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Guesstimating Unemployment in China

Can China escape the global recession unscathed? It appears increasingly unlikely. In  Hao Hong, CFA

our previous report titled “Is China a Safe Haven?”(20200310), we discussed how the  hao.hong@bocomgroup.com
global integration of supply chain in the past two decades would mean that China could ~ (852) 3766 1802

not recover all by herself. Now, the global outlook continues to darken. Yet, the  Head of Research

Chinese rhetoric is incredulously optimistic.

In the last few weeks, Chinese economic data for February, such as the growth of
industry value added, retail sales, and housing starts, have plunged to their lowest in
history. And China Beige Book continues to see deteriorating data in March.

The Caixin magazine, one of the preeminent Chinese financial media, reported
anecdotal stories about dramatic cuts in export orders from the US and Europe.
Restaurants, travel and housekeeping industries are among the worst hit. Although
many big cities reported above 80% work force had been back to work, companies
were not hiring. Overall job openings have declined by a third, with large companies
retrenching 15% and SMEs cutting back up to 40%. These anecdotal data are
inconsistent with the official tone.

What is the real unemployment picture? Employment is important, as it affects income,
confidence, spending and investment. But China’s official employment data remain
remarkably steady throughout economic cycles. Even in the depth of the 2008 financial
crisis, it rose only by 30bps from 4% to 4.3%. The latest urban unemployment survey,
however, is showing surprisingly a 100bp surge in the urban jobless rate, from 5.2% to
6.2% - the highest and the fastest rise in data history.

Our data analysis tracking the high-frequency economic activities suggests work
resumption in big cities continues. Cross-referencing these data, an employment
picture vaguely approximating the underlying reality emerges. Our data show that
more than 80% of workers have traveled back from their hometowns to the cities
where they work (Figure 7; the Caixin cover story reported 90%). Meanwhile, upstream
industries, such as mining and energy, are recovering the best (Figure 9-11, consistent
with Caixin). Yet, the average subway rides in major cities are less than 50% of last
year’s (Figure 5).

That is, perhaps 50% of workers have not gone back to work although they have
returned to their work bases. Even if we allow a certain portion of the subway rides, say
20%, are for the non-working population, we can still infer that about 1/3 of the
workers are not back to work. It is not yet certain if these workers have lost their jobs,
but their job uncertainties must have loomed. We can further infer that the situation in
the lower-tier cities beyond these big cities must be even worse.

(continues on next page)
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However, there is contradicting evidence to our conjectures. Weekly residential
property sales growth has now recovered to close to the level last year (Figure 13). This
is baffling. If our inference is logical, and the Caixin story has confirmed it, why are
property sales rising? After all, buyers must be certain about their future job prospects
before committing to such major long-term investment.

We could only point to the fact that China’s residential property sales had remained
resilient during the previous crises — a result of policy stimulus in response to crises. Is
this time different? Will China abandon its mantra to forbid property speculation and
turn to property again for stimulus? Meanwhile, retail sales growth, even online retail
sales growth, has plunged. We seem to have more supporting evidences than the
opposite.

If unemployment is likely to worsen, is China still a risk haven? We note that the
correlation between China’s stock market and the US’ has risen since 2001 after China
joined the WTO, and has climbed even further in recent years. When we compare the
change in China’s market capitalization to GDP ratio with the Shanghai Composite, we
discover a stunning regularity: when the change in GDP cap ratio rises to above 7%, as it
did in early 2020, the Shanghai Composite tends to hit resistance in the ensuing months
and decline; when the ratio falls to below -20%, the Shanghai Composite tends to
bottom out (Figure 1).

We note that the 7% is consistent with the growth target implied in China’s Five-year
Plan (we have discussed how the Chinese market implicitly reflects this growth target,
and how a rising trend line with a compound return of 7% remarkably connects all the
important lowest points in the history of the Shanghai Composite; “Market Bottom:
When and Where” 20160606). Meanwhile, the -20% is consistent with the depth of
correction each time the Shanghai Composite bottomed in history (please see detailed
discussions in our report “Outlook 2019: Turning a Corner”, 20181119), barring the
periods of bubble burst in 2008 and 2015. As the ratio has hit 7% and started to fall in
early 2020, the resistance in the Shanghai Composite is likely to continue.
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Focus Charts

Figure 1: Market Cap/GDP, a consistent market timing metric, suggests continuing resistance
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Figure 2: Global restaurant reservations plunged
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Figure 3: Global box office plunged
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Figure 4: City congestion is rising

Source: Wind, Endata, BOCOM Int’l (Base value as the first week of 2020 = 100)
*Data as of March 15, 2020

Figure 5: Subway rides <50% of last year’s
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Source: Wind, BOCOM Int’l (Based on the average congestion index of 100 cities)
*Data as of March 26, 2020

Figure 6: China box office 0.1% that of last year
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Source: Wind, Endata, BOCOM Int’l  *Data as of March 26, 2020

Source: Wind, BOCOM Int’l (Based on the average daily subway passenger traffic of
nine cities) *Data as of March 26, 2020)
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Figure 7: Rate of people return at 83%
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Figure 8: Daily passenger grows at 0.5% DoD on
average, down slightly from the previous period
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Source: Ministry of Transport, BOCOM Int’l  *Data as of March 27, 2020

Figure 9: Coal consumption for power
generation >90% that over the same period last year

Source: Ministry of Transport, BOCOM Int’l  *Data as of March 27, 2020

Figure 10: Coal consumption for power generation
continues to increase WoW
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Figure 11: Blast furnace operating rate continues to
rise and is close to the same level of recent two years

Source: Wind, BOCOM Int’l  *Data as of March 27, 2020

Figure 12: Car tire operating rate >85% that over the
same period last year
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Figure 13: Property sales pick up, reaching 92% of Figure 14: Land supply has recovered and exceeded
the same period last year that of the same period last year
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BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Everbright Securities Company Limited.

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Guolian Securities Co., Ltd.

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Guotai Junan Securities Co., Ltd.
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constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being supplied to you strictly
on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means
or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of BOCOM
International Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have
positions in securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or dispose of, or may be
interested in, any such securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may do and seek to do business with the
company(ies) covered in this report and may from time to time act as market maker or have assumed an underwriting commitment in securities of such
company(ies), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform investment banking, advisory,
underwriting, financing or other services for or relating to such company(ies) as well as solicit such investment, advisory, financing or other services from any
entity mentioned in this report. In reviewing this report, an investor should be aware that any or all of the foregoing, among other things, may give rise to real
or potential conflicts of interest.

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this report. This report
does not purport to contain all the information that a prospective investor may require and may be subject to late delivery, interruption and interception.
BOCOM International Securities Ltd does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness,
reliability or fairness of any such information and opinion contained in this report and accordingly, neither BOCOM International Securities Ltd nor any of its
affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or
consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM International Securities
Ltd’s clients generally and does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who
may receive this report. The information and opinions in this report are not and should not be construed or considered as an offer, recommendation or
solicitation to buy or sell the subject securities, related investments or other financial instruments thereof.

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or any of its affiliates,
and are subject to change without notice. BOCOM International Securities Ltd has no obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment
objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other
aspects before participating in any transaction in respect of the securities of company(ies) covered in this report. The securities of such company(ies) may not
be eligible for sale in all jurisdictions or to all categories of investors.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation, rule or other registration or
licensing requirement.
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