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Executive summary

« China has been the centre of global attention during the past month due to:
— historically large CNY depreciation and sharp stock market decline
— the official beginning of the trade war with the US

» The extensive CNY weakness against both the USD and the currency basket caught
the market off guard. The weakness is overdone, but correction might not happen now.

» The elevated near-term risk surrounding the trade war will likely keep depreciation
pressure on the CNY in the coming 3-6 months. However, USD/CNY faces limited
upside as the PBoC will likely defend the level of 6.70 to avoid capital flight.

» Trade war with the US officially begins on 6 July, when the two countries levy 25% tariff
on USD 34bn of imports from each other. More actions might follow if negotiations fail.

« The announced trade measures are estimated to have limited growth impact. But the
trade war is really the beginning of long-term rivalry for global supremacy. The
relationship between China and the US will likely remain tense regardless of the
outcome of the trade war.

» China’s domestic economy is still expanding, but we expect the uncertain export
outlook and government efforts in deleveraging and cooling down the housing sector to
drag down H2 growth this year.
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Too weak, too fast

The CNY weakening driven purely by sentiment

* Q2 has not been a good quarter for Chinese
stocks, which lost 13% nor for the CNY that
weakened nearly 6% against the USD. Most
of the CNY loss came in the second half of
June, when it lost 2.5% against the basket.

» The initial CNY weakness was triggered by
the USD strengthening. But it has decoupled
from the USD in recent weeks and continued
to depreciate even when the USD has
stabilised. This was due to the market pricing
in a full-blown trade war.

* The spot CNY has not lost this much in 13
trading days since 1994. It suggests that the
USD/CNY has overshot. Both technical
indicators and fundamentals agree.

* Nevertheless, we expect the depreciation
pressure to continue in the coming 3-6
months, as a possible escalation of the trade
war between China and the US raises
concerns about China’s growth outlook.
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PBoC’s line in the sand
6.70 seems to be a crucial threshold for USD/CNY
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Let the trade war begin
First round of tariff is round the corner
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Game of thrones
Trade war is really a rivalry for global supremacy
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Economic growth is currently steady
A slowdown in H2 is inevitable due to domestic and external factors
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Housing market still resilient
Multi-year low vacancy is likely the reason

» Despite strict regulations on the property
market, housing prices are still growing 10%
yly. Growth in housing sales has rebounded.
Housing activities have supported growth.

* An explanation to the surprising housing
market resilience is a sharp decline in
vacancy. This is the result of the government’s
focus on destocking the housing market.
Across city tiers, home vacancy is at the
lowest since 2013-14. This is likely the reason
behind strong growth in land sales and
construction new starts.

» Despite growth risks stemming from the trade
war, Beijing has shown no signs to relax its
efforts in cooling down the housing sector. As
a part of deleveraging effort, developers’
opportunity to borrow has been limited. It
leaves house sales as the main source of
revenue. Therefore, we will likely see vacancy
rate coming down further and support a
decent level of housing activity.

r 90

% yly Chinese housing market % y/y

80 16M MA 6MMA[ 80
70 1 == Housing sales r 70
60 - House prices L 60
50 Construction building starts L 50
40 - Land sales L 40
30 r 30
20 F 20
10+ /V\ L 10
0 \/ "’ 0
-10 \/ \,—ﬁ/ r-10
-20 r-20
-30 1 r-30
-40 Red/green shades: tighter/looser housing policy. +-40

07 08 09 10 1 12 13 14 15 16 17 18
Source: Nordea Markets and Macrobond
150 R 150

Thousands Housing vacancy, 6mma Thousands

of units (Residential units available for sale) of units
125 F 125
100 - 100
75 r 75
50 r 50
25 r 25
== Total == Tier 1 cities == Tier 2 cities ==Tier 3 cities
06 07 08 09 10 1" 12 13 14 15 16 17 18

Source: Nordea Markets and Macrobond

Nordea



Disclaimer and legal disclosures

Origin of the publication or report

This publication or report originates from: Nordea Bank AB (publ), including its
branches Nordea Danmark, filial af Nordea Bank AB (publ), Sverige, Nordea Bank AB
(publ), Finnish Branch, Nordea Bank AB (publ), filial i Norge and other branches in
various jurisdictions (together “Nordea”) acting through their unit Nordea Markets.
Nordea Bank AB (publ) is supervised by the Swedish Financial Supervisory Authority
and the branches are supervised by the Swedish Financial Supervisory Authority and
the banking and/or securities regulators in each relevant jurisdiction. Banking activities
may be carried out internationally by different branches, subsidiaries and affiliates of
Nordea according to local regulatory requirements. With respect to any jurisdiction in
which there is an entity of Nordea, this publication or report is distributed in such
jurisdiction by, and is attributable to, such local entity of Nordea. Recipients in any
jurisdiction should contact the local entity of Nordea in relation to any matters arising
from, or in connection with, this publication or report. Not all products and services are
provided by all entities of Nordea.

This publication or report does not necessarily represent the views of every function
within Nordea. Opinions or suggestions from Nordea Markets may deviate from
recommendations or opinions presented by other departments or companies in
Nordea.

Validity of the publication or report

The information in this publication or report is, regardless of source, given in good
faith, and may only be valid as of the stated date of this publication or report. The
information may be subject to change without notice, its accuracy is not guaranteed, it
may be incomplete or condensed and it may not contain all material information
concerning the company, jurisdiction or financial instruments referred to in this report.

The valuations, opinions, estimates, forecasts, ratings or risk assessments herein
constitutes a judgment as of the date of this report, and were based upon a number of
estimates and assumptions and are inherently subject to significant uncertainties and
contingencies. It can be expected that one or more of the estimates on which the
valuations, opinions, estimates, forecasts, ratings or risk assessments were based will
not materialize or will vary significantly from actual results. Therefore, the inclusion of
the valuations, opinions, estimates, forecasts, ratings or risk assessments described
herein is not to be relied upon as a representation and/or warranty by Nordea and/or
its other associated and affiliated companies, that: (i) such valuations, opinions,
estimates, forecasts, ratings or risk assessments or their underlying assumptions will
be achieved, and (ii) there is any assurance that future results or events will be
consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments stated therein.

No individual investment or tax advice

This publication or report is intended only to provide general and preliminary
information and shall not be construed as the basis for any investment decision. This
publication or report has been prepared by Nordea Markets as general information for
private use of investors to whom the publication or report has been distributed, but it is
not intended as a personal recommendation of particular financial instruments or
strategies. Any information or recommendation contained in this document does not
have regard to the specific investment objectives, financial situation and the particular
needs of any recipient or any class of persons, and has not been prepared for any
particular person or class of persons. Accordingly, no warranty whatsoever is given
and no liability whatsoever is accepted for any loss arising whether directly or indirectly
as a result of the recipient or any class of persons acting on such information or
opinion or estimate.

This publication or report is not and does not constitute or form part of any offer,
recommendation, invitation or solicitation to subscribe to or to enter into any
transaction; nor is it calculated to invite, nor does it permit the making of offers to the
public to subscribe to or enter into, for cash or other consideration, any transaction,
and should not be viewed as such.

This publication or report is not intended to provide, and should not be relied upon for
accounting, legal or tax advice or investment recommendations and is not to be taken
in substitution for the exercise of judgment by the reader, who should obtain separate
legal or financial advice. Nordea does not act as an adviser and assumes no fiduciary
responsibility or liability for any consequences, financial or otherwise.

You may incur other costs, including taxes, related to transactions Nordea or any of its
affiliates enter into with you. Nordea and its affiliates does not provide legal,
regulatory, accounting, or tax advice or services in relation to any business conducted
with you. The legal, regulatory, accounting or tax treatment of any transactions we
enter into with you is dependent on your individual circumstances and may change in
the future. You are responsible for seeking independent professional advice on the
merits, terms, conditions and risks of such transactions.

Nordea



Sources

This publication or report may be based on or contain information, such as opinions,
recommendations, estimates, price targets and valuations which emanate from: (i)
Nordea Markets’ analysts or representatives, (ii) Publicly available information, (iii)
Information from other units of Nordea, or (iv) Other named sources.

Whilst Nordea Markets has taken all reasonable care to ensure that the information
contained in this publication or report is not untrue or misleading at the time of
publication, Nordea and/or its other associated and affiliated companies cannot
guarantee, and do not make any representation or warranty, as to its adequacy,
completeness, accuracy or timeliness for any particular purpose. The perception of
opinions or recommendations such as Buy or Sell or similar expressions may vary and
the definition is therefore shown in the research material or on the website of each
named source.

Limitation of liability

The publication and distribution of this document does not constitute nor does it imply
any form of endorsement by Nordea and/or its other associated and affiliated
companies of any person, association, entity, government, jurisdiction, services or
products described or appearing in the information.

Nordea and/or its other associated and affiliated companies assume no liability as
regards to any investment, divestment or retention decision taken by the investor on
the basis of this publication or report. In no event will Nordea and/or its other
associated and affiliated companies be liable for any direct, indirect or incidental,
special and/or consequential damages (including any claims for loss of profits) arising
from any use of and/or reliance upon this publication or report and/or further
communication given in relation to this publication or report.

Nordea and/or its other associated and affiliated companies will not be liable for any
loss, damage or expense arising from, but not limited to, any defect, error,
imperfection, fault, mistake or inaccuracy with this document, its contents or
associated services, or due to any unavailability of the document or any part thereof or
any contents.

Risk-related information

The risk of investing in certain financial instruments, including those mentioned in this
document, is generally high, as their market value is exposed to a lot of different
factors such as the operational and financial conditions of the relevant company,
country or economy, growth prospects, change in interest rates, the economic and
political environment, foreign exchange rates, shifts in market sentiments etc. Where
an investment or security is denominated in a different currency to the investor's
currency of reference, changes in rates of exchange may have an adverse effect on
the value, price or income of or from that investment to the investor. Investors

investing in funds denominated in non-local currency should be aware of the risk of
exchange rate fluctuations that may cause a loss of principal. Any past performance,
projection, forecast or simulation of results is not necessarily indicative of the future or
likely performance of any investment. Estimates of future performance are based on
assumptions that may not be realized. Potential for profit is accompanied by the
possibility of loss. The value of investments and the income from them may go down
as well as up. When investing in individual instruments or financial products, the
investor may lose all or part of the investments. Asset allocation, diversification and
rebalancing strategies do not insure gains nor guarantee against loss. The use of
leverage, shorting, and derivative strategies may accelerate the velocity of the
potential losses. The use of currency strategies involves additional risks.

Conflicts of interest

Nordea and/or its other associated and affiliated companies and their respective
directors, officers and/or employees may at any time, to the extent permitted by
applicable law and/or regulation, be long or short any securities, currencies or financial
instruments (“Instruments”) referred to in this publication or report, or have a material
interest in any Instruments, or may effect transactions in the Instruments, or may be
the only market maker in relation to such Instruments, or provide, or have provided
advice, investment banking or other services, to issuers of such Instruments. This
includes serving as primary dealer for: Kingdom of Denmark, Nykredit Realkredit,
Nordea Kredit, Realkredit Danmark, BRFkredit, DLRkredit, LR Realkredit, Kingdom of
Sweden, Statshypotek, Spintab, Nordea Hypotek, SEB Bolan, SBAB, LF Hypotek,
Kommuninvest, Kingdom of Norway, Republic of Finland, Federal Republic of
Germany and the Dutch State. Nordea and/or its other associated and affiliated
companies are a market marker in Scandinavian currencies, including the Swedish
Krona, Norwegian Kroner, and Danish Krone, and may execute large volumes of US
dollar, Euro, and Japanese Yen, whether on a proprietary basis or as agent.
Accordingly, Nordea and/or its other associated and affiliated companies may
potentially have a conflict of interest. In producing this publication or report, Nordea
and/or its other associated and affiliated companies receive no direct compensation or
monetary reward.

The research analyst primarily responsible for the content of this publication or report,
in part or in whole, certifies that the views about the companies and any Instruments
expressed in this publication or report accurately reflect his/her personal views. The
analyst also certifies that no part of his/lher compensation was, is, or will be, directly, or
indirectly, related to specific recommendations or views expressed in this report. As of
the date of this report, apart from foreign exchange trading solely for personal
investment, the analyst does not have any proprietary position or material interest in
the securities of the corporation(s) or any Instruments which are referred to in this
report, unless otherwise expressly stated.

Nordea



To limit possible conflicts of interest and counter the abuse of inside knowledge, the
analysts of Nordea Markets are subject to internal rules on sound ethical conduct, the
management of inside information, handling of unpublished research material, contact
with other units of Nordea and personal account dealing. The internal rules have been
prepared in accordance with applicable legislation and relevant industry standards.
The object of the internal rules is for example to ensure that no analyst will abuse or
cause others to abuse confidential information. It is the policy of Nordea Markets that
no direct link exists between revenues from capital markets activities and individual
analyst remuneration. Research analysts are remunerated in part based on the overall
profitability of Nordea Bank, which includes Markets revenues, but do not receive
bonuses or other remuneration linked to specific capital markets transactions. Nordea
and the branches are members of national stockbrokers’ associations in each of the
countries in which Nordea has head offices. Internal rules have been developed in
accordance with recommendations issued by the stockbrokers associations. This
material has been prepared following the Nordea Conflict of Interest Policy, which may
be viewed at www.nordea.com/mifid

Important disclosures of interests regarding this research material are available at:
https://nerw.nordea.com/nerw/compliance

Distribution restriction

The Instruments referred to in this publication or report shall not be regarded as
eligible for sale in some jurisdictions.

This report is not directed to, or intended for distribution to or use by, any non-
accredited investor, non-professional counterparty, or any person or entity who is a
citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation.

If this publication has been distributed by electronic transmission, such as e-mail, then
such transmission cannot be guaranteed to be secure or error-free as information
could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain
viruses. The sender therefore does not accept liability for any errors or omissions in
the contents of this publication, which may arise as a result of electronic transmission.

In Singapore, this research report is intended only for, and may be distributed only to,
accredited investors, expert investors or institutional investors who may contact

Nordea Bank AB Singapore Branch of 138 Market Street, #09-01 CapitaGreen,
Singapore 048946.

This publication or report may be distributed by Nordea Bank Luxembourg S.A., 562
rue de Neudorf, L-2015 Luxembourg which is subject to the supervision of the
Commission de Surveillance du Secteur Financier.

In any other jurisdictions, except if otherwise restricted by laws or regulations, this
report is intended only for qualified, professional, institutional or sophisticated investors
as defined in the laws and regulations of such jurisdictions.

This publication or report is the property of Nordea and is protected by applicable
intellectual property laws. This publication or report may not be published, circulated,
mechanically duplicated, reproduced or distributed, in full or in part to any other
person, without the prior written consent of Nordea Markets.

Nordea


http://www.nordea.com/mifid
https://nerw.nordea.com/nerw/compliance

