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China Economy

Sharp deterioration of industrial profit amid lockdowns

Total profit growth of China’s mining, manufacturing and public utility industries
slowed sharply from 8.5% YoY in 1Q22 to 3.5% YoY in 4M22. In April, profits in
mining rose 141.5% YoY and those in manufacturing and public utility
respectively dropped 22.5% and 26.3% YoY due to economic collapse amid
lockdowns. By sectors, energy, non-ferrous metals and consumer stables
maintained strong or stable profit growth amid high commodity inflation. But most
manufacturing industries experienced sharp deterioration of earnings because of
weakening demand and soaring material costs. We expect industrial profits to
remain weak in 2Q22 and gradually improve in 2H22. We revise down our
forecast for the industrial profit growth in 2022 from 10% to 6%. In the stock
market, most sectors will see downward revisions of their 2Q-3Q earnings in next
few months. But stock prices may have already gradually priced in this factor.

B Profit growth in commodity sector remained strong amid inflation effect.
Operation income of coal mining, petroleum & natural gas, non-ferrous metal
ores and non-ferrous metal smelting & pressing respectively grew 64.1%,
46.8%, 23.1% and 21.4% YoY in 4M22, compared to the YoY growth of 60.8%,
46.6%, 24.4% and 24.4% in 1Q22. Their pre-tax profit growth reached 199.3%,
138%, 62.9% and 40.3% YoY in 4M22, versus the corresponding growth of
189%, 151.1%, 74.8% and 52.9% YoY in 1Q22. Dampened by supply chain
disruptions and low capacity investment, high commodity inflation has lasted
longer than expected. Commodity inflation may remain high in 3Q22 and
gradually decline in the medium term. Income & profit growth in commodity
sector should follow a similar pattern.

B Profits in consumer staples maintained relatively steady growth amid
stable demand. Operation income in food, liquor, beverage & tea and
tobacco product increased 7.4%, 9.3% and 9% in 4M22, versus the
corresponding growth of 8.7%, 13.3% and 10.1% in 1Q22. Their profit growth
reached 10.8%, 20.9% and 7.9% in 4M22, compared to 13.3%, 25.6% and
9.4% in 1Q22. Looking forward, demand for consumer staples should remain
stable as those sectors have pricing power in face of rising material costs.
Profits in consumer staples could remain stable growth in the future.

B Profits in most manufacturing sectors deteriorated due to weakening
demand and rising material costs. The lockdowns amid Covid-zero policy
has disrupted supply chains and hurt demand & confidence. Operation income
in furniture, ferrous metal smelting & pressing, general purpose machinery,
automobile and other transport equipment dropped 0.5%, 1.2%, 3%, 8.8% and
0.1% YoY in 4M22 after rising 3.2%, 2.1%, 2.7%, 0.9% and 2.2% YoY in 1Q22.
Pre-tax profit in paper & paper products, petroleum & coal processing,
medicines, ferrous metal smelting & pressing, metal products, general
purpose machinery, automobile and other transport equipment respectively
dropped 49.5%, 29.4%, 13.7%, 55.7%, 8%, 24%, 33.4% and 13.3% YoY in
4aM22.

B Industrial profit growth may remain weak in 2Q22 and gradually resume
in 2H22. We expect Covid-zero policy to remain till the 20t Party Congress.
It will continue to restrain the recovery speed of economy and point to a
gradual improvement of corporate earnings in the second half year. We revise
down our forecast for the industrial profit growth in 2022 from 10% to 6%. In
the stock market, most sectors will see downward revisions of their 2Q-3Q
earnings in the next few months. But stock prices may have already priced in
this factor.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk

ME LR S

CMB INTERNATIONAL

If W7 % i W WooB W

A Wholly Owned Subsidiary Of China Merchants Bank

Bingnan YE, Ph.D
(852) 3761 8967
yebingnan@cmbi.com.hk

Operation income YoY (%, YTD)
60 1

50 o
40 1 /\f
30 1

20 1 /V

o l— |
(10) A \/‘\——f'j
(20) 1
(30) -

2019 2020 2021 2022
Manufacturing Public utility

Source: NBS, CMBIGM

——Mining

Total profit YoY (%, YTD)
250 1

200 A

150 A [/\r
100 A
50 A

i \I\ \.,—f-"/ I
(50) -
2019 2020 2021 2022
= Mining Manufacturing Public utility

Source: NBS, CMBIGM

Total profit as % of operation income
30 1
25 4
20 A
15
10

5

0

2019 2020 2021 2022
Manufacturing Public utility

Source: NBS, CMBIGM

= Mining



CMB INTERNATIONAL

30 May 2022 @EJMEE ﬁ

i
1 Subsidiary Of China Merc

Figure 1: Operation income growth of China’s industries

YoY(%) 2/3Y CAGR(%)
2019 2020 2021 2M22 2M22 1Q22
Mining 48 (10.6) 36.0 39.0 422 43.0 | 103 17.2 17.3 17.7
Coal 3.9 (12.0) 44.6 55.1 60.8 64.1 12.8 22.4 22.1 23.1
Petroleum & Natural Gas 1.8 (20.9) 33.3 414 46.6 46.8 2.7 12.5 14.0 14.1
Ferrous Metal Ores 13.1 7.1 48.3 (9.8) (10.3) (12.2) | 26.0 11.6 11.6 11.6
Non-ferrous Metal Ores (1.8) (38.1) 153 235 244 231 5.7 10.9 10.9 11.3
Non-metal Minerals 6.4 (1.6) 11.3 119 110 7.7 4.7 7.5 8.2 7.7
Manufacturing 4.3 (1.2) 221 124 11.0 7.5 9.8 10.7 9.6 9.3
Agricultural product processing 4.5 2.4 14.0 2.5 3.7 3.5 8.0 7.1 7.0 7.4
Food 7.0 2.4 9.7 10.0 8.7 7.4 6.0 7.2 7.3 7.1
Liguor, Beverage & Tea 6.9 (3.5) 134 16.8 133 9.3 4.6 7.9 7.6 6.6
Tobacco 8.3 5.1 7.1 9.1 10.1 9.0 6.1 12.5 10.2 9.1
Textile 09 (105 12.8 137 9.4 7.5 0.5 3.2 1.0 1.8
Textile Apparel 1.5 (13.5) 9.0 12.2 9.3 8.1 (2.9 (0.7 (0.9 (0.0)
Leather, Furs & Related Products 4.2 (16.3) 8.5 129 10.8 7.9 4.7) (0.6) 0.4 0.5
Timbers, Wood & Rattan Products 0.7 (7.2) 13.0 6.7 7.4 5.2 2.4 5.6 6.1 5.5
Furniture 4.4 (9.2) 18.0 6.9 3.2 (0.5) | 3.5 3.6 3.3 3.1
Paper & Paper Products (3.6) (5.00 18.0 4.7 4.5 2.3 5.9 5.9 4.6 4.9
Recording Media Printing 1.1 (6.5) 12.7 6.3 3.8 0.9 2.7 3.5 2.0 2.6
Cultural, Educational & Sports Goods | 4.5 (75) 178 147 111 4.2 4.4 6.6 5.6 4.3
Petroleum & Coal Processing 3.0 (13.6) 326 242 245 234 7.0 10.3 10.7 11.0
Chemical Materials & Products (0.6) (6.9) 328 27.7 241 20.7 |11.2 1338 12.7 12.7
Medicines 8.4 1.6 24.4 2.3 5.5 4.1 12.4 8.8 8.7 8.1
Chemical Fibres 40 (13.8) 333 146 149 112 7.2 6.8 6.4 6.5
Rubber & Plastic Products 2.6 (400 171 5.5 3.8 1.2 6.0 7.1 5.6 5.7
Non-metallic Mineral Products 125 (2.0) 16.8 9.5 9.4 6.1 7.0 8.5 8.1 7.6
Ferrous Metal Smelting & Pressing 8.5 1.2 40.7 3.6 2.1 (1.2) | 19.3 11.9 11.1 11.5
Non-ferrous Metal Smelting & Pressing 7.6 15 358 264 244 214 |174 174 17.0 17.8
Metal Products 5.5 (2.8) 277 122 10.7 7.3 120 114 9.5 10.0
General Purpose Machinery 3.5 0.8 20.3 5.9 2.7 (3.0) | 10.2 8.6 6.0 5.4
Special Purpose Machinery 6.7 5.2 17.4 9.0 4.7 0.3 11.1 117 8.6 8.4
Automobile (4.2) 05 11.3 6.5 0.9 (8.8) | 5.8 9.2 6.1 3.1
Other transport equipment 8.0 (1.6) 14.0 2.9 2.2 (0.1) | 5.9 5.5 4.8 4.6
Electrical Machinery & Equip 5.5 0.4 275 252 239 203 | 131 17.2 15.0 15.3
Computers, Telecom Equip & Electron| 5.4 7.4 16.3 8.5 9.5 7.0 11.8 13.0 12.2 11.4
Instruments & Meters 7.4 2.1 18.9 10.3 7.4 2.7 10.2  10.9 7.4 7.2
Public utility 7.1 (0.6) 15.7 16.9 17.2 17.6 7.2 9.8 10.2 10.0
Power 5.9 0.4 142 156 16.0 16.5 7.1 9.4 10.0 9.8
Gas 16.6 (9.2 27.1 26.6 26.2 27.1 7.4 11.6 10.9 10.8
Water 9.4 4.1 16.6 7.8 8.6 6.5 10.2 9.9 10.1 9.5

Source: NBS, CMBIGM
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Figure 2: Total profit growth of China’s industries

YoY (%) 2/3Y CAGR(%)
2019 2020 2021 2Mm22 2M22 1Q22

Mining 1.7 (315) 190.7 132.0 147.8 1459 | 41.1 49.6 47.1 47.9
Coal (2.4) (21.1) 2127 1553 189.0 199.3 | 57.1 61.7 57.9 61.1
Petroleum & Natural Gas 1.8 (83.2) 5847 156.7 151.1 138.0 | 7.3 31.3 33.4 31.6
Ferrous Metal Ores 3965 749 1135 155 174 95 93.2 854 75.4 65.4
Non-ferrous Metal Ores (28.8) 14.7 445 490 748 629 | 287 34.7 31.1 30.6
Non-metal Minerals 6.1 4.2 233 305 294 16.7 | 133 17.7 17.4 14.4
Manufacturing (5.2) 7.6 31.6 4.2) (21) (8.3) | 19.0 20.6 15.5 12.8
Agricultural product processing | 3.9 5.9 92 (29.4) (229) (10.2)| (1.9 1.7 3.4 7.9
Food 9.1 6.4 (0.1) 123 133 108 | 3.1 7.9 7.8 7.1
Liquor, Beverage & Tea 10.2 8.9 241 325 256 209 | 163 19.8 17.1 15.3
Tobacco 1.3 254 3.3 9.1 9.4 79 |138 222 18.6 15.8
Textile (10.9) 7.9 4.1 131 140 1.0 6.0 3.7 (0.7 1.9)
Textile Apparel (9.8) (21.3) 144 5.0 10.9 1.9 (5.1) @4.6) (3.5 (2.9)
Leather, Furs & Related Produg (1.9) (20.7) 15 (2.7 39 1.6 |[(10.3) (76) (4.9 (5.2)
Timbers, Wood & Rattan Prody (6.2) (8.8) 13.1 1.6 3.7 (0.8) | 1.6 (3.0) (1.0 (1.9
Furniture 108 (111) 09 (152) 04 2.9 5.3) (.1) (3.9 (0.9
Paper & Paper Products 9.1) 21.2 6.9 (57.7) (49.3) (49.5)| 13.8 (2.4) 0.6 0.7
Recording Media Printing 4.1 G.7) (04 1120 (7.3) (119 31) @7 (6.3 4.2)
Cultural, Educational & Sports ¢ 9.9 (9.2) 192 105 7.1 0.8 4.0 1.3 1.9 (0.6)
Petroleum & Coal Processing | (42.5) (26.5) 2242 (39.6) (29.8) (29.4) | 54.4 (146.5) (185.1) (192.8)
Chemical Materials & Products| (25.6) 209 878 273 184 148 |50.7 36.8 31.6 30.5
Medicines 59 128 779 (17.6) (8.9) (13.7)| 417 128 13.2 12.9
Chemical Fibres (19.8) (15.1) 1492 (32.7) (54.9) (53.6)| 45.5 10.6 5.9 11.3
Rubber & Plastic Products 120 244 (29 (31.8) (29.6) (30.9)| 9.9 8.7 5.3 3.7
Non-metallic Mineral Products | 7.5 2.7 14.3 5.2 11.0 2.9 8.3 7.4 7.4 5.2
Ferrous Metal Smelting & Presq (37.6) (7.5) 755 (56.5) (49.7) (55.7)| 27.4 1.9 2.8 (3.3)
Non-ferrous Metal Smelting & f 1.2 203 1159 638 529 403 |61.2 96.0 82.7 69.8
Metal Products 5.9 4.1 287 (0.6) 0.0 (8.0) | 15.7 127 9.7 8.5
General Purpose Machinery 3.7 13.0 83 (15.7) (17.0) (24.0)| 10.6 10.0 2.9 1.6
Special Purpose Machinery 129 244 102 4.0 4.8 (0.8) | 171 32.6 18.9 195
Automobile (15.9) 4.0 1.9 (9.9) (1190 (334)| 29 69.0 18.1 (6.3)
Other transport equipment 11.9 (1.5 (15.9) (34.7) (15.3) (13.3)| (9.0) (0.6) (0.8) (2.5)
Electrical Machinery & Equip 10.8 6.0 12.2 5.7 104 7.7 9.1 21.3 16.0 15.6
Computers, Telecom Equip & H 3.1 17.2 389 (7.3) 2.8 (29) | 27.6 93.3 29.7 27.6
Instruments & Meters 59 116 110 (149 (74) (11.8)| 11.3 20.9 9.3 9.1
Public utility 154 49 (41.9) (45.3) (30.3) (29.3)]|(21.9) (12.9) (7.9 (8.1)
Power 190 34  (571) (49.1) (35.2) (33.0)|(33.4) (16.0) (12.2) (11.8)
Gas 0.6 7.7 184 (32.0) (14.6) (16.6)| 129 (2.2) 113 8.1
Water 56 16.5 48 (25.7) (5.00 (1709|105 3.0 10.9 4.4

Source: NBS, CMBIGM
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Figure 3: Gross margin ratio of China’s industries
(%) 2018 2019 2020 2021 1Q22 4M22

ct ®
Of China Mercha

Mining 28.1 27.2 259 34.6 38.7 39.0
Coal 28.8 275 29.6 38.3 39.7 40.1
Petroleum & Natural Gas 39.2 37.8 234 38.0 52.7 53.0
Ferrous Metal Ores 17.3 20.8 21.3 254 21.7 22.4
Non-ferrous Metal Ores 23.8 22.6 28.6 314 334 33.4
Non-metal Minerals 21.7 23.1 24.3 26.5 254 25.3
Manufacturing 15.9 15.7 16.0 16.0 15.3 15.0
Agricultural product processing 10.4 9.9 9.7 8.7 8.3 8.3
Food 21.6 22.5 22.6 21.3 211 20.9
Liquor, Beverage & Tea 31.0 32.7 34.2 31.8 35.6 34.2
Tobacco 64.2 65.9 68.6 69.9 735 73.0
Textile 10.9 1.4 12.4 12.2 10.9 10.6
Textile Apparel 15.2 15.0 14.9 15.0 14.8 14.4

Leather, Furs, Down & Related Produ| 13.5 13.9 13.8 13.6 13.4 13.2
Timbers, Wood, Bamboo & Rattan P 12.0 11.3 10.9 10.6 94 9.3
Furniture 16.6 174 17.0 16.9 16.1 15.9
Paper & Paper Products 13.7 13.8 15.2 14.2 11.9 11.9
Printing, Reproduction of Recording N 16.1 16.8 16.6 16.1 15.1 15.1
Cultural, Educational & Sports Goods| 13.1 13.8 13.8 13.8 13.0 13.0
Petroleum, Coal & Other Fuel Procesy 18.7 15.8 16.8 18.7 17.3 16.8

Chemical Materials & Products 16.8 16.2 17.0 18.4 17.2 17.0
Medicines 416 435 431 46.7 424 421
Chemical Fibres 9.7 9.0 8.9 11.6 79 7.5
Rubber & Plastic Products 14.1 14.9 17.0 15.8 14.3 14.2
Non-metallic Mineral Products 17.9 18.0 17.9 17.7 16.0 16.0

Ferrous Metal Smelting & Pressing 1.1 8.1 7.8 84 6.1 6.0
Non-ferrous Metal Smelting & Pressin 6.7 6.3 6.9 8.1 8.0 8.0

Metal Products 124 12.9 12.8 12.5 11.6 1.4
General Purpose Machinery 17.3 17.7 18.5 17.9 16.9 16.8
Special Purpose Machinery 18.9 20.9 21.8 21.0 20.9 20.9
Automobile 15.9 15.6 15.4 14.6 14.0 13.3
Other transport equipment 15.5 15.6 15.7 15.0 14.0 13.7
Electrical Machinery & Equip 15.9 16.2 15.9 14.7 13.2 13.1
Computers, Telecom Equip & Other § 12.3 12.7 13.1 14.0 12.6 12.5
Instruments & Meters 222 244 25.2 25.2 234 23.2
Public utility 105 118 123 8.3 84 8.7
Power 94 10.9 114 6.8 7.6 7.9
Gas 13.9 13.1 14.0 124 9.0 9.1
Water 2713 269 265 258 @ 239 24.5

Source: NBS, CMBIGM
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Figure 4: Total profit to operation income ratio of China’s industries
(%) 2018 2019 2020 2021 1Q22 4M22

ct N
Of China Merct

Mining 115 114 9.2 18.2 24.5 25.2
Coal 1.7 11.4 1.1 21.3 25.0 26.3
Petroleum & Natural Gas 18.7 18.5 3.9 18.5 35.5 34.8
Ferrous Metal Ores 2.2 6.2 9.6 13.3 171 17.2
Non-ferrous Metal Ores 11.3 9.0 13.3 16.6 21.5 214
Non-metal Minerals 7.9 8.7 9.3 10.7 8.7 9.0
Manufacturing 6.1 5.6 5.9 6.5 54 5.5
Agricultural product processing 44 4.0 4.2 3.5 2.8 3.1
Food 8.3 8.8 9.1 7.8 8.3 8.2
Liquor, Beverage & Tea 13.5 14.5 16.3 16.5 16.6 15.9
Tobacco 8.8 8.3 10.1 9.7 14.9 14.7
Textile 4.5 4.2 4.9 4.7 3.3 3.3
Textile Apparel 5.8 5.5 47 5.2 41 4.3
Leather, Furs, Down & Related Products 59 59 55 5.2 4.7 4.7
Timbers, Wood, Bamboo & Rattan Produc{ 5.2 4.4 4.1 4.1 3.2 3.2
Furniture 6.0 6.5 6.1 54 3.9 4.3
Paper & Paper Products 5.5 5.1 6.4 5.9 35 3.6
Printing, Reproduction of Recording Media| 6.6 6.6 6.4 5.8 4.2 4.5
Cultural, Educational & Sports Goods 53 53 52 5.4 4.0 41
Petroleum, Coal & Other Fuel Processing | 4.7 2.6 2.1 4.8 41 4.0
Chemical Materials & Products 71 53 6.7 9.7 9.2 9.6
Medicines 12.8 13.0 14.1 214 15.4 15.6
Chemical Fibres 47 3.6 3.3 6.1 2.5 2.9
Rubber & Plastic Products 5.0 54 6.8 59 4.2 4.3
Non-metallic Mineral Products 8.8 8.5 8.5 8.4 6.6 7.0
Ferrous Metal Smelting & Pressing 6.0 3.8 34 4.4 2.0 2.3
Non-ferrous Metal Smelting & Pressing 2.7 2.2 2.7 4.5 4.8 4.8
Metal Products 4.6 4.6 4.6 4.8 3.5 3.6
General Purpose Machinery 6.6 6.4 7.1 6.7 5.1 5.2
Special Purpose Machinery 6.8 7.5 8.6 8.1 74 7.7
Automobile 7.3 6.3 6.2 6.1 54 4.5
Other transport equipment 5.7 5.5 5.5 4.1 3.3 3.6
Electrical Machinery & Equip 5.8 5.9 5.9 53 4.4 4.6
Computers, Telecom Equip & Electronics | 4.4 4.4 49 59 4.2 4.2
Instruments & Meters 9.5 9.7 10.7 10.5 7.0 7.7
Public utility 5.7 6.2 6.4 3.3 3.7 3.8
Power 5.2 59 6.0 2.3 3.4 3.5
Gas 7.9 6.8 7.7 7.3 5.1 5.1
Water 10.6 10.6 11.5 10.8 6.1 6.9

Source: NBS, CMBIGM
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