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Key views 

► Growth momentum decelerated more notably in 3Q. The rebound in IP & consumption growth in September from the 
rapid decline in July-August may not sustain. Although September TSF and M2 growth exceeded market expectation, the 
rebound may have largely been driven by short-term policy push towards more infrastructure loans. However, without 
affirmative signs of a decline in the effective funding cost, there will likely be little incentive for either the corporate sector 
or the banks to expand their balance sheets. Meanwhile, examining the recent weakening trend of global mfg. and 
demand indicators, export growth may continue to be under pressure.  

► Monetary policy stance remains relatively tight. Although the PBoC announced a 50bp blanket RRR cut & 100bp targeted 
RRR cut in early September, the central bank withdrew liquidity as MLF matured and has kept the MLF rate unchanged 
despite the widely communicated intention to guide rates lower. Meanwhile, the magnitude of September LPR reduction 
came in at the lower bound of market expectations.  

►  It is necessary to step up counter-cyclical policy efforts, but rising headline inflation may become an increasing concern 
for monetary easing. Purely judged from the economic fundamentals at this juncture, there is little reason to bet on the 
sustainability of the rebound in activity growth in September. It is necessary to step up counter-cyclical policy efforts. 
However, rising headline inflation, although should not be a hard constraint,  may become an increasing concern for 
monetary easing. Deteriorating hog stock will likely continue to push up pork prices and thus the headline CPI, in our view. 
CPI has reached “3%” in September, and may climb further in 4Q.  

 

Trends to watch  

► The momentum of headline CPI and food price inflation 

► Monetary policy conduct and the sustainability of credit expansion 

► Change in real estate transactions and investment growth 

► Progress of China-US trade dialogue 
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Real GDP growth tests the lower bound of 2019 target 

Source: CEIC, CICC Research 
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Industrial production growth gaps down in 3Q 

Source: CEIC, CICC Research 
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PMI points to anemic external demand & employment  

Source: CEIC, CICC Research 
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CICC CMI points to weakening cyclical momentum 

*Note: Nominal IP growth is defined as real IP growth plus PPI 
Source: CEIC, CICC Research 
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Industrial revenue and profit growth remain sluggish 

Source: CEIC, Wind Info, CICC Research 
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Overall fixed asset investment growth declines in 3Q 

Source: CEIC, CICC Research 
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Although property investment growth seems resilient … 

Source: CEIC, Wind Info, CICC Research 
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…home sales have declined and may dampen investment 

Note: * Property floor space sold is three-month moving average. Tier-1 cities (4): Beijing, Shanghai, Guangzhou, Shenzhen. Tier-2 
cities (13): Tianjin, Hangzhou, Nanjing, Wuhan, Nanchang, Chengdu, Qingdao, Suzhou, Fuzhou, Xiamen, Changsha, Harbin, and 
Changchun 
Source: CEIC, Wind Info, CICC Research 
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Consumption growth edges down but is still resilient   

Note: * Staple retail sales items include food, beverages, tobacco & liquor, clothing, shoes, hats & textiles, daily goods,  and medicine 
** Three month moving average 
Source: CEIC, CICC Research 
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CPI holds up on higher food inflation; PPI weakens 

Source: CEIC, CICC Research 
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Supply cuts point to further upside for pork prices  

Source: CEIC, Wind info, CICC Research 
 

Ec
o

n
o

m
y 

Back to Content 

-50

-40

-30

-20

-10

0

10

20
Se

p
-0

6

Se
p

-0
7

Se
p

-0
8

Se
p

-0
9

Se
p

-1
0

Se
p

-1
1

Se
p

-1
2

Se
p

-1
3

Se
p

-1
4

Se
p

-1
5

Se
p

-1
6

Se
p

-1
7

Se
p

-1
8

Se
p

-1
9

Inventory growth of 
hogs  and reproductive sows  

Inventory of hogs

Inventory of reproductive sows

YoY (%)

-35

-30

-25

-20

-15

-10

-5

0

5

10

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
YTD

2020 E

-8

-6

-4

-2

0

2

4

6

8

Hog inventory and sales volume

Hog sales volume

Inventory of reproductive sows, 1Y lead, right scale

YoY (%) YoY (%) 

-8

-6

-4

-2

0

2

4

6-40

-30

-20

-10

0

10

20

30

40

50

60

70

80

90

A
u

g-
1

3

Fe
b

-1
4

A
u

g-
1

4

Fe
b

-1
5

A
u

g-
1

5

Fe
b

-1
6

A
u

g-
1

6

Fe
b

-1
7

A
u

g-
1

7

Fe
b

-1
8

A
u

g-
1

8

Fe
b

-1
9

A
u

g-
1

9

Hog sales volume and pork component in CPI

Pork component in CPI Hog sales volume, reversed, right sacle

indicates
slower growth 
of hog sales

YoY (%) YoY (%) 

本中金公司研报由 kevin.liu@cicc.com.cn 下载



16 

The stabilization of credit expansion may be transitory 

Note: * Adjusted TSF = TSF  local government special bonds + local & central  government  bonds 
Source: CEIC, CICC Research 
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Liquidity conditions remain tight for small banks 

Source: CEIC, Wind Info, CICC Research 
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Monetary policy adjustment is “behind the curve“ 

Source: CEIC, Wind Info, CICC Research 
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The boost from tax cuts may have peaked 

Source: CEIC, CICC Research 
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Export growth remains sluggish 

Source: CEIC, CICC Research 
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Renminbi stabilizes after August depreciation 

Note: * CNY 12-month NDF implies annual depreciation of CNY 
Source: CEIC, Bloomberg, CICC Research 
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Key views 

► Overall lukewarm, with select bright spots. The long-term investment value in Chinese markets has emerged, especially 

in H-shares. For 4Q19 specifically, the market could remain lukewarm, with select bright spots: 1) Pro-growth policies 

continue to unfold, but on a smaller than expected scale and at a slower than expected pace to date with many 

constraints. Thus, downward pressure on growth persists. 2) Small-bank deleveraging efforts continue. 3) The property 

market could continue to cool, dragging growth prospects. Continuous growth pressure and diminishing monetary easing 

call for more and new policy supports. Structurally, consumption, healthcare and technology remain the bright spots. 

► Earnings growth sluggish and diverging. Our top-down earnings growth forecast for A-share and offshore China markets 

are 4.1% and 4.4% YoY respectively for 2019, compared with the current market consensus of 16.5% (CSI 300) and 6.7% 

(MSCI China). Structurally, financials led while non-financials lagged due to weak revenue growth. 

► Overall liquidity remains accommodative, and risk appetite fluctuates around policy and growth. Growth pressure has 

led to relatively loose liquidity, and near-term risk appetite depends on policy and growth conditions. After notable 

outflows since April and May, overseas flows have stabilized lately. We still expect notable annual inflows of Rmb200bn 

unless a worst-case scenario materializes. Increasing foreign and institutional investors are reshaping the A-share market. 

► Watch for: 1) A-share 3Q19 earnings season; 2) Policy developments; CCP 4th Plenary Session; Annual Economic Work 

Conference; 3) Development of trade talks; 4) Impact of small-bank deleveraging, and cooling of property market. 

► Implementations: We continue to favor industry leaders that benefit from the secular trends of China’s consumption and 

industrial upgrading. Sectors that merit attention are those with lower P/E and investor positions, but may see more 

policy support, such as auto; as well as technology (watch for the development of 5G). 

Trends to watch 

1) Policy developments; CCP 4th Plenary Session; Annual Economic Work Conference. 

2) Trade dialogue between US and China; US/Europe growth conditions and policy responses. 
3) Small-bank deleveraging and property market conditions. 
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YTD performance of China markets (A- & H-shares) 

Source: FactSet, CICC Research 
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Valuation contraction the primary driver for 3Q pullback 

Source: Bloomberg, CICC Research 
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Comparison: current market conditions vs. early 2019 
Eq

u
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y 

Note: Higher scores mean more positive to market 
Source: CICC Research.  
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Trade friction could still pose a major headwind in 2H19 

Source: USTR, CICC Research 
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Source: US Treasury, CEIC, Factset, CICC Research; Note: FDI = foreign direct investments, ADR = American 

Depository Receipt, MNC = multinational corporation 
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3Q19 profit alerts indicate growing pressure on growth 

Source: Wind Info, CICC Research 
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A-/H-share earnings recovered modestly in 1H19 

Source: Bloomberg, Wind Info, CICC Research 
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Downstream sectors recorded better growth in 1H19 

Source: Wind Info, CICC Research 
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Consensus earnings forecast is still down for A-shares… 

Source: Wind Info, Go-Goal, CICC Research 
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…this is also the case for the offshore Chinese market 

Source: Bloomberg, Factset, CICC Research 
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Valuations remain near historical lows 

Source: Wind Info, FactSet, CICC Research 
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Valuations of most sectors remain near historical lows… 

Source: FactSet, Wind Info, Go-Goal, CICC Research 
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…but valuations of top foreign-holding stocks surged 

Source: Wind Info, CICC Research 
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A-share market turnover returned to lower levels 

Source: Wind Info, CICC Research 
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HK short-selling ratio and volatility subdued 
 

Source: Bloomberg, CICC Research 
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Sector wise, new economy outperformed again 

Source: FactSet, Wind Info, CICC Research 

Eq
u

it
y 

-200

0

200

400

600

800

1,000

0

200

400

600

800

1,000

1,200

1,400

1,600
Fe

b
-0

4

Fe
b

-0
5

Fe
b

-0
6

Fe
b

-0
7

Fe
b

-0
8

Fe
b

-0
9

Fe
b

-1
0

Fe
b

-1
1

Fe
b

-1
2

Fe
b

-1
3

Fe
b

-1
4

Fe
b

-1
5

Fe
b

-1
6

Fe
b

-1
7

Fe
b

-1
8

Fe
b

-1
9

New Economy - Old Economy (RHS)

A-share Old Economy index

A-share New Economy index

A-share market: Old and New Economy Index

-100

0

100

200

300

400

500

600

700

0

200

400

600

800

1000

1200

Fe
b

-0
4

Fe
b

-0
5

Fe
b

-0
6

Fe
b

-0
7

Fe
b

-0
8

Fe
b

-0
9

Fe
b

-1
0

Fe
b

-1
1

Fe
b

-1
2

Fe
b

-1
3

Fe
b

-1
4

Fe
b

-1
5

Fe
b

-1
6

Fe
b

-1
7

Fe
b

-1
8

Fe
b

-1
9

New Economy - Old Economy (RHS)

MSCI China Old Economy index

MSCI China New Economy index

Offshore China market: Old and New Economy index

Back to Content 本中金公司研报由 kevin.liu@cicc.com.cn 下载



40 

Eq
u

it
y 

Source: Bloomberg, CICC Research 
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Fundamental factors continued strong performance   

41 
Source: Wind Info, CICC Research 
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Growth stocks outperformed in 3Q19 
 

Notes: All calculations are cumulative returns, not annualized. Past performance is not indicative of future returns. For all time periods, price return is 
based on CNI style indices. The price to earnings is a bottom-up calculation based on the most recent index price, divided by TTM earnings. Data as of 
October 18, 2019. 
Source: Wind Info, CICC Research 
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We expect SSE STAR Market to raise Rmb70bn in 2019 

Source: Wind Info, CICC Research 
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YTD equity financing in HK market shrank notably 

Source: Wind Info, CICC Research 
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China has seen overseas outflows lately 

Source: EPFR, Wind Info, CICC Research 

Eq
u

it
y 

30

40

50

60

70

80

90

100

0

10

20

30

40

50

60

Ja
n

-0
8

Ju
l-

0
8

Ja
n

-0
9

Ju
l-

0
9

Ja
n

-1
0

Ju
l-

1
0

Ja
n

-1
1

Ju
l-

1
1

Ja
n

-1
2

Ju
l-

1
2

Ja
n

-1
3

Ju
l-

1
3

Ja
n

-1
4

Ju
l-

1
4

Ja
n

-1
5

Ju
l-

1
5

Ja
n

-1
6

Ju
l-

1
6

Ja
n

-1
7

Ju
l-

1
7

Ja
n

-1
8

Ju
l-

1
8

Ja
n

-1
9

Ju
l-

1
9

Total overseas fund flows to offshore China equity (LHS)

MSCI China Index (RHS)

USD bn Cumulative flows to offshore China equities from overseas funds

50

55

60

65

70

75

80

85

90

95

100

-3,000

-2,000

-1,000

0

1,000

2,000

3,000

Ja
n

-1
5

A
p

r-
1

5

Ju
l-

1
5

O
ct

-1
5

Ja
n

-1
6

A
p

r-
1

6

Ju
l-

1
6

O
ct

-1
6

Ja
n

-1
7

A
p

r-
1

7

Ju
l-

1
7

O
ct

-1
7

Ja
n

-1
8

A
p

r-
1

8

Ju
l-

1
8

O
ct

-1
8

Ja
n

-1
9

A
p

r-
1

9

Ju
l-

1
9

O
ct

-1
9

Total overseas fund flows to offshore China equity (LHS)

MSCI China Index (RHS)

USD mn Weekly flows to offshore China equities from overseas funds

2,800

3,000

3,200

3,400

3,600

3,800

4,000

4,200

(800)

(600)

(400)

(200)

0

200

400

600

O
ct

-1
8

N
o

v-
1

8

D
ec

-1
8

Ja
n

-1
9

Fe
b

-1
9

M
ar

-1
9

A
p

r-
1

9

M
ay

-1
9

Ju
n

-1
9

Ju
l-

1
9

Ju
l-

1
9

A
u

g-
1

9

Se
p

-1
9

ETFs (LHS) Active funds (LHS) CSI300 Index (RHS)

USD mn Weekly net subscription of overseas A-share-focused 
funds: active & ETF

60

65

70

75

80

85

90

95

100

(1,200)

(1,000)

(800)

(600)

(400)

(200)

0

200

400

600

800

O
ct

-1
8

N
o

v-
1

8

D
ec

-1
8

Ja
n

-1
9

Fe
b

-1
9

M
ar

-1
9

A
p

r-
1

9

M
ay

-1
9

Ju
n

-1
9

Ju
l-

1
9

Ju
l-

1
9

A
u

g-
1

9

Se
p

-1
9

ETFs (LHS) Active funds (LHS) MSCI China Index (RHS)

USD mn Weekly net subscription of overseas H-share & ADR-focused 
funds: active & ETF

Back to Content 本中金公司研报由 kevin.liu@cicc.com.cn 下载



46 

Timeline for A-share inclusion in MSCI and FTSE  

Source: MSCI, FTSE, CICC Research 
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Source: MSCI, FTSE, CICC Research 
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Cumulative inflow  (US$bn) 0.4 1.2

Incremental inflow  in each step (US$bn) 0.4 0.8

Incremental inflow  in each step (Rmb bn) 2.7 5.3

Estimated inflow in 10 years if the inclusion factor reaches the expected level (US$ bn) 0.1
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A/H premium remains elevated 

Source: Wind Info, CICC Research 
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The changing A-share investor landscape 

Note: Mutual funds include special accounts and exclude accounts of insurers, social security funds and annuities. Trust investment does not include 
investment by privately offered funds through trusts. Brokers include proprietary trading and active asset management.   
Source: Corporate filings, SSE, Asset Management Association of China, CBIRC, National Council for Social Security Fund, Securities Association of China, 
Ministry of Human Resources and Social Security, PBoC, CSRC, Wind Info, CICC Research 
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China’s listed universe now exceeds 5,000 companies 
Eq

u
it

y 

Note: 1) Universe as of Oct. 2019 and stock price as of Oct. 18th, 2019. 2)  Market cap calculation for US ADRs only included 
primary listed ADRs to avoid double counting; 3) Free float market cap is calculated using share class cap times free float ratio 
provided by Bloomberg; 4) Other markets include Australia, Germany, France, Canada, Korea, and Japan; 5) Offshore China 
includes B-share and listcos in overseas exchanges. 4) ADTV = average daily turnover value 
Source: Bloomberg, Wind, CICC Research. 
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(USD mn) # of listcos % Share class cap %
Free-float

cap

Free-

float %
3m ADVT

Avg share

class cap

Avg daily

turnover

Annualized

velocity of float

%

A-share 3,691 70% 7,883,493 70% 3,262,653 41% 67,498 2,136 18.3 517%

Shanghai 1,518 29% 4,748,966 42% 1,830,447 39% 28,490 3,128 18.8 389%

Shenzhen 2,173 41% 3,134,527 28% 1,432,206 46% 39,008 1,442 18.0 681%

Offshore China 1,550 30% 3,389,055 30% 2,162,311 64% 8,872 7,274 5.7 24%

B-share 95 2% 89,817 1% 77,139 86% 24 945 0.2 8%

Shanghai 49 1% 83,443 1% 71,717 86% 16 1,703 0.3 6%

Shenzhen 46 1% 6,374 0% 5,423 85% 8 139 0.2 35%

Hong Kong 1,113 21% 2,467,227 22% 1,265,923 51% 5,104 2,217 4.6 101%

H-share 275 5% 776,188 7% 548,535 71% 2,173 2,823 7.9 99%

Red Chip 173 3% 673,197 6% 232,772 35% 844 3,891 4.9 91%

P-Chip 665 13% 1,017,842 9% 484,617 48% 2,087 1,531 3.1 108%

US 208 4% 822,355 7% 813,300 99% 3,686 3,954 17.7 113%

  NYSE 60 1% 573,980 5% 570,720 99% 1,667 9,566 27.8 73%

  NASDAQ 148 3% 248,376 2% 242,581 98% 2,019 1,678 13.6 208%

  AMEX 6 0% 803 0% 733 91% 1 134 0.1 28%

Singapore 89 2% 7,293 0% 3,821 52% 52 82 0.6 340%

London 7 0% 122 0% 107 87% 1 17 0.2 283%

Others 38 1% 2,240 0% 2,020 90% 5 59 0.1 58%

All China 5,241 100% 11,272,548 100% 5,424,963 48% 76,370 2,151 14.6 352%
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Chinese mainland is the world’s second-largest market 

Note: Data as of May 2019 
Source: WFE, CICC Research 

Eq
u

it
y 

Back to Content 

Exchanges
Exchange mkt

cap (USD bn)

2019E GDP

(USD bn)

Mkt cap to

GDP

Number of

listcos

YTD Average

Daily Turnover

(USD mn)

Annualized

velocity

1 US 35,889 21,345 168% 5,415 20,477 14.3%

2 Chinese mainland 7,811 14,217 55% 3,648 10,163 32.5%

3 Japan 5,614 5,176 108% 3,677 3,074 13.7%

4 Euronext 4,418 4,207 105% 1,239 1,261 7.1%

6 HKEx 4,189 382 1097% 2,382 1,105 6.6%

5 UK 3,934 2,829 139% 2,450 1,305 8.3%

7 Canada 2,287 1,739 131% 3,408 890 9.7%

9 India 2,184 2,972 73% 1,945 689 7.9%

8 Germany 1,949 3,964 49% 519 941 12.1%

11 Switzerland 1,711 708 242% 274 546 8.0%

10 Austra l ia 1,454 1,417 103% 2,124 604 10.4%

12 S.Korea 1,433 1,657 86% 2,221 1,142 19.9%

13 Taiwan, China 1,148 601 191% 1,724 575 12.5%

14 Brazi l 1,045 1,960 53% 330 618 14.8%

15 South Africa 977 371 263% 349 231 5.9%

16 Spain 775 1,429 54% 2,937 366 11.8%

17 Singapore 726 373 195% 738 130 4.5%

18 Russ ia 720 1,610 45% 220 129 4.5%
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Asset class returns 

Note: Annualized return and volatility are calculated based on monthly total return data in USD. 
Source: Bloomberg, CICC Research 
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Q3 YTD Ann. Return Ann. Vol.

Smal l  cap Corp. HY Smal l  cap Gold Crude oi l H-shares DM equity CB Smal l  cap Crude oi l EM equity Bonds Gold Large cap Smal l  cap Smal l  cap

207.7% 25.0% 132.3% 29.2% 13.3% 20.0% 27.4% 53.1% 37.5% 52.4% 37.8% 3.8% 8.5% 24.5% 9.7% 35.5%

Large cap Bonds Large cap Crude oi l Bonds EM equity Smal l  cap Large cap Corp. HY EM equity Large cap Corp. HY Global  Bond Gold Large cap Large cap

181.6% 23.0% 98.5% 21.6% 10.8% 18.6% 21.5% 52.1% 6.4% 11.8% 32.6% 2.2% 2.2% 19.5% 7.4% 31.3%

CB Global  bond EM equity EM equity Gold DM equity Corp. HY Smal l  cap Bonds Cmdty H-shares Gold CB DM Gold Crude oi l

117.3% 7.2% 78.9% 19.2% 8.9% 16.6% 6.0% 37.0% 3.2% 9.3% 28.7% -0.9% -0.6% 15.7% 6.9% 31.3%

H-shares CNY:USD Crude oi l Cmdty Corp. HY Corp. HY CNY:USD H-shares Large cap DM equity DM equity Global  bond DM Smal l  cap Corp. HY H-shares

58.4% 7.0% 70.9% 17.4% 7.7% 12.4% 2.9% 15.5% 2.5% 8.2% 23.1% -1.2% -1.5% 15.5% 6.4% 29.0%

Crude oi l Gold H-shares Smal l  cap Global  bond Large cap CB Corp. HY DM equity Gold Crude oi l CNY:USD Corp. HY CB CB CB

54.2% 4.3% 66.0% 14.3% 6.1% 11.0% 1.4% 9.8% -0.3% 8.1% 17.7% -5.3% -2.3% 12.8% 5.9% 25.7%

EM equity CB CB DM equity CNY:USD Gold Bonds Bonds Global  bond Global  bond Gold CB Bonds Crude oi l DM EM

39.7% -27.6% 42.6% 12.4% 4.8% 8.3% 0.7% 8.5% -2.7% 2.2% 12.7% -6.4% -2.7% 12.3% 5.5% 22.2%

Gold Cmdty DM equity Corp. HY DM equity CB Crude oi l DM equity CNY:USD H-shares Corp. HY DM equity Large cap Global  Bond Bonds Gold

31.9% -36.0% 30.9% 9.7% -5.0% 5.3% -0.3% 5.6% -4.4% 1.4% 9.5% -8.2% -3.2% 8.2% 4.5% 18.1%

Cmdty DM equity Gold Bonds Cmdty Global  bond H-shares Global  bond Gold Corp. HY Smal l  cap H-shares Smal l  cap EM Global  Bond Cmdty

16.7% -40.3% 25.0% 5.4% -8.3% 4.1% -1.4% 1.7% -12.1% -3.8% 7.4% -10.2% -3.9% 4.2% 3.8% 17.4%

Global  bond H-shares Cmdty Global  bond CB Bonds EM equity Gold EM equity Bonds Global  bond Cmdty USD:CNY H-shares EM DM

9.7% -49.6% 23.5% 5.0% -8.6% 3.6% -2.3% 0.1% -14.6% -5.4% 7.0% -12.4% -4.1% 2.8% 3.3% 15.8%

DM equity Crude oi l Global  bond CNY:USD EM equity Crude oi l Large cap EM equity H-shares CNY:USD CNY:USD EM equity Cmdty Corp. HY H-shares Global  Bond

9.7% -51.4% 6.1% 3.4% -18.2% 3.5% -2.6% -2.0% -16.9% -6.6% 6.7% -14.5% -5.9% 1.5% 3.1% 5.4%

CNY:USD EM equity Corp. HY H-shares H-shares Smal l  cap Global  bond CNY:USD Cmdty Large cap CB Crude oi l EM Cmdty USD:CNY Corp. HY

7.0% -53.2% 2.0% 1.5% -19.6% 2.3% -2.6% -2.4% -23.4% -15.2% 6.6% -19.5% -5.9% 0.3% 0.7% 4.7%

Bonds Smal l  cap CNY:USD CB Large cap CNY:USD Cmdty Cmdty CB CB Bonds Large cap H-shares Bonds Crude oi l Bonds

5.0% -57.8% -0.1% -3.1% -20.4% 1.1% -5.0% -17.9% -29.8% -17.6% 5.5% -27.7% -6.9% -1.1% -0.1% 4.1%

Corp. HY Large cap Bonds Large cap Smal l  cap Cmdty Gold Crude oi l Crude oi l Smal l  cap Cmdty Smal l  cap Crude oi l USD:CNY Cmdty USD:CNY

-0.7% -63.2% -1.3% -8.5% -30.3% -3.4% -27.3% -48.3% -35.0% -22.6% 0.7% -36.1% -9.2% -3.9% -4.6% 3.3%

2019 2007-2019
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Correlations and volatility 

Note: All correlation coefficients and annualized volatility based on monthly total return data in local currency for September 30, 2009 to September 30, 2019. 

Indices used  Bonds: ChinaBond Aggregate Total Return Index (total value); Corp. HY: ChinaBond Corporate Bond (AA) Index Total Return Index (total value); Convertible bond: 

CSI Convertible Bond Index; Global Bond: JPM Global Aggregate Bond; A-share Large Cap: CSI300 TR Index; A-share Small Cap: CSI500 TR Index; H-share: HSCEI TR Index; DM: 

MSCI DM TR Index; EM: MSCI EM TR Index; CNYUSD: CNY /USD Currency; Commodities: CRB Index; Oil: Brent Oil Price; Gold: GOLDLNPM Index. 

Source: Bloomberg, Wind, CICC Research 
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Bonds
Corp.

HY
CB

Global

bond

Large

cap

Small

cap

H-

shares

DM

equity

EM

equity
CNY:USD Cmdty Crude oil Gold Ann. Vol

Bonds 1.00 0.76 0.08 0.11 -0.09 -0.04 -0.11 -0.09 -0.07 -0.17 -0.15 -0.24 -0.05 3%

Corp. HY 1.00 0.09 0.10 -0.01 0.09 0.02 0.06 0.12 -0.05 -0.08 -0.19 -0.08 3%

CB 1.00 0.05 0.72 0.57 0.57 0.31 0.35 0.14 0.13 0.04 0.13 18%

Global bond 1.00 0.05 -0.01 0.23 0.26 0.41 0.24 0.27 0.12 0.52 5%

Large cap 1.00 0.83 0.70 0.45 0.50 0.19 0.23 0.14 0.10 24%

Small cap 1.00 0.51 0.37 0.39 0.17 0.21 0.16 0.12 28%

H-shares 1.00 0.67 0.84 0.41 0.48 0.35 0.22 22%

DM equity 1.00 0.83 0.34 0.61 0.48 0.10 13%

EM equity 1.00 0.45 0.62 0.44 0.29 17%

CNY:USD 1.00 0.23 0.20 0.13 4%

Cmdty 1.00 0.83 0.33 14%

Crude oil 1.00 0.18 28%

Gold 1.00 17%
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Yield and valuation 

Source: Wind, Bloomberg, CICC Research 
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Long-term equity and bond returns 

Source: Wind, Bloomberg, CICC Research 
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Ann. Return 14.2% 3.9% 3.7%

Ann. Vol 16.6% 23.5% 2.7%
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Fixed income 
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Key views 

► Global bond yields hit an all-time low in August. Accordingly, the global negative-interest-rate bond scale reached an all-time 
high. However, since September global bond yields have risen, and the risk appetite of fixed income investors and domestic 
bond yields have also rebounded. Gold and bonds were the best performing financial asset classes in the China market in 3Q19. 

► Domestic economic fundamentals still support the bull bond market. Recent economic data show that China's economy is still 
slowing. In particular, the industrial sector’s added value has reached a new low in the past decade. The continuous tightening 
of real estate regulation has also depressed the financing demand of high-interest assets. Moreover, due to the front-loading of 
fiscal expenditure this year, new fiscal initiatives may be difficult in 4Q19. From the perspective of capital flows, as interest 
differentials between China and others are near historic highs, foreign funds are still pouring into the China market. In the near 
future, we expect China's bond market to be fully included into three major global bond indices, which may bring passive 
inflows as high as one-third of the net increase of T-bonds and policy bank bonds, therefore benefiting China's bond market. 

► However, investors remain concerned about uncertainties  arising recently. First, RMB exchange rate increased its fluctuation 
range in 3Q19, but it was largely a result of the rise of the US dollar rather than active depreciation, and the RMB remains 
stable against a basket of currencies. Second, the fierce rise in pork prices has led to price increases for other meat products, 
and the attack on the Abqaiq oil processing facility has pushed up international oil prices. Oil prices and overall inflation may 
continue rising to some extent, thus limiting the decline of bond yields. At present, oil supply shocks are short-lived, the overall 
supply and demand environment is unlikely to substantially push up inflation, and the limits to yield downside may not be 
strong. Third, part of 2020’s special government bond quota may be issued in advance in 4Q19, thus creating certain supply 
pressure on the bond market. However, as per our estimates, even if the quota is issued in advance, the net growth of interest 
rate bonds in 4Q19 would not be significantly higher than in 4Q18 , without obvious supply pressure. We expect bond yields 
(especially long-term ones) to continue to fall in 4Q19, and term and credit spreads to compress. We continue to recommend 
real estate and LGFV strategies. Investors need to be wary of a decline in risk appetite due to unexpected risks. 

Trends to watch  

► Changes in the financing demand of the real estate market. 

► Rising food and oil prices. 

► The scale of local bonds issued in advance. 
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Source: Wind, Bloomberg, CICC Research 
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Gold and bonds: best performing asset classes 
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China's bond yields have fallen behind rest of the world 

Source: Bloomberg, Wind, CICC Research 

Note: Data updated till 10/17/2019 in the above graph 
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RMB remains stable against a basket of currencies 

Source: Bloomberg, Wind Info, CICC Research 

Fi
xe

d
 in

co
m

e
 

5.9

6.1

6.3

6.5

6.7

6.9

7.1

7.3

70

75

80

85

90

95

100

105
Se

p
-1

1

Ju
l-

1
2

M
ay

-1
3

M
ar

-1
4

Ja
n

-1
5

N
o

v-
1

5

Se
p

-1
6

Ju
l-

1
7

M
ay

-1
8

M
ar

-1
9

Correlation between DXY and USDCNY increased after 2015. 
Thus appreciation of DXY would lead to depreciation of RMB

DXY (LHS) CFETS:CNY/USD (RHS)

65

70

75

80

85

90

95

100

105

110

2
0
0
5

2
0
0
7

2
0
0
9

2
0
1
1

2
0
1
3

2
0
1
5

2
0
1
7

2
0
1
9

RMB index remain stable against a basket of currencies after 2015 

CFETS RMB Index

-7%

-6%

-5%

-4%

-3%

-2%

-1%

0%

1%

2%

Ja
n

-1
5

Ju
l-

1
5

Ja
n

-1
6

Ju
l-

1
6

Ja
n

-1
7

Ju
l-

1
7

Ja
n

-1
8

Ju
l-

1
8

Ja
n

-1
9

Ju
l-

1
9

Expectation of Rmb depreciation is weak compared to 2015
CNY/USD:NDF:3M CNY/USD:NDF:1Y

-40%

-35%

-30%

-25%

-20%

-15%

-10%

-5%

0%

5%

Th
ai

la
n

d

Ta
iw

an

In
d

o
n

es
ia

H
o

n
gk

o
n

g

P
h

ili
p

p
in

es

M
al

ay
si

a

Si
n

ga
p

o
re

Tu
rk

ey

M
ex

ic
o

P
e

ru

R
u

ss
ia

C
h

in
a

R
o

m
an

ia

In
d

ia

So
u

th
 K

o
re

a

C
ze

ch
 R

ep
u

b
lic

P
o

la
n

d

C
h

ile

H
u

n
ga

ry

So
u

th
 A

fr
ic

a

B
ra

zi
l

C
o

lo
m

b
ia

A
rg

en
ti

n
a

Changes of currencies of emerging markets since the beginning of 3Q19

Back to Content 本中金公司研报由 kevin.liu@cicc.com.cn 下载



61 

Overseas funds continuously flow into China bonds 

Source: Bloomberg, EPFR, CICC Research 
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Trading volume of Bond Connect hits a new high 

Source: Bond Connect, CICC Research 
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Overseas holdings of policy bank bonds surge 

Source: ChinaBond, Wind, CICC Research 
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JPM GBI-EM Global Diversified
FTSE World Government Bond index

(WGBI)
Bloomberg Barclays Global Aggregate

Asset Class Government bonds in local currency Government bonds in local currency

Investment-grade bonds include treasury,

government-related, corporate and securitized

fixed-rate bonds

Maturity Exceeds 13 months At least 1 year At least 1 year

Weighting Market capitalization Market capitalization Market capitalization

Progress

JPM will start a phased inclusion of Chinese

government bonds into its benchmark

emerging market index in February 2020

China is currently on the watchlist. On

September 27, 2019, FTSE  announced that

China has been upgraded to Market

Accessibility Level 2. Further discussion will be

released after May 2020.

Chinese bonds will be added to the Index

starting April 2019 and phased in over a 20-

month period, with a scaling factor of 5% and

increasing in 5% increments each month

Inclusion date February 2020 Expected May 2020 Expected April 1, 2019

Expected weight of China

bonds
10% 6% 6%

Expected asset class of

China bonds
CGB CGB CGB and Policy Bank Bonds

Asset amount targeting

index
USD300-350bn USD2-4trn USD3-4trn

Expected capital inflow

after inclusion
USD20-35bn USD100-200bn USD150-200bn

64 

China bonds to be included in 3 main global bond indices 

Source: Bloomberg, FTSE, JPM, CICC Research 
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Source: Wind, CICC Research 
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Supply pressure in 4Q19 likely not significant 

Source: Bloomberg, Wind, CICC Research 
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Rising CPI limits short-term interest rate 

Source: Cfets-nex, Wind, CICC Research 
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Term and credit spreads likely to narrow 

Source: Wind, CICC bond survey (September), CICC Research 
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Source: Wind, CICC Research 
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Room exists for contraction in term spreads 
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Spread Analysis YTD 10Y Trend

Term Rate(%) 1M 3M 12M Change (BP) Percentile 1Y 1Y Low Location 1Y High
Term Spread (Treasury)

3Y-1Y 0.23 8.21 (3.40) (6.70) (5.18) 45% 0.12 0.53
5Y-1Y 0.45 5.59 5.86 (5.92) 0.23 59% 0.30 0.76
10Y-1Y 0.60 9.28 6.62 (7.39) (6.79) 46% 0.40 0.91
20Y-10Y 0.35 2.80 (1.60) 2.32 6.81 30% 0.24 0.39
30Y-10Y 0.63 5.57 (3.44) 5.25 12.48 74% 0.43 0.71

Implicit Tax rate (CDB Bond Yield-Treasury Yield)
1Y 0.16 3.63 10.57 13.25 1.17 11% 0.01 0.49
5Y 0.45 7.41 7.02 (5.49) (6.49) 20% 0.34 0.66
10Y 0.39 2.21 2.07 (17.04) (4.09) 24% 0.32 0.59

Credit Spread (CP/Notes Yield-CDB Bond Yield)
1Y 0.41 4.73 (3.18) (28.89) (44.16) 11% 0.30 0.98
5Y 0.38 (0.43) (13.52) (1.28) (15.94) 14% 0.29 0.61
1Y 0.58 0.73 (9.18) (35.89) (50.16) 5% 0.49 1.18
5Y 0.58 (4.43) (27.52) (23.28) (25.94) 5% 0.56 0.89

Coupon Spread (Bond Yield-FR007)
1Y 0.38 (3.41) (15.01) (45.10) (53.36) 7% 0.38 1.07
5Y 0.53 (9.41) (23.01) (54.10) (61.36) 5% 0.53 1.28
1Y 0.82 (2.46) (20.05) (24.43) (30.80) 18% 0.80 1.17
5Y 1.02 (6.46) (34.05) (46.43) (40.80) 10% 1.02 1.56

Bond vs Loans (Bond Yield-Lending Rates)
1Y (1.62) 4.01 (1.11) (50.63) (37.85) 45% (1.72) (1.01)
5Y (0.92) 8.22 (9.14) (47.68) (17.06) 57% (1.09) (0.44)
1Y (1.45) 0.01 (7.11) (57.63) (43.85) 38% (1.52) (0.80)
5Y (0.72) 4.22 (23.14) (69.68) (27.06) 42% (0.89) (0.02)

Fixed-rate Bond vs Floating-rate Bond
1Y 0.01 8.81 17.18 12.78 25.10 90% (0.48) 0.03
5Y 0.44 5.36 0.72 (7.59) (2.28) 76% 0.11 0.56
1Y 0.22 14.13 16.10 2.62 (0.24) 64% 0.00 0.31
5Y 0.36 6.76 (7.09) 2.93 (1.46) 30% 0.06 0.46

Yield Spread of China & US (Treasury)
1Y 0.96 23.65 27.50 72.01 106.14 18% (0.25) 0.97
5Y 1.43 10.24 23.36 106.09 97.37 43% 0.19 1.64
10Y 1.40 9.93 28.12 100.62 88.35 66% 0.24 1.59

Others

10Y CDB-1Y IRS (FR007) 0.00 (80.64) (94.07) (134.25) (101.61) 0% 0.00 1.35
3M AAA NCD-1Y IRS (FR007) 0.00 (2.99) 8.42 (5.98) (50.33) 8% (0.18) 0.88
HS300 E/P-10Y CDB 4.62 (14.49) 3.52 (53.28) (168.90) 56% 3.59 6.43

Floating-rate+IRS-Fixed-rate

spread

Spread Changes (bp)
The position of the value of last 30 days in

the last 1 year

AAA

AA+

Floating-Fixed Spread

(Shibor-3M-5D)

CP/Note

CP/Note

AAA

AA+

AAA

AA+
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Credit yields flatten in 3Q 

Source: Wind, CICC Research 
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Credit spreads narrow in 3Q 

Source: Wind, CICC Research 
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Yields and spreads both fall to historical lows 

Source: Wind, CICC Research 
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Number of default events remains high in 2019 

Source: Wind, CICC Research 
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Defaults in 3Q less than market expectations 

Source: Wind, CICC Research 
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Credit bond supply increased in 3Q 

Source: Wind, CICC Research 
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AAA yield 20% below loan rate, down faster than WMP* 

Note: *WMP refers to bank wealth management product 

Source: Wind, CICC Research 
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LGFV and real estate favored, albeit not for non-SOEs  

Source: Wind, CICC Research 
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Key views 
► Crude oil: Oil products consumption remains weak, with asphalt consumption the only bright spot. Excluding the effect of 

inventory factors, China’s apparent consumption of oil products still showed zero growth YoY. Of note, the consumption of 

gasoline and kerosene did not show a significant improvement, while that of asphalt benefited from road investment and 

maintained positive growth of more than 20% for five consecutive months. 

► Thermal coal: The pace of domestic thermal coal supply resumption has accelerated, and the supply has maintained a 

growth rate of around 8%. On the demand side, power plant coal consumption is still below the five-year average. At 

present, the inventory days of the six major power plants are high, which will likely limit the winter stockpile demand.  

► Precious metals: As domestic gold prices approach historical highs, demand for gold jewelry is affected. However, the 

central bank continues to increase its holdings of gold. 

► Ferrous metals: We maintain the bearish view on the price performance of rebar. We still expect the average annual price 

of rebar to be Rmb3,500/t. On the supply side, with the implementation of differentiated production restriction policies, 

we think the impact of environmental restriction on production during the heating season will be marginally weakened. 

On the demand side, as the pressure from real estate slowdown increases, we think the demand for rebar will likely 

weaken. Our estimates show easing supply shortage of iron ore in 3Q19 and 4Q19. Our forecast for iron ore prices in 4Q19 

remains at US$93/t. 

► Nonferrous metals: With the market in a weak balance, we believe diverging supply growth will lead to differentiated 

price performance of nonferrous metals. We are not optimistic about downstream demand for industrial metals, 

especially in the context of weakening real estate data. We are relatively positive about the price performance of 

aluminum when the peak season arrives. Aluminum production has been lower than expected, as supply issues delayed 

the delivery of new production capacity.  

Trends to watch 
► Whether domestic gasoline and diesel consumption will improve; changes in domestic crude oil import structure 

► Enforcement and differentiation of production restriction during heating season 
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Crude oil: Imports from Venezuela and Iran fall sharply 

Source: Wind Info, Thomson Reuters, www.oilchem.net, CICC Research   
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Refined oil: Consumption remains weak (excl. asphalt) 

Source: Wind Info, Thomson Reuters, www.oilchem.net, CICC Research   
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Refining margin continues to weaken 

Source: Wind Info, Thomson Reuters, www.oilchem.net, CICC Research   
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Thermal coal: Supply maintains high growth 

Source: Wind Info, Thomson Reuters, www.oilchem.net, CICC Research   
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Thermal coal: Power plant inventories remain high 

Source: Wind Info, Thomson Reuters, www.oilchem.net, CICC Research   
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Natural gas: Demand growth slows 

Source: Wind Info, Bloomberg, CICC Research  
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Gold: Central bank continues to increase gold reserves 

Source: Wind Info, Bloomberg, CICC Research  
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Steel: High inventory declines 

Source: Wind Info, Mysteel, CICC Research 
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Iron ore: Supply recovers and price starts to fall 
 

Source: Wind Info, Bloomberg, CICC Research  
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Iron ore: Port stocks recover 

Source: Wind Info, Bloomberg, CICC Research  
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Copper: Downstream demand still lackluster 

Source: Wind Info, Mysteel, CICC Research  
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Zinc: Smelters resume production as expected 

Source: Wind Info, Bloomberg, CICC Research  
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Nickel: Indonesia's mine ban disrupts the market 
 

Source: Wind Info,  Bloomberg, CICC Research  
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Aluminum: Supply issues delay new production capacity 

Source: Wind Info, Bloomberg, CICC Research  
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