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China Market Strategy

Fundamental Differences

2 Chinese stocks are plunging with US treasuries. Yet no one seems to blame surging
US yields for the bane in Chinese stocks.

2 Gold’s historical correlation with US yields is breaking down. Safety in gold, and no
longer in US treasuries.

2

For now, iron ore and oil are more direct bets than stocks on improving Chinese
growth. More potent policy shots are needed to resurrect stocks.

Why Chinese stocks are so weak?

My firm’s Changsha office grand-opened two weeks ago. And | was honored to attend
the opening ceremony, together with my friends, some of China’s most prominent
economists. The crowd seized this opportunity to pose some challenging questions. After
all, it is not every day that four of us get together. And it was a tough audience.

One question really highlighted the crux of confusion in today’s market — why Chinese
stocks continued to struggle, despite a flurry of policies since July? Each of us offered our
perspectives without reaching a consensus. Policies were not potent enough to offset
growth decline, or the recovery was transient. The discussion raised even more questions
than answers.

If we plot Chinese stock index together with the US treasury yield, we will see that these
two assets are falling in tandem. While ailing Chinese stock performance has grabbed
global headlines, the US treasuries are actually the bigger bear (Figure 1). And US
treasuries are supposed to be a risk-free asset. It is perplexing.
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Figure 1: Chinese stocks are highly correlated with US treasury yield. Is the Fed the culprit then?
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If one mistakes correlation with causation, one could easily conclude that the Fed’s
tightening campaign has led to the Chinese bear market. Of course, rising US interest
rates have increased global discount rate and compressed the valuation of risk assets
globally, including that of Chinese stocks. But it is still surprising to see such tight
correlation. After all, Chinese stocks are risk asset, but US treasuries are supposed to be
risk-free. Chinese stocks have so far failed to respond to the PBoC’s easing, but rather to
the Fed'’s tightening.

Meanwhile, gold price diverges significantly from surging US treasury yields. It appears
that the tight correlation observed in the past two decades has broken (Figure 2). Surging
yield adds to the funding costs of the US debt problems, and the US government is on the
verge of shutting down again.

It was not long ago that the Republicans and Democrats reached the debt deal to increase
debt ceiling. The US credibility is now on the line, so people opt for gold. The Dollar’s
recent strength says little about the safety of the Dollar hegemony, but more about the
scarcity of safe assets globally.

Figure 2: Gold is splitting from US 10y.
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Here, we have spotted some fundamental differences between how two asset classes
that used to correlate closely together, namely, gold and Chinese stocks, start to respond
differently to surging US yields. Gold is a hard asset that is a haven during tumultuous
times, while Chinese stocks are a paper asset beset by risks both from domestic and
abroad.

It could well be for this reason that Chinese stocks have been struggling, despite PBoC
easing.
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The Chinese economy starts to improve on the margin.

Recent economic data from China actually seem to have improved on the margin —amid
all the doom and gloom: export growth decline is narrowing, consumption is better than
expected, investment growth seems to be stabilizing and the CNY is finding some footing
at around 7.3 to 7.4 with the PBoC'’s help. All these marginal improvements are reflected
in oil’s recent strength (Figure 3).

Figure 3: Oil is responding to Chinese fundamentals.
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Obviously, the production cut by Saudi and the continuing Ukraine war, as well as
seasonality, have all contributed to the recent oil surge. But given the tight historical
correlation between oil price, Chinese exports and electricity output, the improving
Chinese economic data, however elusive they may be, must have made their contribution
as well.

And iron ore continues pushing upward, and has attracted the NDRC’s attention. Note
that how dramatic the recent split has been between iron ore and Chinese stocks (Figure
4). The PBoC'’s balance sheet is re-expanding again, lifting iron ore and oil. But Chinese
stocks continue to languish. Indeed, last week the Chinese stock indices saw its lowest
level year to date before the news about China and the US setting up economic and
financial workgroup broke.

As such, two asset classes that used to correlate closely together and both are supposedly
responsive to the PBoC’'s monetary stance are diverging significantly. If we think
commodities such as iron ore, oil and gold represent the reality now, while Chinese stocks
as a paper asset represent future expectation, then the split is really about reality and the
hope. The market seems to think that monetary easing can improve the economy in the
near term, but the longer-term outlook remains murky and thus makes it difficult for
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investors to commit capital. For now, hard assets are more direct bets on the Chinese
economy.

Figure 4: Iron ore and oil appear more responsive to policy, while Chinese stocks struggle.
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Conclusion

Chinese stocks are falling in tandem with US treasuries. Indeed, US treasuries are a bigger
bear than the plummeting Chinese stocks. Chinese stocks appear to be more correlated
with the Fed hikes than to the PBoC easing.

Meanwhile, we observe significant breakdown in historical correlation between US yields
and the price of commodities such as gold, iron ore and oil. Further, these commodities
seem to be rising with the PBoC balance sheet expansion while splitting from Chinese
stocks.

If real assets stand for the reality now, while Chinese stocks are for the future, then it
would appear that commodities are more direct bets on Chinese growth for now. To
resurrect Chinese stocks, however, it will take a much stronger shot in the confidence.

Hao Hong, CFA

Twitter: @HAOHONG CFA

https://twitter.com/HAOHONG_CFA
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Appendix 1: Performance of major asset classes (weekly)

Asset Class 023/9/22  2023/9/15  2023/9/8  2023/9/1  2023/825  2023/8/18  2023/8/11  2023/8/4  2023/7/28  2053/1/21  2023/7/14
MSCl Index
MSCI World 0.49% B4 £} 0.52% ; ! ‘ 4 0.31'7%
MSCI DM 0.41% 136 ! . : 0} . 0.36%
MSCI EM 1.14% -130% g
MSCI China 0.43% 132%
MSCI AC Asia Ex. Japan 0.9%9% olb2%
MSCI Europe 161% -0ke%
Stock
Us. S&P 500 0.16% ho%
Chinese Mainland ~ SHCOMP 047% 0.03% 083%
SZCOMP 0.15% ABe% 0B
HK SAR, China HSI -069% -041% -088%
Japan Nikkei 225 [387% 280% 082%
South Korea KOSPI [388% 2.1;0% o3
Germany DAX 2o 0.94% oot
UK. FTSE 100 -0.86% 3;:% 0.18%
France CAC 40 [263% 191% -0fi7%

Bloomberg Barclays Indices

Global -lbo% 08% ﬂg‘
China -0Bo% 1.09% 1

14
Global + China -0fko% -018% -084%
us. -oo% o 0l
Europe ot | 0B 2%
Asian Pacific -051% 0.24% -
M -0%3% 047% -034%
Treastries k2% 0% -161%
Corporate B obis 0B
High Yield -0b1% 0.13% -029%
Commodity
Bloomberg Commodity Index -1J16% 1.3%1% -O‘GO%
Energy -1&7% 2.13% 141%
Natural Gas -]]]5% -l[ll% Elil%
WTI Crude 0.01% 3.70% 243%
Brent Crude Abo 3.20% 237%
Heating Oil -145% 291% 5.81%
Unleaded Gasoline 37% 24442% 2.9:4%
Precious Metal 0.432% 0.3;4% -ﬂS%
Gold 0.03% 0.18% 1%
Silver 196% 0.91% [ 565%
Industrial Metal -05a% 131% -300%
Copper -ﬂﬁ% 21?7% 2%
Aluminum 230% (BT <7
Zinc L77% 286% -1069%
Nickel -2B7% -081% [5:05%
Agriculture 135% 0.75% 0%
Grains o obsw 0.12%
Softs A% 3.57% 0f%
Livestock -1[9% 2.13% 0.57%
Live Cattle 0.15% 2.24% 171%
Lean Hogs E';O% 1,7§1% -1]14%
Foreign Exchange
US Dollar Index 0.25% 0.20% 0.82%
USDCNY 032% 0%3% 1.07%
MSCI EM Currency 0o 0.66% 0o
USDHKD -0.08% -0.46% -0.06%
JPYUSD 0.35% 0.01% 110%
EURUSD -0.04% -Oo% )
GBPUSD [T5% k8% [087%

Source: Bloomberg, GROW Research (Updated on 23/09/2023, same below)
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Appendix 2: Performance of major asset classes (annual)
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Asset Class 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010
MSCI Index i ;
MSCI World 95% | -198% 16l8% 14p3%  240% -1f2% 56% - 24% | 208% 134% k% 104%
MSCI DM 1006% | -195% 2001%  141% = 250% -104% 53% 2% 29% | 281%  132%  -76%  9.6%
MSCI EM 08% | 224% -ak%  158% 154%  -166% 86% | -170% -alb%  Slow  150% | 264%  164%
MSCI China 7% 224%  267%  204% | -20:3% b 01% 4% 0d%  187% | -204%  2.6%
MSCI AC Asia Ex. Japan 1b% | L% -6M%  225%  154%  -164% zi 3% 2% 0%  194%  -192%  17.0%
MSCI Europe 70%  -B9% 2%  sh%  2p%  -131% 05%  55%  4i% | 164% 134% -109%  8.0%
Stock ;
us. $&P 500 12}5% 26l0% 1653%  28l%  -6b%  194%  95% 200%  134% o 0% 1258%
Chinese Mainland ~ SHCOMP 1.4% a8%  1319% 228% -246% | 6.6% -123% -6i%  33% | -2E71% -1 3%
$S7COMP -3h% 8.6% | 350%  3509% 3b%  -B7% 200%  L7% ‘l
HK SAR, China Hsl -gi7% AH1%  3b% 9%  -136% | 360% 04% 29% | 22 9% -160% s, %
Japan Nikkei 225 24h% 4%%  160% 18p% -181% 191%  0.4% 229% 3% -3lo%
South Korea KOSPI 120% 36% | 3088% 9%  -1Z3%  2158% 3@% 0.9%  94% 1o  219%
Germany DAX 117% 1518%  3.5% | 255% -183% 125%  6.9% 255%  2991%  -147%  161%
UK. FTSE 100 31% 143% -183% 1201% -1B5%  76%  144% 144%  58%  Sk%  9.0%
France CAC 40 1100% 899% 7h%  264%  -1Bo%  93%  49% 180% 150% -170%  -3B%
Bloomberg Barclays Indices
Global -1B% 9%  68%  -1b% | 7h%  21% 0%  -de%  43% 5%
China -15% 98% | 34%  35% 6%  -50% 80%  13%  5i% 9%
Global + China -1j89 9%  66%  -0B%  73%  17% 09% 2b% 4% 58%
us. 7.5% 8%  00%  35%  2.6% 60% 2%  ad%  78%
Europe Bl adw by 0.3% b%  68% [a2io%l -04%
Asian Pacific 6.6% 3.7% 2.1% 5.2% 5.3% —&% Cikew  -7io% 7.3%
EM 6.5% | 13hw -2B%  83%  9.9% ag%  -dh% 7.0%
Treasuries 95%  56%  -04% 7. 1. o%  dB%  18%  63%
Corporate 10:4% 11/5% -356% 9. 4. 3'.1% O.?% 112% 4.3%
High Yield [137% 7.0% | 126%  -4h% | 10 0.0% | 7.3% 34%
Commodity ; ;
Bloomberg Commodity Index -slg%  138%  2701% s4%  -1350% 0% 114% afon  -dle% 1% -1%4%  1677%
Energy | 335% | 5201% 0% -1Baw  -sbw  1509% -E{4% 54% 9% -180% -107%
Natural Gas 17.0%  27.9% 385%  -20% | BH0%  100% 307% 4% 3G7%  4E1%  -A07%
WTI Crude 134%  2264% | 615% 3% -220%  41% 6% 417% 68% -1fs%  3F% 3%
Brent Crude 9.9% 3207%  -166%  13%  250% 476% | 72%  75%  168%  113%
Heating Oil 1019% 20% -#a%  139%  330% 388%  03%  54%  106%  8.2%
Unleaded Gasoline ~ 20/6% aj5%  -187% 18%  61% 8% 19% | 256% 144%  129%
Precious Metal 0.0% 14l6% 6% 99%  9.4% -6l7% 8% 6%  43% | 425%
Gold 17% 156% 4% 117%  7.4% 18% | -287%  60%  96%  28.5%
Silver 4B% 0. 1% -aflow  as%  13k6% Q85w  -BE7% 7o% 4% 6%
Industrial Metal A82%  -ab%  308% atw 1% 281%  19i5% elow 3% o06%  B3%  161%
Copper ab%  -183%  270% 50% | -2Bs%  280%  154% B6% 8% 4.9% 5% 29.4%
Aluminum 102% -188%  3809% -sl%  -1B5%  200%  9.4% 3h%  -0s%  -ah% 7% 5%
Zinc a¥sy  af3%  27.9% 3bw  -2Bow  285% [1565% as%  Tow 8% dds%  -ol%
Nickel B33%  M3b%  250% 298% -1B0%  24l%  115% 73%  201% -103% -2B7%  320%
Agriculture -311% 132%  26/6% 0% 1Bs%  afow  18% oB% -13%  39%  -1d4%  383%
Grains alls%  156%  2009% 3bw k% ad1%  -ebw o -189% 18h%  -1fs%  304%
Softs 170%  -shw | 43l% 2% Bsw 186w 1258% ad1%  -189% 2Bsw  -1dow |59l
Livestock 53%  53%  8.6% 8% 36%  54%  -sbw 115% 3b% 3% 2b%  91%
Live Cattle 198%  26%  -01% 09%  06%  81%  -7h% 2%  shw  -ab%  -10%  148%
Lean Hogs 1A5%  1008%  251% Mow -1E7%  18%  -3B% abo 2h%  3b%  al%  0.2%
Foreign Exchange i ; i
US Dollar Index 20%  83%  64%  B% 00% 4% 128% 03%  -0b%  18%  15%
USDCNY 58%  85% 6% -6B% 1%  5.4% 25%  dB%  -low  -4b%
MSCI EM Currency 08%  AB%  09%  33%  34%  -dB% A% Abw 5w 2%
USDHKD o 0.1%  06%  -05% -05% 0% 00% 0%  -02%  -04%
JPYUSD 2% Blowll 11w A% w2k 1317% 128 | -Sb%
EURUSD %  -5l8% 6%  89% 2% -db% A20% 4%  18%  -3b%
GBPUSD % DG7%  -1bw  31%  39%  -Sk% % 19%  46%  -04%
Source: Bloomberg, GROW Research
Disclosures and disclaimer at the back forms part of this report and must be read. 6/11



25 September, 2023 ﬁ GROW
-

Investment Group

Appendix 3: Performance of major stock market sectors (weekly)
2023/9/22 2023/9/15 2023/9/8 2023/9/1 2023/8/25 2023/8/18 2023/8/11 2023/8/4 2023/7/28 2023/7/21 2023/7/14

S&P 500 GICS Groups Index

S&P 500 GICS Groups Index 293% 0.16% 1.29% 250% 0.82% 211% 031% 2.27% 101% 0.6%% 202%
Ifo. Tech 263% 200 2.34% 442% 257% 082% 287% 414% L27% 0.08% 2%
Industrials 26%% 060% 292% 20% 028% 2.50% 053% 179% 056% 0.8%% 2%
Materals 369% 013% 245% 35%% 005 237% -100% 2.03% 181% 0.58% 248%
Consumer Staples A78% 037% 053% 033% 076% 2.04% 030% 1.90% 072% 168 120%
Health Care 118% 005% 112% 005% 0.14% 157% 246% 2.09% 085% 346% 203%
Consumer Discretionary s o 053% 3.03% 113% 410% 09% 023% 121% 228% 331%
Financials 279% 1445 1.09% 200% 0.05% 280% 002% 083% 024% 296% 196%
Energy 233 0.12% 13% 378% 137% -166% 350% 115% 168% 35% 058%
Real Estate 536% 0.14% 110% 14% 0.71% 325 083% 2.20% 180% 051% 263%
Utites 173% 267% 086% 4T3 026% 201% 038% 4.66% 210% 240% 226%

Telecom -3.23% 0.55% -0.04% 3.46% 0.98% -2.74% 0.33% -2.85% -3.01% 3.36%

Shanghai Stock Exchange Sector Inde:

Info.Tech 0.27% 180% 23 [07a0% T 3o% | 53 468k 261% ose6  [Asm 0%

Industrials 0.27% 047% 152% 155% 46T% 25%% 342% 0.56% 266% 219% 145%
Materils 120% 038% 029% 289% -103% 26%% 225% 051% 271% 057% 3.45%
Consumer Staples 0.30% 068% 078% 190% 087% L76% 33%% i [EEh | 0% 205%
Health Care 0.24% 376% 286% 143% 210% 15% L70% 29%% 3.58% 107% 0.46%
Consumer Discrentionary 0.77% 050% 101% 381% 282% 315% 35% 0.73% - 123% 0.39%
Financials 181% 050% 0.30% 037% 09%% -10%% 363% 0.58% 207% 131%
Energy 0.02% 307% 255% 384% 023% 127% 00%% 227% 102% 363% 0.13%
Utlties 129% 0.84% 0.75% 119% 230% 0.26% 217% 143% 030% 205% 058%
Telecom 045% 0.48% L07% 256% 06%% 28%% 280% 217% 0.00% 286% 468%
Hang Seng Sector Index

Info-Tech. 142% -185% 118% 154% 021% 531% 287% o [esm | 3s  [EGEN
Industrials 158% 0.39% 0.68% 138% 245% 360% 296% 46%% 323%

Materials 239% 276% 298% 126% 221% 207% 079% 248% 097%

Consumer 126% 112% 137% 0.93% 043% 292% 035% 413% 185%

Financials 0.27% 130% 030% 269% 086% 266% 25T% 375% 069% 351%
Energy 101% 0.03% 251% 3.4% 110% 33% 4.42% 195% -113% 083% 5.10%

Real Estate 5% 306% 213% 155% 0% | S8 466k KPS Y 118%
Utities 108% 026% 142% 0.17% 352% 481% 041% 209% 200% 214% 3.48%
Telecom 087% 342% 244% 190% 062% 3440% 156% 0.88% 0.03% 0.98% 215%

Source: Bloomberg, GROW Research
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Appendix 4: Performance of major stock market sectors (annual)

2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010

S&P 500 GICS Groups Index

S&P 500 GICS Groups Index 12l5%  -184%  26l0%  165%  28l%  -6b%  19l%  95% 11l% | 29f%  13l% 0% 1208%
Info. Tech. 3% -2Bo%  334% 6% | 360% 1200% 182%  26P%  131% 13% 9.1%
Industrials 36%  7h%  194%  9.0%  2618% -130% 185%  16/1% 75% | 36w 125%  2bw | 230%
Materials 09%  -Uf1%  2slo%  181%  219% -164%  214%  141% 43% | 277%  122%  -fle%  199%
Consumer Staples 4% 3b%  1sk%  7.6%  24l0%  -1f2%  105%  2.6% 129%  227% 7.5% 105%  10[7%
Health Care ab% k% | 2% 14%  187% A% 200%  -4h% 233% | 387%l | 1s2%  102%  07%
Consumer Discretionary 26.0% 6% 23[7% 32151% 26.2% -0.:5% 212% 4.3% 8.0% 41.0% 21.9% 4.4% 25‘7%
Financials -15% ] s% | -ah% | 20D%  -17%  200%  200% 131% | 332%  263%  -184%  108%
Energy 2.0% Bis%  7.6% -135% 3B% | 2307% ado%  228%  23% 28% | 17.9%
Real Estate 6% | -284% shy | 209%  sk% 7% 0.0% 261%  -1b%  162%  7.9% | 2800%
Utilities »1%43% 1% 140%  2B%  220%  05%  83%  122% 2B3%  88%  -2b%  148%  0.9%
Telecom 30i% | [aa%  205%  220%  30l% -184%  -sb%  17i8% 1B%  68%  125%  08%  123%

Shanghai Stock Exchange Sector Index
Info.Tech. 65% |37 | -0b%  225% | 654% | 341% | -abw -zgg% 60lo%  36ls%  4elsn 14 270%
Industrials adsw 8% 148%  25B%  13bw%  236% ss%  ado%  107% | 680% | -3p%  -4B% -45%
Materials 6% | -204%  159%  227%  200% | 301%  273%  7b%  -1p%  389%  2Mow  9dw | 3% -30%
Consumer Staples ad7%  160%  -ebw [T8llewll a7is%  -193%  43i8%  11%  244%  150%  7.0% 45% 12/7%
Health Care 9p%  -287%  -8B% | 574%  243% | 264%  18p%  -1la%  45B8%  63%  326%  103% 33{3%
Consumer Discrentionary -Sh% -1@0% -6b% 816%  475%  -193% 4318% 1.1% 2411% 151% 7.0% 4‘$% 12.7%
Financials aj% -t adme  3bw 0%  afia% 23w k% ofw [WEdlowll ob%  200%  -1do% | 2Bew
Energy 118%  164%  296%  -143%  2.4% | -263%  64% 3%  1%0%  2400% | 330% -4B% -10{9%
Utilities 19%  -193%  304%  -3B%  34% -i1%  3bw | 205% 63% | 731% | -1p%  34%
Telecom 195%  -105%  93%  -6b%  2000% | -288% | 1271%  -7b% | 560%  34lk6%  30l6% _ -288%

Hang Seng Sector Index
Info.Tech. 8b% -25#]1% -3§3% solk%  2307% -zﬂs% 9213% 1812% zzt% s.t% 700%  365%  -186% -7.b%
Industrials 2879  ofiow  agsw  -adlow  1sp%  -10% 48w -1B%  -26% 3% 9b%  420%  -265%  45%
Materials 54%  -152%  94%  300%  -04%  -295%  305%  210%  -1§7%  -11%  -2fi9% 8% | -4Pla% 44w
Consumer Goods Y . 0% 2l s1p% 6w -103%  -diw  1pw  lohw  -243%  93% | 1166% -5%6%
Consumer Services 61%  -2fe% 397%  36%  -239%  305%  401%  220%  -206%  253%  706%
Financials -4k%  55%  -6B%  -6B%  7.5%  -14i8%  312%  -30%  -100%  7.6% 3.0% 242%  246%  -07%
Energy 254%  178%  205% | -337% -4h%  -28%  114%  14B% | -313%  -143%  -162%  127%  -191%  165%
Real Estate -2%7% 2dw  adsw -159% 15j7% -102%  48ig%  -1B%  -26%  3d%  -9b%  420%  285%  45%
Utilities diss%  3003%  17.6%  -9k%  -00%  12%  157%  -74%  -8h%  62%  138%  150% 2.8% 6.2%
Telecom 206%  69%  05% | 299% oF%  -34%  -LD%  -6p%  5h%  115%  -1002%  117% 27% 8.4%

Source: Bloomberg, GROW Research
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