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Flash Comment

China: Just what the doctor ordered

m Despite a weaker-than-expected development in exports in May, the overall picture
remains that exports have bottomed out. Imports roared ahead driven by strong domestic
demand and commodity stock building.

m  Trade surplus is likely to decline substantially and China s accumulation of FX reserves
will ease.

m In particular ASEAN, Latin America, Korea and Taiwan are currently benefiting from
Chinas strong import volumes.

Details

The development in Chind's exports was weaker than expected. According to our own
seasonally adjusted data, exports edged up slightly and the overall picture remains that China' s
exports have stabilised in recent months. However, the rebound in China s exports since early
this year has been weaker than in most other Asian countries, suggesting that the Chinese
recovery story has been a magjor driver in Asian countries' export recovery in recent months
(see chart on next page).

This is confirmed by the continued strong growth in China' s imports. According to our own
seasonally adjusted figures, China's imports soared ahead 5.8% m/m in May following an
4.9% m/m impressive jJump in imports in the previous month. China s imports of commodities
such as iron ore, coa and crude oil have been extraordinarily strong, increasing speculation
that Chinais currently building strategic inventories of the most important commodities (see
chart on next page). For that reason, Latin America (not least Brazil) and the ASEAN
countries have benefited recently from Chind s strong import volumes.

Despite the big terms of trade gains from lower commodity prices, China’s trade surplus has
declined substantially since last year and, in our opinion, is likely to continue to do so despite
our expectation of some improvement in exports. China s seasonally adjusted monthly surplus
could very well decline below USD10bn in the coming months.

Assessment & Outlook

The current recovery in China is being driven by very strong domestic demand. This was
confirmed by the release earlier today of very strong fixed asset investment data for May
(comment will be published later). It appears as if the Chinese government has been very
successful in boosting domestic demand and this is a big positive for the world economy and
not least the rest of Asia where many countries are starting to benefit from China's strong
import volumes.

China's exports appear to have bottomed out and downside risk from the global economy on
China appears to be declining. As mentioned above, China's trade surplus is likely to decline
substantially and hence China's accumulation of FX reserves should ease significantly. One
implication of course is that China's purchase of US treasuries should decline too. Thisis an
unavoidable consequence of global rebalancing and in the end is just what the doctor ordered.

Implications
We are unlikely to see further interest rate cuts from the Peopl€e’'s Bank of China (PBOC). On
the contrary, we believe PBOC will tighten monetary policy in H1 10.

Focus on monetary policy will gradually shift towards sustaining low inflation; China will at
some stage resume its gradual appreciation of CNY.
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Foreign trade, May (% y/y)

Act Con Last
Export, %y/y -26.4 230 -226
Export, %om/m,sa 0.9 na -1.9
Import, %y/y 252 -220 -230
Import, %om/m, sa 5.8 na 4.9
Trade bal (USDbn) 134 149 -13.1

Source: Reuters Ecowin, Bloomberg and own
calculations
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Exports have stabilised, imports roar ahead
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Chinese companies are stepping up purchases and imports

In real terms imports are close to the level from May last year
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Disclosure

This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank.
Danske Bank is under supervision by the Danish Financia Supervisory Authority. The author of this report is
Flemming J. Nielsen, Senior Analyst.

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 the Danske
Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not
report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all
profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals
Ethical rules and the Recommendations of the Danish Securities Dealers Association.

Financial models and/or methodology used in this report
Calculations and presentations in this report are based on standard econometric tools and methodology.
Documentation can be obtained from the above named authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this report, including a sensitivity analysis of
relevant assumptions, are stated throughout the text.

First date of publication
Please see the front page of this research report.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It has been prepared
independently, solely from publicly available information and does not take into account the views of Danske
Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financial
instrument. Whilst 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 no liability is accepted for any loss arising from
reliance on it. Danske Bank, its affiliates or staff, may perform services for, solicit business from, hold long or
short positions in, or otherwise be interested in the investments (including derivatives), of any issuer mentioned
herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske
Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory
Authority and subject to limited regulation by the Financial Services Authority (UK). Details on the extent of our
regulation by the Financial Services Authority are available from us on request. Copyright © Danske Bank A/S.
All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part
without permission.
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