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Core views

◼ Global economy | Based on the data in March, the US economy continued to cool, and there were signs of easing in

the labor market. Nevertheless, the data have yet to fully reflect the impact imposed by the banking crisis, and bank

deposits, especially those in smaller banks, are still experiencing outflows. Since the outbreak of the bank run crisis,

European and US authorities have promptly taken measures to forestall risks of contagion of the crisis, but the crisis has

yet to come to an end. Despite the Fed’s constant statements that it would maintain high interest rates for a long time so

as to curb inflation, the movements of the federal funds rate futures and the US treasury yield curve still indicate that

the interest rate will be lowered by 200 bps within 18 months subsequent to the end of rate hikes, thus providing strong

signs that the banking crisis may merely be the prelude to an extensive economic recession. In Europe, after witnessing

risk events in the banking industry, the market once believed that the ECB might consider stopping rate hikes to

maintain stability in the financial market. However, central banks across different regions and regulatory authorities

across different regions have promptly taken financial measures to stabilize the market sentiment. Therefore, the ECB

has yet to be affected by the banking incidents, and has raised interest rates by 50 bps in March as expected by the

market. Prior to the policy meeting in early May, the market focus is expected to return to the observation of economic

data to perceive the future orientations of monetary policies. In the UK, the Office for National Statistics revised up the

economic growth data for Q3 and Q4, 2022. In particular, the quarter-over-quarter growth was revised from 0 to 0.1%

in Q4, and the savings rate showed a significant improvement compared with Q3. Nevertheless, a number of recent

data indicate that there is still a lack of upward momentum for household consumption. In addition, the BoE raised

interest rates by 25 bps to 4.25% as scheduled, sending a signal to the market that the British banking system is stable,

and the goal of suppressing inflation is still on top of the agenda. Against the backdrop of high interest rates, British

commercial banks may further tighten their credit to curb the contagion of liquidity risk to credit risk. Since the

tightening of credit is equivalent to additional rate hikes, the measures are likely to pose significant downside risks for

the economy. In China, the economic data continued to recover in March. The manufacturing PMI amounted to 51.9,

and the non-manufacturing PMI amounted to 58.2, both of which were at relatively high levels compared with the same

periods in history. The trend of recovery continued in the economy. In March, exports denominated in USD went up by

14.8% year-over-year, whereas imports declined by 1.4% year-over-year, both significantly higher than expected.

Excluding factors such as a lower base in the same period in 2022, exports still experienced an evident recovery, and

the major uncertainty facing exports remains the sustainability of recovery in external demands. In March, both the

aggregate financing to the real economy (AFRE) and credit data were better than expected, and financing demands

remained strong. In particular, there has been an evident recovery in credit in the residential sector. Judging from the

survey data of urban depositors by the PBOC in Q1, there has been a rebound in the residents’ willingness to consume,

and a mild recovery is expected to continue on the consumption side. Overall, the current trend of recovery is evident in

the macro-economy, and the restoration of consumption remains the primary driving force for the economic recovery.

In addition, exports have shown evidently stronger-than-expected performance, and the fundamentals remain

unchanged for the logic of China’s recovery.

◼ Stock market | The bank run crisis in the US has exposed the fragility of financial institutions, forcing the Fed to end

its monetary tightening ahead of schedule. The banking crisis led to a significant drop in US bond rates, which was in

favor of tech stocks, and the boom of AI sector led by ChatGPT swept through the market. 90% of upward

movements in the S&P 500 Index during the year originated from 20 leading stocks. The market expectations of

short-term rate cuts have led to rising P/E ratios. Nevertheless, judging from historical experience, investors are

recommended to remain cautious since major declines often occur in the US stock market amid a bearish trend after

the initial rate cut, and the short positions of global hedge funds in US stocks have also reached a record high over the

past 12 years. European regulatory authorities have promptly taken measures to replenish liquidity and reduce market

panic during the banking crisis, thus bolstering market performance. The Eurozone inflation remained high in March,

and the ECB still persisted in raising interest rates to curb inflation in spite of market expectations. However, the
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◼ Bond market | Although the CPI growth declined in the US in March, the core growth rate remained highly sticky,

and the labor market was also relatively strong. The market focused on the latest developments after the FOMC

meeting, thus leading the short-term movement of bond yields instead of changing the long-term downward trend. It is

expected by the market that the ECB would have a chance of 90% to hike rates by 25 bps in May, but the pace of

further rate hikes still depends on the statements after the policy meeting in May. In case that the market expectation is

formed about the peak of rate hikes, it will limit the upward space for European bond yields. Against the backdrop of

weak demands in the real economy and the support of asset allocation, Chinese mainland’s bond market remained

insensitive to bearish factors. However, certain types of credit securities have returned to historical low levels of

spreads, and the economy is still experiencing a weak recovery. The trend is hardly formed in the bond market, and is

likely to remain volatile amid strengthening. With respect to specific operation, investors shall maintain a non-

aggressive perspective while prioritizing the coupon strategy. Due to the possible slower interest rate hikes by the Fed

and the all-round resumption of customs clearance, the holidays in April and May will impose a positive impact on the

consumption side in Hong Kong, China, and we remain bullish for investment-grade Chinese USD bonds in Q2. The

pullback in US treasuries is expected to support the performance of emerging market bonds, and valuations are already

attractive. It shall be noted that there are still uncertainties in future US employment and inflation data, which will

affect the market’s expectations for the Fed’s further rate hikes. Investors shall remain cautious while bidding market

opportunities.

◼ Commodities | Looking forward to May, the market is faced with numerous factors related to trading logic, and gold

prices still tend to rise in the general direction. Nevertheless, closer attention shall be paid to the risks of corrections.

The rising trend is related to three factors. First, the deepening of expectations for the US economic recession will

lead to the dovish expectations of monetary policy. After the cooling of expectations of rate hikes, the downward

movement of the nominal yield of US bonds is faster than the downward movement of the stubborn inflation

expectations, leading to the declines of the US real interest rate once again. Moreover, the low interest rate in real

terms is favorable for the trend of gold prices. Second, the PBOC and central banks in other countries continued to

purchase gold, thus pushing up gold prices, and the holding of ETFs has slightly increased, providing support for the

upward movements of gold prices. Third, liquidity risks and surging inflation highlighted the demands for a safe

haven and anti-inflation capacity of gold. However, the market’s pessimism towards the US economy and the

expectation of interest rate cuts are already quite sufficiently priced in, and closer attention shall be paid to the

potential pullback risks brought by the shift of the market’s expectations towards a hawkish stance. The crude oil

market is in the stage of consolidating at highs, and has strong support at bottom. The three major factors that affect

the trend of oil prices include the China’s economic situation, the Fed’s monetary policy, and the oil production plan of

the OPEC+. The outbreak of bankruptcy events among US banks such as the SVB has exposed the crisis in the US

financial industry, and the Fed’s monetary policy will still be faced with varying uncertainties. Given that the market

has already priced in the impact of production cuts by the OPEC+, Russian oil is likely to be a crucial factor for further

contraction in the supply side in the near term, thus bolstering further increases oil prices. The conflicts in the US

gasoline inventory may lead to an increase in future refining demands in the US, and thus the long-term supply and

demand balance would be inclined towards shortage. However, the sluggish crude oil demands in the short term have

constrained the further upward movement of oil prices.
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impact imposed by the rate hikes on corporate profits has gradually become evident, and is likely to be reflected in

stock prices. Since the range of oscillations in the Europe Stoxx600 Index over the past 30 days has climbed to a

record high since November 2022, under the impact of the downward movements of treasury yields, European stock

markets with a higher proportion of value stocks may underperform compared with the US stock market that tends to

have more growth stocks, and defensive sectors will benefit from the trend. In the Chinese mainland, the macro-

economy continued to recover, and both the market supply and demand were booming. Moreover, the data on new

credit remained strong, and the credit structure continued to be optimized. From a global perspective, there has been a

wave of de-dollarization, and the China A-share market is expected to stabilize amid a rebound in May. Hong Kong,

China stocks are likely to show structurally divergent performance in May. The crisis in European and US banks has

suppressed market sentiment, whereas the Chinese mainland’s economic fundamentals have gradually recovered,

which is expected to provide upward momentum for the earnings recovery of Hong Kong, China stocks. Japanese

stocks have caught the attention of global investors including Warren Buffett due to their undervaluation. Moreover,

Kazuo Ueda has become the new governor of the BoJ. The market maintained the expectations that Japan would

withdraw from the Yield Curve Control (YCC) regime within the year. Numerous Asian economies have seen the

declines of inflation after peaking, prompting certain central banks to stop raising interest rates, and liquidity is

expected to ease accordingly. In addition, the corrections of the MSCI Asia Index has approached the levels of three

downward cycles of the past decade, and the upward adjustments of Chinese corporate earnings are expected to

support the index, thus enhancing the chance of Asian markets to outperform mature markets.
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◼ Foreign exchange | In April, the overall exchange rate market showed a pattern of a weak USD with strong

performance of non-USD currencies. As mentioned in our previous monthly commentary, a series of risk events

brought about by the SVB incident have led to an end to the tightening of the Fed’s monetary policy ahead of schedule.

Moreover, as confirmed by the employment and inflation data released in April, the Fed’s cycle of interest rate hikes is

likely to end in Q2. Looking forward to May, closer attention shall be paid to the latest decisions on interest rates from

the Fed and major central banks around the globe. Specifically, the US dollar: USD is likely to maintain the weak

pattern overall due to the bearish factors imposed by the end of rate hikes. Euro: EUR remains volatile amid

strengthening, and closer attention shall be paid to the guidance of the ECB after the policy meeting. British pound:

GBP is supported by the Fed’s dovish stance and inflation data, and focus shall be placed on subsequent economic data

in the short term. Japanese yen: JPY has a high chance to appreciate in the near term since the new governor of the

BOJ will maintain its previous monetary policy for the moment. Canadian dollar: CAD has reversed the trend of

weakness and experienced a rebound amid oscillations. Australian dollar: AUD’s room for upward movements still

needs to be observed. Renminbi: RMB is likely to maintain the pattern of oscillations amid strengthening with the

recovery of domestic economy, weakening of external pressure, and sustained resilience in both imports and exports.

Global Economy

Fig. 1: Monthly CPI YoY (As of March 31, 2023) Fig. 2: Monthly Manufacturing PMI YoY (As of March 31, 2023)

Source: Wind, BOC Investment Strategy Research Center Source: Wind, BOC Investment Strategy Research Center
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U.S.: Economic recession remains inevitable despite the delay of banking crisis

Since the outbreak of the bank run crisis, European and US authorities have promptly taken measures to prevent the contagion

of the crisis, but the crisis has yet to come to an end. Depositors came to realize that putting money into money market funds

would not only provide higher returns, but also enhance their sense of security. Therefore, bank deposits and especially those

from small banks are still experiencing outflows. There have been net outflows of deposits in six of the past seven months,

with the net outflow amounting to USD 500 billion in March. In case that the net outflow of deposits could not slow down in

April, those banks relying on high interest rate financing from the Bank Term Funding Program (BTFP) may only be able to

meet their urgent needs instead of fundamentally curing the damage to their balance sheets.

The loss of deposits led to a decline of USD 105 billion in commercial bank credit in the two weeks prior to March 29, the

largest percentage decline since 1973. The Credit Conditions Index of the American Bankers Association fell to 5.8 points in

Q2, a record low since the outbreak of the pandemic. Banks were pessimistic about both personal and corporate conditions,

and have thus significantly tightened their lending standards. Overall, in case that the Fed does not cut interest rates, the bank

run crisis may even evolve into a chronic crisis of deposits transferring to money market funds, thus weakening banks’

profitability, lending capacity, and even the operation of the entire financial system to a significant extent.

In March, the ISM Manufacturing PMI in the US fell to 46.3, and the leading indicator of new orders declined from 47 to

44.3. According to the Job Openings and Labor Turnover Survey (JOLTS), the US job openings plummeted to 9.9 million.

Moreover, the number of new non-farm payrolls hit a 27-month low in March, with hourly wages increasing at the slowest

pace over the past two years. Judging from the data, the US economy continued to cool, and there were signs of easing in the

labor market, but these data have yet to fully reflect the impact imposed by the banking crisis. Despite the transitory recovery

from the banking crisis and the Fed’s constant statements that it would maintain high interest rates for a long time so as to

curb inflation, the movements of the federal funds rate futures and the US treasury yield curve still indicate that the interest

rate will be lowered by 200 bps within 18 months subsequent to the end of rate hikes, thus providing strong signs that the

banking crisis may merely be the prelude to an extensive economic recession.
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Eurozone: Closer attention needs to be paid to the economic data to identify the ECB’s policy orientation

Due to the previous risk events in the banking industry, the market once believed that the Fed and the ECB may consider

stopping rate hikes to maintain stability in the financial market. However, relevant central banks and regulatory authorities

across different regions have promptly taken financial measures to stabilize the market sentiment. Therefore, the ECB has yet to

be affected by the banking incidents, and has raised interest rates by 50 bps in March as expected by the market. However, the

statement after the policy meeting did not mention the orientation of interest rate decisions in May, and indicated that the

decision would be determined based on economic data. Therefore, prior to the policy meeting in early May, the market focus is

expected to return to the observation of economic data to perceive the future orientations of monetary policies. At present, based

on the estimate of the Bloomberg interest rate futures market, the ECB would have a chance of 90% to hike rates by 25 bps in

May, and the expected rate increase has declined compared to March.

The ECB’s tightening policies have imposed an impact on enterprises and varying economic sectors. In March, the

manufacturing PMI in the Eurozone was still in the contraction territory and fell at a four month low. Despite the declines of

output prices, overall production and commodity supply have improved. Nevertheless, industrial orders have decreased for the

11th month in a row, undermining the overall performance of the manufacturing sector. On the contrary, due to the stable

expansion of PMI in the service sector, the Eurozone economy has maintained the trend of expansion overall. With respect to

another crucial economic indicator, the Eurozone inflation slowed to 6.9% in March and fell to its lowest level since February

2022. In particular, energy costs have declined for the first time over the past two years, and the increase of prices of non-

energy industrial products also slowed down. On the other hand, the inflation in food, alcohol, tobacco, and services has

accelerated. In addition, the core inflation, which excludes food and energy prices, has reached a historic high of 5.7%, and the

resilience of high inflation has led to consistent market expectations for the ECB to continue its rate hikes. Closer attention

needs to be paid to statistical changes so as to analyze future policies.
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UK.: There is a lack of upward momentum in the residential consumption, and the tightening of credit

has heightened the risks of economic recession

The UK Office for National Statistics revised the data of economic growth for Q3 and Q4 of 2022. In particular, the quarter-

over-quarter growth was revised from 0 to 0.1% in Q4. the household sector experienced optimal performance, and the actual

household expenditure has been revised from 0.1% up to 0.2%. The savings rate in Q4 has significantly improved compared to

that in Q3, 2022. Nevertheless, according to a number of recent data, there is still a lack of upward momentum for household

consumption. First, the unexpected rebound of the inflation rate in February would weaken the consumption capacity of

residents, especially when the core inflation rate continued to soar. Second, the credit data in February released by the BoE

showed signs of weakening. The net consumer loans went up by GBP 1.4 billion, and the increase was lower than the amount

of GBP 1.7 billion in January. In addition, deposits experienced evident declines compared to the previous month.

The BoE raised interest rates by 25 bps to 4.25% as scheduled, sending a signal to the market that the British banking system

is stable, and the goal of suppressing inflation is still on top of the agenda. Since the outbreak of risk events in the US and

European banking industry, the market paid extra attention to risk exposure in the banking sector, such as whether there would

be large-scale default of commercial real estate mortgage loans and other risk events. Judging from the status-quo, the

concentration ratio of commercial real estate loans in the British banking industry is far lower than that of small and medium-

sized banks in the US. Moreover, in 80% of commercial real estate loans, the loan to value ratio is less than 60%, so the

overall credit risk is controllable. In addition, due to the impact imposed by the pandemic and interest rate hikes, the

fundamentals of commercial real estate in the UK remained weak, and British banks have tightened their credit accordingly.

Against the backdrop of high interest rates, British commercial banks may further tighten their credit to curb the contagion of

liquidity risk to credit risk. Since the tightening of credit is equivalent to additional rate hikes, the measures are likely to pose

significant downside risks for the economy.
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China: Economic data continued to recover in March

China’s GDP went up by 4.5% year-over-year and 2.2% quarter-over-quarter in Q1, both significantly higher than the previous

value and expected growth, and the economy continued its trend of recovery.

In March, the industrial value-added went up by 3.9% year-over-year, and the increase continued to expand. Moreover, the

month-over-month growth of 0.12% was still below historical levels. It is expected that the industrial value-added will maintain

the progress of restoration in subsequent stages.

The total retail sales of consumer goods increased by 10.6% year-over-year in March, an increase of 7.1 percentage points

compared to that in February from January. Consumption continued to experience the trend of recovery. Judging from the

survey data of urban depositors by the PBOC in Q1, there has been a rebound in the residents’ willingness to consume, and a

mild recovery is expected to continue on the consumption side.

From January to March, the fixed assets investment increased by 5.1% year-over-year. In particular, the manufacturing

investment grew by 7%, the infrastructure investment grew by 8.8%, and the investment into real estate development declined

by 5.8%. Infrastructure investment remained strong, and there is still room of restoration for the real estate investment.

In March, exports denominated in USD went up by 14.8% year-over-year, whereas imports declined by 1.4% year-over-year,

both significantly higher than expected. Excluding factors such as a lower base in the same period in 2022, exports still

experienced an evident recovery, and the major uncertainty facing exports remains the sustainability of recovery in external

demands.

In March, the CPI increased by 0.7% year-over-year and decreased by 0.3% month-over-month. In particular, the core CPI

went up by 0.7% year-over-year, and the previous value was 0.6%. In March, the PPI went down by 2.5% year-over-year and

remained unchanged month-over-month. Although the year-over-year growth of CPI has dropped below 1%, the increase in

service prices has led to an expansion of the growth of core CPI. Hence, the trend would not indicate the weakening of domestic

demands. However, the year-over-year growth of PPI continued to decline due to the base effect. It is expected that both CPI

and PPI would experience declining growth rates in Q2, and there is likely to be a slight rebound in 2H 2023.

In March, the added AFRE went up by RMB 5.38 trillion, an increase of RMB 723.5 billion year-over-year. The stock of AFRE

went up by 10% year-over-year, an increase of 0.1 percentage points compared to the previous month. In March, the new

issuance of credit amounted to RMB 3.89 trillion, an increase of RMB 760 billion year-over-year. Both data on the AFRE and

credit were better than expected. From the aspect of specific sectors, the corporate sector experienced an increment of RMB

2.07 trillion worth of mid-to long-term loans, and financing demand remained strong. The residential sector experienced an

increment of RMB 634.8 billion worth of mid-to long-term loans, an increase of RMB 261.3 billion year-over-year. Moreover,

the newly added short-term loans in the residential sector amounted to RMB 609.4 billion, an increase of RMB 224.6 billion

year-over-year. As such, there has been an evident trend of credit restoration in the residential sector.

At present, there has been an evident trend of macroeconomic recovery overall, and the restoration of consumption remains the

major driver of economic recovery, whereas exports are also significantly stronger than expected. In March, the PBOC

unexpectedly announced a reduction in reserve requirements, sending a clear signal of the policy of stabilizing growth. Against

the backdrop of severe external environment and uncertainties in domestic economic growth, macroeconomic policies are

expected to be inclined towards easing instead of tightening. The logic of China’s recovery remains unchanged

Stock Market
Fig. 3: Stock Index Movements (as of March 31, 2023) Fig. 4: Stock Index Valuation (as of March 31, 2023)

Source: Wind, BOC Investment Strategy Research Center Source: Wind, BOC Investment Strategy Research Center
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The U.S.: Bond yields have fallen in the US with tech stocks leading

Despite the banking crisis taken place in the US in March, US stocks closed higher. In particular, the Nasdaq Index

representing the tech stocks rose by 6.69%, far exceeding the increase of 1.89% in the Dow Jones Industrial Average Index.

Since the outbreak of the bank run crisis, the Fed has promptly provided liquidity to those banks in need. The Fed’s balance

sheet surged by USD 400 billion in merely two weeks, eliminating half of the gains since the start of the contraction. The

crisis has revealed the severed impact imposed by the Fed’s aggressive rate hikes on the banks’ balance sheets, and risks of

deteriorated financial stability have led the Fed to weaken its stance over anti-inflation targets and to end the monetary

tightening ahead of schedule. The peak of benchmark interest rate expected by the market and the US 10-year treasury yield

have both declined to a significant extent, whereas the expectations of interest rate cuts have sharply increased earlier than

expected. The banking crisis has significantly worsened the credit environment, heightened the risks of economic recession,

and further lowered the expectations of corporate earnings. Therefore, the current round of rebound in the US stock market is

mainly attributable to the expansion of the P/E ratio caused by the declines in risk-free interest rates, especially in tech stocks

with the lag of earnings. Driven by the heated popularity of ChatGPT, AI-related stocks experienced a significant rally, thus

driving the rally of US stocks. VIX is at a low level and Bitcoin has surpassed the level of USD 30,000, thus verifying the high

risk appetites in the market at present.

Nevertheless, judging form the fundamentals, there is still a lack of foundation for a bull run in the US stock market. 90% of

upward movements in the S&P 500 Index during the year originated from 20 leading stocks, indicating that the breadth of

increases was insufficient, and the real market conditions were concealed by the index movements. Judging from a typical

market cycle, it is unlikely that we are at the starting point of a new bull run. Based on the forecast of the current interest rate

market, there are strong expectations that the Fed would cut interest rates within the year, which has temporarily bolstered

stock price earnings ratios in an environment where the economy has yet to slide into a full recession. However, this looks like

a calm before the storm, as most of the declines of a bearish market in US stocks took place after the initial rate cut, implying

that the financial crisis or economic recession just began to ferment. Perhaps due to such market concerns, the scale of global

hedge funds short selling US stocks has reached a record high since 2011. Based on the data from brokerage department under

Goldman Sachs, hedge funds are closing their long positions in the technology sector at the fastest pace over the past 15

months.

Europe: Downward movements of bond yields are likely to affect the relative performance of

European stocks

Subsequent to the risk events in the banking industry in Europe and the US, regulators in both places have promptly taken

measures to improve market liquidity. Since the risk events did not spread to other areas for the time being, the market

sentiment eased to some extent in early April, thus stabilizing the British, German and French stock markets that are the three

major stock markets in Europe. After the occurrence of risk events, the market once expected the central bank would have a

chance to change monetary policy. Nevertheless, the core inflation data in the Eurozone in March announced later was still

found to be at a historical high. In addition, varying officials have expressed the view that it is necessary to maintain rate hikes

so as to curb inflation. Evidently, risk events of individual banks also indicate that certain banks were not fully prepared to

cope with the changes of monetary policy in response to inflation. However, against the backdrop of accelerated rate hikes in

2022, the impact has gradually emerged on enterprises and economic links. Recently, the manufacturing PMI of major

economies in the Eurozone continued to decline. It is expected that such trend will impose an impact on corporate earnings,

which will be reflected in stock prices.

Regardless of whether the interest rate would peak in May or not, the market is generally sensitive to bad news at the end of

the cycle of rate hikes, which can easily lead to greater market volatility. Referring to the range of oscillations in the Europe

Stoxx600 Index over the past 30 days, the index climbed from less than 10% in early March to 18%, hitting a record high

since November 2022. The treasury yields have dropped over the recent period. Amid heightened risks of economic recession,

the bond yields tend to decline. For European stock markets that have a higher proportion of value stocks, they might

underperform compared with US stock markets that have more growth stocks. While comparing and referring to the

performance of varying sectors over the past few months before and after the start of economic recession, it is shown that

defensive sectors would benefit to a greater extent.
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China: The A-share market is showing an upward trend amid stabilization, and Hong Kong, China

stocks are expected to maintain structurally divergent performance

The China A-share market continued to experience a rally in April, and consolidated amid fluctuations in mid to late

March, leading to upward movements in the following month. The ChiNext Index rebounded from the bottom in March

and maintained an upward trend in April. The majority of the sectors experienced a rally. In particular, the media,

computer, and communication sectors have led the market, whereas the chemical, food and beverage, and electrical

equipment sectors have declined the most.

Looking forward to May, the China A-share market is showing an upward trend amid stabilization. At the macro level, the

effect of policies of stabilizing the economy has been evident. In March, the PMI continued to expand with a high level of

prosperity, and the macro-economy continued to recover. At the market level, the commodity index has rebounded for two

consecutive months, reaching a record high since August 2020. The market featured optimal operation with the booming of

both supply and demand. At the liquidity level, the newly added credit remained strong in February, and the credit structure

continued to be optimized. Moreover, enterprises and residential sectors have increased their financing willingness, and the

PBOC adopted measures of comprehensively reducing reserve requirements, thus heating up the credit market. At the risk

level, the Fed stated that it would maintain a cautious attitude towards interest rate hikes, and there has been an emerging

global trend of de-dollarization, whereas the geopolitical game of major powers will all impose an impact on the

performance of China A-shares in May.

After experiencing a significant rebound in March, the Hong Kong, China stock market experienced a downturn in early

April. With respect to industries, there has been relatively evident and structurally divergent performance. In the first week

of April, the telecommunications sector outperformed many of the other sectors. With respect to southbound trading, there

is a trend of inflow overall.

Looking forward to May, the Hong Kong, China stock market is expected to maintain structurally divergent performance.

On the one hand, the SVB risk event was seen as the prelude to the banking crisis in Europe and the US, and it is likely to

suppress market sentiment to a certain extent, thus leading to adjustments amid oscillations. On the other hand, the Chinese

mainland continued to step up efforts in implementing policies of “stabilizing growth”, and the economy showed a trend of

recovery in Q1. Moreover, the market still has strong confidence in the overall recovery of the economy in 2023. Driven

by the gradual recovery of economic fundamentals, it is likely to inject certain momentum into the earnings recovery of

Hong Kong, China stocks.
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Asia ex-China: The Japanese stock market remained volatile, and certain Asian central banks suspended

the implementation of rate hikes, thus easing market liquidity

The Japanese stock market got rid of the impact imposed by the European and US banking incidents, and the risk appetite

of investors has experienced a rebound. After peaking and decreasing in early April, the stock market rebounded once again.

Warren Buffett paid a visit to Japan and stated that he would consider increasing investment in Japanese stocks, thus

bolstering the market sentiment for Japanese stocks. The undervaluation of Japanese stocks rarely seen at a global level will

continue to catch the attention of investors around the world. Buffett bought stakes in five largest Japanese trading houses

for two years, with astonishing estimated floating profits. In addition, Berkshire plans to issue Japanese bonds to

supplement its investments. In April, Kazuo Ueda assumed office as the new governor of the BoJ, thus putting an end to the

decade-long era of Haruhiko Kuroda. Despite the new governor’s unwavering commitment to ultra-loose monetary policy

at present, the market still expected him to change his policy stance during his tenure, and thought that he might even

abandon or substantially revised the YCC regime within the year. Based on market perceptions, he might follow the path of

abandoning the YCC - ending the negative interest rates - withdrawing from the QQE, and would eventually alter the long-

standing policy of monetary easing. Nevertheless, in case that mistakes were made during the abandonment of the YCC

regime, it may actually lead to a sharp rise in Japanese bond yields, thus imposing an impact on the stability of global

financial market.

Due to the improvement of market sentiment, Asian stock markets oscillated within a narrow range in early April. Since the

emergence of European and US banking incidents, the market expected the Fed’s cycle of rate hikes to peak soon, which

will alleviate the negative impact imposed by the US cycle of rate hikes on Asian stocks. However, closer attention still

needs to be paid to economic growth that may undermine profitability. The inflation in numerous Asian countries has

experienced declines after rises, thus supporting the moves of central banks in certain Asian economies to suspend interest

rate hikes, such as South Korea and Indonesia. As a result, the market liquidity is expected to be eased.

As mentioned in our previous monthly commentary, based on the forecast of the MSCI AC Asia ex Japan Index, there

would be an adjustment in the EPS from its high in early 2023. Referring to the three major cycles of profit reduction of the

index over the past decade, and based on the calculations of the months of adjustments as well as the magnitude of the

profit reduction, the current round of profit reduction has yet to catch up with the average of the past three times, but the
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price adjustment is already close to the previous level. In addition, corporate profits of Chinese enterprises generally

increased in April and would support stock prices. Due to the proportion of the Chinese stocks in the index, it is likely to

support the performance of the MSCI AC Asia ex Japan Index. In case that the external environment remains relatively

stable, there will be a higher chance for Asian stock markets to outperform mature markets.
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Bond Market
Fig. 5 and Fig. 6: Government Bond Yields (as of March 31, 2023)

Source: Wind, BOC Investment Strategy Research Center Source: Wind, BOC Investment Strategy Research Center

Developed markets: Despite the potential corrections of US bond yields in the near term, the downward

trend can hardly be reversed in the long term, and the room of upward movements of European bond

yields will be constrained by the peak of rate hikes

US bonds: The movements of US bond yields continued to be dominated by economic data and changes in expectations of

the Fed’s interest rate hikes. In February, the PCE of the US declined at a pace faster than expected. Moreover, the latest

ISM PMI and other leading data came worse than expected, heightening market concerns about economic prospects. In

April, the US bond yields maintained the downward trend in March, and the benchmark yield of the 10-year treasuries

reached 3.25%, hitting a record low since September 2022. However, due to the report on strong employment, there were

rekindled expectations for the Fed to raise interest rates, thus supporting the stabilization of US bond yields. Looking

forward to May, although the CPI growth declined in March, the core growth rate remained highly sticky. The market

focused on the latest developments after the FOMC meeting, leading the short-term trend of bond yields. Under the market

expectations that the Fed’s cycle of rate hikes is about to peak and coupled with concerns about an economic slowdown, the

room of upward movements would be limited for bond yields. With respect to corporate bonds, the market’s concerns about

the economic outlook have once again led to the widening of credit spreads on high rated and high-yield bonds in the US to

above the average level of the past decade. Nevertheless, certain corporate bonds with better credit quality have received

capital inflows despite the risks of economic recession.

European bonds: The ECB announced to implement a 50-bp rate hike at its policy meeting in March. Although the market

was facing banking risk events at the time, the ECB still opted for rate hikes to curb inflation amid the surging inflation. The

movements indicate that inflation data in the Eurozone would still determine the ECB’s approach of interest rate hikes.

Subsequent to the risk events, the market expected that the peak interest rate of the ECB would fall from a high level of 4%

to about 3.6% at present, and the yield of German 10-year treasuries had also fallen from a high level of 2.75% since 2011 to

about 2.3% at present. In March, the newly issued data on core inflation in the Eurozone still went up and set a record high.

Faced with the rising level of core inflation, the ECB would be obliged to hike rates so as to address inflation risks. There is

still a set of inflation data to be released before the ECB’s policy meeting in May. At present, based on the estimate of the

Bloomberg interest rate futures market, the ECB would have a chance of 90% to hike rates by 25 bps in May, and the

expected rate increase has declined compared to March. The pace of further rate hikes will depend on the ECB’s statements

after the policy meeting in May. In case that the authorities released the expectations of a peak in rate hikes, it would limit

the upward movements for bond yields.
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Emerging markets: China’s bond market is likely to oscillate amid strengthening, and investors are

recommended to increase asset allocation into Chinese USD bonds, whereas investors shall remain

cautious for emerging market bonds

China’s bond market: In March, both the aggregate financing to the real economy (AFRE) and credit data improved,
indicating consistent recovery of the economy. Besides constant increases in aggregate data, there were also signs of
improvement from the structural perspective. In particular, both medium and long-term, and short-term loans to enterprises
continued to grow. Moreover, medium and long-term loans to residents experienced a rebound, and the increment reached a
record high since March 2021. On the one hand, the data on PPI and CPI were lower than the previous values, reflecting
weak demands in the real economy and doubts about the sustainable improvement in the real estate sector and high credit
growth in the market. On the other hand, monetary policy tends to be rather eased with relatively ample liquidity, and
authorities are also guiding small and medium-sized banks to continue lowering interest rates of deposits. Coupled with the
strong performance in asset allocation, the market remained insensitive to bearish factors. However, certain types of credit
securities have returned to historical low levels of spreads, and the economy is still experiencing a weak recovery. The trend
is hardly formed in the bond market, and is likely to remain volatile amid strengthening. With respect to specific operation,
investors shall maintain a non-aggressive perspective while prioritizing the coupon strategy.

Chinese USD bond market: The US labor market added approximately 236,000 jobs in March, revealing the resilience of
the labor market. However, the unemployment rate has dropped to 3.5%, slightly higher than the 53-year low of 3.4% hit in
January. Nevertheless, the latest economic signs are increasingly indicating that the time for economic slowdown may be
approaching, as evidenced by the weakening data of manufacturing and the declining trade volume between the US and
other regions of the world. Despite the growth experienced by restaurants, retailers, and other service companies, their rate
of growth has also slowed down. The statistical results may be mixed, but the labor market is strong. The inflation remains
highly sticky to the extent that the Fed may implement another rate hike of 25 bps in May, but it may be the last rate hike
during the current cycle of monetary tightening. Based on the above factors and the all-round resumption of customs
clearance, the holidays in April and May will impose a positive impact on the consumption side in Hong Kong, China, and
we remain bullish for investment-grade Chinese USD bonds in Q2

Global emerging bond markets: As the market expected that the Fed’s cycle of interest rate hikes is approaching the end,
the USD and US bond yields have fallen slightly. As of the time of writing, US bond yields have even fallen to a record low
since the beginning of the year, supporting the recent rebound in performance of emerging market bonds. The credit spread
of emerging market bonds is around two standard deviations, rendering the bond valuation attractive. However, it shall be
noted that there are still uncertainties in future US employment and inflation data, which will affect the market’s
expectations for the Fed’s further rate hikes. Investors shall remain cautious while bidding market opportunities.

Commodities

Fig. 7 and Fig. 8: Commodity Prices (as of March 31, 2023)

Source: Wind, BOC Investment Strategy Research Center Source: Wind, BOC Investment Strategy Research Center
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Gold: Despite the upward trend, closer attention needs to be paid to the pullback risks and the Fed’s

monetary policy

In April, the core logic behind the gold price movements is the adjustment of market expectations for interest rates due to

the release of economic data. With the liquidity pressure in the banking industry following the SVB incident and the

heightened risks of the US economic recession, the expectations have been raised for the Fed to stop hiking interest rates in

May. The USD index and US bond yields have fallen, and spot gold has hit a record high of USD 2,032 since March 9,

2022. The number of non-farm payrolls amounted to 236,000 in March in the US, lower than the expected number of

239,000, and the unemployment rate reached 3.5%, lower than the previous value and the expected rate of 3.6%. Although

non-farm payrolls fell short of expectations, the unemployment rate experienced declines, and the US employment data

showed signs of improvement in the near term. There has been a higher chance for the Fed to raise interest rates by 25 bps

in May. The USD index and US bond yields have rebounded in the short term, imposing greater pressure on gold.

Looking forward to May, the market is currently faced with numerous factors influencing the trading logic, and gold prices

are still inclined towards an upward trend, whereas closer attention needs to be paid to the risks of corrections. First, the

deepening of recession expectations will lead to dovish prospects of the monetary policy. Although the US job market

remained relatively resilient, the trend of marginal cooling is gradually emerging. This trend is also reflected in the

consistent declines in manufacturing and non-manufacturing PMI in March, and there is a high chance that the last interest

rate hike would take place in May. After the cooling of expectations of rate hikes, the downward movement of the nominal

yield of US bonds is faster than the downward movement of the stubborn inflation expectations, leading to the declines of

the US real interest rate once again. Moreover, the low interest rate in real terms is favorable for the trend of gold prices.

Second, on the demand side, the PBOC and central banks in other countries continued to purchase gold, thus pushing up

gold prices, and the holding of ETFs has slightly increased, providing support for the upward movements of gold prices.

Based on the latest data of the World Gold Council, the global gold reserve went up by 52 tons in February, leading to the

11th consecutive month of net purchase. Since early 2023, the net purchase volume reported by central banks in varying

countries has reached 125 tons, and the current round of increased holdings by central banks in gold has yet to come to an

end. The holdings of the world’s largest ETF-SDPR gold have risen to a record high over the past five months. As of April

11, 2023, the holdings of ETF-SDPR gold amounted to 933.22 tons, showing a consistently rising trend. Based on the data

of the CFTC, as of April 4, 2023, the non-commercial positions in Comex gold were net long of 220,043, an increase of

20,010 compared to the previous week, and the long positions showed an increasing trend. Third, liquidity risks and

surging inflation highlighted the demands for a safe haven and anti-inflation capacity of gold. At present, the Fed is faced

with a dilemma as rising interest rates may trigger an economic recession. However, after the OPEC+ alliance announced a

production cut, the suspension of policies of monetary tightening may lead to heightened inflation. Both economic

recession and surging inflation will lead to an increase in asset preservation demands, thus highlighting the value of asset

allocation into gold. In addition, during the period of handling risks incurred by the SVB incident, the Fed continued to

implement the scheme of shrinking of balance sheet. At present, the crisis facing the US banking industry may have yet to

be completely resolved. In case that US banks or other financial institutions encounter severe and sudden liquidity risks in

the future, the investment demand for gold to forestall risks will become prominent.

In the near term, closer attention shall be paid to the risks of market expectations inclined towards a hawkish stance once

again. The Fed’s decision on whether to hike rates in May will depend on the impact imposed by the tightening credit on

inflation and labor data. Jerome Powell clearly stated that he would not consider lowering interest rates within the year

under circumstances of slowly declining inflation. Based on the current data of non-farm payrolls in March, the labor

market remained resilient, and focus shall be placed on the data of CPI and retail sales in the US in March to determine

whether the US economy is encountered with the risks of recession. In addition, the market’s pessimism towards the US

economy and the expectation of interest rate cuts are already quite sufficiently priced in, and closer attention shall be paid

to the potential pullback risks.

In a nutshell, gold price movements are still inclined towards an upward trend in general, and attention shall be paid to the

pullback risks. The core factors influencing the trading of gold include: the deepening of expectations of dovish monetary

policy due to economic recession, increased demands, and potential hedging demands. Closer attention shall be paid to the

possibility that market expectations might be revised towards a hawkish stance due to the release of economic data.
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Crude oil: Oil prices are consolidating at highs with strong support at bottom

In April, due to the oil production cuts by core members of the OPEC, US oil prices quickly rose to USD 80 per barrel, thus

returning to the previous range oscillations once again. On April 2, prior to the convening of the OPEC+ JMMC meeting in

April, its major oil producing countries successively announced the scheme of additional production cuts with a scale of over

1.6 million barrels per day, thus bringing shocks to the global market. Judging from the current conditions of global

economy and crude oil market, the motivation of the OPEC+ alliance behind production cuts is relatively clear. In early

March, risk incidents took place in the banking industry in Europe and the US, thus bringing concerns about the financial

crisis and slower economic growth and leading to pessimistic expectations of future crude oil demand in the market. These

developments have led to sharp declines in global oil prices in a short period of time. Since the original measure of

production cuts by the OPEC has become ineffective, it is necessary to step up efforts in reducing production. In addition,

the delay of the US government in purchasing crude oil reserves has led to previous declines in oil prices. After the crude oil

market lost the support of major demands at the bottom, the OPEC group further lowered production to stabilize the market.

Looking forward to May, crude oil prices are expected to return to its previous stage of consolidating at highs with strong

support at bottom. With respect to the global crude oil market, the positive factors in 2023 clearly outweigh the negative

factors. On the supply side, the OPEC+ alliance proactively stepped up efforts in reducing production, and such measures

will inevitably further shrink the supply of crude oil. From the psychological perspective, these measures will also evidently

bolster the crude oil market. In case that there are no other unexpected circumstances, the current oil price can be said to

reach a low level in 2023, and there may be greater room for further increases in the future, and there is even the chance for

the oil price to reach USD 90 per barrel. The current production of the OPEC is around 29.2 million barrels per day, and

after implementing the policy of production cuts, its oil production is likely to decrease to 28 million barrels per day starting

from May. In Q2, the global market may enter into a seasonal phase of crude oil surplus, but the product cuts by the OPEC+

alliance will completely reverse the pattern. Judging from the new measures of production reduction taken by the core

members of the OPEC+, the global crude oil market may enter into a stage of supply shortage earlier than expected in the

latter half of Q2, and the core trading logic behind the crude oil market will once again return to the supply shortage in

reality. Before the OPEC+ group implemented the current round of production cuts, the supply and demand pattern in the

crude oil market in 2H 2023 is already expected to be the demand exceeding supply. The measures of production reduction

will amplify the gap between supply and demand gap, and speed up the reduction of inventory. On the demand side, China’s

economy is experiencing a stable recovery. The US also plans to announce the end of the COVID-19 pandemic in June. The

resulting expectations for the recovery of economy and crude oil demands are rising, thus leading to the pattern of

oversupply in the crude oil market and drive the oil prices higher. In addition, the current round of production cuts by the

OPEC are expected to drive up inflation, thus further constraining the room of the Fed’s monetary policy, and the challenge

of preserving financial stability and curbing high inflation will become even more prominent. The US government has

clearly expressed its dissatisfaction, and yet not many measures are available for the US to lower oil prices. Subsequent to

the delay in the collection of strategic crude oil reserves, the only available measure that helps to lower oil prices is to relax

sanctions on Venezuela and Iran at present.

In a nutshell, due to the strong support at bottom provided by the product reduction scheme of the OPEC’s core members,

the core trading logic behind the crude oil market will once again return to the supply shortage in reality, thus bolstering oil

prices. In addition, due to the US banking crisis, concerns about the US economic recession, and production cuts by the

OPEC+ alliance, the US inflation expectations are likely to be heightened. Closer attention needs to be paid to the FOMC

meeting in May. Crude oil prices are likely to consolidate amid oscillations between USD 75 and USD 85 per barrel, with

strong support at bottom.
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Foreign Exchange
Fig. 9 and Fig. 10: Foreign Exchange Prices (as of March 31, 2023)
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Source: Wind, BOC Investment Strategy Research Center Source: Wind, BOC Investment Strategy Research Center

U.S. dollar: USD is likely to maintain the weak pattern overall due to the bearish factors imposed by

the end of rate hikes

In March, the CPI dropped to 5% year-over-year, revealing the annual base effect towards the end of Q1 as we expected

previously. The cooling of market expectations for the rate hikes in the US has further weakened the USD. However, closer

attention shall be paid to the following two aspects. First, oil prices in New York went down to the level as low as USD 66 in

March. Nevertheless, driven by the announcement of production cuts by the OPEC, oil prices in New York rebounded to USD

82, which should impose a certain impact on the US inflation in April. Second, the core inflation increased from 5.5% to

5.6%. Despite the moderate increase, the Fed has never stopped raising or lowering interest rates in the past four decades or so

when the federal funds rate is lower than the core inflation rate. At present, if the Fed intends to stop hiking rates, it is

necessary to see immediate declines of the core inflation or have greater confidence in the declines towards the target level in

the future. Otherwise, the Fed still has a high chance to raise interest rates by 0.25% in May. Considering that such trend

would not change the orientation of the weakening USD, the completion of the major cycle of the Fed’s rate hikes is generally

bearish for the USD’s movements, whereas the room of rate hikes for the EUR and the GBP is relatively higher than that of

the USD. Therefore, the USD is likely to remain weak in Q2, and the policy orientation of the ECB will impose a certain

impact on the USD in May.
13

Euro: EUR remains volatile amid strengthening, and closer attention shall be paid to the guidance of

the ECB after the policy meeting

The core inflation further went up to 5.7% in Europe. There have been certain disagreements among members of the ECB’s

governing council regarding the future orientation of interest rates, the ECB is still likely to implement further rate hikes,

and the room of rate hikes is still larger for the ECB than for the Fed. As a result, the advantages of spreads will support the

performance of the EUR. Even if the Fed completes its cycle of rate hikes, regions outside of the US still need to measures

in favor of growth, thus supporting further appreciation of the currency. There is a lack of strong momentum in the

European economic growth, but there are certain advantages with respect to interest spreads in Q2, and thus the weakening

of the USD should be mainly caused by factors related to the EUR. The EUR remained within the range between 1.05 and

1.10 in Q1, but the biggest difference between Q2 and Q1 is that the Fed is highly likely to complete the cycle of rate hikes

within the quarter. This is likely to be the major driving force for the EUR to break through the upper limit of trading range

in Q1. Given the large proportion of the EUR in the USD Index, in case that the aforementioned breakthrough takes place

in the EUR, the USD would relatively weaken. Looking forward to May, the major risk is likely to originate from the

guidance provided by the ECB after the policy meeting.

13
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British pound: GBP is supported by the Fed’s dovish stance and inflation data, and focus shall be

placed on subsequent economic data in the short term

GBP is starting to trade as a barometer of risk sentiment in the market. We saw that it generally capitalized on occasions when

risk sentiment was positive, while activity and inflation data suggested more hikes on the horizon. In March, GBP started to

rally as upside surprises in UK activity data supported the currency before the spring budget announcement. In particular, a

better-than expected GDP print for January (0.3% M-o-M vs 0.1% consensus) lessened the chance of recession and pushed

GBP-USD above psychological level of 1.20. UK inflation prints on 22 March was markedly higher than expected across

most measures with core CPI jumping 6.2% Y-o-Y versus 5.7% expected. Although cable rose after the release, the impact

was fairly muted as markets awaited the FOMC meeting later that day. After the Fed came across as somewhat dovish, this

gave the green light for GBP-USD to close the day 0.4% higher. We still expect volatility in the short term as risk sentiment is

likely to change directions with latest economic data.

Japanese yen: JPY has a high chance to appreciate in the near term since the new governor of the BoJ

will maintain its previous monetary policy for the moment

The exchange rate of the USD/JPY entered into the range of consolidation while mostly trading within a narrow range

between 130 and 134. Kazuo Ueda, the new governor of the BoJ, said in his inaugural press conference that the central

bank’s Yield Curve Control (YCC) regime and negative interest rate policy would be suitable for the current economic

situation, and the BoJ is unlikely to adjust the monetary policy framework for the moment. He also remarked that Japan’s

current policy of monetary easing would be utterly beneficial, and thus he would maintain his predecessor’s loose monetary

policy. On the other hand, Japan’s economy has yet to reach a point where significant rate hikes are needed. The

aforementioned statements by Kazuo Ueda further dispelled market concerned that the BoJ might change its monetary

policy in the near term. Moving forward, the exchange rate of USD/JPY is expected to mainly depend on the USD’s

movements, and there is a high chance for the JPY to appreciate in the near term.

14

Commodity currencies:

Canadian dollar: CAD is likely to reverse the trend of weakness and experience a rebound amid

oscillations

The Bank of Canada announced its latest decision on interest rates to keep the benchmark rate unchanged at 4.5%, in line

with market expectations. It shall be noted that based on the grounds of curbing inflation in long term, the Bank of Canada

made clear that it’s still prepared to raise rates further if necessary. Due to the statements made by major officials that they

would maintain interest rates at a higher level for a longer period of time, the market expectations have changed for future

monetary policies to be adopted by the Canadian authority. In addition, due to the higher than expected GDP growth in Q1

in Canada, the CAD is likely to experience a turnaround with stable economic operation. With respect to oil prices, the

joint production cuts of the OPEC+ once again revealed the current weakness on the demand side, but the production cuts

have also imposed a bolstering effect at the bottom of oil prices, and the relative stability of crude oil prices has a neutral

impact on the CAD’s movements. Overall, supported by the combined effects of the weakening of external pressure on the

USD and the shift of expectations for domestic policies in Canada, the CAD is likely to reverse the trend of weakness and

experience a rebound amid oscillations.
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Renminbi: RMB is likely to maintain the pattern of oscillations amid strengthening

As of April 14, the movements of the RMB exchange rate have been basically in line with our previous monthly commentary.

The negative impact has temporarily subsided for the events of the SVB and Credit Suisse, and the market risk appetite began

to repair. Nevertheless, the mid-to long-term impact imposed by the bank risk events is likely to persist. Since the release of

the US non-farm payrolls and inflation data in March, the market pricing indicated that the last rate hike of the year would

take place in the FOMC meeting in May (with a small chance of no rate hikes at all), thus alleviating the external pressure on

the RMB. Domestically, both import and export data greatly exceeded market expectations in March, with the trade surplus in

a single month exceeding USD 80 billion, and there are varying highlights from the structural perspective. Although the

declines in overseas demands led to hidden concerns about aggregate demands in the subsequent stages, the resilience of

import and export shall not be underestimated. Overall, against the backdrop of domestic economic recovery, lower external

pressure, and sustained resilience in imports and exports, the RMB exchange rate and especially the RMB/USD is expected to

maintain the pattern of oscillations amid strengthening.

Australian dollar: AUD’s room for upward movements still needs to be observed

Judging from the economic data, the Australians employment growth exceeded expectations for the second month in a row

in March, revealing the resilience of the Australian economy. With respect to the monetary policy, the RBA announced that

it would maintain its policy interest rate at 3.60%. However, due to the implicit inflation caused by employment data and the

hawkish policy stance of the RBA’s governor, the market expected that the RBA would adopt further rate hikes in May, and

the upward momentum of the AUD shall be noted. Overall, against the backdrop of the peak of the Fed’s interest rates that

pushed the USD into a downward range, the AUD would mainly experience a rally, and the room for upward movements

still needs to be observed.
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Stocks Underweight

Bearish Conservative Neutral

Overweight

Recommended        Bullish

U.S. (S&P 500)

Europe (DAX, CAC) ●

U.K. (FTSE 100) ●

Japan (Nikkel 225) ●

China A-shares  

(CSI 300)

●

Hong Kong, China

16

●
(Hang Seng Index)

Bonds Bearish Conservative Neutral Recommended Bullish

U.S. Treasuries

Chinese Dollar Debt

China: Money Market ●

China: Rate Securities

China: Credit Debt

China: Convertible Bonds

Precious metals Bearish Conservative Neutral Recommended Bullish

Gold

Foreign currencies Bearish Conservative Neutral Recommended Bullish

USD

EUR

GBP ●

CAD ●

AUD ●

Silver

Crude Oil

●

●

JPY

CNY

Note: The black dot represents the annual view, and the gray dot represents the direction of adjustment based on preset conditions.

The red dot represents the upward adjustment made for Q2.

Source: BOC Investment Strategy Research Center

AssetAllocation

Fig. 11: Asset allocation recommendations in 2023
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In 2023, based on the macro-theme of “dawn of the global economy at the end of a strong USD”, we believe the allocation

among major asset categories in the year should be in the following order: stocks, gold, commodities and bonds. China’s

economy is expected to lead the recovery with progress made in stability, and the sparks of fire of the internationalization of

RMB will contribute to the trend of global favor of Chinese assets. As to which country’s stocks to buy, the priority should

still be given to Chinese stocks, particularly an overweight on China’s A-shares (recommended) and Hong Kong, China

stocks (recommended). Moreover, Hong Kong, China stocks are likely to be more resilient after bottoming out. The US

economy may enter into a recession, and we recommend to underweight US stocks first before adopting a neutral view at

an opportune moment. Due to the resilience of the European economy, and coupled with the slowdowns of rate hikes, it is

recommended to hold a neutral view on the European stocks. Japan’s economy is likely to experience a moderate recovery,

whereas the stock market features reasonable valuation. As such, it is recommended to hold a neutral view on the Japanese

stocks, but attention shall be paid to the risk of policy shift away from its loose monetary policy. With respect to the bond

market, attention shall be paid to the US inflation that is expected to reach the peak before falling back. Moreover, the Fed

is likely to end its cycle of rate hikes, and the US bond market is expected to usher in historic investment opportunities. It is

recommended to hold a neutral view first before adopting an overweight (recommended). We also adopt the same view for

Chinese USD bonds. Due to the economic recovery, the cost performance of equity has improved, and thus Chinese bonds

are under pressure. As such, it is recommended to underweight (conservative) first, and then transition to a neutral view

after reaching the upper limit of the range of yields. With respect to precious metals, at the end of a strong USD amid the

potential dusk of empire, gold will play the role of credit yardstick, revealing its value of long-term allocation, and thus it is

recommended to hold a neutral view first before adopting an overweight (recommended) at an opportune moment. In the

crude oil market, the supply and demand have stabilized overall. Due to the strong capability of the supply side in

regulating production capacity, and coupled with the weakening of USD in 2023, it is recommended to hold a neutral view

for crude oil. With respect to foreign exchange, the US economy is gradually entering into a recession with the end of the

cycle of interest rate hikes, and it is recommended to hold a neutral view on USD first, and underweight (conservative) may

be given at an opportune moment. In the UK, the economy gradually deteriorated, and thus it is recommended underweight

(conservative) GBP. In Japan, the trade deficit is expected to narrow further, so does the interest rate gap between the US

and Japan’s government bonds, and the risk aversion features of JPY are expected to resume. As such, it is recommended to

overweight (recommended) JPY. Moreover, it is recommended to hold a neutral view on EUR, AUD and CAD. China’s

economy is expected to recover, whereas the weakening of foreign demands may lead to weaker exports. RMB tends to be

rather strong amid neutrality, and it is recommended to hold a neutral view. Based on the preset conditions in our strategy

report, we have adjusted our recommendations for asset allocation into gold and US bonds at the end of Q1 from a neutral

view to an overweight. In Q2, we will pay closer attention to the turning point of the USD’s movements, and adjusted our

recommendations for asset allocation into the USD based on the preset conditions in our strategy report in a timely manner.
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Risk Disclosure

◢Investment involves risks. It is as likely that losses will be incurred rather than profit made as a result of buying

and selling securities, commodities, foreign exchanges, derivatives or other investments. The price of a security
may move up or down, and may become valueless. Past performance is not necessarily indicative of future
performance. Foreign investments carry additional risks not generally associated with investments in the domestic
market, including but not limited to adverse changes in currency rate, foreign laws and regulations (e.g. foreign
exchange control). This document does not and is not intended to cover any or all of the risks that may be
involved in the securities or investments referred to herein. Investors should read and fully understand all the
offering documents relating to such securities or investments and all the risk disclosure statements and risk
warnings therein before making any investment decisions.

◢Risk Disclosure of Foreign Currency Trading: Foreign currencies/ RMB products are subject to exchange rate

fluctuations which may provide both opportunities and risks. The fluctuation in the exchange rate of foreign
currencies/ RMB may result in losses in the event that the customer converts the foreign currencies/ RMB fund
into Hong Kong dollar or other foreign currencies.

◢Risk Disclosure of RMB Conversion Limitation Risk: RMB investments are subject to exchange rate fluctuations

which may provide both opportunities and risks. The fluctuation in the exchange rate of RMB may result in losses
in the event that the customer converts RMB into HKD or other foreign currencies.

◢(Only applicable to Individual Customers) RMB is currently not fully freely convertible. Individual customers can

be offered CNH rate to conduct conversion of RMB through bank accounts and may occasionally not be able to do
so fully or immediately, for which it is subject to the RMB position of the banks and their commercial decisions at
that moment. Customers should consider and understand the possible impact on their liquidity of RMB funds in
advance.

◢(Only applicable to Corporate Customers) RMB is currently not fully freely convertible. Corporate customers that

intend to conduct conversion of RMB through banks may occasionally not be able to do so fully or immediately,
for which it is subject to the RMB position of the banks and their commercial decisions at that moment. Customers
should consider and understand the possible impact on their liquidity of RMB funds in advance.
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◢This document is published by Bank of China (Hong Kong) Limited (“BOCHK”) for reference only.

◢The contents contained in this document have not been reviewed by the Securities and Futures Commission of Hong

Kong.

◢This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where

such distribution would be contrary to laws or regulations.

◢This document is for reference only. It does not constitute, nor is it intended to be, nor should it be construed as any

investment recommendation or professional advice, or any offer, solicitation, recommendation, comment or any
guarantee to the purchase or sale, subscription or transaction of any investment products or services stated herein.
You should not make any investment decision based upon the information provided in this document.

Disclaimer & Important Notes

◢The information provided is based on sources which BOCHK believes to be reliable but has not been independently

verified, therefore BOCHK does not make any representation, warranty or undertaking as to the accuracy,
completeness or correctness of the information or opinions provided in this document. The forecasts and opinions
contained in this document is only provided as general market commentary and is not an independent investment
research report and is not to provide any investment advice or return guarantee and should not be relied upon as such.
All views, forecasts and estimates are the judgments of the analysts made before the publication date, and are subject
to change without further notice. No liability or responsibility is accepted by BOCHK and related information providers
in relation to the use of or reliance on any such information, projections and/or opinions whatsoever contained in this
document. Investors must make their own assessment of the relevance, accuracy and adequacy of the information,
projections and/or opinions contained in this document and make such independent investigations as they may
consider necessary or appropriate for the purpose of such assessment.

◢The securities, commodities, foreign exchanges, derivatives or investments referred to in this document may not be

suitable for all investors. No consideration has been given to any particular investment objectives or experience,
financial situation or other needs of any recipient. Accordingly, no representation or recommendation is made and no
liability is accepted with regard to the suitability or appropriateness of any of the securities and/or investments
referred to herein for any particular person's circumstances. Investors should understand the nature and risks of the
relevant product and make investment decision(s) based on his/her own financial situation, investment objectives and
experiences, willingness and ability to bear risks and specific needs; and if necessary, should seek independent
professional advice before making any investment decision(s). This document is not intended to provide any
professional advice and should not be relied upon in that regard.

◢BOCHK is a subsidiary of Bank of China Limited. Bank of China Limited & the subsidiaries and/or their officers,
directors and employees may have positions in and may trade for their own account in all or any of the securities,
commodities, foreign exchanges, derivatives or investments mentioned in this document. Bank of China Limited & the
subsidiaries may have provided investment services (whether investment banking or non-investment banking related),
may have underwritten, or may act as market maker in relation to these securities, commodities, foreign exchanges,
derivatives or investments. Commission or other fees may be earned by Bank of China Limited & the subsidiaries in
respect of the services provided by them relating to these securities, commodities, foreign exchanges, derivatives or
other investments.

◢No part of this document may be edited, reproduced, extracted, or transferred or transmitted to the public or other
unapproved person in any form or by any means (including electronic, mechanical, photocopying, recording or
otherwise), or stored in a retrieval system, without the prior written permission of the Bank.

© Copyright. Bank of China (Hong Kong) Limited. All rights reserved.


