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Investment Research — General Market Conditions   

    
 PMI survey points to very weak start to 2019 – more stimulus coming 

 Apple another casualty in the trade war – both US and China need a trade deal  

 Xi stresses self-reliance – and that Taiwan belongs to China 

China eases policy further on weak economic data 

The past week provided more evidence that the Chinese economy is heading for a 

rough start to 2019. Both the official and the private version of PMI manufacturing 

dropped below 50 in December on the back of very weak export orders (see top chart). The 

news pushed Chinese stock markets and bond yields even lower (see charts on next page).  

Responding to the slowdown, the People’s Bank of China (PBOC) took two steps this 

week to ease policy further. On Thursday the PBOC increased the scope of a targeted cut 

in the Reserve Requirement Ratio (RRR), that was initiated last year, see SCMP 3 January. 

It is estimated to free up around USD100bn of liquidity. On Friday the PBOC followed up 

with a reduction in the RRR for banks of one percentage point freeing up another 

USD116bn, see Reuters 4 January 2019.  

Comment. It was widely expected that China would ease monetary policy further and more 

easing could very well come during H1. We are still waiting for the announcement on major 

tax cuts for businesses and consumers, which we expect to come soon, see also China 

Weekly Letter: Major tax cuts coming - trade talks on track, 20 December 2018. This week 

we published China Leading Indicators - Darkest before dawn, 3 January 2019. Our main 

message is still that we expect the economy to get worse before it gets better from Q2 

on economic stimulus and a resolution of the trade war. 

Apple another casualty in the trade war – deal needed soon 

On Wednesday Apple made its first warning in 15 years of weaker revenues and 

pointed to disappointing sales in Greater China as the main culprit, see CNBC 3 January. 

The stock price took a further beating on the news and is now down more than 35% since 

early October (see bottom chart). Trump’s economic adviser Kevin Hasset said in an 

interview with CNN that the trade war is ‘having an impact on earnings and it’s not going 

to be just Apple’. He added that ‘a heck of a lot of US companies’ are likely to downgrade 

their earnings until we have a trade deal, see Reuters 3 January.  

In another sign that the trade war is starting to hurt US companies, the ISM manufacturing 

index for December nose-dived and many companies highlighted the trade war in the 

comments in the report.  

Comment. It is now very clear that the trade war is hurting big US corporates as well. 

On top of slower Chinese growth, there may be a consumer boycott effect. Apple is 

probably also a casualty of the arrest in Canada of the Huawei CFO, which has caused great 

anger in China. Some companies urge employees to boycott Apple - and sanction those that 

do not comply, see Appleinsider, 24 December.   
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US and China need a trade deal soon. Both sides also continue to send positive signals 

in this regard and will meet on vice-ministerial level in Beijing on 7.-8. January, see Reuters 

4 January. We continue to look for a trade deal by the end of Q1 or in Q2. We look for 

a deal to ease some of the pressure on equity markets as well as both the US and Chinese 

economy.  

Xi stresses self-reliance – and that Taiwan belongs to China 

In Xi Jinping’s New Year speech he stressed that ‘China’s reforms will never stop, and its 

doors will open ever wider’, see Xinhua 1 January. He also pointed to self-reliance several 

times in the speech saying ‘Through the years, the Chinese people have been self-reliant 

and worked diligently to create Chinese miracles…And now, looking forward, despite the 

complexities and difficulties we may face on the road ahead, we shall always closely rely 

on the people and stick to self-reliance and hard work’. 

In another speech on 2 January on Taiwan, Xi Jinping made clear that China’s clear 

aim is reunification with Taiwan, see Xinhua 2 January. He said China must be and will 

be reunited and pledged ‘utmost sincerity and greatest efforts’ for a peaceful reunification. 

However, he also made no promise to abandon the use of force if necessary. He said that 

the long-standing political differences could not be dragged on generation after generation 

and promised that that Taiwan’s social system and way of life would be fully respected 

arguing for a ‘one country, two systems’ solution. Finally he stressed that the Taiwan 

question is China’s internal affair and allows of no external interference. 

Comment. The theme of self-reliance was increasingly brought up in 2018 as the trade war 

and tech war with the US gained steam. 2018 made it clear that China is vulnerable 

within certain technology sectors and that China needs to become less reliant on the US. 

On Taiwan, China has raised its voice on the plan for reunification following the increased 

relations between Taiwan’s independence-leaning government and the Trump 

administration. 

Other China news 

USD/CNY continues to range trade. The overall USD weakening lately has helped to put 

a cap on USD/CNY. Our forecast is for USD/CNY to trade slightly lower towards 6.80 in 

12M.  

China on dark side of the moon, see BBC 3 January. On Thursday China said it 

successfully landed a robotic spacecraft on the far side of the moon. It is the first ever such 

attempt and landing and is seen as a major milestone in China’s space programme. It can 

also be seen as a show of force in the technology area. 

Beijing turns to facial recognition to combat public housing abuses, SCMP 28 

December. Another illustration of how China uses facial recognition and AI against illegal 

activities. 

US issues travel warning on China amid tensions over arrest over Huawei’s CFO, 

SCMP 4 January. 

China’s next generation of weapons and military equipment nears readiness, SCMP 

23 December 2018. 

 

Trade war starting to hit US 

manufacturing after strong year 

 

Source: Macrobond Financial, Danske Bank 

 

Equities take another beating – in both 

US and China 

 

Source: Macrobond Financial 

Chinese bond yields sharply lower on 

expectation of more monetary easing 

 

Source: Macrobond Financial, Bloomberg 

USD/CNY drifting lower 

 

Source: Macrobond Financial, Bloomberg 

https://www.reuters.com/article/us-usa-trade-china/china-and-u-s-to-hold-trade-talks-in-beijing-on-january-7-8-idUSKCN1OY062
http://www.xinhuanet.com/english/2019-01/01/c_137712009.htm
http://www.xinhuanet.com/english/2019-01/02/c_137714898.htm
https://www.bbc.com/news/science-environment-46724727
https://www.scmp.com/tech/innovation/article/2179819/beijing-turns-facial-recognition-combat-public-housing-abuses
https://www.scmp.com/news/world/united-states-canada/article/2180613/us-issues-china-travel-warning-about-arbitrary-law
https://www.scmp.com/news/china/military/article/2179198/after-heavy-investment-chinas-next-generation-weapons-and


 

3 |     4 January 2018 https://research.danskebank.com 
 

 

China Weekly Letter  

 
Disclosures 
This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is 

Allan von Mehren, Chief Analyst. 

Analyst certification 

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 

Regulation 

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject 

to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske 

Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority 

(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation 

Authority are available from Danske Bank on request. 

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities 

Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality 

research based on research objectivity and independence. These procedures are documented in Danske Bank’s 

research policies. Employees within Danske Bank’s Research Departments have been instructed that any request 

that might impair the objectivity and independence of research shall be referred to Research Management and the 

Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not 

report to, other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance 

or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology as 

well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors on request. 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

Expected updates 

Weekly. 

Date of first publication 

See the front page of this research report for the date of first publication. 

General disclaimer 
This research report has been prepared by Danske Bank (a division of Danske Bank A/S). It is provided for 

informational purposes only and should not be considered investment advice. It does not constitute or form part of, 

and shall under no circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell 

any relevant financial instruments (i.e. financial instruments mentioned herein or other financial instruments of any 

issuer mentioned herein and/or options, warrants, rights or other interests with respect to any such financial 

instruments) (‘Relevant Financial Instruments’). 

The research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue 

or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and 

subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any 

loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts responsible for the research report and 

reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank does not 

undertake to notify any recipient of this research report of any such change nor of any other changes related to the 

information provided herein. 

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or 

the United States. 

This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written 

consent. 



 

4 |     4 January 2018 https://research.danskebank.com 
 

 

China Weekly Letter  

Disclaimer related to distribution in the United States 
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/A, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’. 

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of 

research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not 

registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a 

non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument 

may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial 

instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 

Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. 

Securities and Exchange Commission. 

Report completed: 4 January 2019, 17:16 CET 

Report first disseminated: 4 January 2019, 18:05 CET 

 


