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Will China’s adrenaline shots work?  
Summary:  Following a global  market  rally  spurred by  a recent  Fed rate 
cut,  China introduced a significant  stimulus  package to counter  its  
economic  slowdown.  The measures,  including rate cuts  and a "stock 
stabilization fund,"  led to the biggest  weekly  gain in Chinese stocks  since 
2008.  While this  move provides  a temporary  boost,  uncertainty  remains  
about  its  long-term  impact.  Investors  are advised to stay  cautious  and 
wait  for  clearer  signs  of  sustainable growth.  

After  last  week’s  half-point  interest  rate cut  by  the Federal  Reserve,  risk  
appetite around the globe surged.  Markets  rallied impressively,  with the 
S&P  500 up nearly  3%  since the decision.  Sentiment  measures  such as  
the  AAII  Bulls-Bears  index  have also risen to nearly  their  highest  levels  
of  the year.  With all  the anticipation leading up to the  big announcement,  
it’s  not  surprising that  we saw  such a move in the aftermath.  Overall,  
current  market  sentiment  could be characterized by  a cautious  optimism  
with  a hint  of  lingering uncertainty.   

The big question for  investors  is,  what’s  next? What’s  the next  big 
market-moving catalyst? The pace and path of  a looming economic  
slowdown are  obviously  top  of  mind.  The most  significant  market-moving  
events,  though,  often come  as  a surprise,  and that’s  exactly what  
happened this  week  in China.  

Big  stimulus  announcements  in  China   
The People’s  Bank  of  China (PBOC)  reduced repo rates  by  20  bps,  
signalling similar  cuts  to lending,  deposit  rates,  and existing mortgages.  
The PBOC  also introduced  several  programs  to facilitate stock  
purchases  to prop up equity  markets.  These include swap facilities,  
lending programs,  and the establishment  of  a big “stock  stabilization 
fund.”  These moves  are seen as  a sign of  the PBOC’s  intent  to act  as  a 
“put”  for  the stock  market,  providing a safety  net.  These measures  and a 
50bps  cut  to reserve requirements  for  banks  were done to stabilize 
housing markets  and encourage bank  lending to spur  economic  growth.  
The market  reacted with a  resounding sigh of  relief,  and Chinese stocks  
surged to their  biggest  weekly  gain since  2008,  rising 16.3%  

The main purpose of  the recent  stimulus  package was  to confront  
slowing growth and deflation in the Chinese economy.  The property  
market  remains  in disarray,  and consumer  confidence  is  extremely  low.  
The moves  were made with a sense of  urgency  as  forecasted GDP  
growth in China was  declining and falling short  of  their  5%  GDP  growth 
target,  as  seen in the chart  below.   

Derek Benedet Sign up here if you do not already receive the Market Ethos directly to your inbox. 
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China growth estimates falling well short of expectations 
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2 Market Ethos 

Lacklustre growth and a general  unease with the potential  risk  of  owning Chinese equities  have punished  Chinese 
markets.  The Shanghai  Shenzhen CSI  300 Index  had declined nearly  50%  from  its  high in early  2021.  It’s  up big this  
week,  but  that  massive move still  looks  like a drop in the bucket  compared to the large drawdown.  While this  latest  
move is  impressive,  it  leaves  us  wondering:  Why  now? Regarding China,  there have always  been big question marks  on 
official  data.   

Technically,  the downtrend  is  broken,  and the market  appears  to have put  in a double bottom.  Much of  this  move is  
likely  technically  driven by  short  covering,  and for  it  to continue,  we’ll  need to see  solid fundamental  progress.  The most  
recent  government  intervention is  similar  to the Fed “put"  phenomenon in the US  or  the “whatever  it  takes”  comment  by  
Mario Draghi  when the European Union was  in an existential  crisis.  Historical  trends  suggest  that  such rallies  in 
response to government  intervention tend to be fleeting without  sustainable earnings  and enduring growth to back  
them  up.   
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The key  question is  whether  this  move is  just  a temporary  reaction or  the beginning of  a more permanent  shift.  The 
follow-up announcement  later  in the week  by  the Politburo meeting further  suggests  this  is  a genuine shift  toward 
broader  economic  stimulus  with specific  measures  to address  housing and financial  markets  and  increase  fiscal  
expenditures.  The shift  in tone was  heard loud and clear.   

Outside of  China,  some stocks  have also  seen strong rebounds,  such as  retailers  who sell  into the market,  especially  
luxury  names,  some of  which are up close to 20%.  Beyond equities,  the most  direct  beneficiary  of  this  announcement  
has  been the commodity  complex.  The S&P/TSX  Global  Base metals  index  is  up over  12%  this  week.  Led  by  iron ore,  
copper,  and nickel,  base metals  have all  surged with renewed optimism  toward increased demand in China.  This  is  
good news  for  Canada,  given the 12.8%  weight  of  the  materials  sector  in the S&P/TSX  Composite.  Interestingly,  oil  has  
not  participated at  all,  but  that’s  another  issue for  another  day.   

  



 

 

       

  

Commodities have seen an immediate benefit of the stimulus 
announcement 
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4 Market Ethos 

Final  thoughts  
The breakout  in Chinese markets  is  worth watching.  Given four  straight  down years,  there is  a lot  of  room  left  to get  to 
previous  highs.  That  being said,  investors  should be mindful  that  China is  still  in a bear  market,  and chasing a move 
higher  would be risky. Still,  should China  return to the growth path,  it  would play  a  significant  role in the global  growth 
outlook.  Waning growth prospects  suddenly  look  a little brighter.  It’s  too soon to be sure,  and further  stimulus  may  be 
required down the road.  Given  how  far  the Chinese stock  market  has  fallen,  there is  a long way  to go in the recovery.  
Until  there are clear  signals  that  the rebound is  intact,  investors  should likely  get  a second chance to gain exposure on 
any  pullback.  China is  woefully  under-owned,  and that  won’t  change  in a week.  It  might  be the big theme in 2025,  but  
we’ve seen these false starts  before.  In addition,  the election risk  in the U.S.  adds  further  uncertainty.  Best  to hold off  for  
now  but  keep  it  on the radar  until  we get  a better  idea about  how  much Beijing is  willing to spend.  
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.  
 
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson  Wealth Limited for information purposes only.   
 
*This report is authored by Craig Basinger, Chief Market Strategist  at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger  has transitioned to Purpose Investments 
Inc.  
 
Disclaimers  
 
Richardson Wealth Limited  

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its  
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the  
completeness or accuracy of  this  material,  and it should not  be relied  upon as such.  Before acting on any recommendation,  you  should consider whether  it  is  suitable for your  particular  
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments  contained herein are general in nature and are not intended  
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or  tax advisors for advice with respect  to the 
tax consequences to them.  

Richardson Wealth is a trademark of  James Richardson & Sons, Limited used under  license.  

Purpose Investments Inc.   

Purpose Investments Inc. is a registered securities entity.  Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please  
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the  current net asset value. Investment funds  
are not guaranteed, their  values change frequently and  past  performance may not be repeated.   

Forward Looking Statements  

Forward-looking statements are based on current expectations, estimates,  forecasts and projections based on beliefs and assumptions made by author. These statements involve risks 
and uncertainties and are not guarantees of future performance or results and  no assurance can be given that these estimates and expectations will prove to have been correct, and 
actual outcomes and results may differ materially from what  is expressed, implied or  projected in such forward-looking statements. Assumptions, opinions and estimates constitute the  
author’s judgment as of the date of  this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy 
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for  your particular circumstances  and, if  
necessary, seek professional advice. Past performance is not  indicative of future results. These estimates and expectations  involve risks and uncertainties and are not guarantees of  
future performance or  results and  no assurance can be given that  these estimates and  expectations will  prove to have been correct,  and actual  outcomes and  results  may differ  materially  
from what is  expressed, implied or projected in such forward-looking statements.  Unless required by applicable law, it  is not undertaken, and specifically disclaimed, that there is any  
intention or obligation to update or  revise the forward-looking statements, whether  as a result of new  information,  future events or  otherwise.   

Before acting on any r ecommendation, you should consider  whether it  is suitable for  your particular  circumstances and,  if  necessary, seek professional  advice.   

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or  
research report  of either Richardson Wealth or Purpose Investments,  and this is no t  to be used as a solicitation in any j urisdiction.   

This doc ument is not  for  public distribution, is for  informational purposes only, and is not being delivered to you in the context  of an offering of any s ecurities, nor is i t  a  recommendation  
or solicitation to buy, hold or sell  any security.  

Richardson Wealth Limited,  Member  Canadian Investor Protection Fund.   
Richardson Wealth is a trademark of  James Richardson &  Sons, Limited used under license.   
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