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China wobbles, but the 
outlook is positive   

On Friday afternoon we had the release 
of the Chinese March quarter GDP and 
activity data. GDP was horrendous, a 
contraction of 6.8%, against a 6.0% 
expectation. This produced China’s first 
negative quarter since 1992. Chinese 
YoY retails sales were equally as bad, 
falling -15.8%, against an expectation 
of ‘only’ a 10.0% fall, whereas, industrial 
production impressed to the topside by 

‘only’ falling 1.1% against an expectation 
of a 6.2% fall.  

The March activity data was more 
interesting, not only because it provides a 
more recent picture of the economy but 
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also because it showed a stark divergence 
between industrial production data and 
retail sales. Long story short, supply 
disruptions do not appear as bad as were 
initially thought, but demand disruption 
is deep. This is a recipe for deflation 
which, potentially, could be exported 
to the globe. The other thing to keep in 
mind is that China is 6-8 weeks ahead of 
the rest of the global in its virus response, 
and the data we got from China today 
will be repeated internationally in the 
months ahead.

Despite the large contraction in China’s 
economy across the March quarter, 
activity started to pick up in the month of 
March and this improvement is expected 
to continue into April. China’s focus is 
to kickstart demand by boosting effective 
investment which should translate into 
growth for the June quarter. Officials 
suggest that large scale layoffs haven’t 
occurred in China and the employment 
situation remains steady. New Zealand 
and Australia’s recovery from this 
downturn will be largely influenced on 
Chinese demand for their exports, as the 
two commodity countries look to export 
their way out of the recession. Currently, 
the low exchange rate across Australasia 
has made exports more attractive and 
demand from China seems to be steady. 

In other headlines

Singapore had a monster of a Trade 
number with March exports rising  
17.6% YoY against an expected 
capitulation of 8.0%.  

Interestingly, Reuters attributed the 
positive number to gold and pharma 
exports.

Over the weekend the ECB held talks 
with the EU’s department for financial 
stability on the possibility of establishing 
a Eurozone ‘bad bank’ that would take 
billions of Euro’s in debt off bank lenders 
balance sheets.

Meanwhile, in the US, the Trump 
administration and Congress are closing 
on a deal to increase the Paycheque 
Protection Programme (“PPP”) with an 
additional USD300 billion to help small 
businesses keep workers on their payrolls. 

Finally, the Fed’s Williams was out with a 
few comments stating, “I’m optimistic but 
we’ve got some tough days ahead,” although, 

“there is still lots of economic pain ahead.”  
In slightly positive news he added,  

“we have seen a significant improvement 
in liquidity and market function,” but he 
warned, “(I) don’t see economy back to  
full strength by year-end.”

This week 

Once again, COVID-19 will be the 
headline maker for the week as well as 
US first-quarter earnings, with nearly 
500 US companies reporting their results 
and providing updated full year guidance. 
Elsewhere, we have PMI surveys out 
from US, UK, Eurozone, Japan and 
Australia, and the Chinese Central bank 
is re-fixing their 1 year and 5 year Prime 
rates today, which are currently at 4.05% 
and 4.75%. 
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