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China: Satellites Don’t Lie, Economy Slowing Big Time-China Bulls Go Home

¢ We have been warning since the beginning of 2023 that Group Chief Economist & Head, Market Research
China’s re-opening will disappoint market expectations of Dr. Sailesh K. Jha
a V-shaped recovery. This view is materializing nicely and +603 9280 8880
we expect a further slow-down in economic activity for the dr.jha@rhbgroup.com

better part of 2023 based on our proprietary satellite
images of China’s economy by sector as of May 13, 2023.

¢ The implications for China’s financial markets are that we
maintain our following views: 1) sell the MSCI China Index
on rallies with a target of around 60 in the near-term and
58.5 by end-2Q23. Our 2023 total returns target for the
MSCI China Index remains unchanged at around -10%. We
remain long Indian equities, 2) on May 8, we had indicated
to sell the China CSI300 Financials Index (SH000914) on
rallies since the massive upsurge was unsustainable
based on our forward looking view of a deceleration of
China’s economy. This view has materialized (quite
impeccably on May 8) and we foresee further downward
pressure with our near-term target being 5400 followed by
5200 by end-2Q23, 3) sell CNHINR on rallies with our near-
term target of 11.76 having already materialized and we
extend this trade to 11.60 in the near-term as net capital
inflows to India’s equity market accelerate while we expect
net capital outflows from China’s bond and equity market.
Our USDCNH end-2Q23 forecast of 7.00-7.10 is on track
and we foresee upside risks of a print of 7.10-7.20, and 4)
we continue to avoid China high yield credit, a view we
have had since early 2023 and this thesis is working nicely.

¢ The bottom line is that despite China’s government having
reduced access by overseas firms to domestic data, we
have absolutely no worries about our ability to forecast the
path of China’s economy, eg “Satellites Don’t Lie”. Our
proprietary real time data using machine learning to
transform satellite images of China’s economy by sector
to numerical data puts us in a good position to assess the
momentum of economic activity in the giant economy in
real time, which is signalling weakness across most
sectors.

¢ We maintain our 2023 GDP growth forecast of 4.0% YoV,
versus the Bloomberg consensus estimate of 5.7%. Our
estimate of 2Q23 GDP growth is 4.2% YoY versus the
Bloomberg consensus estimate of 8.0% and 1Q23 print of
4.5%.
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¢ Onahigh frequency basis, our proprietary indicators based on machine learning derived data emanating from
satellite images of China’s economy dated May 13, 2023 suggests that the momentum of the economy at an
aggregate and sub-sector level shows weakening (Figure 8-13, 15-18). Hence, the May PMIs could print
readings well below 50. The key message is that the re-opening of the economy doesn’t mimic “switching on
the lights” and goods and services domestic economic activity automatically enters a V-shaped recovery path.
The re-orientation of labour, capital, and other inputs to production sector takes time, hence the supply side response
to China’s “re-opening” will likely remain muted for the remainder of 2023. In addition, the back drop on the demand
side of the economy is weak as discussed below. Hence, the intersection of supply and demand dynamics of China will
result in a well below trend level of output and thus ruling out a V-shaped recovery path.

¢ Evidence from close to real time data as of May 13, 2023 suggests that the manufacturing sector momentum
is decelerating (Figure 8) despite the re-opening of the economy. Traffic at airports is showing a very mild
recovery but still well below trend as of May 13 (Figure 9). In addition, inland logistics centre activity as of May
13 (which is a proxy for domestic demand from a bottoms up perspective), is decelerating and remains well
below trend (Figure 10). Proxies for the consumer sector such as auto sales is decelerating as of May 13 (Figure
12).

In the external sector, we expect China’s trade data releases in 2Q23 to surprise on the downside due to
continued supply chain congestions and reduced dependency by the Western allies on China for parts and
components in the electronics and electrical (E&E) sector. As of May 13, we still notice significant supply chain
congestions at China’s ports along with weak external demand for China’s products and this explains the weak
momentum of activity at China’s harbours (Figure 13).

Lastly, what we are observing from close to real time data as of May 13 is that activity in some major commodity
sectors is weak. Hence, if indeed the economy was headed for a V-shaped recovery path, we should be
observing a significant acceleration in steel, coal, and copper sector output (Figure 15-17). This simply isn’t
happening and that’s because the economic outlook for the country is weak.

Our below consensus 2023 GDP growth forecast of 4.0% YoY is predicated on the view that the trajectory of
consumer spending will remain weak. Consumption GDP accounts for around 50% of quarterly headline GDP,
while gross fixed capital formations accounts for around 48.5% of quarterly GDP according to our calculations
and net exports around 1.3%. The single most important driver of consumer spending is real urban disposable
income and we believe the momentum is going to remain fairly weak for much of 2023 (Figure 18). Real urban
disposable income is mainly generated from the industrial sector (Figure 19) and the real estate sector (Figure
20). Both of these sectors are likely to remain weak and in fact there are feedback loops between the two
sectors (Figure 21).

¢ For further details on our view on China’s markets and economy, please refer to our February 23, 2023 thematic
report (China: Time to Exit, MSCI China Will Fall Around 10 to 15% in 1H23).
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Figure 1: MSCI China Index likely to print a total returns of around -10% in 2023

YTD 2023 Total return (%) across major indices and securities
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Source: Bloomberg, RHB Economics & Market Strategy. Above figures are on year-to-date total return from 3 Jan 2023 to 16 May 2023

Figure 2: Positioning lightening up in China equity and... Figure 3: ...bond funds. More to come in next 1-2 months
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Figure 4: RHB China Leading Economic Indicator headed...

Figure 5: ... south, MSCI China Index big drop coming
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is 1Q23 and forecasted value is at 2Q23.

Figure 6: RHB LEI suggests China High Yield, ...

Source: Bloomberg, RHB Economics and Market Strategy. Last actual data
pointis May 16 and forecasted value is at 2Q23.

Figure 7: ...and metals prices headed south in near-term
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Source: Bloomberg, RHB Economics and Market Strategy. Last actual data point

is May 16 and forecasted value is at 2Q23.

Figure 8: As of May 13, manufacturing sector starting to

Source: Bloomberg, RHB Economics and Market Strategy. Last actual data
point is May 16 and forecasted value is at 2Q23.

Figure 9: Airport traffic is well below trend as of May 13
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Source: SpaceKnow, RHB Economics and Market Strategy. Last data point is May
13
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Figure 10: Logistics sector activity weak...

Figure 11: ...with auto manufacturing and auto sales...
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Figure 12: ...still well below trend as of May 13

Source: SpaceKnow, RHB Economics and Market Strategy.
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Last data point is May

Figure 13: Activity at ports well below trend as of May 13
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Figure 14: Recovery in E&E exports sector

Source: SpaceKnow, RHB Economics and Market Strategy. Last data point is May

13

Figure 15: Evidence from commodities sectors as of...
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Figure 16: ...May 13 suggests an across....

Figure 17: ...the board weakness
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Figure 18: Real retail sales mainly driven by
urban disposable income...

Source: SpaceKnow, RHB Economics & Market Strategy. Last data points is

May 13

Figure 19: ...which is driven by industrial

sector profits...
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Figure 20: ...and activity in the real estate sector...
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Figure 21: ...which is likely to remain weak
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This report is prepared for information purposes only by the Economics and Market Strategy division within RHB Bank Berhad and/or its subsidiaries,
related companies and affiliates, as applicable (‘RHB”).

All research is based on material compiled from data considered to be reliable at the time of writing, but RHB does not make any representation or
warranty, express or implied, as to its accuracy, completeness or correctness.

Neither this report, nor any opinion expressed herein, should be construed as an offer to sell or a solicitation of an offer to acquire any securities or
financial instruments mentioned herein. RHB (including its officers, directors, associates, connected parties, and/or employees) accepts no liability
whatsoever for any direct or consequential loss arising from the use of this report or its contents. This report may not be reproduced, distributed or
published by any recipient for any purpose without prior consent of RHB and RHB (including its officers, directors, associates, connected parties, and/or
employees) accepts no liability whatsoever for the actions of third parties in this respect.

Recipients are reminded that the financial circumstances surrounding any company or any market covered in the reports may change since the time of
their publication. The contents of this report are also subject to change without any notification.

This report does not purport to be comprehensive or to contain all the information that a prospective investor may need in order to make an investment
decision. The recipient of this report is making its own independent assessment and decisions regarding any securities or financial instruments
referenced herein. Any investment discussed or recommended in this report may be unsuitable for an investor depending on the investor’s specific
investment objectives and financial position. The material in this report is general information intended for recipients who understand the risks of investing
in financial instruments. This report does not take into account whether an investment or course of action and any associated risks are suitable for the
recipient. Any recommendations contained in this report must therefore not be relied upon as investment advice based on the recipient's personal
circumstances. Investors should make their own independent evaluation of the information contained herein, consider their own investment objective,
financial situation and particular needs and seek their own financial, business, legal, tax and other advice regarding the appropriateness of investing in
any securities or the investment strategies discussed or recommended in this report.

RHB (including its respective directors, associates, connected parties and/or employees) may own or have positions in securities or financial instruments
of the company(ies) covered in this research report or any securities or financial instruments related thereto, and may from time to time add to, or
dispose off, or may be materially interested in any such securities or financial instruments. Further, RHB does and seeks to do business with the
company(ies) covered in this research report and may from time to time act as market maker or have assumed an underwriting commitment in securities
or financial instruments of such company(ies), may sell them or buy them from customers on a principal basis and may also perform or seek to perform
significant banking, advisory or underwriting services for or relating to such company(ies), as well as solicit such banking, advisory or other services
from any entity mentioned in this research report.

RHB (including its respective directors, associates, connected parties and/or employees) do not accept any liability, be it directly, indirectly or
consequential losses, loss of profits or damages that may arise from any reliance based on this report or further communication given in relation to this
report, including where such losses, loss of profits or damages are alleged to have arisen due to the contents of such report or communication being
perceived as defamatory in nature.
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