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MSCI China index dropped by 4.36% in the month of October, the third month it had been sold 

off, as restrictive global liquidity conditions continued and UST yield reached a decade high. But 

the pace of sell-off in October moderated due to China’s better macro data and policy measures, 

further US-China dialogue, and the steady DXY range which is between 105-107. Many positive 

signals have been seen this month. Tianjin, Liaoning, Jiangxi and many other places in China 

announced the resumption of issuing refinancing bonds, with the funds being used to repay 

existing debts. On Oct 11, Central Huijin Investment increased its stake in four of the country’s 

biggest banks, and it intended to boost its holdings in the coming six months. On Oct 24, China's 

top parliament body has approved a 1 trillion yuan in sovereign bond issuance to help rebuild 

areas hit by this year's floods and improve urban infrastructure to cope with future disasters. The 

Hong Kong Government announced a reduction of the stamp duty rates for share transfers and 

a number of stamp duty related changes in respect of sales and purchases of residential 

property at the end of this month.

Equity
The pace of sell-off in October moderated due to China’s better macro data 

and policy measures, further US-China dialogue, and the steady DXY range 

which is between 105-107. Many positive signals have been seen this 

month. Recent policy moves have been more positive than the market 

expected. The m-o-m growth rate of Aggregate Financing to the Real 

Economy remained at a relatively high level for two consecutive months 

due to the increase in government bond issuance, and the significant 

move by Central Huijin Investment to increase its stakes in multiple banks 

led to an improvement of market sentiment. As Beijing made a rare mid-

year budget expansion of Rmb1trn, despite the already reachable 5% real 

GDP target this year, the top leadership made an equally rare visit to the 

PBoC. 
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Economic Data 

China's manufacturing PMI index fell to 49.5 in Oct from 50.2 in Sep. The new orders sub-index 

fell to 49.5 in Oct from 50.5 in Sep, while the output sub-index fell to 50.9 in Oct from 52.7 in Sep. 

The decline in manufacturing PMI was linked to fewer working days due to National Day golden 

week and a high base from front-loaded demand in September. The non-manufacturing PMI 

index fell to 50.6 in Oct from 51.7 in Sep. The construction industry sub-index fell to 53.5 in Oct 

from 56.2 in Sep, the speed of infrastructure project construction maintained solid. The services 

sub-index fell to 50.1 in Oct from 50.9 in Sep. the PMIs of service industries such as railway and 

air transport, postal, telecommunication and satellite transmitter were above 55 while the PMIs 

of capital market services and real estate were muted. 



Sino-US relationship worsens than expectation. International geopolitics worsens than 

expectation; China's economy recovers less than expected.

Equity

Risk
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Looking forward, we maintain our long-term positive view on China equity market. Recent policy 

moves have been more positive than the market expected. The m-o-m growth rate of Aggregate 

Financing to the Real Economy remained at a relatively high level for two consecutive months 

due to the increase in government bond issuance, and the significant move by Central Huijin 

Investment to increase its stakes in multiple banks led to an improvement of market sentiment. 

As Beijing made a rare mid-year budget expansion of Rmb1trn, despite the already reachable 

5% real GDP target this year, the top leadership made an equally rare visit to the PBoC. In terms 

of equity market direct impact, we see the budget expansion as a positive move in the right 

direction, while more support is likely needed. Given that this is the first mid-year budget 

adjustment since 1998-2000, despite the 5% GDP target already looking secure this year, we 

think the market will view it as a signal that policy makers are willing to depart from the norm to 

stabilize the economy. 

We will continue to seek a balance between value and growth. 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 and financials). We will prudently pay attention to some thematic 

opportunities, including AI and SOE re-rating. We will also track property sales stabilization, 

senior level US/China economic communication, and upbeat GDP target and guidance on 

incremental easing at the December Central Economic Work Conference.

Outlook 
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Markets remained volatile in October, with the 10-year US Treasury 

yield fluctuating in the first half of the month. The U.S. Treasury 

Department's quarterly financing plan shows that the issuance of long-

term bonds is currently lower than expected, leaving room for 

adjustments based on market conditions. Economic data will continue 

to be the main driver for Treasury yield fluctuations. It is expected that 

the yield curve will remain steep, while the short end of the curve, 

influenced by the approach of the end of the rate hiking cycle, has a 

greater chance of falling back from the high range. The long end of the 

curve is affected by a tight financial environment, the financing 

pressure of enterprises, and the high level of inflation maintaining for a 

short time. The long-term yield will continue to fluctuate in the high 

range, with limited downside space. 

Markets remained volatile in October, with the 10-year US Treasury yield fluctuating in the first 

half of the month. The 10-year rate reached 5% for the first time since 2007, only to subsequently 

fluctuate downwards. Both the Federal Reserve and the European Central Bank announced a 

pause in rate hikes in November, as expected. The Fed left room for further tightening, and 

market expectations point to the end of the current round of US rate hikes. The US Treasury 

Department's total borrowing projection for the fourth quarter was less than expected compared 

to the previous period, providing some support to long-term US Treasuries, but the economy is 

resilient and a recession is unlikely to push US Treasury yields to further spike in the short term. 

On the asset side, high-yield bonds outperformed investment-grade bonds and equities, while the 

performance of commodities was mixed.

Market Performance
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The corporate bond market has been under the joint impact of the continuous flow of news about 

the Israel-Palestine conflict, together with the high and volatile interest rates. The credit spread 

of US investment-grade bonds has fluctuated widely, with the credit spread of Chinese 

investment-grade dollar bonds primarily fluctuating and narrowing slightly. The third-quarter 

corporate quarterly reports from the US show that the overall performance of corporate income 

and profitability is better than expected, with clear sectoral differences. The sectors most 

affected by high interest rates have seen a larger spread in credit spreads. On the Chinese side, 

domestic stimulus policies have led to a narrowing wave of credit spreads for investment-grade 

bonds, despite a significant drop in prices of the high-yield real estate sector due to further 

declines in sales and negative news flows coming from developers. The monthly decline in 

Chinese investment-grade bonds was 0.5%, with a decline in high yield of 2.3%.
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The U.S. economy has shown impressive performance, with the GDP growth rate in the third 

quarter compounded annually at 4.9%. The market generally believes that the strong growth in 

the third quarter may not be sustained, and the growth in the fourth quarter is expected to 

decline. The full-year growth is expected to exceed 2%. The employment data is somewhat 

varied, with the unemployment rate remaining stable at a high level. The UAW strike has ended, 

and the temporary agreement indicates that labor costs will continue to rise. The data on non-

farm payrolls and job vacancies has shown a significant increase. Both the rise in labor costs 

and the high level of unemployment will continue to influence inflation data. It is necessary to 

pay attention to further changes in employment data. On the inflation front, the data in 

September exceeded expectations, mainly due to the increase in energy prices. The prices of 

core goods have been falling continuously for several months, and the prices of core services 

have risen noticeably. The distance to the return of inflation to the target level is still significant. 

In terms of retail data, September saw a significant increase in retail sales, indicating that 

consumers' consumption power is strong and has not been significantly suppressed by high 

interest rates. The increase in new housing sales indicates an optimistic expectation for 

economic growth. However, retail in Europe has been affected by high interest rates, with a 

significant drop in the Eurozone, and economic growth has also slowed. It is generally expected 

that Europe has reached the end of this round of rate hikes. Japan has raised its inflation 

expectations and made a mild adjustment to the YCC policy, taking the 1% upper limit of the 

10-year government bond yield as a reference point, allowing it to break through.

Economic Data 

The U.S. economy's third-quarter data overall is robust, although investors debate on how much 

further the trend could continue. With the Federal Reserve's 'higher for longer' view still widely 

accepted by the market, Treasury yields will continue to fluctuate in the at a high level, and the 

Federal Reserve will continue to adjust its interest rate policy based on data. The third-quarter 

inflation slowed, and the non-farm employment data showed a significant increase while labor 

costs still have room to grow. The high level of unemployment will continue to suppress the rapid 

growth of inflation. The U.S. Treasury Department's quarterly financing plan shows that the 

issuance of long-term bonds is currently lower than expected, leaving room for adjustments 

based on market conditions. 

Economic data will continue to be the main driver for Treasury yield fluctuations. It is expected 

that the yield curve will remain steep, while the short end of the curve, influenced by the 

approach of the end of the rate hiking cycle, has a greater chance of falling back from the high 

range. The long end of the curve is affected by a tight financial environment, the financing 

pressure of enterprises, and the high level of inflation maintaining for a short time. The long-term 

yield will continue to fluctuate in the high range, with limited downside space. Attention should be 

paid to the impact of geopolitical events on interest rates and the possibility of recession 

triggered by data exceeding expectations. Japan has relaxed the hard cap of 1% on the 10-year 

government bond yield, and increased inflation expectations. The Eurozone inflation fell back 

from previous highs, with economic growth slowing and high interest rates affecting the economy, 

which may prompt the ECB to start the rate-cut process sooner than the US.

For credits, investors still lack a clear direction for spreads and duration. On one hand, short-

term bond yields remain attractive and are sought after by buyers. On the other hand, long-term 

bonds are not only affected by the volatile Treasury yields but also potential new issuances that 

may reprice existing spreads. The third-quarter results of US issuers were better than expected, 

partially alleviating the outflow of funds from investment-grade funds and ETFs, and reducing the 

widening of some spreads. It is expected that the issuance of US bonds in November will slightly 

increase compared to October, and the demand for US credits will also grow accordingly. Credit 

spreads will continue to fluctuate, with the stabilization of Treasury yields and the resilience of 

economic growth, providing room for spreads to narrow. 

Outlook
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Compared to last month, the Federal Reserve has slightly shifted towards a more dovish stance, 

and the spread of high-rated bank sectors may have more room to tighten compared to other 

high-rated companies. Chinese corporate bonds are expected to be more differentiated, with 

both onshore and offshore spreads continuing to attract buyers, and the spreads of high-rated 

SOE bonds will continue trading at low levels. Overall, from a technical perspective, US Treasury 

yields are at a temporary high level, presenting opportunities for selective positioning. At the 

same time, as credit continues to be supported by ongoing capital inflows, there is room for credit 

spreads to tighten. However, caution should still be exercised regarding the risk of widening 

credit spreads.
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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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