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Macro Weekly: Global policy uncertainties to rise further
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This week’s highlights

eBond yields drop further amid soft data

Economic data of the two global powerhouses undershot
expectations in the past week. In China, the correction of
industrial production growth was sharper than expected, while
investment and retail sales dropped unexpectedly'. In the US,
retails sales also recorded an unexpected decline, with sales
of electronics and appliances dropping the most. With soft
data and deteriorating frade policy prospects (see below),
long-end bond yields continued to drop.

eTrade talks on hold for now; what is next?

Trade tensions have mounted with new measures put in place.
The US will enhance its security review of [CT-related
fransactions, raising the bar for Chinese companies to
participate in the market2. In response, the Chinese Ministry of
Commerce on Thursday said there is no schedule yet for the
next round of negotiations (see Table 1 for key dates ahead).
Studiesd found that the US has bore the brunt of most of the
tariffs, but given the previous rounds of tariffs fargeted mostly
infermediate goods, the impact on consumer prices were
limited. If the US broadens its tariffs to cover all imports from
China, the impact on US CPI will be more notable. Core PCE
inflation is likely fo go up by an additional 0.2-0.5ppt, weighing
on private consumption.

ePBoC held a neutral tone

With upbeat credit and growth data in 1Q, the PBoC turned to
a more neutral tone in its latest monetary policy report, in-line
with the neufral shift in the Apr politburo meeting. Instead of
stating that it would enhance counter-cyclical measures, it
said it would “fine-tune” policies accordingly. It also added
back “deleveraging” as a major fask. Besides, the central
bank reiterated it has ample room and muliiple tools to handle
risk scenarios. We expect the central bank to keep liquidity
conditions loose, supporting the ongoing credit revival.

Upcoming events

European elections, May global PMIs and Fed policy will be
under the spoflight next week. While signs of global
manufacturing recovery have emerged, a more fractured and
anti-EU  European Parliament has weighed on European
currencies, fueling a dollar rally.

Rising populist risks dragging down European economy and
currencies. On 23-26 May, the 28 member states of the EU will
vote to refill all the 751 seats in the European Parliament (EP).
Eurosceptics and populists have a fair chance to win over 1/3
of the seats, which would influence trade deals, fiscal policies
and EU leadership appointments. The Euro and Pound will be
under pressure, favoring the dollar to strengthen in the near-
ferm. The election outcome may also affect the ECB
leadership transition later this year (1 Nov), but we expect the
central bank to remain accommodative given the subdued
growth and inflation outlook.

Global manufacturing
indicators to rebound in
May. The German IFO
survey and Markit PMlIs for
the euro area and US will
provide a fresh update on
the healthiness of the
global manufacturing
sector. All are expected
to rebound in May by
consensus forecasts, after
the two regional Fed
surveys came in better
than expected. US core
durable goods orders are
also expected to expand
mildly, indicating strength
in the capex cycle (Fig 1).
As markets look for a
brighter picture of the
manufacturing sector in
the near-term, we expect
some improvement in
global frade in 2H given
the signs of stabilizing tech
exports in Asia.

Fed to shed light on policy
path as rate cut
expectations rise. Fed
Chairman Powell and a
couple of vofing FOMC
members will give public
speeches next week.
Minutes for the May
FOMC meeting will also
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Table 1. Key dates of China-US
trade talks

Date Schedule
TBC 12th Chino—U§ frade talkin
Beijing
17 Jun Public hearing on the

US$300b list

US decides whether to
raise tariffs on US$300b
goods

24 Jun or aofter

28-29 Jun Xi-Trump meeting at G20

Source: USTR, China government, CCBIS

Fig 1. US capex indicator
moderates from cyclical high, but
still holds firm
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be released. Markets will watch closely whether or not the Fed's
tone shifts against the backdrop of rising frade policy uncertainties.
Rates futures have priced in a much higher probability of a rate
cut for this year (over 70% vs. 60% a week ago).

! China Economics Update: April data softer than expected (15 May)

2The Us Department of Commerce announced to add Huawei and its
affiliates to a list that requires additional license for sales of American
tfechnology. Moreover, President Trump declared natfional emergency to
secure information and communication fechnology (ICT) supply chain and
ordered the DoC to issue regulations within 150days to establish procedures
for reviewing ICT-related transactions.

3 Fajgelbaum, Pablo D., et al. The Return to Protectionism. No. w25638. NBER,

2019. Amiti, Mary, Stephen J. Redding, and David Weinstein. The Impact of
the 2018 Trade War on US Prices and Welfare. No. w25672. NBER, 2019.
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Table 1: Upcoming data releases and events

Date Time Country* Data release Period BBG Prior
21 May 22:00 us Existing Home Sales Apr 5.34m 5.21m
21 May 22:00 us Existing Home Sales MoM Apr 2.60% -4.90%
23 May 16:00 EC Markit Eurozone Manufacturing PMI May P 47.9
23 May 16:00 EC Markit Eurozone Services PMI May P 52.8
23 May 16:00 EC Markit Eurozone Composite PMI May P 51.5
23 May 21:45 us Markit US Manufacturing PMI May P 52.6
23 May 21:45 us Markit US Services PMI May P 53
23 May 21:45 us Markit US Composite PMI May P 53
23 May 22:00 us New Home Sales Apr 673k 692k
23 May 22:00 us New Home Sales MoM Apr -2.8% 4.5%
24 May 20:30 us Durable Goods Orders Apr P -1.8% 2.6%
24 May 20:30 us Durables Ex Transportation Apr P 0.3% 0.3%
24 May 20:30 us Core Capital Goods Orders Apr P 1.40%
24 May 20:30 us Core Capital Goods Shipment Apr P 0.00%

Date HK time Country Central bank speaker/event
21 May 7:00 us . Powell speaks at Aflanta Fed Financial Markets Conference
21 May 22:45 us . Fed's Evans (voting member) discusses Economy and Monetary Policy
22 May 00:00 us e  Fed's Rosengren (voting member) speaks to Economic Club of New York
22 May 13:00 us e  Fed's Bullard (voting member) speaks in Hong Kong on U.S. Economic Outlook
22 May 15:00 EC e  ECB President Draghi speaks in Frankfurt
22 May 22:00 us e  Fed's Williams (voting member) hosts Economic Press Briefing
23 May 02:00 us e Fedreleases May's FOMC Meeting Minutes
23 May 19:30 EC e  ECBreleases Minutes of its April Monetary Policy Meeting

23-26 May -- EU . European Parliament Elections
26 May - BEL e  General Election

* CH = China, EC=Euro area, EU=European Union, BEL=Belgium.

Source: Bloomberg, Wind, CCBIS estimates
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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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