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Oversold Chinese stocks present a potential
tactical opportunity
The recent surge in COVID-19 infections in China hit a two-year high on Tuesday,
driving stocks in the region to end the day at 21-month lows and raising serious
concerns about the economic costs in the government’s quest to contain the disease.
Makers from flash drives to glass for Apple’s iPhone screens are facing large setbacks
as they comply with new stringent curbs, further straining global supply chains. Four
cities (including Shenzhen, the home of major local tech firms like Huawei, Tencent,
ZTE, Oppo, etc.) have been locked down, and Shanghai is also at risk of a lockdown.
China activity data so far exceeded expectations in the first two months
It was one reason why the PBoC didn’t deliver the expected MLF cut and may lower its
sense of urgency for further actions. However, it is worth noting that headline
numbers have benefited from the low base from Jan-Feb 2021, especially for
manufacturing investment and infrastructure investment as well as retail. External
demand likely also supported industrial production. Fixed asset investment growth
jumped from 4.9% y/y in 2021 to 12.2% y/y during the Jan-Feb period. Retail sales also
beat expectations, up 1.7% y/y in December to 6.7% in the same period.

However, property weakness and the recent outbreak pose significant headwinds to
growth ahead
Despite the affordable housing development, property-related indicators like new
starts and land acquisition have remained weak. Medium-/long-term household loans
declined for the first time in February, showing an unusually weak credit appetite
amid the property downturn. Meanwhile, under the current wave of COVID-19, cities
with high/medium risk areas now cover 16.7% of China’s GDP. In short, policy support
remains essential for sustaining the growth momentum, and our view is that the
easing cycle is not over yet.
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Progress in mRNA
As of February 25th, China had fully vaccinated 85.5% of it’s +1.4bn population. While
vaccination rates are comparable to other major DM and neighboring Asian countries, the
issue lies in booster rates, which are lagging significantly. Boosters are important because
research shows that the antibodies from Sinovac’s vaccine declines significantly six
months after two shots.
However, some bright spots have emerged. China approved the usage of urgent COVID
pill Paxlovid in February, paving the way to introduce foreign mRNA vaccines. Meanwhile,
the domestic mRNA vaccine from Walvax is under the final stage of its phase three
experiment.

Citi’s take – oversold markets may present a tactical opportunity
Citi’s analysts predict that the new wave of infections may lead to a sizeable economic
impact of ~0.5-0.8ppt of GDP in 22Q1, assuming no policy interventions, and will likely
require more and imminent policy support to achieve the 5.5% annual growth target.
The re-imposition of social distancing measures will further delay the recovery of the
services sector to 22H2. Meanwhile, borders are likely to remain shut until the next NPC
meeting in March 2023.
Chinese stocks traded in the US recouped some losses overnight as dip buyers emerged
following a 29% slump over three days. The intense selloff in Chinese and Hong Kong
equities had several clear macroeconomic drivers (geopolitical risks, COVID-19
lockdowns, new regulatory concerns, the impotence of stimulus), but it was also
exacerbated by technical fallouts (mainly the unwinding of leveraged and derivative
positions), which have not only affected offshore shares, but also onshore A-shares.
Our CIO sees the market as oversold and may be presenting a tactical opportunity, even
though volatility is expected to remain elevated in the medium-term. The Hang Seng
Index cash and short-term investments are now worth 1.6x its market cap as of March
15th, by far the highest on record. When it reached above 1.2x in 2009, 2012, and 2020,
the following 12-month returns were 24-54%.
Macro drivers are likely to get some breakthroughs, particularly COVID and stimulus.
Short squeezes could follow selloffs like this one. However, the Russian debt default risk
and lingering regulatory uncertainties in China continue to pose headwinds and may keep
volatility elevated in the medium-term.
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Disclaimer
“Citigold” is a client segment of Citigroup Inc (“Citigroup”), which provides its cli ents access to a broad array of products and services av ailabl e
through bank and non-bank affiliates of Citigroup. Cit i an alysts” refer to invest ment prof essionals wi thin Citi Res earch (“CR”), Citi Global Markets
Inc. (“CGMI”), Citi Priv ate Bank (“CPB”) and vo ting members of the Citi Glob al Inv estment Co mmitt ee. Citib ank N.A. and its affili at es / subsidiaries
provide no independent research or analysis in the substance or preparation of this document.
The information in this document h as been obt ained from reports issued by CGMI and CPB. Such informat ion is b ased on sourc es CGMI and CPB
believe to b e reli able. CGMI and CPB, ho wever, do not guarant ee its accuracy and it may b e incompl et e o r condensed . All opinions and estimates
constitute CGMI and CPB's judgment as of the date of the report and are subject to change without notice. This document is for general
information purposes onl y and is not int ended as a recommendation or an off er or solicit ation fo r th e purchase or sal e of any s ecurity or
currency. No part of this document may b e reproduced in any manner wi thout the writt en consent of Citibank N.A. Information in this document
has been prepared without takin g account of the objectiv es, financi al situation , or needs of any part icular inv estor . Any person considering an
investment should consider th e appropri aten ess of the inv estment h aving regard to th eir objecti ves, fin ancial situation, or n eeds, and should
seek indep endent advic e on th e suit ability or otherwise of a particular invest ment . Inv estments are not d eposits, are not obligations of, or
guarant eed or insured by Citibank N.A., Citi group Inc., or any of their affili at es or subsidiaries, or by any loc al gov ernment or insuranc e agency,
and are subject to inv estment risk, including th e possible loss of the principal amount inv est ed. Investors investing in funds deno minat ed in nonlocal cu rrency should b e aware of the risk of exchange rate fluctuat ions that may cause a loss of principal . P ast p erformanc e is not indic ativ e of
future p erformanc e, pric es can go up or do wn. Inv estment products are not av ail able to US p ersons. Investors should be aware that it is his/h er
responsibility to seek legal and/o r t ax advic e regarding the l egal and tax consequenc es of his/h er inv estment transactions. If an inv estor ch anges
residenc e, citizenship, n ationality, or pl ac e of work, it is his/h er responsibility to underst and how his/her inv estment t ransact ions are affect ed by
such change and comply wi th all applic able l aws and regul ations as and wh en such becomes applicabl e. Ci tibank does not provid e legal and /or
tax advice and is not responsible for advising an investor on the laws pertaining to his/her transaction.
Citi R esearch (CR) is a di vision of Citigroup Global M ark ets Inc. (the "Firm"), which do es and seeks to do business with co mpani es cov ered in its
research reports. As a result, inv estors should be aware th at th e Fi rm may hav e a conflict of interest th at could affect the objecti vity of this
report . Inv estors should consider this report as only a singl e factor in making thei r inv estment decision. Fo r mo re information, please ref er to
https://www.citiveloci ty.co m/cv r/eppublic/c iti _research_disclosures.

Market Specific Disclosures
Australia
This document is distributed in Australi a by Citigroup Pty Limit ed ABN 88 004 325 080, AFSL No. 238098, Australian credit l icenc e 238098. Any
advice is general advic e only. It was prepared without tak ing into account your objecti ves, fin ancial situation, or n eeds. B efore acting on this
advice you should consider if it's appropri ate for your part icular circumst ances. This document does not constitut e a recommendation to acquire,
an invitation to apply for, an offer to apply for or buy, an offer to arrange th e issue or sal e of, or an offer for issue or sal e of, any secu riti es in
Australia. Investment products are not available to US people and may not be available in all jurisdictions.
Bahrain
This document is distributed in Bah rain by Cit ibank, N.A., Bahrain. Citibank , N .A., B ahrain , may in i ts sole and absolute discretion prov ide various
mat eri als relating to the s ecurities for informat ion purposes only. Ci tibank, N.A., B ahrain is licens ed by the Cent ral B ank of B ahrain as a
Conventional R et ail and Wholes ale B ank and is bound by the CBB ’s regulat ions and licensing conditions with regards to products and services
provided by Citib ank, N.A. B ahrain. Thes e t erms are go verned by and shall be construed in accordanc e with the l aws of th e Kingdo m of Bahrain.
The Customer irrevoc ably agrees that the ci vil courts in the Bahrain shall h av e non-exclusiv e jurisdiction to hear and det ermin e any suit, ac tion or
proceedin g and to s ettl e any disput es which may aris e out of or in conn ection with thes e Terms and Conditions and for such purposes the
Customer irrevoc ably submits to th e jurisdiction of such courts. Inv estment p roducts are not insured by go vernment o r governmental agenci es.
Investment and Treasury products are subject to Invest ment risk, including possible loss of principal amount inv est ed. Investors investin g in
investments and /or t reasury products d enomin ated in foreign (non-local) currency should be aware of th e risk of exch ange rat e fluctuat ions that
may cause loss of principal wh en forei gn currency is conv ert ed to th e inv estors’ home currency . Inv estment and Treasury products are not
avail abl e to U .S. persons. All applicat ions for inv estments and t reasury products are subject to Terms and Conditions of the individual inv estment
and Treasury products. Customer understands that Ci tibank do es not provid e l egal and /or tax advic e and are not responsible for advising hi m/h er
on the laws pertaining to his/her transaction. Citibank Bahrain does not provide continuous monitoring of existing customer holdings.
People's Republic of China
This document is distributed by Citibank (China) Co., Ltd in th e P eopl e's Republic of Chin a ( excluding the Sp ecial Ad ministrativ e R egions of Hong
Kong and Macau, and Taiwan).
Hong Kong
This document is distribut ed in Hong Kong by Ci tibank (Hong Kong) Limited ("CHKL") and Citibank N .A.. Cit ibank N .A. and its affili ates /
subsidiaries provid e no indep endent res earch or analysis in th e substance o r preparation of this document. Inv estment products are not av ailabl e
to US persons and not all products and servic es are prov ided by al l affili ates or are av ail able at al l locations. Prices and avail abilit y of financial
instruments can b e subject to ch ange without notic e. C ertain high-vol atil ity inv estments can be subject to sudden and large falls in v alue that
could equal the amount invested.
India
This document is distribut ed in India by Citib ank N .A. Inv estment are subject to mark et risk including that of loss of princip al amounts invest ed.
Products so distributed are not obligations of, or guarant eed by, Cit ibank and are not bank deposits. Inv estment products cannot be offered to
US and Canada Persons. Investors are advised to read and understand the Offer Documents carefully before investing.
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Market Specific Disclosures
Indonesia
This report is mad e availabl e in Indon esia through C itibank N.A., Indonesi a Branch. Citibank N. A., is a bank that is lic ensed, regist ered and
supervised by the Indonesia Financial Services Authority (OJK).
Korea
This document is distributed in South Korea by Citibank Korea Inc. Investors should be aware that investment products are not guaranteed by the
Korea Deposit Insurance Corporation and are subject to investment risk including the possible loss of the principal amount in vested. Investment
products are not available to US persons.
Malaysia
Investment p roducts are not deposits and are not obligations of, not guarant eed by, and not insured by, C itibank Berhad, C itibank N.A., Ci tigroup
Inc. or any of th eir affiliates or subsidiaries, or by any gov ern ment or insurance agency. Invest ment p roducts are subject to inv estment risks,
including the possible loss of the princip al amount inv ested. Th ese are provid ed for gen eral information only and are not int ended as a
recommendation or an offer or solicit ation for th e purchase or s ale of any s ecurity o r currency or other invest ment p roducts. Citibank B erhad
does not represent th e information herein as accurate, tru e or compl et e, makes no warranty express or i mpli ed regarding it and no liabi lity
whatsoever wi ll be acc ept ed by Citibank B erhad, whether in contr act, to rt or oth erwise, for the accu racy or co mpleten ess of such information
including any error of fact or omission herein which may l ead to any di rect o r consequential loss, damages, costs or exp enses arising fro m any
reli ance upon or use of the information in the material. Th e contents of these mat eri als hav e not been revi ewed by the Securit ies Commission
Malaysia.

Philippines
This document is mad e avai labl e in Philippines by Citico rp Fin ancial Serv ices and Insuranc e B rok erage Phils. Inc, and Citib ank N .A. Philippine
Branch. Investo rs should be aware that Inv estment products are not insured by th e Philippin e Deposit Insuranc e Co rporation or Federal Deposit
Insurance Corporation or any other government entity.
Singapore
This report is distributed in Singapore by Citibank Singapore Limi ted (“CSL”). Invest ment p roducts are not insured under th e provisions of the
Deposit Insurance and Policy O wners’ Prot ection Sch emes Ac t of Sin gapore and are not eligibl e for deposit insurance cov erage under th e Deposit
Insurance Scheme.
Thailand
This document cont ains gen eral informat ion and insights dist ributed in Thail and by Citi group and is made av ail able in Engl ish lan guage only. Citi
does not dictate or solicit inv estment in any specific securiti es and similar products. Past performance does not guarant ee future performanc e.
Not offered to US p ersons. This document has not been approved by th e securities and exchan ge co mmission of Thail and which tak es no
responsibility for its cont ents. No offer to the public to purchas e th e shares will be mad e in Thai land and this document is int ended to be read by
the addressee only and must not be passed to, issued to, or shown to the public generally.
UAE
This document is distributed in UAE by Citibank , N .A. UAE. This is not an official stat ement of Citi group Inc. and may not refl ect all of your
investments wi th or made through Citib ank. Fo r an accurat e record of you r accounts and transactions, pl eas e consult your official st at ement.
Before making any invest ment , each investor must obtain th e inv estment offering materials, which include a descript ion of the risks, f ees and
expenses and th e p erformanc e history, if any , which may be considered in connection wi th making an invest ment dec ision. Each investor should
carefull y consider the risks associated with the inv estment and make a determin ation based upon the inv estor’s own particular circumst ances,
that th e inv estment is consistent with th e inv estor’s inv estment objecti ves. At any ti me, Citi group comp anies may comp ensat e affili at es and th eir
representatives for providing products and services to clients.
United Kingdom
This document is distributed in the U.K. by Citibank UK Limited and in Jersey by Citibank N.A., Jersey Branch.
Citibank UK Li mit ed is authoris ed by th e Prudenti al R egul ation Authority and regulat ed by th e Financial Conduct Authorit y and th e Prudenti al
Regulation Authority. Our firm’s Financi al Servic es Register numb er is 805574. Citibank UK Limited is a company li mit ed by shares regist ered in
England and W ales with regist ered address at Cit igroup Cent re, Canad a Square, C anary Wharf , London E14 5LB, Companies House Registration
No. 11283101.

Citibank N .A., J ers ey B ranch is regulated by th e J ers ey Financi al Servic es Commission. Cit i Internation al P ersonal Bank is registered in J ersey as a
business name of Cit ibank N .A. Th e address of Citib ank N.A., J ersey Branch is P.O . Box 104, 38 Esplanad e, St Hel ier, J ers ey J E4 8QB. Citib ank N.A.
is incorporated with limited liability in the USA. Head office: 399 Park Avenue, New York, NY 10043, USA.
© All rights reserved Citibank UK Limited and Citibank N.A. (2022).

Vietnam
This document is distributed in Vi etn am by Citib ank, N.A., - Ho Chi Minh City Branch and Citibank, N .A. - Hanoi Branch, lic ensed foreign bank’s
branches regulat ed by the St at e Bank of Vi etnam. Inv estment contains certain risk , pleas e study product’s prospectus, rel evant disclosures and
disclaimers and the terms and conditions for details before investing. Investment products are not offered to US persons.
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