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China Economics Update: Exports rebound amid headwinds
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China’s exports held up better than
expected, registering positive growth
with weak US exports more-than-offset
by other markets. Imports decelerated
due to weaker commodity prices and
decelerating tech supply-chain trade.

We expect exports to recover slowly
later this year. Our leading indicator
comprising regional data points to
stabilization of exports in coming
months. Yet the frade war rages on,
depressing overall momentum. Both
high-tech and labor-intensive trade are
likely to stay under pressure.

Our baseline remains that the Sino-US
frade negotiations will continue and

that new tariffs will be delayed. As such,

the renminbi exchange rate is likely to
remain stable. However, an escalation of
the trade war after the G20 summit in
late Jun remains a threat to our benign
outlook as it would put the renminbi
under further depreciation pressure.
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Trade indicators May-18 Feb-19
Trade balance (US$ b) 23.4 4.12
Exports YoY (%) 12.6 -20.8
Imports YOY (%) 26.0 -5.2
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Exports recovered mildly after Apr decline led by capital-intensive goods

China's exports rose 1.1% YoY in May after a decline of 2.7% YoY in Apr, beating the market
and our expectation of a further decline (Bloomberg cons: -3.9%, CCBIS: -2%), and only
slightly slower than growth in 1Q19 (+1.4% YoY).

By destination, exports to Asian countries recovered and exports to the US declined at a
slower pace. Exports to ASEAN and Taiwan rose further and exports to Japan and Korea
registered positive growth after a notable decline the previous month. Shipments to the US
fell at a slower pace of 4.2% YoY vs -13.1% YoY in Apr, contributing to over 35% of the
recovery in headline growth. Advanced shipments before the tariff hike on 10 May could
explain some of the rebound, although the response time for exporters between the
announcement and the actual hike was only a week. Meanwhile, exports to the EU were
stable.

By category, capital-intensive goods led the rebound. Exports of capital-intensive goods rose
0.5% YoY vs -3.7% YoY in Apr, explaining around 60% of the recovery in headline growth

(Fig 1). However, exports of fuel and metals declined further. By product, autos, mobile
phones and computers saw smaller YoY confractions. Meanwhile, export growth of LCD
panels and electric motors turned positive after a sharp decline in Apr.

Imports declined more than expected on softer commodities and supply-chain trade

Imports fell 8.5% YoY in May after growing 4.0% YoY the previous month, resulting in some
downside surprise to the market and also missing our below-consensus forecast (Bloomberg
cons: -3.5%; CCBIS: -5%).

By import type, the decline was driven by general imports, which fell 8.6% YoY after a mild
recovery of 4.0% YoY in Apr. Processing imports also declined further. By product, fuel and
high-tech imports slowed the most. In particular, crude oil imports moderated after an earlier
surge, and iron ore imports declined further. Within high-tech imports, semiconductor imports
declined notably in both value and volume terms. Finally, soybean imports fell over 31% YoY
after a mild increase in Apr.

Capital outflows pick up moderately

China’s FX reserves increased by US$6.0b to US$3,101b, slightly above market expectations.
The increase was driven by a strong frade surplus, the highest in five months despite the small
negative valuation effect. Combining tfrade balance and FX reserve data, we estimate that
non-FDI capital outflow picked up to US$42.7b from US$25.8b in outflows in Apr and average
outflows of around US$23b in 1Q19.

Our view

Signs emerge that trade is stabilizing. The sharp decline in supply-chain imports, particularly
in the case of semiconductors, indicates downward pressure on related trade and exports.
However, improvement in regional leading indicators suggests the deterioration might slow
in coming months (Fig 2). We expect exports to recover and register low-single-digit growth
throughout the remainder of 2019F.

Policy headwinds remain strong. The frade war remains a threat to the outlook for exports.
An escalation would risk arresting recent improvement. Our baseline remains that trade
negotiations will continue and that additional tariffs on US$300b in Chinese goods will be
delayed. We take Mnuchin’s tweet! as a sign that the China-US trade talks have not
completely fallen apart.

In an interview over the past weekend, PBoC Governor Yi indicated that there is no specific
rate the yuan needs to be held to and that China has “tfremendous” policy room should the
frade war worsen. The comments were read by the market as a sign there is more wiggle
room to trade the renminbi towards depreciation. We maintain our view that the USDCNY
will remain largely stable at around 6.9. However, in a risk scenario that the US levies tariffs on
all remaining Chinese imports, the USDCNY could experience further depreciation with a “7”
handle.

! Mnuchin: “*Had constructive meeting with PBOC Governor Yi Gang, during which we had a candid discussion on
frade issues.”
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Fig 1. Exports of both labor- and capital-intensive goods
rebounded
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Fig 2. Asia trade indicators have improved
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Table 1. China trade details
In US$ terms (% YoY) May 2018 1Q18 2Q18 3Q18 4Q18 1Q19 Apr19  May 19
Total exports (in US$ terms) 12.6 13.9 11.5 11.7 3.9 1.4 -2.7 1.1
Total exports (in RMB terms) 3.2 7.2 2.6 9.8 8.5 6.7 3.1 7.7
Exports by destination
Shipments fo EU 8.5 12.5 9.8 11.6 6.2 8.1 6.5 6.1
Shipments to US 11.6 13.6 1.3 12.9 6.3 -9.0 -13.1 -4.2
Shipments to ASEAN 17.6 15.9 18.0 15.2 7.4 9.1 0.7 3.5
Exports by product
Garments -6.1 1.0 -4.3 4.5 0.2 -4.4 -11.3 -0.1
Steel products 18.7 0.0 18.9 18.3 9.9 2.2 -9.3 -17.5
Mobile phones 12.6 19.3 15.2 11.6 -0.9 -19.2 -18.6 -4.0
Hi-tech products 17.7 19.9 16.6 12.8 4.0 -2.5 -5.9 0.5
Total imports (in US$ terms) 26.0 19.1 20.5 204 4.4 -4.8 4.0 -8.5
Total imports (in RMB terms) 15.6 12.2 11.2 191 9.1 0.3 10.3 -2.5
Imports by method of frade
General imports 28.6 21.2 23.7 23.2 4.8 -3.9 4.0 -8.6
Processing imports 12.2 1.7 8.2 17.0 0.7 -10.3 -5.1 -10.3
Enfrepdt imports 25.7 28.2 18.5 10.1 5.6 -0.9 10.8 -0.6
Imports by commodity
Iron ore (vol) 2.9 0.1 -2.8 -1.3 1.8 -3.2 -2.6 -11.0
Copper ore (vol) 37.3 9.2 25.4 26.2 -0.5 20.0 6.6 16.7
Coal (vol) 0.6 16.5 2.8 18.5 -19.9 -2.4 13.5 23.0
Crude ail (vol) 5.0 7.4 4.9 5.7 23.7 8.9 10.8 3.0

Source: CEIC, CCBIS
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Table 2. China FX reserve indicators
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May 2018 1H18 avg 2H18 avg Mar 2019

Apr 2019 May 2019

FX reserves

FX reserves (EOP, US$ b) 3.110.6 3.112.1

Change in FX reserves (US$ b) -14.2 -4.6
Estimated valuation effects (US$ b) -28.4 -3.2
Adjusted for valuation (US$ b) 14.2 -1.5

Non-FDI capital flows (US$ b) -19.8 -36.8

Domestic liquidity
PBoC net liquidity injections (RMB b) 193.8 408.9
Total change in liquidity (FX inflows + PBoC 284.0 436.8
injections) (RMB b)

* The amount of liquidity injected includes RRR cuts and TMLF. EOP = end of period
Source: CEIC, CCBIS
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Rating definitions:

Outperform (O) - expected return > 10% over the next twelve months
Neutral (N) - expected return between -10% and 10% over the next twelve months
Underperform (U) - expected return < -10% over the next twelve months
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