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Monthly Economic Data Wrap — May 2023: China’s recovery slows, but will
continue; we expect a pause from the Jun FOMC meeting
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Main points:

B We expect the Fed to pause in Jun after a period of rapid tightening. Interest rates will likely
fluctuate near recent highs against a challenging inflation backdrop. The US and European
economies are showing resilience despite the recent slowdown. Services and employment
are relatively strong and core inflation remains high. We expect the Fed to stay on hold from
Jun. Given easing fiscal and financial risks, we expect major central banks fo maintain their
hawkish policy stance and deploy liquidity instruments to deal with financial stability issues
should they arise. The market is likely to be conflicted by inflation risks and recession fears,
giving rise to interest rate volatility. We expect median 2-year and 10-year UST yields fo stay
in the range of 4.0-4.3% and 3.4-3.7% in coming months before small declines towards year-
end.

B In China, the modest domestic recovery will continue. Easing sequential growth momentum
after 1Q23 is consistent with our expectation. Auto and high-end manufacturing remain the
bright spots. Offline services have also improved, but recoveries in overall consumption and
property have been slow. We expect industrial upgrades, the continued consumption
recovery, and targeted policy measures to support a modest recovery. We expect macro
policies to stay supportive, guided by structural objectives. Industry differentiation will continue.

B We expect the US dollar to hold strong in the near-term, while range-bound irading in the
renminbi continues. US economic resilience and stubborn inflation have cooled market
pricing of rate cuts. Together with risk aversion, the US dollar rebounded in May. In confrast
to alikely end o Fed tightening, tightening by the ECB and BoJ is likely to last longer, supporting
a downward US dollar trend over the next two years. The dollar trend will drive the USDCNY
rate, which is likely to trade between 6.9 and 7.1 before falling to 6.7 by year-end.

kevinxie@ccbintl.com

B Chinese offshore dollar bond market likely to remain under pressure; we expect dim sum
bond issuance to pick up. We expect overall Chinese offshore US dollar bond net issuance
to continue shrinking. The tfight global liquidity backdrop and slow domestic recovery
suggest lingering credit stress in the Chinese offshore dollar bond market and continued
market differenfiation. Widening interest rate differentials between the US and China will
make dim sum bonds more attractive to foreign issuers.

Data and key events next month. On the international front, investors should focus on inflation
and employment data, monetary policy meetings in Europe and the US, and US debt ceiling
negofiations. Domestically, the focus is on high-frequency economic data and macro policy.
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