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China Economy

Inflation beat expectation amid supply shock

China’s inflation beat expectations in March as the Russia-Ukraine conflict and
domestic epidemic caused supply chain pressure for grain and energy products.
Core CPI remained weak as domestic demand was hit by the epidemic and
housing market stress. China needs further monetary easing to boost its growth.
It is possible to see further easing of liquidity and credit supply in 2Q22.

CPI picked up with rising grain & energy prices, but core CPI remained
weak. Consumer price index (CPI) rose 1.5% YoY in March after rising 0.9%
YoY in February. From the MoM perspective, prices of flour, edible oil,
gasoline and liquefied petroleum gas respectively rose 1.7%, 0.6%, 7.2% and
6.9% in March, as the Russia-Ukraine conflict pushed up grain & energy
prices. But meat prices experienced sharp MoM declines as supply continued
to exceed demand. In March, core CPI declined 0.1% MoM as the epidemic
severely hurt the demand for some services. Specifically, prices of air tickets,
movie & show tickets, vehicle rental fees and travel service prices fell by 10%,
7.6%, 3.5% and 2.6% MoM.

PPI further slowed, but beat expectations with strong MoM growth. The
YoY growth of producer price index (PPI) slowed from 8.8% in February to
8.3% in March due to base effect. But the MoM growth rose from 0.5% to 1.1%
as the Russia-Ukraine conflict pushed up energy & metal prices. In March,
prices of oil & gas mining, petroleum & other energy products, non-ferrous
metals and coal mining respectively increased 14.1%, 7.9%, 2.7% and 2.5%
MoM.

CPI may mildly pick up while PPI would further slow down. With a
rebalance of supply and demand, food prices should moderately rebound in
the second half year. Service prices may slightly rise as demand resumes
from the epidemic shock. The CPI growth should mildly pick up. But the PPI
growth would further slow down due to base effect as well as a possible
decline of commodity prices in 2H22. We believe most commodity prices may
noticeably decline in 2H22 as the US Fed further tightens policy and supply
gradually resumes.

China needs further policy easing to boost growth. The higher-than-
expected inflation in March was mainly due to supply chain pressure and the
final demand remained weak in China. China needs further policy easing to
boost growth. It is possible to see further easing of liquidity and credit supply
in 2Q22.

Implications for the stock market. Chinese policymakers pay more attention
to energy and grain supply security after the Russia-Ukraine conflict. China has
planned to noticeably increase its coal output this year to restrain energy costs.
Meanwhile, China would increase fixed investment in oil & gas mining, pipelines
and photovoltaic & wind power generation. China will also increase investment in
agricultural technology especially in seed technology, which will benefit related
leading companies. To alleviate supply chain pressure caused by the epidemic,
the Chinese government has vowed to maintain orderly operation of transportation
network and logistics system. The moderate easing of monetary policy will
boost the market sentiment especially for sectors including property,
infrastructure investment and financials.
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Figure 1: MoM Changes of CPI by Items in March

Figure 2: Agricultural Product Price
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Figure 3: Pork Price and Production
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Figure 4: Live Hog Stock and Feed Production
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Figure 5: Core CPI Growth and 1Y T-bond Rates
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Figure 6: Growth of PPl in Energy and Steel
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Figure 7: MoM Change of PPI by Products Figure 8: Global Supply Chain Pressure
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Figure 9: Manufacturing Capacity Utilisation Figure 10: CUR for China’s Mineral Products
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Figure 11: CUR for China’s Equipment Industries Figure 12: Liquidity Easing & Credit Expansion
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Figure 13: Land Revenue and Infrastructure Investment

Figure 14: Fiscal Revenue and Expenditure

vy %) Yov(H)
55 A - 20
45 A - 15
35 \/ - 10
25 A -5
15 A \ -0
.| \ U\ -
®) - ' AV, ' \/\ (10)
(15) A - (15)
2017 2018 2019 2020 2021 2022

Local govemment land revenue (LHS)

Infrastructure investment (RHS)

YEY (%, 3 MA)

40
30
20 |

10 -'r\/\f\ [\“\,\ N _,,)lﬁ

(20) 1

(30) -
2017

2018 2019
Fiscal revenue

2020 2021 202
Fiscal expenditure

Source: Wind, CMBIGM

Figure 15: Global Money Supply and Commodity Price
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Figure 16: Leading Indicators for Global Economy
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