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With the increased trade war risk from additional tariffs on
Chinese exports to the US, investors have been focusing on
policy easing to assess both countries’ economic and
earnings outlook.
The US Federal Funds future is currently pricing in multiple
rate cuts one year forward. China, on the other hand, has
basically kept the powder dry without another major leg-up in
policy accommodation, having embarked on policy stimulus
since last summer.

May saw continued steady credit trends in Total Social
Financing value (RMB1.4trn) and growth (up 10.6% year-onyear). New loans were stable compared to the same month
last year, although shadow credits saw continued tight
control.
A breakdown of the loan numbers reveals continued
accelerating mortgage lending as well as a sharp rise in shortterm corporate loans and bill financing but at the expense of
medium- and long-term lending to companies.

China’s credit numbers for May also confirmed the People
Bank of China’s (PBOC’s) prudent stance. This is
understandable because the data captured some brief
liquidity normalisation before President Trump’s latest tariff
imposition on Chinese exports on May 10 when many
anticipated a trade deal was in the making.
PBOC has continued to stay prudent in the aftermath of
Trump’s punitive measure despite increased argument that
they have sufficient room for monetary expansion when
needed if downside pressure looms.
May Credit Trends

It is a good sign for the latter as efforts to boost lending to
small- and medium-sized enterprises (SMEs) and private
firms have shown some results, mostly in short-term
financing. Sluggish longer-term financing reflected overall
weak corporate loan and capital expenditure demand in the
economy.
New flow of shadow credits dipped markedly in May after a
pickup two months prior. This was mainly due to deceleration
in corporate bond issues and specialised bond issues for local
infrastructure investment. Resumption of specialised bond
issues is already underway given the government’s latest
announcement; Beijing can’t afford to see further slippage in
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infrastructure growth (slowed to 1.6% year-on-year growth in
May) should external drag intensify.
China Policy Easing Tailored To Risk
To recap, we still expect Beijing to increase policy easing and
the scale of another round of stimulus will depend on the
extent of downside risk induced by the still-developing trade
war.
To offset a 1.5% cut in gross domestic product (GDP) caused
by the scenario of 25% tariff on all Chinese exports, China will
need to expand its multi-pronged policy stimulus.

Look out for the maturity of a massive (RMB690bn) MediumTerm Lending Facility (MLF) in July. This is likely to be offset
by a 50bps cut in RRR by the PBOC to prevent too much
liquidity withdrawal in the banking system. If this occurs, this
will be the first signal of China’s renewed round of policy
support, which should help lift market sentiment for Chinese
earnings growth in equities and support current tightness in
China’s USD credit spread.

Anthony Chan
Chief Asia Investment Strategist

We expect a further 100-150 basis points (bps) cut in the
reserve requirement ratio (RRR), modest cut in lending rate, a
ramp up of credit impulse growth to 10-15% yoy, further tax
reduction and sector-specific liquidity allocation, and/or
possibly 2%-5% depreciation of CNY/USD to help bear the
policy burden (see Asia Macro Strategy – China Market
Outlook Amid Policy Easing, May 21, 2019).
We believe that the just released weak set of economic data
for May (activity data such as industrial production and fixed
asset investment have decelerated noticeably despite firm
retail sales growth) has significantly increased the likelihood
of a more proactive response from Beijing.
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Disclaimer
This document is a marketing communication containing GENERAL INFORMATION on the financial services and/or financial instruments, and reflecting the
sole opinion of Union Bancaire Privée, UBP SA and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It may contain generic
recommendations but should not be deemed an offer nor a solicitation to buy, subscribe to, or sell any currency, product, or financial instrument, make any
investment, or participate in any particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to
whom it would be unlawful to make such an offer or solicitation. This document is meant only to provide a broad overview for discussion purposes, in order to
determine clients’ interest. It does not replace a prospectus or any other legal document relating to any specific financial instrument, which may be obtained
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financial instrument shall be provided in good time by separate means before the investment decision is taken. In any case, each client must make his/her own
independent decisions regarding any securities or financial instruments mentioned herein and regarding the merits or suitability of any investment. Before
entering into any transaction, clients are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and
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understanding and assuming the risks involved. The value of any capital investment may be at risk and some or all of the original capital may be lost. The
investments are exposed to currency fluctuations and may increase or decrease in value. Fluctuations in exchange rates may cause increases or decreases in
the client’s returns and/or in the value of the portfolio. The client may be exposed to currency risks if a financial instrument or the underlying investment of a
financial instrument is denominated in a currency different from the reference currency of the client’s portfolio or from the currency of his/her country of
residence. For more information on risks, the brochure called “Characteristics and risks of certain financial operations” should be consulted. The information
contained in this document is the result neither of financial analysis within the meaning of the Swiss Banking Association’s “Directives on the Independence of
Financial Research” nor of independent investment research as per the EU’s regulation on MiFID provisions. In principle, EU regulation does not govern
relationships entered into with UBP entities located outside the EU, including but not limited to Union Bancaire Privée, UBP SA in Switzerland, which is subject
to Swiss law and Swiss regulation, in Hong Kong, and in Singapore, and the subsidiary in Dubai. Reasonable efforts have been made to ensure that the content
of this document is based on objective information and data obtained from reliable sources. However, UBP cannot guarantee that the information the Bank has
gathered in good faith is accurate and complete. Circumstances may change and affect the data collected and the opinions expressed at the time of publication.
Therefore information contained herein is subject to change at any time without prior notice. UBP makes no representations, provides no warranty and gives no
undertaking, express or implied, regarding any of the information, projections or opinions contained herein nor does it accept any liability whatsoever for any
errors, omissions or misstatements in the document. UBP does not undertake to update this document or to correct any inaccuracies which may have become
apparent after its publication. This document may refer to the past performance of financial instruments. Past performance is not a guide to current or future
results. The value of financial instruments can fall as well as rise. All statements in this document, other than statements of past performance and historical fact,
are “forward-looking statements”. Forward-looking statements do not guarantee future performances. The financial projections included in this document do not
represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which may not happen as
forecast. The actual performance, results, market value and prospects of a financial instrument may differ materially from those expressed or implied by the
forward-looking statements in this document. The projected or targeted returns are inherently subject to significant economic, market and other uncertainties
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be subject to change in the future. This document does not contain any tax advice issued by UBP and does not necessarily reflect the client’s individual
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