk-sharing mechanisms to improve credit
accessibility and encourage private sector participation in domestic demand-
related activities.

China’s fiscal impulse remained largely stable, slightly below market
expectation. The broad fiscal deficit ratio is estimated at 8.1%, representing a
decline of 0.3ppt from last year. For further details on the fiscal framework and
policy implications, please refer to the report we published last Thursday.

Hong Kong’s retail sales continued to see steady growth in January, increasing
by 5.5% YoY in value terms and 3.4% in volume terms, despite the fact that
Chinese New Year fell on February this year instead of January last year. Looking
ahead, stronger underlying economic fundamentals, a solid recovery in the
tourism sector, and ongoing sales promotion initiatives are expected to provide
further support to retail activities. We expect retail sales to register a mild
increase of around 4-6% in 2026, reflecting a gradual but broad-based recovery
in domestic consumption.
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Facts

WTI has surged from the mid-$60s to
above $90 per barrel within barely a week,
reflecting a sharp supply-shock repricing
following the blockade of the Strait of
Hormuz. Given that roughly half of China’s
crude oil imports originate from the six
Gulf producers whose exports pass
through the Strait, the disruption
inevitably raises concerns over China’s
energy security.

Facts

Hong Kong’s retail sales continued to see
steady growth in January, increasing by
5.5% YoY in value terms and 3.4% in
volume terms, despite the fact that
Chinese New Year fell on February this year
instead of January last year.

By Global Markets | 9 March 2026

Key Events

OCBC Opinions

Neveretheless, we think china may be less sensitive to the
prlonged closur of straits of Hormuz than many Asian peers for a
few reasons. First, it was reported that some of Chinese ships
managed to pass the straits untouched. Meanwhile, China has
accumulated one of the world's largest reserves which will help
China weather any short term shock.

Second, oil and gas have very limited role in China's power
generation with the comibined ratio accounted for only about
4%. This is much smaller than ASEAN's 40-50%. Japan, South
Korea, and Southeast Asian economies face 10x the direct
electricity-sector exposure to an oil/gas price shock compared to
China. China's grid runs on coal, hydro, solar, wind, and nuclear -
- none of which are significantly affected by the Iran war.

Third, China's EV/renewables transition provides an accelerating
hedge. With road fuel demand already in structural decline and
renewables growing exponentially, China's oil sensitivity is
declining year over year. Every quarter, the grid becomes more
insulated and the transport fleet becomes less oil-dependent.
Having said that China's industries are not immune.
Petrochemical feedstock prices are directly indexed to crude oil.
Higher oil prices raise input costs for plastics, synthetic materials,
fertilizers, and chemicals -- products that permeate every
manufacturing supply chain in  China. Nevertheless,
Petrochemical exposure is deferrable. Unlike electricity (where
disruption causes immediate social/economic damage),
petrochemical demand can be partially deferred -- projects can
be delayed, inventory can be drawn down, and alternative
feedstocks (coal-to-chemicals, which China has invested heavily
in) can partially substitute.

In summary, China is less vulnerable to the first-order "lights-
out" risk of an energy crisis, but equally vulnerable to the second-
order inflationary and industrial cost transmission of a sustained
oil price shock. The grid insulation buys resilience, not immunity.

Key Economic News
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Analyze by retail outlet, performance was generally mixed in
January, due to difference in the timing of the Chinese New Year.
Sales of “jewellery, watches and valuable gifts” and “consumer
durables” recorded the strongest expansion, at 31.1% YoY and
32.7% YoY respectively. Meanwhile, sales of “fuels”,
“department store” and “food, alcoholic drinks and tobacco”
saw notable declines. During the month, the city recorded 4.81
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million visitor arrival, marking a 1% YoY increase.

= Looking ahead, stronger underlying economic fundamentals, a
solid recovery in the tourism sector, and ongoing sales
promotion initiatives are expected to provide further support to
retail activities. We expect retail sales to register a mild increase
of around 4-6% in 2026, reflecting a gradual but broad-based
recovery in domestic consumption.
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