Emerging from a painful economic shutdown, China is gradually getting back to business and
adapting to a new normal since COVID-19 was first detected in the country last year. Is recovery
underway for the world’s second largest economy? In the following interview, John Lau, Senior
Investment Analyst of Affin Hwang AM shares more on China’s path to recovery and outlook for the
country.
1. China is the first country to reopen its economy after imposing lockdown to contain the
outbreak of COVID-19. What has your observation been of its recovery and are activities
picking up?
China’s new confirmed COVID-19 infected cases have peaked since mid-February which is much
earlier than most of the major economies in the world including the US. Work has also started to
resume in China since mid-March. Hence in that sense, China is leading in terms of recovery. From
data collected as of 31st May 2020, more than 95% of the factories in China have already re-opened
nationwide.
Coal consumption is already back to last year’s level, while independent oil refineries are currently
running at higher rates as compared to 2H’19. Number of passengers traveling in China is 50%
lower y-o-y, recovering from -80% y-o-y levels at the beginning of March. International air travellers
are still 90% below last year’s level.
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We do expect the tourism sector to recover at a slower pace given strict border controls and potential
change in traveling behaviours.

With regards to issues surrounding supply chains, the pandemic has indeed sparked some
discussions on the seemingly overreliance on China in global production. In the long run, we do see
a potential that individual countries will try to relocate some production capacities onshore.
That said, it is not something that can take place in a short period of time. China is no longer a
production powerhouse relying solely on cheap labour like a decade ago. In fact, labour cost in
China has now already exceeded a few other countries like Vietnam and Cambodia. What China
boasts is a complete infrastructure, from raw material procurement, transportation, technological
support, etc., that was built over the years. This is not something that other countries can replicate in
the near term.

2. China's stimulus package came short of expectations after it was announced last month.
Do you think the stimulus is enough to spur back growth?
China held its National People's Congress (NPC) and Chinese People's Political Consultative
Conference (CPPCC) last May, where policymakers announced a volley of fiscal stimulus measuers
to cushion the economic blow from the COVID-19 pandemic.
There are two interesting points to note: 1) China re-introduced Central Government Special Bonds
(last used in 2008); 2) China has set fiscal deficit target of at least 3.5% (official ceiling was 3%
previously).
It is true that the total dollar amount has disappointed market’s expectations, given that major
economies around the world like the US and EU have announced massive stimulus to support
respective economies.
There could be several reasons why the stimulus disappointed:
• Lesson learnt from 2008/09 stimulus: China embarked on a massive stimulus post GFC, and as a
result, many inefficient companies (a.k.a. zombie companies) surfaced, overproduction of
materials (coal, steel, cement), corruption, etc. , which are problems that took China many years
to solve subsequently. This could have caused China to be more careful in pump priming the
economy in a large way again.
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• Multiple challenges: China is currently facing multiple challenges, both economically and
geopolitically. Other than the devastating economic impact caused by the Covid-19 pandemic,
China is also facing challenges from the US and Trump administration, which could actually go on
for a longer period of time. Given these challenges, China might be reserving some financial
muscles, in anticipation of future difficulties that need to be tackled.
• Debt issues: It is right to point out that debt levels have soared in China, with domestic debt
reaching 300% of GDP as of 2019. China has tried to deleverage its economy in 2016 and 2018,
but both effort have proved to be damaging to its growth, and the country continued to lever up
subsequently. This could be somewhat constraining for policy makers.
To sum up, recent economic data shows that China is recovering. We believe that the government
will be monitoring the effectiveness of stimulus announced, and is willing and able to do more when
needed.

3. Geopolitical tensions between US and China have started to simmer recently. How do you
see the relationship dynamics of the two countries evolve as China’s economy continues to
grow in size?
The conflict between US and China conflict is a structural issue. Besides economic growth, China is
also growing its technological capability, military strength and geopolitical influence. As China rises,
it will increasingly be viewed as a threat to US’s dominant superpower position in the global arena.
There is also rising distrust of China among both Democrats and Republicans in the US and a desire
to contain China’s rise.
While US will like to improve its domestic economy by reducing its import reliance, it is not
embarking on an isolationist path. Although US President Donald Trump has used trade tariff against
its allies including Canada and European countries, he has only targeted a few industries to
modestly bolster the US domestic economy. His trade policies have been modest and benign
towards US allies, unlike his response towards China where many industries were hit with higher
tariffs.
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Disclaimer
This article has been prepared by Affin Hwang Asset Management Berhad (hereinafter referred to as “Affin Hwang AM”)
specific for its use, a specific target audience, and for discussion purposes only. All information contained within this
presentation belongs to Affin Hwang AM and may not be copied, distributed or otherwise disseminated in whole or in part
without written consent of Affin Hwang AM. The information contained in this presentation may include, but is not limited to
opinions, analysis, forecasts, projections and expectations (collectively referred to as “Opinions”). Such information has
been obtained from various sources including those in the public domain, are merely expressions of belief. Although this
presentation has been prepared on the basis of information and/or Opinions that are believed to be correct at the time the
presentation was prepared, Affin Hwang AM makes no expressed or implied warranty as to the accuracy and
completeness of any such information and/or Opinions. As with any forms of financial products, the financial product
mentioned herein (if any) carries with it various risks. Although attempts have been made to disclose all possible risks
involved, the financial product may still be subject to inherent risk that may arise beyond our reasonable contemplation.
The financial product may be wholly unsuited for you, if you are adverse to the risk arising out of and/or in connection with
the financial product. Affin Hwang AM is not acting as an advisor or agent to any person to whom this presentation is
directed. Such persons must make their own independent assessments of the contents of this presentation, should not
treat such content as advice relating to legal, accounting, taxation or investment matters and should consult their own
advisers. Affin Hwang AM and its affiliates may act as a principal and agent in any transaction contemplated by this
presentation, or any other transaction connected with any such transaction, and may as a result earn brokerage,
commission or other income. Nothing in this presentation is intended to be, or should be construed as an offer to buy or
sell, or invitation to subscribe for, any securities. Neither Affin Hwang AM nor any of its directors, employees or
representatives are to have any liability (including liability to any person by reason of negligence or negligent misstatement)
from any statement, opinion, information or matter (expressed or implied) arising out of, contained in or derived from or any
omission from this presentation, except liability under statute that cannot be excluded.
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