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MNI Market Analysis: China Growth Rate 

Closer To 2%-2.5% 
15 June 2022, Yvan Berthoux 

Executive Summary: 

• China alternative measures of GDP growth have been pricing in a significantly lower level of economic activity, 

therefore confirming that the current official’s growth target rate of 5.5% is ‘unrealistic’. 

• According to think tank CASS measure, the current level of GDP growth is closer to 2%-2.5% (rather than the 

4.8% reported in Q1). 

• CNY remains vulnerable in the medium term as the CH-US bond yield premium keeps falling into deeper 

negative territory. 

 

China Alternative Growth Measures Pricing in (Much) Lower GDP Growth 

Economic data showed a modest ‘pick up’ in the economic activity in May with PMIs rebounding towards the 50 

threshold and industrial production bouncing back into the positive territory overnight (+0.7% YoY, up from -2.9% the 

previous month). However, China’s apparent oil demand, which some analysts consider as a leading indicator of 

business activity, continued to drop in May, down 8.7% YoY, therefore pricing in a further slowdown in the near term.  

Figure 1 shows that a plunge in apparent oil demand (YoY) has generally been associated with a sharp contraction 

in China manufacturing PMI. 

The fall in the oil demand coincides with other alternative measures of China economic activity such as the Li Keqiang 

index, China’s 10Y yield or CASS’ 0.7 x IP measure. Chinese research institute and think tank CASS previously 

mentioned in one of its publications that a better proxy for China GDP growth could be obtained by multiplying the 

Industrial Production YoY growth by 0.7 (figure 2). 

Economic data showed overnight that industrial production (YTD) decelerated to 3.3% YoY in May (down from 4% 

the previous the previous month), which would imply that the current ‘realistic’ level of growth in China is closer to 

2.0%-2.5% than 4.8% reported in Q1.  
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Figure 1 

 

Source: Bloomberg/MNI 

Figure 2 

 

Source: Bloomberg/MNI 



 

Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

Page 3 

Falling CH-US Bond Yield ‘Premium’ Leaves CNY Vulnerable 

China 10Y yield continues to trade at historically low levels despite the elevated inflationary pressures globally. The 

10Y yield is currently trading slightly above the 2.8040%, which corresponds to the 61.8% Fibo retracement of the 

2.4610% - 3.3580% range. Key resistance to watch on the topside stands at 2.8380% (200DMA).  

Figure 3 

 

Source: Bloomberg/MNI 

 

On the other hand, market’s repricing of the reflation trade continues in the US, with pricing now looking for a 75bps 

hike at Wednesday’s meeting. US 10Y yield hit a high of 3.5% Tuesday before consolidating lower today, therefore 

sending the CH-US 10Y bond yield premium into deeper negative territory.  

USDCNY has been oscillating around 6.70 in the past month after reaching a local high at 6.8125 in May; however, 

further fall in the CH-US bond yield premium could lead to further CNY weakness in the medium term (figure 4). 

We have seen that the countries where the reflation trade has not been traded through interest rates (i.e. short the 

front end) have experienced severe depreciation in the domestic currency (reflation trade ‘played’ via the FX channel 

as in Japan, with USDJPY reaching a new high of 135). 
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Figure 4 

 

Source: Bloomberg/MNI 

Equities Remain Resilient in Latest Risk off Environment, But LT Trend Still Looks Bearish 

Interestingly, Chinese equities have not been significantly impacted by the recent chaos in markets. While the S&P500 

has already fallen by nearly 10% this month, the Hang Seng index is off just 1.6% (figure 5). 

However, Chinese equities remain in a technical bear market when looking at a longer-term chart. The Hang Seng 

Index is down over 30% since February 2021 (coinciding with the peak in the Chinese economy) and found resistance 

at its 100DMA (21,950) last week after recovering gradually higher in the past month. Support to watch on the 

downside stands at 20,934, followed by 20,000 (figure 6). 
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Figure 5 

 

Source: Bloomberg/MNI 

Figure 6 

 

Source: Bloomberg 
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