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Monthly Economic Data Wrap - Oct 2022: Covid confinues to weigh on the
Chinese recovery; Fed set to pivot to slower pace of rate hikes
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Main points:

B Monetary tightening might enter a slower phase in advanced economies despite persistent
stagflation pressure. Inflationary pressure remained high in September while sharply
tightened monetary policy led to slower growth and heightened concerns over financial
stability. We expect the Fed to raise rates by 75 points at its November meeting before
resorting to a slower pace of rate hikes in December in order fo gauge the impact of front-
loaded fightening. We do not expect inflation to ease meaningfully unfil 2H 2023F, implying
more rate hikes in 1TH 2023F. Upward pressure on global rates may ease if the pace of
monetary tightening slows and fiscal fightening in the UK is re-established. We maintain our
forecasts for 2-year and 10-year US bond vields at 4.3-4.5% and 3.8%-4.0%, respectively.
However, hightened uncertainty over future monetary policy means continued high volatility
in global interest rates.

B Domestic recovery in China continued in 3Q22 and September; but consumption remains
soft. We expect near-term policy to focus on stabilising growth. The recent rebound in growth
beat market expectations in 3Q22, helped by strong industrial output and resilient exports.
Auto, equipment manufacturing, and high-tech manufacturing remain the bright spots.
Heavy investment in infrastructure and manufacturing offset weakness in real estate
investment. However, people’'s mobility was hindered by local Covid outbreaks.
Consumption and services were soft. The impact of Covid restrictions on the economy will
persist, in our view. Thus, we lower our full-year economic growth forecast from 4.8% to 3.9%.
The 20th Party Congress of the Communist Party of China remains focused on high-quality
growth, promoting the goal of Chinese-style modernization, and affirming the virtues of the
Zero Covid policy. Policy in the near-term is likely to remain focused on stabilizing growth. The
Central Economic Work Conference in December is the next policy highlight.

m  USD/CNY fluctuated at recent highs, but the renminbi held firm against other currencies. The
renminbi weakened against the US dollar recently, surpassing 7.3 at one point. The strong
US dollar and soft growth were the main drivers of renminbi weakness. However, the strong
trade surplus continued to support the renminbi index. We expect the PBoC fo confinue to
tolerate increased currency flexibility while avoiding large misalignments. In our view, the
PBoC is likely to use policy tools to reduce currency voldatility. A persistently strong US dollar
implies arelatively weak renminbi. We expect the USD/RMB will fluctuate in the 7.0-7.3 range.
Data releases and events in September. On the international front, our focus is inflation and
employment data from Europe and the US, the November FOMC meeting, and global market
liguidity. Domestically, our focus is economic data and policy supporting growth, property, and
industrial upgrades.
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