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China Insights 
A fine balancing act

Summary 

 Recent policies and 

statements from Chinese 

officials reflect regulatory 
efforts to prioritize risk 

unwinding over aggressive 

loosening and ensure easing 

measures to channel funds 

into the real economy 

 We interpret the more 

cautious stance as “fine-

tuning” after aggressive 
easing rather than a major 

policy shift 

 With multiple mandates 

across inflation, growth, 

employment, exchange rate 

and financial stability, 

policymakers are trying to 
strike a fine balance between 

policy objectives 

Hot topic: A fine balancing act 
Money market rates have turned notably higher since mid-May and through June, 
after dropping sharply in February-April when China’s central bank (PBoC) rolled out 
aggressive policy easing measures via liquidity injections and credit loosening. The 
recent rise in market rates in the absence of a high-profile liquidity easing has raised 
concerns over whether the PBoC is tightening its policy stance. After a 30bps cut to 
the 7-day reverse repo rate*, 1-year medium-term lending facility (MLF) rate and 
loan prime rate (LPR) in February-April, these rates were kept unchanged in May-
June. Similarly, there was no change to the reserve requirement ratios (RRR) in 
May-June following a 50-150 cut (for large and SME banks) in January-April. 

Recent PBoC policies to support micro and small enterprise (MSE) lending have 
also raised concerns that the central bank may favour direct credit support over 
liquidity loosening. The PBoC announced a loan purchase programme which is, in 
essence, a special one-year interest-free loan to eligible banks at zero interest rate 
to fund their MSE lending. The PBoC will set up a special purpose vehicle (SPV) 
and provide it with RMB400 billion of funding via the relending quota. The SPV will 
use the funds to purchase 40% of MSE uncollateralized loans from eligible banks 
issued during March-December 2020. 

A sharp turn in money market rates 

%

Source: WIND, HSBC Global Asset Management, June 2020. 
*A repo (repurchase agreement) is a short-term agreement to sell securities (typically government 
securities) and buy them back at a slightly higher price. The interest rate on the agreement is known as the 
repo rate and is a proxy for the overnight risk-free rate.
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(cont'd) 

These banks are required to repay the RMB400 billion after one year, and will 
assume the beneficiary rights and underlying credit risks of the sold loans. 

We think the MSE loan purchase programme may not be as negative as the market 
perceives it to be for liquidity and rates, as it will help improve bank reserves, 
especially for small banks that are major borrowers in the interbank market. 

Financial stability risk concerns and regulatory efforts to reduce financial 
arbitrage 

We think regulatory efforts to reduce financial arbitrage and avoid funds from being 
circulated in the financial system instead of flowing to the real economy have also 
been a key driver of recent liquidity tightening. Two types of financial arbitrage have 
particularly come under scrutiny: (1) increased interbank leverage with ultra-low and 
stable repo rates to invest in front-end bonds; and (2) corporates using cheap 
funding from bill issuance and subsidized loans (~2% cost) to invest in high-yielding 
structured deposits (~4-5% returns). Amid higher repo rates, daily repo transaction 
volume has dropped from over RMB5 trillion/day in mid-May to RMB3.5-4 trillion/day 
by late June, which indicates leverage reduction.  

Structured deposits are financial products – essentially a combination of a deposit 
and an investment product – where the return is dependent on the performance of 
some underlying financial instrument/derivatives. Structured deposits have grown 
rapidly since 2018 due to increased competition for deposits (especially among 
smaller banks) and new regulations that ban the issuance of principal-protected 
wealth management products. Structured deposits reached an all-time high of 
RMB12.1 trillion in April before retreating slightly to RMB11.8 trillion in May. 
Structured deposits contributed to over a quarter of new bank deposits in January-
April, despite accounting for less than 6% of the total. Regulators have reportedly 
given banks guidance to downsize their structured deposits by the end of 2020 and 
impose a cap on the returns offered. This could cause disproportional liquidity 
shortage at smaller banks in particular at quarter-ends. 

Mixed signals – policy “fine-tuning” amidst different macro/financial 
objectives 

The State Council on 17 June reiterated an easing policy stance, pledging to 
maintain adequate liquidity via reserve requirement ratio (RRR) cuts and relending, 
to guide down lending rates, bond yields and financing costs. It also urged financial 
institutions to relinquish RMB1.5 trillion profits this year to support the real economy. 
However, recent comments by PBoC officials have signaled a less dovish policy 
signal. PBoC showed concerns about negative consequences of ultra-loose policies 
and moral hazard risks, while stressing the need to strike a balance between growth 
and financial stability; the need to preserve policy space; and the need to start 
investigating the exit strategy of stimulus measures. The credit targets for this year, 
i.e. RMB20 trillion new bank loans and >RMB30 trillion new aggregate financing 
(AF) could translate to outstanding bank loan growth of ~13.2% and AF growth of 
>11.9% yoy by end-2020, higher than 10.7% and 12.5% at end-2019, respectively, 
but implying a notable deceleration of new credit growth in H2. Regulators have also 
ruled out the possibility of a negative interest rate policy or debt monetization. That 
said, we interpret the more cautious stance as policy “fine-tuning” after aggressive 
easing rather than a major policy shift. Amid signs of a growth recovery, strong fiscal 
and credit expansion in previous months may have reduced the urgency for 
additional stimulus. 

More targeted monetary policies to support the recovery 

With multiple mandates across inflation, growth/employment, exchange rate and 
financial stability, policymakers need to strike a fine balance between policy 
objectives. We expect PBoC to maintain an accommodative policy stance. The 
recovery remains fragile and uneven amidst external uncertainties. The risk of a 
second wave of infections may weigh on the recovery in consumption and services. 
Inflation is low, and corporates’ real funding costs remain high. The 25bp cut to the 
rediscounting and relending rates (on 1 July) is another step towards reducing small 
businesses’ borrowing costs. The move also signals that the PBoC will likely 
continue to implement targeted easing in the coming months, though we think a cut 
to RRR and/or MLF rate/LPR is still likely, with focus on lowering corporate financing 
costs (including policies to compress credit spreads) and facilitating issuance of 
government bonds. At the same time, regulatory and macro-prudential policies may 
be enhanced to control financial risks.
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Rapid growth in structured deposits flags financial risks 

RMBtrn

More cautious monetary easing signal from PBoC 

% yoy %

Source: Bloomberg, HSBC Global Asset Management, June 2020. Source: CEIC, HSBC Global Asset Management, June 2020. 

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any 
way.  HSBC Global Asset Management accepts no liability for any failure to meet such forecasts, projections or targets.   

In the following pages we will take a deeper look at how recent events and policy measures are impacting Chinese 
fixed income and equity markets: 
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Fixed income 

Net inflows into onshore bonds 
reached USD16 billion in May,  
the biggest monthly reading on 
record 

 In the past month, the onshore government bond yield has started to shift 

upward as fears of deflation abated and the tentative signs of a recovery 

became more convincing.  According to the latest consensus forecast, the 

Chinese economy is expected to expand 1.8% year on year in the three months 

to June, compared with the prior forecast of 1.5%. Official Q2 GDP figure will be 

released on July 15 

 Despite an improving macro backdrop, the onshore RMB bonds, measured by 

iBoxx ALBI China Onshore Index, shed 1.1% in the month ending 26 June, 

bringing down the year-to-date gain to 2.4%, reflecting concerns over a surge in 
bond supply to boost fiscal spending and sharp drop in producer prices. 

Chinese authorities plan to issue RMB1 trillion special government bonds via 

market auction by July, triggering a selloff in the long-end  of the curve. The PPI 

fell 3.7% year on year, the sharpest drop in more than four years, according to 

official data 

 The offshore gauge, the iBoxx ALBI China Offshore Index, gave up 0.6% for the 

same period. In the offshore China dollar credit market, investors continued to 

prefer risky asset, with high-yield bonds rising 2.6% over the month, even 

though the US dollar has weakened since its March peak. The investment 

grade universe added 1.1% in June 

 The Chinese authorities continued to ease policy, with a cut in the 14-day repo 

rate by 20bp to 2.35% on June 18, from 2.55% previously. On the other hand, 

they have asked financial institutions to forego RMB1.5 trillion of profits in 2020 

on behalf of corporate borrowers, in a move to support the real economy and 

jobs 

 In terms of fund flows, China bond market received robust inflows in May, 

largely driven by short-dated government bonds and widening interest rate 

differential between China and developed markets. Net inflows into onshore 

bonds reached USD16 billion last month, the biggest monthly inflow on record. 

This is mainly due to USD7.7 billion and USD8.4 billion of inflow into central 

government bonds and policy bank notes, respectively  

 Besides China Government Bonds (CGB), local government bonds also drew 

meaningful trading turnover in May. Due to the record RMb1.3 trillion local 
government bond supply, RMB8.6 billion of local bonds were exchanged hands 

through Bond Connect, more than 6.6 times year on year increase

Chinese bonds remain steady amidst new rounds of global easing 

3-year cumulative return % bps

Source: Bloomberg, Markit data as of 26 June 2020. Total return in local currency terms.  
For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
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Equity market

MSCI China and CSI 300 are now 
trading at 12-month forward PE of 
14.0x and 12.7x on the back of a 
tentative recovery 

 Both onshore and offshore Chinese equities rallied in June, as the sentiment 

boost from upbeat macro data outweighed the threat of a second wave of 

infections. On a month-to-date basis, MSCI China A Onshore and MSCI China 

gained 7.4% and 8.6% ending 26 June, respectively, while the tech-heavy 

ADRs gave up 8.1% over the same period. In US dollar terms, CSI 300 Index of 

the largest companies in the countries advanced 8.6%, while the ChiNext Index, 

the gauge of small-cap stocks, jumped 14.2% 

 On a year-to-date basis, semiconductors and healthcare companies within 

MSCI China outperformed the benchmark, advancing 72.2% and 55.1%, 
respectively, while energy and telecom names were the major laggards in the 

benchmark with a decline of 30.4% and 20.5% 

 Given the regulatory uncertainty in the US, some of the US-listed Chinese 

companies are expected to speed up their secondary listing plans in Hong 

Kong. In June, two tech companies made their Hong Kong market debut, 

raising USD6.6 billion. On a weighted voting right adjusted basis, a list of 30 

companies are eligible for a secondary listing in Hong Kong, representing about 

USD330 billion of market cap 

 Signs of improvement continue to be seen in various economic activities from 

online retail sales to industrial production growth, partially offsetting a collapse 

in export orders amid global lockdowns. Online retail sales of goods rose 

22%yoy in May, improving from 16.2% in April and 10.7% in March, with overall 

retail sales having recovered to -3%. Industrial output growth – a gauge of 

factor output – accelerated to 4.4%yoy in May, the highest reading since 

December and up from 3.9% in April 

 In terms of fund flows (as of 26 June), the southbound trade through the Stock 

Connect has recorded USD38 billion of net buying so far this year, while the 

northbound trade has seen USD17 billion of net purchase for the same period  

 Going into the second half, we believe the Chinese authorities will launch more 

targeted stimulus and relief measures to revive spending and investment, which 

could be supportive of the real economy, employment and the equity market 

performance

Chinese stocks rally amidst global volatility 

1-year cumulative return (%) Forward price to earnings ratio (x)

Source: Bloomberg, HSBC Global Asset Management, as of 26 June 2020. Total return in local currency terms. 
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Sector1 Outlook Comment 

Consumer 
Discretionary  +

 In particular, we like the education space as it is relatively less sensitive to macro 

headwinds. Amid domestic consumption recovery, we prefer local brand names 

with strong online sales channels and low inventory levels, such as sportswear 

companies. We have added some local hotels and travel agents as elimination of 

overseas travel will boost local travel 

Consumer Staples +

 Margin expansion capability of strong staple brand names remains large with 

higher pricing power and ecommerce channel. Demand should recover quickly 

after COVID-19 outbreak, specially for alcoholic beverages, aided by policy 

support measures such as “consumption coupons” 

Energy  -
 Oil price has dropped to lower levels with sharp drop in demand due to lockdowns 

and travel bans during global coronavirus outbreak, which we believe will take a 

long time to recover 

Financials  -

 We expect more loosening monetary policy in the next few months due to the 

weak economy. We are underweight banks as lower rates may add pressure to 

their net interest margin. We are adding some high quality insurance companies 

with long term growth opportunities at attractive valuation 

Healthcare  +
 We favour companies with strong R&D capabilities focused on innovative drugs 

and service providers with high growth visibility and solid business models 

Industrials  -
 Looking ahead, we see more infrastructure projects to boost the economy and full 

resumption of construction works but focus will be on “New Infrastructure” instead 

Information 
Technology  +

 We are positive on handset lens upgrade trend and we like companies that can 

benefit from ongoing tech upgrade as smartphone demand remains stable 

despite coronavirus outbreak 

Materials  O 

 Demand for real estate-related and interior decoration materials recovered but we 

question the sustainability of the demand strength given global economic 
slowdown. We prefer gold mining companies within the sector given the surge in 

gold price 

Real Estate O 

 We are turning positive on the property sector as its funding cost pressure will be 
relieved by the loose monetary policies. We prefer property management 

companies from the longer term perspective as a defensive business with 

ongoing market consolidation 

Communication 
Services -

 We selectively prefer social platform and cloud services companies as 

coronavirus outbreak has sped up technology adoption 

Utilities  -  We are not positioned defensively in the current market 

Note: 
1. Sector views of HSBC Global Asset Management’s offshore Chinese equity team; “+” = positive, “–” = negative, “O” = neutral 
For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
Source: Bloomberg, HSBC Global Asset Management, as of June 2020.
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Data watch 

Indicator Date Actual Consensus Prior Analysis 

Industrial 
production 
(IP) (yoy) 

May +4.4% (5.0%) 3.9% May activity data confirms a continuing economic 
recovery, as production activity has largely 
normalized, with domestic demand recovery mainly 
led by the infrastructure, real estate and auto sectors 
while tech and pharmaceutical production has 
benefited from COVID-19-related demand. The 
recovery in consumer spending has also broadened 
though selective (service) consumption, e.g. culture & 
entertainment, restaurants and travel/tourism-related, 
continued to lag. In terms of IP, all major industries 
recorded positive growth, with auto IP rebounding 
12.2% yoy, but on a sequential basis, IP growth 
moderated further to 1.5% mom (sa) after a 2.2% gain 
in April. Meanwhile, services output growth turned 
positive at 1.0% yoy vs. 4.5% in April, led by IT 
(+12.2%), financials (+5.2%) and real estate (+7.1%) 
services, while the main drag contend to come from 
restaurants and lodging (-21.7%). Looking forward, 
we expect the recovery to continue, but growth 
momentum may ease following an initial strong 
rebound driven by easing of restrictions and the 
release of pent-up demand. A return to pre-COVID-19 
lives in the near term is unlikely. The recent COVID-
19 outbreak in Beijing has raised concerns about a 
potential second wave and a new round of lockdowns, 
though we think such risk is limited by the government 
reacting quickly and aggressively with a targeted 
approach. Weak external demand, geopolitical/US-
China tensions, (corporate) solvency and debt 
problems, as well as labour market pressure and 
income losses pose risks. We expect further policy 
easing as inflation remains modest, but the emphasis 
on a balance between growth and financial stability 
implies slightly more cautious and targeted policy 
approach 

Fixed Asset 
Investment 
(FAI) (ytd, 
yoy) 

May (6.3%) (6.0%) (10.3%) All major sectors improved, including infrastructure 
(amid policy efforts), real estate (with easing of 
developers’ funding conditions), other tertiary sectors 
and manufacturing, though the uncertain business 
and profit outlooks have curbed manufacturing capex. 
Policy efforts to speed up “new” infrastructure (e.g. 
5G network and data centre), key construction 
projects and urbanization, along with credit easing will 
likely continue to support related investments. 

Excavator sales volume jumped 68% yoy in May, 
indicating an acceleration in construction activity. 
Property indicators, such as new housing starts and 
home sales, picked up further, amid the release of 
pent-up demand, modest easing at local government 
levels. Meanwhile, manufacturing FAI may stay 
lukewarm until there is greater clarity of the demand 
outlook. 

Retail Sales 
(yoy) 

May (2.8%) (2.3%) (7.5%) The YoY decline continued to narrow, while on a 
sequential basis, retail sales picked up 0.8% mom 
(sa) following a similar pace of gain in April. 
Commodity sales have almost recovered to last year’s 
levels, but catering sales were still down by 19% yoy 
though they have also improved moderately recently. 
Auto sales rebounded nicely, likely partly reflecting 
increased government subsidies, while housing-
related items also saw a recovery in sales. 



Any forecast, projection or target contained in this presentation is for information purposes only and is 
not guaranteed in any way. HSBC Global Asset Management accepts no liability for any failure to meet 
such forecasts, projections or targets. For illustrative purposes only. July 2020 | China Insights  8

Indicator Date Actual Consensus Prior Analysis 

Meanwhile, online sales, particularly goods sales, 
posted strong growth. However, labour market 
pressure remains significant and weighs on the 
consumption out-look. The survey-based urban 
unemployment rate edged slightly lower to 5.9% from 
6.0% in April, but was well above May 2019’s 5.0 and 
the unemployment rate was higher among 
college/university graduates and the 20-24 aged 
group. Newly increased urban employment dropped 
23% yoy in the first five months. Among those 
employed, average working hours was back to near 
last year's levels at 46 hours per week (+1.8 hours vs. 
April). While an ongoing recovery should help absorb 
a large part of the displaced workers, more policy 
support is needed to limit large-scale corporate 
bankruptcies and/or a permanent rise in 
unemployment. 

Exports 
(USD) (yoy) 

May (3.3%) (6.5%) 3.5% In the near term, China’s “first in, first out" status from 
the pandemic puts its export sector in a relatively 
favourable position as producers in other parts of the 
world still face or just emerge from lockdowns. There 
has seen a short-term boost to exports of medical 
supplies & equipment (and related textiles, fabrics, 
and chemical materials) and electronics reflecting the 
increase in distance-working and –learning. That said, 
exports fell sharply for other products where dammed 
has been hit hard by the pandemic. Such export 
resilience faces risks from fading COVID-19-related 
demand (especially for durables), a production 
recovery elsewhere and geopolitical tensions. 
Meanwhile, lower commodity prices and still-tepid 
domestic demand curbed imports, leaving an 
improvement in the trade balance. 

Imports 
(USD) (yoy) 

May (16.7%) (7.9%) (14.2%) 

Trade 
Balance 
(USD) 

May 62.93bn 41.40bn 45.34bn 

CPI Inflation 
(yoy) 

May 2.4% 2.7% 3.3% CPI moderation was driven by deceleration in food 
price inflation while core inflation was stable at 1.1% 
yoy. PPI deflation deepened, reflecting soft domestic 
demand and led mainly by mining and raw materials 
albeit the rebound in global oil prices. YoY CPI 
inflation is likely to ease further into Q1 2021 on the 
back of a higher base. Domestic demand pressure 
may gradually pick up though some economic slacks 
remain, while price rises of certain items due to 
supply side disruptions should subside. Imported 
disinflation from oil may reverse as oil prices recover 
(though the oil pass-through is limited by the cap and 
floor of retail pricing). The benign inflation outlook 
leaves room for further monetary easing. 

PPI Inflation 
(yoy) 

May (3.7%) (3.3%) (3.1%) 

Aggregate 
financing 
(AF) (RMB) 

May 3,190bn 3,100bn 3,090bn Growth of outstanding AF and RMB bank loans rose 
to 12.5% and 13.2% yoy respectively from 12.0% and 
13.1% in April, while faster issuance of government 
and corporate bonds remained key drivers of recent 
credit growth acceleration. Solid medium-to-long term 
loans may indicate a short-term recovery in property 
transactions and corporate capex. There is a greater 
emphasis of targeted monetary/credit policy to 
support corporates, especially SMEs, as PBoC 
warned against liquidity flooding and financial stability 
risks. 

New yuan 
loans (RMB) 

May 1,480bn 1,600bn 1,700bn 

 Indicates improved data on month-on-month/quarter-on-quarter/year-on-year basis 
 Indicates no change in data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates worsened data on month-on-month/quarter-on-quarter/year-on-year basis 

Source: Bloomberg, HSBC Global Asset Management, as of June 2020.
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this discretionary service, assets of participating clients will be invested by HPWS or its delegated portfolio manager in 
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