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Hot on the plate – China Connect 
 Aug 2019 Economic and Financial Data Outlook: Industrial output improves MoM, but consumption 

remains sluggish  
Macroeconomic｜As industrial production recovers, Aug 2019E is expected to post better YoY growth than 
Jul 2019. The effect of real estate policy tightening may start to appear, putting pressure on real estate 
investment. Infrastructure construction will be stable with a slight rebound, but the manufacturing industry 
remains weak. Fixed asset investment growth rate is expected to be level with the previous value. 
Automobile sales decline pressure is mounting, while consumption continues to be sluggish. Despite a new 
surge in pork price in Aug 2019, weak overall demand for fruits and vegetables is expected to drag CPI 
downward. As industrial product prices fall, PPI faces growing deflationary pressure in the short term. Strict 
real estate financing control and the LPR reform lead to contract switchovers. Credit may be weak on a YoY 
basis, with a slight decline in social financing growth rate. 
 

 Overseas Strategy Commentary: The time has come for Hong Kong stocks 
Overseas Strategy｜The Hang Seng Index of Hong Kong stocks closed up 3.9% today, recovering the 
26500-points territory, with the biggest one-day gain since Nov last year. We believe that the “extradition 
bill” incident is beginning to ease, and investors  risk sentiment has gradually rebounded. Those low-
valuation segments of the Hong Kong stock market will benefit first. The signal of long-term market allocation 
has arrived. 
 

 Lithium Battery Equipment Sector Thematic Report: As overseas production expansion takes on a 
new look, equipment leaders get new opportunities 
Machinery｜Tendering in the domestic market is expected to recover. Overseas markets are expected to 
compete with East Asia in production capacity expansion. The two markets will open up the demand space 
for lithium-ion equipment companies. Given the high certainty in demand, the equipment sector will have a 
clearer competitive landscape in the current round. Equipment leaders are expected to fully benefit. We are 
optimistic about the long-term performance of domestic leading companies. 
 

 Comments on Media Reports of Advance Issuance of New Special Bond Quotas: Will advance 
issuance be a risk or opportunity for the bond market? 
Bond｜The advance issuance of special bond quotas will release a positive financial signal. As an important 
tool of proactive finance, local government special bonds will continue to play a role in underpinning 
infrastructure investment and guaranteeing funds for key projects. Considering the actual situation, even if 
the quotas are issued ahead of schedule, the impact on infrastructure construction will still be limited during 
the year. In the event of such advance issuance, monetary policy will follow suit, thus increasing the 
probability of interest rate cut in Sep 2019E. If short-term interest rate adjustment is brought about as a 
result, it will form a good allocation opportunity for the bond market. 
 

 Quantitative Strategy Thematic Report: A macro perspective on rotation strategy for major industrial 
sectors 
Quantitative Strategy｜Fundamentals are the main driving factor for industrial performance, while macro 
indicators are a type of important information reflecting industrial fundamentals. This note establishes an 
analysis framework and rotation strategy for major industrial sectors, characterized by economic state 
division and macro signal driving. The core principle is that cyclic industries depend on economic growth, 
non-cyclic industries are dictated by risk preference and policy-sensitive industries are standard sectors for 
allocation. The strategy shows that essential consumption and TMT sectors have value for overweighting. 
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Other recommendations 
 

 Overseas Strategy - 1H19 Results Review: Earnings in cyclic sectors slow down, while finance and 
essential consumption see profit stabilization and rebound  
 

 Property Management Sector 1H19 Results Commentary: Strong organic growth, with premiums leaders 
being the preferred choice 
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