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MSCI China index dropped by 8.95% in the month of May, due to the weakened economic

recovery, signs of a second COVID-19 wave and geopolitical tensions. Apart from a few

consumption-related categories, most macro indicators in China showed sequential declines

since April, after the release of pent-up demand in 1Q23. China’s loan and credit growth also

slowed significantly from 1Q23, likely due to front-loading of loan extensions and weak credit

demand. The renewed property distress is leading to worsening funding stress for developers

and LGFVs. The Japanese government announced that 23 items, including advanced

semiconductor manufacturing equipment, will be added to the list of items subject to export

controls, which will make it more difficult for companies to export to China. Signs of US/China

resuming communication started to emerge in mid-May, as several government official meetings

took place.

Equity
In May, the MSCI China index dropped 8.95% due to weakened economic

recovery, potential COVID-19 resurgence, and geopolitical tensions.

China's macro indicators declined, and loan and credit growth slowed.

Manufacturing and non-manufacturing PMIs fell, signaling slower recovery

in construction and services sectors. Despite weak economic data, long-

term positivity remains for the China equity market. Domestic policy

stimulus is anticipated to restore growth momentum, but massive stimulus

is unlikely. Upcoming Politburo meeting in late July may bring pro-growth

measures. Investment focus includes long-term policy beneficiaries, short-

term policy beneficiaries, reopening-related opportunities, and thematic

investments like AI and SOE re-rating.
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China’s manufacturing PMI fell to 48.8 in May from 49.2 in Apr, mainly due to insufficient

demand (especially in chemical fibres, non-metallic mineral products and ferrous metal

processing industries). The new order sub-index decreased to 48.3 in May from 48.8 in Apr, and

the output sub-index fell to 49.6 in May from 50.2 in Apr. The non-manufacturing PMI moderated

to 54.5 in May from 56.4 in Apr, which was still solid but lower than market expectations,

suggesting continued recovery in construction and services sectors but at a slower sequential

pace. The construction sub-index fell to 58.2 in May from 63.9 in Apr but remained elevated, and

the NBS noted that construction enterprises were optimistic about the outlook of construction

sector. The services sub-index fell to 53.8 in May from 55.1 in Apr, with the PMIs of service

industries such as airlines, ship and road transport services and telecommunication above 60

and the PMI in property sector below 50.



Looking forward, we maintain our long-term positive view on China equity market. A series of

weaker-than-expected economic and financial data in recent weeks fueled worries about the

strength of China’s economic recovery, and sparked anticipation of further domestic policy

stimulus (especially over the property sector in major cities) to restore the upward growth

momentum. Although domestic policy seems to be reluctant to introduce another round of

massive stimulus recklessly, the extremely depressed valuations mean limited downside risks.

However, a better domestic growth outlook is still the prerequisite for a more sustainable rally.

We will see whether China's high-frequency economic indicators will improve in the coming

monthly and whether more pro-growth measures will be rolled out at the Politburo meeting in late

July.

We continue to focus on the long-term policy beneficiaries (eg. software localization and

advanced manufacturing), short-term policy beneficiaries (property and property-related sectors)

and reopening-related opportunities (eg. consumer, Internet, financials and healthcare). Also, we

will prudently pay attention to some thematic investment opportunities, including AI and SOE re-

rating.

Expansion of risk events in the financial systems of European and American countries; Sino-US

relationship worsens than expectation. Russia-Ukraine War worsens than expectation; China's

economy recovers less than expected after the directional adjustment of policy.

Equity

Risk
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May saw a divergence in global markets, with the May FOMC meeting hinting at the end of rate

hikes, but the stronger economic situation in the United States, relative to other regions, led to an

increase in Treasury yields and supported the relative performance of US risk assets. Towards

the middle of the month, focus shifted to the debt ceiling, but there was no excessive panic.

Despite the alleviation of concerns over regional banks in the United States, China and Europe's

economic weakness led to notable contention in global risk appetite. Overall, risk assets’

performance was mixed throughout the month, with the US dollar and growth stocks leading the

way, while oil underperformed.
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In May, global markets diverged with the US economy outperforming

others. US Treasury yields increased while China and Europe faced

economic weakness. US dollar and growth stocks performed well; oil

underperformed. Bond market performance was impacted by rising

interest rates, but Chinese investment-grade bonds outperformed

other regions. Uncertainty remained about the US economic outlook.

Europe faced inflation and economic growth peaking. Market caution

persisted, but US economic data showed strength. Rates are expected

to trade within a loose bound before establishing a directional bias.

Corporate bonds outlook remains cautiously optimistic amid high

coupon environment. In China, SOE credit spreads remained low.

Emerging markets displayed varied economic fundamentals, with

some warranting caution. Long-term bond allocation presents value,

while a dumbbell strategy is advised for the short and medium term.



Economic Data 

Fixed   

Income

For corporate bonds, global credit spreads initially widened before tightening in May, trading

within tight ranges throughout the month. However, the overall performance of the bond market

was negatively affected by rising interest rates. Large amounts of new bond issuance from the

US were well absorbed by the persistent inflows into investment-grade funds. In the Chinese

USD bond market, investors continued to chase long-term, high-quality bonds. Although the

domestic economy was not optimistic, support from various technical factors helped Chinese

investment-grade bonds outperform other regions. Chinese high-yield bonds traded lower amid

weak sales momentum and individual credit negative news.
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The market maintained a relatively cautious tone since the March banking crisis, although the

approaching debt ceiling caused some market volatility. However, with the US economic data

consistently stronger than expectations (while the economic data of non-US economies was

weaker than expected), the US dollar index rebounded, and several major asset classes reached

key levels that persisted over the past two months. The debt ceiling issue was largely resolved

and the impact of bank disruptions alleviated, marking a substantial possibility that the Fed’s

policy will return to be data-dependent. Manufacturing and service data globally diverged greatly,

while the US economic fundamentals remained robust. However, we observed that some

economic data structures have worsened, and some non-official forward-looking indicators also

showed weakness. Moreover, as falling inflation starts to affect corporate profits, the US

economy is expected to weaken gradually, but the timing remains uncertain. At the end of the

month, the market corrected its expectations for the number of rate cuts in the coming year,

returning to our forecast one more cut. We continue to maintain our prediction of one cut this

year. US Treasury yields broke over March highs before falling. Without substantial risk events in

the foreseeable future, the rates are expected to trade within a loose bound for some time before

heading towards a directional bias. In the longer term, we maintain our bull-steepening call for

the yield curve.

For corporate bonds in May, overall credit spreads were flat and traded in tandem with interest

rates, indicating the return to normalcy of market sentiment. At the end of May, the high interest

rate environment was opportune for building positions in long-duration bonds. Looking ahead, we

believe that the natural hedge between the Treasury yields and credit spreads will continue, and

therefore, we maintain a cautiously optimistic outlook for corporate bonds under the high coupon

environment. Specifically, the US expects a large amount of new bond supply in the next month,

and the divergence between large banks and regional banks is expected to continue, with most

companies' credit conditions remaining solid. Europe's overall inflation and economic conditions

are currently weaker than those of the US, but asset prices have generally led since the

beginning of the year, with a cautious market sentiment overall. For China, SOE credit spreads

remain low due to technical factors, and we expect this support to continue for the short term. In

the real estate sector, policy measures continue to be introduced to ameliorate the sector decline.

In emerging markets, the economic fundamentals among countries are divergent, and inflation

has slightly declined. Most countries have ended their rate hikes before the Federal Reserve,

and some countries' domestic demand and political situation are worth cautioning. In a cycle

where interest rate peaks and the economy faces recessionary pressure, long-term bond

allocation exhibits good value. In the short and medium term, the current corporate bond yield

curve is still significantly inverted due to the shape of interest rates, and it is expected to be

difficult to have a one-directional trend. A primary approach in the coming period is to maintain a

dumbbell strategy to collect high coupon-yields while trading longer-duration bonds in between

interest rate fluctuations. Overall, US Treasury yields are still at recent highs from a technical

perspective, paving the way for some potential buying opportunities. Meanwhile, with strong

market demand for credits, spreads remain at tight levels, and it is necessary to be cautious

against the risk of spread widening.

Outlook
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US inflation continued to fall, but there was still some divergence in data from different metrics.

A large number of US companies posted better-than-expected first quarter results, and the

current economic data still reflected strong resilience. Employment, service sector PMI, housing,

and various consumer data all exceeded expectations. However, based on the structure of

multiple economic data, there was uncertainty about the outlook for the US economy. The

negotiations between Biden and McCarthy over the debt ceiling were complex, but a preliminary

agreement was reached at the end of the month. Many Federal Reserve officials released

hawkish signals, and expectations for interest rate hikes in June and July returned. China's

economic recovery slowed significantly, and Europe's many countries saw inflation continue

while economic growth showed signs of peaking.
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Disclaimer:

This material is for informational and reference purpose of the intended recipients only, and does not constitute solicitation of any

transaction in any securities or collective investment schemes, nor does it constitute any investment advice. The content of this

material about a fund (if any) is not applicable to persons who live in areas where the release of such content is restricted. No one

shall regard this material as an offer or invitation to purchase or subscribe to fund shares, nor use the fund subscription agreement

under any circumstances, unless the invitation and distribution are legal in the relevant jurisdictions. Non-Hong Kong investors are

responsible for complying with all applicable laws and regulations in their relevant jurisdictions before reading the information

contained in this material.

The information contained in this material only reflects current market conditions and the judgment of China Asset Management

(Hong Kong) Company Limited (the "Company") on the date of compilation. It does not represent an accurate forecast of individual

securities or market trends, and judgments are subject to change at any time without prior notice. When composing this material, the

Company relied on and assumed the correctness and completeness of the information provided by the public media. The Company

believes that the information contained in this material is reliable; however, the Company does not guarantee the completeness and

accuracy of the material. The Company or its associated companies, directors and employees shall not be liable for any errors or

omissions in the information provided in this material, and the Company shall not be responsible for any loss incurred by any person

as a result of reliance on or use of such information.

Investment involves risks. Past performance does not represent future performance. The price of the fund and its return may go up

or down and cannot be guaranteed. Investment value may also be affected by exchange rates. Investors may not be able to get

back the original investment amounts.

This material has not been reviewed by the Hong Kong Securities and Futures Commission. Issuer: China Asset Management

(Hong Kong) Company Limited. Without the consent of China Asset Management (Hong Kong) Company Limited, you may not copy,

distribute or reproduce this material or any part of this material to anyone other than the intended recipient.

China Asset Management (Hong Kong) Limited

Phone: (852) 3406 8688

Fax: (852) 3406 8500

Product inquiry and client service

Email: hkservice@chinaamc.com

Phone: (852) 3406 8686

www.chinaamc.com.hk37/F, Bank of China Tower, 1 Garden Road, Hong Kong

Follow us: ChinaAMC (HK)
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