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China Market Monitor

Stocks and CNY taking a hit

e To help keep track of developments in Chinese financial markets, we publish a brief
China Market Monitor covering FX, fixed income, money markets and equities.

o Financial stress has risen sharply since the trade conflict with the US escalated on 15
June. CNY and equities have tumbled and bond yields are lower following monetary
easing through reductions of the reserve ratio requirements (RRR) for banks.

o We believe that the People’s Bank of China will soon step up intervention to stem the
downward pressure on CNY. However, we see downside risks to CNY in the medium
term related to an escalation of the US-China trade war and diverging monetary policy.
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USD/CNY continues to rise - correlation with USD index has
broken down
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Little sign of FXintervention via higher rates in CNH offshore
market - could come soon, though
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Stock market rout continues - decoupling from US market
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Bond yields and money market rates turning lower - monetary
policy is eased
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FX

USD/CNY catching up with relative rates

Chinese rates now moving lower - US rates going higher
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EUR/CNY has also moved higher
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Correlation with EUR/USD broken down - CNY weakening not
related to weaker USD this time
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Trade weighted CNY sharply lower after period of
appreciation
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CNH trading a bit weaker than CNY - normal at times of
depreciation pressure
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Fixed income and money markets

Chinese bond yields moving lower
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Swap rates lowest since 2016
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Chinese money market rates heading down - reflects
turnaround in monetary policy after tighteningin 2017

Reserve requirement ratio has been cut twice freeing up
Tliquidity - has plenty of room to be lowered further if needed
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Equities
Onshore and offshore equities - both taking a hit from Stocks also face headwinds from weaker business cycle
uncertainty over trade war
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P/E ratio in offshore stocks close to average since 2011 -
profit growth underpinning equities (in contrast with 201 5)
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Offshore P/E ratio subdued in a historical perspective
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in the research report.
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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
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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.
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