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Next stop Xi-Trump meeting

This is the first edition of China Weekly Letter, which we will publish at the end of the week
going forward. It aims to give a brief wrap-up on Chinese news, with focus on the three
main stories of the week and a shortsummary of other news with links to articles for those
who wish to delve deeper. It will be a maximum of two pages. Feedback is very welcome,
as we want to find the best format to keep you updated on China.

Recent China Research

Xi-Trump meeting the next big thing towatch

It seems clear that Xi and Trump will talk trade at a ‘meeting plus dinner’ in Buenos Aires
on 1 December. There have been few new signals on the US side this week. However,
Chinese Vice-President Wang Qishan (dubbed China’s fire fighter) stated at the New
Economic Forum in Singapore that China is ready to discuss trade with Trump, but also
underlined that it would not be ‘bullied and oppressed by imperialist powers’ again
(referring to the period China dubs the ‘century of humiliation’). See SCMP.

Comment. We see a 60% likelihood of a ceasefire at the meeting (see US-China Trade -
60% chance of ceasefire at Xi-Trump meeting, 2 November 2018). Trump’s hand has
weakened a bit recently as US stocks have been more volatile and economic data has been
a bit softer. Thereis also a risk, however, that Trump ’s loss of the majority in the House at
the mid-term elections could turn his focus to an even more hawkish stance on China, as
foreign policy is one of the areas where he currently holds the most power.

More signs of Chinese slowdown

The Caixin PM I service for October droppedto50.8 in October from 53.1 in September,
the lowest level ina year (Chart 1). Car sales also declined further in October, down 11.7%
from October 2017. Exports for October were stronger than expected (Chart 2), but this
most likely reflects a front loading of sales ahead of a possible UStariff increase on Chinese
goods on 1 January. Chinese leaders signalled further stimulus at the recent Politburo
meeting recently. See China Daily.

Comment. We expect Chinese growth to get worse before it gets better but for it to avoid
a hard landing. See China Notes - Weak Chinese PMI points to further slowdown in Q4, 31
October 2018. There is speculation that a household tax cut of up to 1% of GDP could be
brewing in 2019 as part of further stimulus.

China International Import Expo (CIIE) sighals further opening

In XiJinping’s speech at the first CIIE in Shanghai, he promised further opening and that
China would import goods and services worth USD40trn over the next 15 years. See SCMP.
He also lashed out at Trump saying, ‘please don’t always beautify your own and point
fingers at others’ and ‘we need cooperation, not confrontation; we need win-win, not a one-
sided win’.

Comment. China is eager to signal further opening, but that it will not be intimidated by
what it regards as bullying by the US.

Important disclosures and certifications are contained from page 3 of this report.
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Chart 1: Chinese service PMI
underline slowdown
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Chart 2: Strong exports due to front
loading - orders point to weak Q1
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Other China news
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People’s Bank of China puts targets on bank lending for private companies. See
SCMP. China aims to boost lending to the private sector as many companies have been
squeezed by the crackdown on shadow banking and tighter lending standards dueto the
trade war. Premier Li Kegiang sent a clear signal on Thursday that more measures are
coming to lift lending to the private sector. See China Daily.

Chinese FXreserves drop furtherin October as PBoC supports CNY. See Chart 3
and CNBC. We expect more of the same: a continued gradual weakening of CNY as
the economy weakens and moderate intervention to stem the decline. We look for
USD/CNY to reach 7.20 in 12 months.

Chinese inflation unchanged at 2.5% — PBoC free to ease (see Bloomberg).

Chinese stock markets still volatile as stocks fall back again on Friday. Are we
bottoming out soon? If we are right that the Chinese economy is starting to recover
gradually from Q2, we may be close to a bottom in Chinese stocks (Chart 4).

Former US Treasury Secretary Hank Paulson warns of new economic ‘iron
curtain’ at the New Economy Forum. See Bloomberg. We believe the US and China
are clearly in for a long-term rivalry. However, it will not be a new ‘cold war’ in the
old sense, as the US and China are much more integrated than the US and Soviet Block.
Therest of the world depends on both countries and are likely to play on both horses.

China’s tech giant Tencent builds self-driving car team in Silicon Valley. See
Reuters.

Bloomberg’s report ‘The Big Hack’ on China meets renewed scepticism. See
SCMP. Thestory has added further fuel to US accusations of China spying, but several
companies involved (Appleand Amazon) have publicly denied the story and called for
Bloomberg to withdraw it.

The US and Chinaholdsecurity talks. See NYT. Top security officials from the US
and China are due to meet in Washington on Friday 16 November in an effort to ease
tensions after aperiod of clashes regarding Taiwan and the South China Sea. According
tothe New York Times, China clearly views the talks as a scene-setter for the upcoming
Xi-Trump meeting.

0S8 November 2018

Chart 3: FX reserves falling as China
intervenes to stem CNY decline
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Chart 4: Chinese stocks should
stabilise soon - especially ifwe have a
aceasefire
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Disclosures

This research report has been prepared by Danske Bank A/S (‘ Danske Bank’). The author ofthis research report is
Allan von Mehren, Chief Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part ofthe compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to therules and regulation ofthe relevant regulators in all other jurisdictionswhere it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation
Authority are available from Danske Bank on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts ofinterest and to ensure the provision ofhigh -quality
research based on research objectivity and independence. These procedures are documented in Danske Bank’s
research policies. Employees within Danske Bank’s Research Departments have been instructed that any request
that might impair the objectivity and independence ofresearch shall be referred to Research Management and the
Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not
report to, other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, butdo not receive bonuses or other remuneration linked to specific corporate finance
or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology s
well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors on request.

Risk warning

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

Expected updates
Weekly.
Date of first publication

See the front page of this research report for the date of first publication.

General disclaimer

This research report has been prepared by Danske Bank (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or formpart of, and shall under no circumstances be considered
as, an offer to sell ora solicitation ofan offer to purchase or sell any relevant financial instruments (i.e. financial
instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options,
warrants, rights or other interests with respect to any such financial instruments) (‘ Relevant Financial Instruments”).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers tobe reliable. While 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 Danske Bank, its affiliates and
subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any
loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank does not
undertake to notify any recipient ofthis research report ofany such change nor ofany other changes related to the
information provided herein.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdomor
the United States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written
consent.
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Disclaimerrelatedto distributionin the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/A, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for thisresearch report in connection with distributioninthe United States solely
to ‘U.S.institutional investors’.

Danske Bank is not subject to U.S. rules withregard to the preparation ofresearch reports and the independence of
research analysts. In addition, the research analysts of Danske Bank who have prepared this research rep ort are not
registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements ofa
non-U.S. jurisdiction.

Any U.S. investor recipient ofthis research report whowishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware thatinvesting in non-U.S. financial
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards ofthe U.S.
Securities and Exchange Commission.
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