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More stimulus incoming

Summary

China’s GDP? growth accelerated to 4.8% year-on-
year (yoy) in Q1 2022 from 4.0% in Q4 2021. Though
still shy of the 2022 growth target of 5.5%, Q1 2022
GDP growth rate managed to beat market estimates.
But monthly economic data such as industrial
production and service output painted a less rosy
picture. The latest wave of Omicron-variant outbreaks
that swept across China is expected to deal a heavy
blow to the economy in April. Although infrastructure
investment growth has sped up since March, we
believe the gained momentum will not be able to fully
offset the decline in manufacturing and property
investment growth.

Since the government reiterated its objective of
"keeping economic growth within a reasonable zone”
at the Two Sessions this year, there has been high
hope for large-scale policy stimulus which s
necessary for achieving the 5.5% GDP growth target.
So far we have seen mostly monetary policies, but few
fiscal policies. The PBoC2 announced to lower RRR3 on
15 April 2022 and lower foreign exchange deposit
reserve on April 25. On 18 April, PBoC and SAFE*
jointly unveiled 23 measures to revive the economy.
Yet, it has all been quiet on the fiscal front. With the
“dynamic zero-COVID policy” still in place, it is
understandable that government officials may prefer
to put stimulus on hold. However, we remain hopeful
for synchronised monetary and fiscal stimulus soon
after the COVID outbreak in mainland China is brought
under control.

1 GDP: Gross Domestic Product

2 PBoC. People’s Bank of China

3 RRR: Reserve Requirement Ratio

4 SAFE: State Administration of Foreign Exchange
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Notable developments in selected sectors

B China online video game: The regulator

resumed handing out new game licenses on
11 April 2022, after a nine-month approval
freeze. The resumption suggests that the
overall industry has likely fulfilled the
compliance requirements, and potentially
marks the end of the regulatory reset.

New energy vehicle (NEV): Sales volume
continued to register triple-digit growth in Q1
2022. Investors were worried about the
ongoing tight supply of auto chips and
escalating cost of lithium battery. However,
in our view, investors underestimated the
premium NEV brands' ability to pass on
rising costs.

China banks: The recent RRR cut was
smaller in magnitude than what the market
had expected. We think the seemingly
cautious move by PBoC indicates the room to
slash RRR is limited. The pressure to lower
interest rates is mounting day by day.

Sportswear: China sportswear sales have
fallen off the cliff since late-March 2022 amid
lockdowns. That said, we believe the leading
domestic brands can weather the challenges
with solid financials and still-healthy
inventory turnover.
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Where Do We Go From Here?

China's GDP growth accelerated to 4.8% yoy in Q1
2022 from 4.0% yoy in Q4 2021. Though still shy of
the government's 2022 growth target of 5.5%, Q1
2022 GDP growth rate managed to beat market
estimates. However, monthly economic data such as
industrial production and service output painted a
less rosy picture. Industrial production growth was
5% yoy in March, down from 7.5% yoy in January-
February this year. The monthly service output
index fell from 4.2% yoy in January-February to -
0.9% yoy in March. On the demand side, retail sales
yoy growth slowed from 6.7% to 3.5% with a
notable contraction in discretionary consumption.
The latest Omicron outbreaks which have swept
across China were expected to deal a heavy blow to
the economy in April. Although infrastructure
investment growth has sped up since March, we
reckon the gained momentum will not be able to
fully offset the decline in manufacturing and
property investment growth.

Since the government reiterated its objective of
"keeping economic growth within a reasonable
zone” at the Two Sessions in early March this year,
there has been high hope for large-scale policy
stimulus. We believe it is absolutely necessary to
provide major boosts to the economy in order to
achieve the 5.5% GDP growth target this year. So
far we have seen mostly monetary policies, as we
predicted last month, but few fiscal policies. The
PBoC announced to lower RRR on 15 April 2022 and
foreign exchange deposit reserve on 25 April 2022.
On 18 April, PBoC and SAFE jointly unveiled 23
measures to revive the economy. In contrast, the
fiscal front has been quiet - we do not see any
initiatives to underpin consumption, industrial
activities or private investments. With China's
“dynamic zero-COVID policy” still in place, it is
understandable that government officials may
prefer to put stimulus on hold. However, we remain
hopeful for synchronised monetary and fiscal
stimulus soon after the COVID outbreak in mainland
China is brought under control.
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Notable developments in selected sectors
1) China online video games

The National Press and Publication Administration
(NPPA) resumed handing out new game licenses on
11 April 2022, after having halted the issuance of
new licenses since July 2021. The regulator
published an approval list of 45 domestic titles on its
website. The approval freeze lasted for about nine
months, similar to the previous freeze in 2018.

While China's two largest video game
developers/publishers were noticeably absent from
the latest list of approved game titles, the long-
awaited resumption essentially dispelled fears about
the authorities’ intentions for the video game sector.
In our view, the resumption suggests that the
overall online gaming industry has likely met the
compliance requirements on minor protection and
clean-up of game content, and potentially marks the
end of the regulatory reset. Judging from what
transpired in the previous regulatory cycle, it is
likely that more titles will be approved in the
coming months. In the last round of game approval
suspension and resumption in 2018, large players
were also not included in the first batch of approvals
but in subsequent rounds within 1-2 months. Chart
1 shows the share price performance of the leading
China game developers in the 6 months before and
after the resumption of license approval in 2018.

CHART 1. SHARE PRICE PERFORMANCE
BEFORE AND AFTER THE RESUMPTION OF
VIDEO GAME LICENSE APPROVAL IN 2018
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The resumption will also benefit gaming ads, with
beneficiaries being video streaming platforms.
Finally, this should bolster investor sentiment
towards the China internet sector, as it may be
interpreted that regulatory scrutiny has plateaued.

2) China new energy vehicles

China NEV sales continued to register triple-digit
volume growth and stole market share from
traditional internal combustion engine (ICE)
vehicles. According to the China Association of
Automobile Manufacturers, unit sales of NEV
passenger cars surged 140.7% yoy in Q1 2022,
whereas unit sales of ICE vehicles fell by 5.4% yoy
over the same period. But the share prices of NEV
and ICE makers declined indistinguishably year-to-
date (see Chart 2). On top of a market-wide
underperformance of growth stocks in the face of
sooner-than-expected tapering by central banks,
investors were worried that the ongoing tight
supply of auto chips and escalating cost of lithium
battery could choke off NEV industry growth.
However, in our view, investors underestimated
premium NEV brands’ ability to pass on rising costs.
We believe the China NEV sector is becoming more
attractive after the share price pullbacks.

Among the leading NEV makers, we notice that
shares of plug-in hybrid electric vehicle (PHEV)
makers outperformed battery electric vehicle (BEV)
pure plays. And among ICE makers, shares of those
lagging behind in EV development outperformed
those with clear ICE-to-EV transition strategies. The
market showed a distaste for NEVs, despite NEV
market share ratcheting up to a record high of
25.1% in March 2022, from 21.3% in December
2021 and 11.0% in March 2021. This could be
explained by market fears that BEV gross margin
would deteriorate rapidly due to rising battery
material costs. However, we have a sense that such
fears are due to ignorance of the facts that (i) higher
costs are passed onto consumers, and (ii) strong
NEV shipment volume growth continued after the
price hikes. So far, the increase in NEV prices has
not become a speed hump to the China NEV
industry. Bear in mind that the key profit drivers
for EV makers should be volume growth and cost
efficiency gains through economies of scale. As long
as the NEV makers can defend unit gross margin,
we are not concerned about rising raw material
costs.

CHART 2. YEAR-TO-DATE SHARE PRICE PERFORMANCE OF CHINA CAR MAKERS
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Meanwhile, the supply-chain disruption due to
COVID-lockdown in Shanghai is still a near-term
concern. Several car makers have resumed
productions, but only to a limited scale. At the
moment, visibility remains low.

3) China banks

In early March 2022, we were unnerved by the
government’'s  public request that financial
institutions should lower loan interest rates and cut
fees. Various government bodies had reiterated the
request, but nothing concrete was announced until
mid-April when the State Council hinted strongly at
an RRR cut, which PBoC subsequently did by 25 bps,
effective 25 April. City commercial banks that had
operations only in one province and rural
commercial banks subject to an RRR of above 5%
were entitled to an additional 25 basis point cut.
After the cut, RRR for large banks stood at 11.25%
(see chart 3), and midsized banks at 8.25%. RRR for
small banks that had already implemented a 5%
ratio remained unchanged. The cut was expected to
inject RMB530 billion liquidity into the banking
system. This round of RRR cut was smaller in
magnitude than what the market had expected, i.e.
50 bps, which has been the norm for years. We
think the seemingly cautious move by PBoC
indicates the room to slash RRR is limited, as once
mentioned by senior PBoC officials. It is warranted
to maintain a certain level of RRR for the purpose of
risk prevention.

CHART 3. CHINA RRR FOR LARGE BANKS
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After the RRR cut, the market once expected an
imminent interest rate cut, which did not
materialise. Instead, PBoC and SAFE jointly
published a notice on pandemic-related measures
and financial services for economy development.
There were 23 directives in the notice, which
echoed a similar list of policies released in February
2020 to counter the initial COVID outbreak. In short,
banks are encouraged to grant loan extensions and
discouraged from trimming lending limits on loans.
We are relieved that, unlike 2020, the notice did not
contain an explicit target of profit transfer from the
banking sector to the economy. On 25 April 2022,
PBoC reduced foreign exchange RRR by 100 bps to
8%. However, we believe the pressure to lower
interest rates is mounting day by day.

4) China sportswear

China sportswear brands registered strong sales
growth in the first two months of 2022, but sales
have fallen off the cliff since late-March 2022 amid
lockdowns. Both offline and online sales were under
pressure due to reduced traffic in shops and logistic
interruption - goods were not delivered to
warehouses/consumers’ hands on time. The leading
sportswear makers are guiding for a far weaker Q2
2022 than Q1 2022, but remain confident in
achieving double-digit sales growth in 2022. We
believe the ongoing COVID-related logistic
interruption, combined with a high comparison base
from the cotton controversy last year, will push
down the sportswear sector’s sales growth in the
short term. That said, we believe the leading
domestic sportswear brands can weather the
challenges with solid financials and still-healthy
inventory turnover as of March 2022. The long-
term investment theses of (i) consumers trading up
to premium quality sportswear and (ii) domestic
brand preference due to national pride are still intact
in our view.
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DISCLAIMER

This document/communication/information (“document”)
is provided in Singapore by BNP Paribas, acting through
its Singapore branch, and in Hong Kong by BNP Paribas,
acting through its Hong Kong branch. BNP Paribas is a
public limited company (société anonyme) incorporated
in France with liability of its members limited. BNP
Paribas, acting through its Hong Kong branch is a
licensed bank regulated by the Hong Kong Monetary
Authority, a Registered Institution under the Securities
and Futures Ordinance of Hong Kong (Cap. 571), and
registered with the Securities and Futures Commission
(SFC) to carry on Types 1, 4, 6 and 9 regulated activities
in Hong Kong (SFC CE Reference: AAF564). BNP Paribas,
acting through its Singapore branch (UEN/Registration
No: S71FC2142G), is a licensed bank regulated by the
Monetary Authority of Singapore. BNP Paribas Wealth
Management is the business line name for the Wealth
Management activity conducted by BNP Paribas. “BNP
Paribas Wealth Management” (UEN/Registration No
53347235X) is a business name registered in Singapore
under the Business Names Registration Act 2014,

This document is produced for general information only
and should not be used as reference for entering into any
specific transaction, and the information and opinions
contained herein should not be relied upon as
authoritative or taken in substitution for the exercise of
judgment by any recipient or the seeking of independent
professional advice (such as financial, legal, accounting,
tax or other advice) by any recipient. This document is
not intended to be an offer or a solicitation to buy or to
sell or to enter into any transaction. In addition, this
document and its contents is not intended to be an
advertisement, inducement or representation of any kind
or form whatsoever. BNP Paribas reserves the right (but
is not obliged) to vary the information in this document
at any time without notice and, save to the extent
provided otherwise in Clause 6.5 of BNP Paribas Wealth
Management's Terms and Conditions (“T&Cs") applicable
to your account, BNP Paribas shall not be responsible for
any consequences arising from such variation.

The terms set forth herein are intended for discussion
purposes only and are subject to the final expression of
the terms of the transaction, if the investor decides to
proceed with the transaction. It does not represent (a) the
actual terms on which a transaction would be entered
into, (b) the actual terms on which any existing
transactions could be unwound, (c) the calculation or
estimate of an amount that would be payable following
an early termination of the transactions, or (d) the actual
valuations given to the transactions by BNP Paribas in its
books of account for financial reporting. The final terms of
the transaction will be set forth in the final term sheet,
any applicable agreement and/or confirmation. Please
also refer to the disclaimer statements contained in the
relevant documents, and disclosure and other important
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information concerning our fees, charges and/or

commissions as set out in the Fee Schedule.

If this document is a post-trade/transaction confirmation,
please examine the information as set out in this
document carefully and contact us immediately if you
notice any discrepancy. The content of this document is
subject to the final transaction(s) details / information in
our official bank statements and/or advices (if any)
which may follow by mail. This document contains
confidential information intended only for the use of the
addressee(s) named above. If you are not the
addressee(s), you must not disseminate, copy or take any
action in reliance on it. If you have received this
document by error, please notify BNP Paribas and
delete/destroy this document immediately.

Although the information and opinions provided herein
may have been obtained or derived from published or
unpublished sources considered to be reliable and while
all reasonable care has been taken in the preparation of
this document, BNP Paribas does not make any
representation or warranty, express or implied, as to its
accuracy or completeness and, save to the extent
provided otherwise in Clause 6.5 of the T&Cs applicable to
your account, BNP Paribas shall not be responsible for
any inaccuracy, error or omission. All analysis, estimates
and opinions contained in this document constitute BNP
Paribas’ own judgments as of the date of this document,
and such expressions of opinion are subject to change
without notice. Information provided herein may contain
forward-looking statements. The words "believe",
"expect”, anticipate", "project”, "estimate”, "predict", "is
confident”, "has confidence" and similar expressions are
also intended to identify forward-looking statements.
These forward-looking statements are not historical facts
but based on the current beliefs, assumptions,
expectations, estimates, and projections of BNP Paribas in
light of the information presently available, and involve
both known and unknown risks and uncertainties. These
forward-looking statements are not guarantees of future
performance and are subject to risks, uncertainties and
other factors, some of which are beyond control and are
difficult to predict. Consequently, actual results could
differ materially from those expressed, implied or
forecasted in these forward looking statements. Investors
should form their own independent judgment on any
forward-looking statements and seek their own advice
from professional advisers to understand such forward-
looking statements. BNP Paribas does not undertake to
update these forward looking statements. Where
investors take into account any theoretical historical
information regarding the performance of the
product/investment, investors should bear in mind that
any reference to past performance should not be taken as
an indication of future performance. BNP Paribas is not
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DISCLAIMER

giving any warranties, guarantee or representation as to
the expected or projected success, profitability, return
performance, result, effect, consequence or benefit of any
investment/ transaction. Save to the extent provided
otherwise in Clause 6.5 of the T&Cs applicable to your
account, no BNP Paribas group company or entity
therefore accepts any liability whatsoever for any loss
arising, whether direct or indirect, from the use of or
reliance on this document or any part of the information
provided.

Structured transactions are complex and may involve a
high risk of loss including possible loss of the principal
invested. If any product mentioned in this document is a
structured product which involves derivatives, do not
invest in it unless you fully understand and are willing to
assume the risks associated with it. If you are in any
doubt about the risks involved in  any
product/transaction, you should seek independent
professional advice.

Prior to entering into any transaction, each
investor/subscriber should fully understand the terms,
conditions and features of the product/investment as well
as the risks, the merits and the suitability of entering into
any transaction/investment including any market risk
associated with the issuer, and consult with their own
independent legal, regulatory, tax, financial and
accounting advisors before making the investment.
Investors/subscribers  should fully understand the
features of the investment, be financially able to bear a
loss of their investment and be willing to accept all risks
involved. Save as otherwise expressly agreed in writing,
(a) where BNP Paribas does not solicit the sale of or
recommend any financial product to  the
investor/subscriber, BNP Paribas is not acting as financial
adviser of the investor/subscriber in any transaction, and
(b) in all cases, BNP Paribas is not acting as fiduciary of
the investor/subscriber with respect to any transaction.

BNP Paribas and/or persons associated or connected with
it may effect or have effected a transaction for their own
account in a product/an investment described in this
document or any related product before or after this
document is published. On the date of this document, BNP
Paribas and/or persons associated or connected with it
and their respective directors and/or representatives
and/or employees may take proprietary positions and
may have a long or short position or other interests or
make a market in a product mentioned in this document,
or in derivative instruments based thereon, and may
purchase and/or sell the investment(s) at any time in the
open market or otherwise, whether as principal or as
agent or as market maker. Additionally, BNP Paribas
and/or persons associated or connected with it may have
within the previous twelve months acted as an
investment banker or may have provided significant
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advice or investment services to the companies or in
relation to a product mentioned in this document.

This document is confidential and intended solely for the
use of BNP Paribas and its affiliates, their respective
directors, officers and/or employees and the persons to
whom this document has been delivered. It may not be
distributed, published, reproduced or disclosed by any
recipient to any other person, nor may it be quoted or
referred to in any document, without the prior written
consent of BNP Paribas.

Hong Kong: This document is distributed in Hong Kong by
BNP Paribas, acting through its Hong Kong branch only to
Professional Investors within the meaning of Part | of
Schedule 1 to the Securities and Futures Ordinance of
Hong Kong (Cap. 571). The products or transactions
described in this document may not be authorised in
Hong Kong and may not be available to Hong Kong
investors.

Singapore: This document is distributed in Singapore by
BNP Paribas, acting through its Singapore branch only to
Accredited Investors within the meaning of the Securities
and Futures Act, Chapter 289 of Singapore only and is not
intended for investors in Singapore who are not such
Accredited Investors and should not be passed on to any
such persons. Some products or transactions described in
this document may not be authorised in Singapore and
may not be available to Singapore investors.

Save to the extent provided otherwise in Clause 6.5 of the
T&Cs applicable to your account, information in this
document is for general circulation to the intended
recipients only and is not intended to be a
recommendation or investment advice to recipients
hereof. A recipient of this document should seek advice
from its/his/her own professional adviser regarding the
suitability of the products or transactions (taking into
account the recipient's specific investment objectives,
financial situation and particular needs) as well as the
risks involved in such products or transactions before a
commitment to purchase or enter into any product or
transaction is made.

Please note that this document may relate to a product or
products where BNP Paribas is issuer, and in such
instance this document or certain information contained
therein may have been prepared by BNP Paribas in its
capacity as product issuer (“Issuer Document”). Where an
Issuer Document is provided to you by BNP Paribas,
acting through its Hong Kong branch or BNP Paribas,
acting through its Singapore branch in its capacity as
distributor, it shall also be subject to Clause 6.5 of the
T&Cs. To the extent that there are any inconsistency
between the terms of an Issuer Document and Clause 6.5
of the T&Cs, the latter shall prevail.
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Generally, please take note that various potential and
actual conflicts of interest may arise from the overall
investment activities or the roles of the parties involved
in any investment product or transaction, their
investment professionals and/or their affiliates. In
particular, the counterparty / issuer / provider or its
related entities or affiliates can offer or manage other
investments which interests may be different to the
interest of your investments in that investment product
or transaction; or for cases where the product
counterparty or issuer is BNP Paribas or its related entity
or affiliate, BNP Paribas may also act as distributor,
guarantor, calculation agent and/or arranger of the same
product. BNP Paribas and its affiliates and persons
associated or connected with it (collectively "BNP Paribas
Group™) may make a market in, or may, as principal or
agent, buy or sell securities mentioned in this document
or derivatives thereon. BNP Paribas Group may have a
financial interest in the issuers mentioned in this
document, including a long or short position in their
securities, and/or options, futures or other derivative
instruments based thereon. BNP Paribas Group, including
its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any
issuer mentioned in this document. BNP Paribas Group
may, from time to time, solicit, perform or have
performed investment banking, underwriting or other
services (including acting as adviser, manager,
underwriter or lender) within the last 12 months for any
issuer referred to in this document. BNP Paribas Group
may, to the extent permitted by law, have acted upon or
used the information contained herein, or the research or
analysis on which it was based, before its publication.
Members of the BNP Paribas Group may face possible
conflicts of interest in connection with certain duties
under structured products. For example, it and its
affiliates may trade an underlying for their own account
or for the account of others. It or its affiliates may receive
a portion of the management or other fees charged with
any of the underlyings. BNP Paribas may offer other
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services to entities associated with an underlying, for
which they may be remunerated. All of these activities
may result in conflicts of interest with respect to certain
financial interests of BNP Paribas.

Where this document includes a reference to real estate,
please note that real estate service offered in Hong Kong
by BNP Paribas, acting through its Hong Kong branch
exclusively relates to real estate properties outside Hong
Kong. Specifically, BNP Paribas, acting through its Hong
Kong branch is not licensed to deal with any real estate
property situated in Hong Kong. BNP Paribas, acting
through its Singapore branch is not licensed to and does
not offer real estate service, and nothing herein should be
construed as such.

BNPP clients and counterparties are responsible for
ensuring that they comply with applicable provisions of
Executive Order (EO) 13959, as amended (and any
subsequent official guidance). For the full details of the
EO, you may want to consult the following websites: For
the EO itself,
https://home.treasury.gov/system/files/126/13959.pdf
and for the latest guidance on this EO provided by the
OFAC, https://home.treasury.gov/policy-issues/financial-
sanctions/recent-actions .

By accepting this document, you agree to be bound by the
foregoing limitations. In case there is a Chinese version
and there is any ambiguity or difference of meaning
between the English version and the Chinese versions,
the English version shall prevail. In respect of any
transactions or arrangement with BNP Paribas, acting
through its Singapore branch, the English version is the
only operative version and the Chinese version shall be
disregarded.
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