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 China finetuning ά/h±L5-½ŜǊƻέΤ ŦƭŀƳŜǎ ƻŦ ά5ǳŀƭ /ƛǊŎǳƭŀǘƛƻƴέ ǘǳǊƴƛƴƎ ōƭǳŜ. The 

Chinese authority is finetuning άCOVID-0έΣ ŀǘ ŀ ƧǳƴŎǘǳǊŜ ǿƘŜƴ ƴŜƎŀǘƛǾŜ ŜȄǇƻǊǘǎ 

growth for the first time in 29 months and negative retail growth are suggesting 

receding demand both home and abroad. Yet onshore market rebounded strongly 

- from a similar level last seen at the onset of COVID in Mar 2020. 

/ƘƛƴŀΩǎ ŜȄǇƻǊǘ ŎȅŎƭŜΣ an intermediate economic cycle running every seven years, 

has peaked in Feb 2021, and has translated to slowing accumulation of current 

account surplus compared with GDP. The export cycle correlates closely with 

/ƘƛƴŀΩǎ ǎǘƻŎƪ ƳŀǊƪŜǘ ŎȅŎƭŜ Ǿƛŀ ǘƘŜ ƭƛǉǳƛŘƛǘȅ ŎǊŜŀǘŜŘ Ǿƛŀ ƛǘǎ ŜȄǇƻǊǘ ŎȅŎƭŜΦ ¢ƘǳǎΣ ŀ 

peaking export cycle argues against a άsecular bull marketέ suggested by 

consensus.     

 Economic cycle near turning point, but arduous property recovery likely. The 

short cycle as measured by the property investment cycle, however, is nearing its 

turning point, but still needs a catalyst to initiate a new cycle over the course of 

next twelve months.  

There are many similarities between now and early 2014. For instance, both 

periods saw Fed tightening and Chinese property struggling, and the authority 

eventually came to the rescue. There are also analogs in the market trajectories 

in both periods. For instance, the Shanghai Composite struggled in the first few 

months in 2014.    

Meanwhile, the US short economic cycle is receding from its peak, but not yet 

appropriately reflecting the recessionary risks confronting the US economy. Given 

the intertwining of the US and Chinese economies, US macro volatility will find its 

way to Chinese markets and onto the world via exchange rate, commodities, 

stocks, and bonds. 

 Shanghai ~3-3,500, Hang Seng ~16-23,000, with bouts of volatility. Easing into 

Cyclicals/Growth over Defensive/Value. Our base case is that China will reopen 

gradually with zigzags, its property sector will recover slowly with policy support, 

and a 2023 US recession. If any of these three uncertainties is better than 

expected, such as faster reopening, swift property recovery or no US recession, it 

will add to our base-case payoff. 

China margin cycle is re-expanding and bodes well for the relative performance of 

cyclicals and growth over defensive and value. Intuitively, if China reopens and 

property recovers, cyclical demand should improve. And growth, too. 

Of course, the risk is China stays a hermit, property continues to ail, and a US 

recession. Such triple whammies would render a risk scenario similar to what we 

have been through in 2022 ς no need to elaborate further. Even so, the epic 

volatility in 2022 suggests that we should have seen some of the lowest points in 

the Shanghai Composite and the Hang Seng Index in the current cycle. 

It is time to look forward.         
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ά5ǳŀƭ /ƛǊŎǳƭŀǘƛƻƴέ bŜŜŘ wŜ-starting 

hƴ hŎǘ омΣ нлннΣ ǿŜ ǇǳōƭƛǎƘŜŘ ŀ ǊŜǇƻǊǘ ǘƛǘƭŜŘ άMai! Mai! Mai!έΦ ²Ŝ ǿǊƻǘŜ ǘƘŀǘ άat this 

ǇƻƛƴǘΣ ŜȄŎŜǎǎƛǾŜ ǇŜǎǎƛƳƛǎƳ ŘƻŜǎƴΩǘ ƘŜƭǇ ŀƴȅƻƴŜ ŀƴŘ ǎǘŀǊǘǎ ǘƻ ŘƛǎŀƎǊŜŜ ǿƛǘƘ ƻǳǊ 

contrarian-selfέΦ Lǘ ƛǎ ŀ ŎƘange to our cautious stance on Chinese markets issued twelve 

months ago.  

Since our report three weeks ago, both on- and off-shore markets surged to some of their 

best gains ever, adding well over 4 trillion yuan worth of market cap. Our follow-up tweet 

ƻƴ bƻǾ м ǿŀǎ ƪƛƴŘƭȅ ŘǳōōŜŘ ǘƘŜ άTrillion-Dollar TweetέΦ !ƭƭ ǘƘŜǎŜ ǘŜŎǘƻƴƛŎ ǎƘƛŦǘǎ ǎǳƎƎŜǎǘ 

reopening is key, and it is coming. 

Figure 1Υ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ŎȅŎƭŜ has peaked. It correlates closely with the stock market return cycle. 

 
Source: Bloomberg, GROW Research 

 

 

There is much to cheer about. But amid all the market hysteria, one must sit back to gauge 

the sustainability of such resurgence. After all, a technical rebound can be strong but 

fleeting, but a bull market needs more than a sentiment change to sustain valuation 

expansion. Without improving fundamentals that will support sustainable earnings 

growth, ƛƴǾŜǎǘƛƴƎ ǿƛƭƭ ƻƴŎŜ ŀƎŀƛƴ ǘǳǊƴ ƛƴǘƻ ŀ ƎŀƳŜ ƻŦ ŎǳǘǘƛƴƎ ȅƻǳǊ ǘǊŀŘƛƴƎ ƻǇǇƻƴŜƴǘΩǎ 

lunch, rather than sharing a growing pie. 

To us, China starts gradually adjusting COVID measures at this juncture is not without 

ǊŜŀǎƻƴǎΦ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ƎǊƻǿǘƘ Ƙŀǎ ǘǳǊƴŜŘ ƴŜƎŀǘƛve in October for the first time in 29 

ƳƻƴǘƘǎΦ ¢Ƙŀǘ ƛǎΣ ŜȄǘŜǊƴŀƭ ŘŜƳŀƴŘΣ ƻƴŜ ǇǊƻƴƎ ƻŦ /ƘƛƴŀΩǎ ά5ǳŀƭ /ƛǊŎǳƭŀǘƛƻƴέ ǎǘǊŀǘŜƎȅΣ ƛǎ 

ǎǘŀǊǘƛƴƎ ǘƻ ŦŀƛƭΦ Lƴ ǘƘŜ Ǉŀǎǘ ǘǿƻ ȅŜŀǊǎΣ /ƘƛƴŀΩǎ ŜŎƻƴƻƳȅ Ƙŀǎ ǊŜƳŀƛƴŜŘ ǊŜǎƛƭƛŜƴǘΣ ƻǿƛƴƎ ǘƻ 

the strength in Chinese exports that confounded most economists, despite COVID-0 and 

a frail property market. But the table has begun to turn. And tƘŜ CŜŘΩǎ ǘƛƎƘǘŜƴƛƴƎ Ƙŀǎ 

started to affect demand for Chinese exports. 

 

https://growinvestment.group/2022/10/31/hao-hong-mai-mai-mai/
https://growinvestment.group/2022/11/07/hao-hong-a-trillion-dollar-tweet/
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Meanwhile, retail sales growth, a measure of domestic demand, has also slipped into 

ƴŜƎŀǘƛǾŜ ǘŜǊǊƛǘƻǊȅ ƛƴ hŎǘƻōŜǊΦ !ǎ ǎǳŎƘΣ ōƻǘƘ ǿƘŜŜƭǎ ƻŦ ά5ǳŀƭ /ƛǊŎǳƭŀǘƛƻƴέ ōŜƎƛƴ ǘƻ ƎŜǘ 

stuck in reverse. If exports, consumption and investments would not support the 

economy, while government spending would be strained by declining land sales, the 

outlook for 2023 would appear bleak.  

To resist such gloom, it is time for China to reopen. 

²Ŝ Ŏŀƴ ǎƘƻǿ ǘƘŀǘ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ƎǊƻǿǘƘΣ ŀŦǘŜǊ ŀŘƧǳǎǘŜŘ ŦƻǊ ŀ оΦр-year cycle, is closely 

ŎƻǊǊŜƭŀǘŜŘ ǿƛǘƘ /ƘƛƴŀΩǎ ǎǘƻŎƪ ƳŀǊƪŜǘ ǊŜǘǳǊƴ ŎȅŎƭŜ (Figure 1). It also ebbs and rises with 

/ƘƛƴŀΩǎ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ōŀƭŀƴŎŜΣ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ ǊŜƭŀǘƛǾŜ ǊŜǘǳǊƴ ōŜǘǿŜŜƴ ǘƘŜ IŀƴƎ {ŜƴƎ 

Index and the Shanghai Composite (Figure 2). 

¢ƘŜ ǇŜŀƪǎ ƻŦ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ŎȅŎƭŜ are 2008 and 2015, the years when China saw the two 

infamous bubbles in its stock market history (Figure 2). This is no coincidence, as forex 

ŦǳƴŘǎ ƘŀǾŜ ōŜŜƴ ŀƴ ƛƳǇƻǊǘŀƴǘ ǎƻǳǊŎŜ ƻŦ /ƘƛƴŀΩǎ ŘƻƳŜǎǘƛŎ ƭƛǉǳƛŘƛǘȅΣ and current account 

accumulation from the export cycle has ōŜŎƻƳŜ ǇŀǊǘ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƳƻƴŜȅ ǎǳǇǇƭȅ ǘƻ 

ŘǊƛǾŜ /ƘƛƴŀΩǎ ǎǘƻŎƪ ƳŀǊƪŜǘΦ Lƴ early нлннΣ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ŎȅŎƭŜ Ƙŀǎ ƻƴŎŜ ŀƎŀƛƴ ǇŜŀƪŜŘΦ Lǘ 

is the argument supporting our cautious and contrarian stance in 2022, and a profound 

ŜȄǇƭŀƴŀǘƛƻƴ ŦƻǊ /ƘƛƴŀΩǎ dismal stock market performance this year. 

Figure 2: China exporǘ ŎȅŎƭŜ ƳƻǾŜǎ ƛƴ ǘŀƴŘŜƳ ǿƛǘƘ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ŀƴŘ IYΩǎ ǊŜƭŀǘƛǾŜ ǊŜǘǳǊƴΦ 

 
Source: Bloomberg, GROW Research 

 

 

!ǎ ǿŜ ǿǊƻǘŜΣ /ƘƛƴŀΩǎ ƻƴ- and offshore markets soared, and consensus started to chant 

άǘƘŜ ǎǘŀǊǘ ƻŦ ŀ ƴŜǿ secular ōǳƭƭ ƳŀǊƪŜǘέ ŀƎŀƛƴΦ ²ƘƛƭŜ ǿŜ ǎƘŀǊŜ ǎƻƳŜ ƻŦ ǘƘŜ ƻǇǘƛƳƛǎƳΣ ǘƘŜ 

ŀōƻǾŜ ŘƛǎŎǳǎǎƛƻƴǎ ŀōƻǳǘ ǘƘŜ ǇŜŀƪƛƴƎ ƻŦ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ŎȅŎƭŜ ŀƴŘ ƛǘǎ ŎƻǊǊŜƭŀǘƛƻƴ ǿƛth 

ChinaΩs stock market return cycle offer contradicting evidence to such claims. 

¢Ƙŀǘ ǎŀƛŘΣ /ƘƛƴŀΩǎ ŜȄǇƻǊǘ ŎȅŎƭŜ Ǌǳƴǎ ŀōƻǳǘ ŜǾŜǊȅ ǎŜǾŜƴ ȅŜŀǊǎΣ ōǳǘ ƻǳǊ ƻǳǘƭƻƻƪ ƛǎ ŀōƻǳǘ ǘƘŜ 

ƴŜȄǘ ǘǿŜƭǾŜ ƳƻƴǘƘǎΦ ²ƘƛƭŜ ǘƘŜ ŎƻƴǎŜƴǎǳǎΩǎ ŎƭŀƛƳ ŀōƻǳǘ ŀ ƴŜǿ secular bull market lacks 

fundamentals, shorter-term cyclical moves can still counter a longer-term falling trend.   
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/ƘƛƴŀΩǎ {ƘƻǊǘ 9ŎƻƴƻƳƛŎ /ȅŎƭŜ Near ¢ǳǊƴƛƴƎ tƻƛƴǘΦ .ǳǘΧ 

Many cycles run concurrently within an economy. The margin cycle is one of them. We 

measure the margin cycle ōȅ ǘƘŜ ƎŀǇ ōŜǘǿŜŜƴ /tL ŀƴŘ ttLΦ ²Ŝ Ŏŀƴ ǎƘƻǿ ǘƘŀǘ /ƘƛƴŀΩǎ 

margin cycle is closely correlated with the export cycle and leads the global economic 

cycle (Figure 3).  

!ǎ Řŀǘŀ ǎƘƻǿΣ /ƘƛƴŀΩǎ ƳŀǊƎƛƴ ŎȅŎƭŜ ƛǎ ŜȄǇŀƴŘƛƴƎΦ Lǘ ƛǎ ōŜŎŀǳǎŜ ƻŦ ǊŀǇƛŘƭȅ ŦŀƭƭƛƴƎ upstream 

prices, rather than the rising pricing power in the downstream. Expanding margin gives 

incentive to produce, while weak demand for goods will eventually lead to inventory 

buildup ς if China continues to unswervingly ǎǘƛŎƪ ǘƻ ά/h±L5-лέ ŘŜǎǇƛǘŜ falling foreign and 

domestic demand. Thus, the Chinese economy will soon enter the destocking phase that 

will drag on growth.  

Meanwhile, the leading indicator for the world economy has declined sharply, but still 

not at a level appropriately reflect the challenges that the world is facing (Figure 3). As 

such, when China starts to destock in the coming months, the world economy will likely 

ōŜ ŀŦŦŜŎǘŜŘ ŦǳǊǘƘŜǊΦ !ƴŘ ōƻǘƘ ǇǊƻƴƎǎ ƻŦ ά5ǳŀƭ /ƛǊŎǳƭŀǘƛƻƴέ ǿƛƭƭ ƘǳǊǘΦ  

Figure 3Υ /ƘƛƴŀΩǎ ƳŀǊƎƛƴ ŎȅŎƭŜ ƛǎ ǊŜŎƻǾŜǊƛƴƎΣ ōǳǘ ŜȄǇƻǊǘ ŎȅŎƭŜ sets to slow.  

 
Source: Bloomberg, GROW Research 

 

 

hǳǊ ǇǊƻǇǊƛŜǘŀǊȅ ƳƻŘŜƭ ŀƭǎƻ ǎǳƎƎŜǎǘǎ ǘƘŀǘ /ƘƛƴŀΩǎ ǇǊƻǇŜǊǘȅ ŎȅŎƭŜ ƛǎ ƴŜŀǊƛƴƎ ƛǘǎ ǘǳǊƴƛƴƎ 

point (Figure 4ύΦ /ƘƛƴŀΩǎ ǇǊƻǇŜǊǘȅ ŎȅŎƭŜ ƛǎ ŎƭƻǎŜƭȅ ŎƻǊǊŜƭŀǘŜŘ ǿƛǘƘ ŀƭƳƻǎǘ ŀƭƭ 

macroeconomic variables and thus can explain the bulk of variance in the Chinese 

economy. For instance, the property cycle moves in tandem with rebar, bond yield, stock 

ƳŀǊƪŜǘ ƛƴŘƛŎŜǎΣ /b¸ ŜȄŎƘŀƴƎŜ ǊŀǘŜΣ ƳƻƴŜȅ ǎǳǇǇƭȅ ƎǊƻǿǘƘΣ ǘƘŜ t.ƻ/Ωǎ ōŀƭŀƴŎŜ ǎƘŜŜǘ ŀƴŘ 

so on (Appendix 1-4).  

The property cycle runs every three to four years. If the current cycle started in early 2019, 

although punctured by the pandemic in 2020, by now the property cycle should be close 

to the beginning of a new cycle, if history is a guide (Figure 4).    
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Figure 4: China economic cycle nearing a turning point. 

 
Source: Bloomberg, GROW Research 

 

 

 

However, just because a cycle is nearing ƛǘǎ ǘǳǊƴƛƴƎ Ǉƻƛƴǘ ŘƻŜǎƴΩǘ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ƳŜŀƴ 

that the cycle will just turn by itself. As we always say, economic cycle is not an alarm 

clock. It approximates how the economy rises and falls through cycles. Necessary 

ingredients, such as credit, must be present for the property cycle to turn. 

2022 has been a horrendous year for Chinese developers. As sales slow, cash flow is not 

able to cover all development needs. Some building projects are not finished and need 

the financial assistance from the government. Offshore USD developer bonds plunged 

70%, due to some high-profile defaults.  
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We estimate that 2023 will see over one trillion yuan on- and off-shore property bonds 

maturing. For the first three quarters of 2022, the top 16 developers generated ~150 

billion yuan of EBITDA, a proxy of gross cŀǎƘŦƭƻǿΦ LŦ ǿŜ ŀǎǎǳƳŜ ǘƘŀǘ нлно ǎŀƭŜǎ ǿƻƴΩǘ 

recover quickly, and gross cashflow of the industry to be ~400 billion yuan, then 

developers will find it difficult to repay over one trillion yuan of debt due, without further 

assistance from the government. 

Fortunately, the government has announced the expansion of credit lines from 160 billion 

yuan to 250 billion yuan. Previously, this line of credit excludes developers. Further, there 

is guidance for the commercial banks to lend to developers. And the limits on the 

proportion of bank loan exposure to developers have been eased. While the extent of 

assistance that developers will need in 2023 depends on the recovery of property sales, 

this flurry of government easing measures hints at finetuning of property policy from the 

top. 

Will it bend?    

2013-2014 vs. Now  

There are analogs between 2013-2014 and now (Figure 5). Such fractal resemblances in 

market trajectories, although could be pure happenstance, can offer some clues as to 

how the market reflects the confluences of significant events and changes in economic 

fundamentals in the months ahead. 

Figure 5: The Shanghai Composite 2013-2014 vs. now.  

 

Source: Bloomberg, GROW Research 

In Sep 2012, the Fed announced QE3 without a specific end date. QE3 expanded in Dec 

нлмнΣ ōǳǘ .ŜǊƴŀƴƪŜ ŀƴƴƻǳƴŎŜŘ άǘŀǇŜǊƛƴƎέ ƻŦ v9 ƛƴ WǳƴŜ нлмо ŀƴŘ ǎǘŀǊǘŜŘ ǘƻ ǘŀǇŜǊ ƛƴ Wŀƴ 

2014. By Oct 2014, bond buying had completely stopped. Such hawkish change to the 

CŜŘΩǎ ƳƻƴŜǘŀǊȅ ǎǘŀƴŎŜΣ ŀǎ ǿŜƭƭ ŀǎ ǎǳōǎŜǉǳŜƴǘ ƳŀƴŜǳǾŜǊǎΣ ƛǎ ǎƛƳƛƭŀǊ ǘƻ ǿhat we have been 

witnessing in 2022. 
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Meanwhile, Chinese property sales slipped in early 2014, due to the restrictive measures 

ǘŀƪŜƴ ƛƴ нлмо ǘƻ ŎǳǊō ǇǊƻǇŜǊǘȅ ǎǇŜŎǳƭŀǘƛƻƴΦ ¢ƘŜƴΣ ǘƘŜ άф-ол bŜǿ tƻƭƛŎȅέ όάфолɓ) 

cut the down payment requirement and mortgage rate. It also relaxed some purchasing 

restrictions such as letting people who owned more than one property to buy if the 

mortgage on the first property had been paid off. 

Even with increasing policy support, property sales took an entire year of 2014 recover. 

In August 2014, property inventory-to-sales ratio was as high as оу ƳƻƴǘƘǎΦ Lǘ ǿŀǎƴΩǘ ǳƴǘƛƭ 

the interest rate and RRR cuts in 2015, coupled with policies on shanty town 

reconstruction by PSL expansion of the CDB, then property sales started to recover 

(Figure 6).      

Figure 6: China property sales and source of funds at all-time low.  

 
Source: Bloomberg, GROW Research 

 

 

Lƴ ǎǳƳΣ ōƻǘƘ ǘƘŜ CŜŘΩǎ ǇƻƭƛŎȅ ŀƴŘ /ƘƛƴŀΩǎ ǇǊƻǇŜǊǘȅ ƳŜŀǎǳǊŜǎ ŀǊŜ ǎƛƳƛƭŀǊ ōŜǘǿŜŜƴ нлмо-

2014 and now. They are the two most consequential central banks in the world. That said, 

property sales and source of funds for property development in China now are even 

worse than they were in 2014. In 2014, it took much more than a few RRR and interest 

rate cuts, as well as the expansion of a policy bank, for Chinese property to recover. 

Lƴ ǘƘŜ ŦƛǊǎǘ ŦŜǿ ƳƻƴǘƘǎ ƻŦ нлмпΣ /ƘƛƴŜǎŜ ǎǘƻŎƪǎ ŘƛŘƴΩǘ Ǝƻ ŀƴȅǿƘŜǊŜΣ ŀƭǘƘƻǳƎƘ ǿƛǘƘ 

intermittent technical rebounds (Figure 5). If 2023 is similar to 2013-2014, stocks will be 

tested again in the coming months.  

 

 

  


