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Mild improvement after US-China tariff truce 

 

 

China’s manufacturing PMI shrank at a slower pace in May with production and 
new orders rebounding after US-China tariff truce. The effects of front-loading 
and export rerouting underpinned China’s manufacturing resilience. The 
confidence shock to consumers appeared to be limited, with the service PMI 
remaining above 50 and durable sales continuing to expand amid the trade-in 
program. However, deflationary pressure intensified as commodity prices slid 
following the tariff shock. Private business capex was weak as enterprises tried 
to keep inventory as low as possible amid increasing uncertainty. Looking 
forward, China might launch additional fiscal stimulus to boost consumption and 
reduce excess capacity to rebalance its economy if the country could reach a 
trade deal with the US. We expect an additional 10bps LPR cut in 2H25. In the 
short term, USD/RMB rates might fluctuate within 7.20-7.25 before a moderate 
decline to 7.12-7.17 if a trade deal is reached. There may also be two-way 
fluctuations in Chinese equities when the two largest economies hold trade talks, 
with a new rally potentially occurring after the two countries reach a deal.   

 Manufacturing PMI narrowed its contraction after the tariff truce. 

Manufacturing PMI rebounded to 49.5% in May from 49% in Apr, in line with 

market expectations. The rebound was primarily driven by production, rising 

from 49.8% to 50.7% in May, as the tariff truce lifted export and import orders 

to 47.5% and 47.1%, from 44.7% and 43.4%. Deflation pressure continued to 

intensify as raw material purchase price and ex-factory price index both 

contracted further to 46.9% and 44.7% in May, as we might see another 

negative MoM growth of PPI. Employment and corporates procurement both 

moderately recovered but remained in contraction. Breaking down by sector, 

agricultural product processing, specialized equipment, and transportation 

equip saw strong resilience in both new orders and production, while textiles, 

rubber & plastic products, ferrous and non-ferrous metal smelting and 

processing saw notable declines. 

 Service PMI maintained expansion. Service PMI edged up to 50.2% in May 

from 50.1%, with new order index rising to 46.6% from 45.9%, while the 

employment index edged down. Price index of input and final sale both 

rebounded but remained in contraction. Breaking down by sector, activities in 

rail & air transportation, postal, telecom, broadcasting & TV and information 

technology services remained in high prosperity; while capital market and real 

estate services contracted. Construction PMI dipped to 51% in May from 

51.9%, as business activity expectations fell to 52.4% from 53.8%.  

 China’s policy dynamics depend on both economic condition and the 

outcome of Sino-US trade talks. The resilient performance of consumer 

demand and uncertainty in Sino-US trade talks lowers China’s urgency for 

additional fiscal expansion and consumption stimulus. Recently, Trump has 

accused China of breaching tariff agreements, casting a shadow over 

ongoing negotiations. While this may be a tactical move to accelerate talks, 

the slow progress in US’s parallel discussions with Europe and Japan 

suggests that China-US negotiations will likely prove even more complex and 

protracted. Looking forward, China might launch additional fiscal stimulus to 

boost consumption and reduce excess capacity to rebalance its economy if 

the country could reach a trade deal with the US. In the short term, USD/RMB 

rates might fluctuate within 7.20-7.25 before a moderate decline to 7.12-7.17 

if a trade deal is reached. There may also be two-way fluctuations in Chinese 

equities when the two largest economies hold trade talks, with a new rally 

potentially occurring after the two countries reach a deal. 
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Figure 1: New Order Index 

 

Source: Wind, CMBIGM 

 

 

Figure 2 : Business Sentiment Index 

 

Source: Wind, CMBIGM 

Figure 3: Export Order Index and Import Index 

 

Source: Wind, CMBIGM 

 

 

Figure 4: Inventory Index 

 

Source: Wind, CMBIGM 

Figure 5: Material Purchase Price Index 

 

Source: Wind, CMBIGM 

Figure 6: Ex-factory Price Index 

  

Source: Wind, CMBIGM 
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Figure 7: Manufacturing Output Index 

 

Source: Wind, CMBIGM 

Figure 8: Service PMI & Output Index 

 

Source: Wind, CMBIGM 

 

Figure 9: Composite Output Index 

  

Source: Wind, CMBIGM 

 

Figure 10: Employment Index 

 

Source: Wind, CMBIGM 

 

Figure 11: Supply Delivery Index 

 

Source: Wind, CMBIGM 

 

Figure 12: Passenger flow 

 

Source: Wind, CMBIGM 
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Figure 13: Economic Activity & A Share Index 

 

Source: Wind, CMBIGM 

 

Figure 14: House sales 

 

Source: Wind, CMBIGM 
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