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China Economics Update: Expect better frade data in 4Q
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China’s trade growth came in weaker
than expected in Sep. Export growth
improved slightly in 3Q from 2Q but
imports fell at a faster rate driven by
processing trade amid the global
manufacturing recession and rising
domestic substitution. We expect frade
growth to improve in 4Q19F thanks to the
low base last year and the firming tech
cycle.

The outcome of phase one of
negotiations between the US and China
is largely in line with our expectation.
Progress towards a potential frade deal
in Nov and related details are sure to be
closely watched. We continue fo expect
new Dec tariffs o be postponed.

The improved outlook for the frade
negotiations along with the rising trade
surplus as import substitution picks up is
positive for the yuan; however, as frade
uncertainties linger, we maintain our view
that the renminbi will land in the 7.0-7.1
range af the end of the year.
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Sep-2019 4Q19F 2019F
Trade indicators Sep-18 Jun-19 Jul-19 Aug-19| BBG CCBIS Actual | BBG CCBIS BBG CCBIS
Trade balance (US$b) | 30.3 50.7 44.6 348 | 3475 341 39.7 - - - -
Exports YoY (%) 14.5 -1.3 3.3 -1.0 28 -3.0 -3.2 0.0 0.0 04 0.1
Imports YOY (%) 14.3 -7.3 -5.6 -5.6 -6.0 -5.5 -8.5 1.0 0.5 -0.4 -3.7

Source: Bloomberg, CCBIS estimates
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Weighed down by the trade war, trade deceleration continued in 3Q19

Exports saw a further decline of 3.2% YoY in Sep (vs a 1.0% YoY decline in Aug), missing the
market and our expectation (Bloomberg cons: -2.8%, CCBIS: -3.0%). That said, exports
declined at a slower pace in 3Q19 compared with 2Q. Exports have up held much better
than imports since the beginning of the year.

Export diversion may have alleviated some of the pain of US tariffs. By destination, exports to
the US declined the most (Sep: -21.9% YoY vs Aug: -16.0% YoY). Exports to Hong Kong
including some re-exports to the US saw larger YoY contraction (-12.6% YoY vs -7.2% YoY in
Aug). Taken together, these two regions account for over 70% of the decline in headline
growth in Sep. Meanwhile, exports to the EU and ASEAN slowed moderately though average
growth in exports to the EU and ASEAN both strengthened in 3Q19, indicating trade diversion
amid US tariffs (Fig 1).

By product, exports of final consumer electronic products, including computers, mobile
phones and LCD panels, declined at a slower pace, in line with stabilization taking place
within the global tech cycle. However, components shipments slowed, in particular
integrated circuits, consistent with the overall slowdown in global supply chain frade and
higher domestic demand.

Processing trade continues to drag imports while commodity imports remained solid. Imports
recorded a bigger decline of 8.5% YoY in Sep compared with the 5.6% YoY decline the
previous month. The decline was slightly deeper than expected (Bloomberg cons: -6.0%,
CCBIS: -5.5%). On average, imports fell at a faster pace of 6.5% YoY in 3Q19 after having
confracted 4.0% YoY in 2Q. Processing frade, accounting for slightly more than a third of
total imports, was the main culprit, decelerating to -15.6% YoY in 3Q from -9.2% YoY in 2Q.
Excluding processing trade, imports managed to eke out a positive gain of 2.6% YoY in 3Q19
after having fallen 1.4% YoY in 2Q. The stark contrast between processing and non-
processing trade is a function of the slowdown in global supply chain trade since the trade
war began. Domestic sourcing of parts and components has been on the rise in China.!

Taking a closer look at the sub-categories we find that imports of semiconductors and
machinery & electrical equipment declined the most in Sep, explaining the weakness in
processing trade and consistent with the rising import substitution in the technology sector.
By conftrast, import volume of fuels accelerated and that of industrial metals stayed robust,
suggesting resilient domestic demand (Fig 2).

FX reserves declined on negative valuation effect and modest pickup in capital
outflows

FX reserves declined by US$14.7b to US$3,092.4b by the end of Sep, below the market and
our expectations. The decline was attributed to the negative valuation effect and a modest
pickup in capital outflows. We estimate non-FDI capital outflows of around US$56.8b in Sep
vs US$39.9b in outflows the previous month. Improving fundamentals and positive frade news

should support capital inflows and the renminbi exchange rate in coming quarters.2

Our view

We expect China trade growth to improve in 4Q19F. Our composite frade indicator is
pointing fo a rebound in global frade growth around year-end, while the latest global PMI
data suggests business sentiment has started to improve. The ICT sector, which underwent a
sharp correction this year, is likely to become a less of a drag on global frade and industrial
growth in the coming months as reflected in improving global semiconductor sales. Last
year's low base for frade is also likely to support annual headline growth.

Continued frade dialogue likely though a comprehensive deal is not in sight. The outcome

! CCBIS-The Big Picture: Domestic substitution under the cloud of the trade war (19 Sep 2019)
2 CCBIS-The Big Picture Macro Outlook 4Q 2019: Treading water (30 Sep 2019)
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of the latest round of trade talks was largely in line with our baseline scenario, with a
suspension of the mid-Oct tariff hike but no decisions made on new tariffs to come info
effect in Dec. We expect the Trump administrafion to delay the 15 Dec tariff hike given its
outsized impact on the consumer sector. The next event to watch is the likely signing of the
phase-one deal around mid-Nov at the APEC leader summit, with remaining items (including
the thorny issue of technology fransfers) to be discussed in phase two. We maintain our
forecast that the renminbi will be somewhere in the 7.0-7.1 range at the end of the year.

Fig 1. Exports to US declined the most while exports to EU

and ASEAN held up
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Fig 2. Commodities imports suggested still resilient

domestic demand
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Table 1. China trade data breakdown

In US$ terms (% YoY) Sep 2018 3Q18 4Q18 1Q19 2Q19 3Q19 Aug 2019 Sep 2019
Total exports (in USS terms) 14.5 1.7 3.9 1.3 -1.0 -0.4 -1.0 -3.2
Total exports (in RMB terms) 17.0 9.8 8.5 6.5 5.6 3.9 2.6 -0.7
Exports by destination
Shipments to EU 17.4 11.6 6.2 8.1 2.9 3.2 3.2 0.1
Shipments to US 14.0 12.9 6.3 -9.0 -8.2 -15.1 -16.0 -21.9
Shipments to ASEAN 14.1 15.2 7.4 9.1 5.6 12.2 11.2 9.7
Exports by product
Garments 8.3 4.5 0.2 -4.4 -4.8 -4.8 -6.4 -7.8
Steel products 35.4 18.3 9.9 2.2 -16.4 -12.6 -15.9 -15.2
Mobile phones 21.7 11.6 -0.9 -19.2 -14.5 -8.5 -11.3 -4.7
Hi-tech products 15.9 12.8 4.0 -2.5 -2.5 -3.0 -3.2 -5.8
Total imports (in USS terms) 14.3 20.4 44 -4.5 -4.0 -6.5 -5.6 -8.5
Total imports (in RMB terms) 17.4 19.1 9.1 0.6 24 -2.9 -2.6 -6.2
Imports by method of frade
General imports 13.5 23.2 4.8 -3.9 -3.9 -4.6 -3.2 -4.2
Processing imports 12.4 17.0 0.7 -10.3 9.2 -15.5 -14.9 -18.6
Entrepdt imports 14.8 10.1 5.6 -0.9 4.4 9.6 15.2 -1.6
Imports by commodity
Iron ore (vol) -9.1 -1.3 1.8 -3.2 -7.8 4.5 6.1 6.3
Copper ore (vol) 31.3 26.2 -0.5 20.0 2.3 1.2 9.2 -18.1
Coal (vol) -7.2 18.5 -19.9 -2.4 14.3 16.3 14.9 20.5
Crude ail (vol) 0.5 5.7 23.7 8.9 9.7 11.5 9.9 10.8

Source: CEIC, CCBIS

Table 2. China FX reserve indicators

Sep 2018 1Q19avg 2Ql1%avg 3Ql19avg Aug 2019 Sep 2019

FX reserves

FX reserves (EOP, US$ b) 3,087.0 3,092.3 3,105.1 3101.1 3.107.2 3.092.4

Change in FX reserves (US$ b) -22.7 8.7 6.8 -8.9 3.5 -14.7
Estimated valuation effects (US$ b) -3.5 -5.3 4.2 -12.4 -1.9 -8.0
Adjusted for valuation (US$ b) -19.2 14.0 2.6 3.4 5.4 -6.7

Non-FDI capital flows (US$ b) -62.4 -22.7 -44.6 -45.9 -39.9 -56.8

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

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his/her
personal views about any and all of the subject securities or issuers and were prepared in an independent manner; and (i) no part
of any of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in
this document; and (iii) he/she receives no insider information/non-public price-sensitive information in relation to the subject
securities or issuers which may influence the recommendations made by him.

The author(s) of this document further confirm that (i) neither he/she nor his/her respective associate(s) (as defined in the Code of
Conduct for Persons Licensed by or Registered with the Securities and Futures Commission issued by the Hong Kong Securities and
Futures Commission) has dealt in/traded or will deal in/trade the securities covered in this document in a manner contrary to his/her
outstanding recommendation, or neither he/she nor his/her respective associate(s) has dealt in or fraded in the securities covered
in this document within 30 calendar days prior to the date of issue of this document or will so deal in or frade such securities within 3
business days after the date of issue of this document; (ii) neither he/she nor his/her respective associate(s) serves as an officer of
any of the companies covered in this document; and (i) neither he/she nor his/her respective associate(s) has any financial
interests in the securities covered in this document.

Disclaimers:

This document is prepared by CCB International Securities Limited. CCB International Securities Limited is a wholly-owned subsidiary
of CCB International (Holdings) Limited (“CCBIH") and China Construction Bank Corporation (“CCB"). Information herein has been
obtained from sources believed to be reliable but CCB International Securities Limited, its affiliates and/or subsidiaries (collectively
"CCBIS") do not guarantee, represent and warrant (either express or implied) its completeness or accuracy or appropriateness for
any purpose or any person whatsoever. Opinions and estimates constitute our judgment as of the date of this document and are
subject to change without notice. CCBIS seeks to update ifs research as appropriate, but various regulations may prevent it from
doing so. Besides certain industry reports published on a periodic basis, the large majority of reports are published at irregular
intfervals as appropriate according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in
nature and may be based on a number of confingencies. Readers should not regard the inclusion of any forecasts, projections
and valuations in this document as a representation or warranty by or on behalf of CCBIS that these forecasts, projections or
valuations or their underlying assumpftions will be achieved. Investment involves risk and past performance is not indicative of future
results. Information in this document is not infended to constfitute or be construed as legal, financial, accounting, business,
investment, tax or any professional advice for any prospective investors and should not be relied upon in that regard. This
document is for informational purposes only and should not be freated as an offer or solicitation for the purchase or sale of any
products, investments, securities, trading strategies or financial instruments of any kind in any jurisdiction. CCBIS makes no
representations on the availability of the securities covered in this document (or related investment) to the recipients. The securities
described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Neither CCBIS nor any other
persons accept any liability whatsoever for any loss or damages (whether direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential) arising from any use of this document or its contents or otherwise arising in connection therewith.
Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. The opinions and
recommendations herein do not take info account prospective investors’ financial circumstances, investment objectives, or
particular needs and are not intended as recommendations of particular securities, financial instruments or strategies to any
prospective investors. The recipients of this document should consider this document as only a single factor in marking their
investment decision and shall be solely responsible for making their own independent investigation of the business, financial
condition and prospects of companies referred to in this document. Readers are cautioned that (i) the price and value of securities
referred fo in this document and the income derived from them may fluctuate; (i) past performance is not a guide to future
performance; (i) any analysis, ratings and recommendations made in this document are intended for long-term (at least for 12
months) and is not linked to a near-term assessment of the likely performance of the securities or companies in question. In any
event. future actual results mav differ materiallv from those set forth in anv forward-lookina statements herein: (iv) future returns are

MR EER, FeR RS HHEAN 4RI T :

https://www.yunbaogao.cn/report/index/report?reportld=1 9501




