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Greater China — Week in Review

Highlights: China’s response to mounting
external pressure

Chinese financial markets were largely closed last week for the Golden Week
holiday. During the holiday, domestic tourism remained resilient in volume
terms, with 826mn domestic trips, up 6.3% YoY, while tourism spending rose by
a more modest 4.3% YoY to RMB737.4bn. However, average spending per trip
declined by around 1.9% YoY to a four-year low, highlighting continued
consumer caution despite robust travel demand.

Beyond the holiday data, the key focus last week was China's response to
mounting external pressure, particularly as trade tensions with the EU
continued to evolve. China and the EU reached an understanding on 9 October
2026 aimed at easing trade frictions amid growing European concerns over its
widening trade deficit with China. The agreement delivered several tangible
concessions for the EU, including commitments to moderate Chinese hybrid
vehicle exports, reduce tariffs on selected European products and facilitate
rare-earth export licensing.

Meanwhile, China’s central bank rejected the argument that an undervalued
RMB is a principal driver of global trade imbalances in the latest RMB policy
statement ahead of the IMF-World Bank Annual Meetings in Bangkok on 12—
18 October, against a backdrop of widening global imbalances. Nevertheless,
Beijing offered a measured concession on transparency, pledging to provide
additional foreign-exchange data to the IMF from 2027. For details, you may
refer to our China insights report published on 9 October.

The most significant breakthrough from the EU-China trade understanding
came in the automotive sector. China agreed to moderate exports of hybrid
electric vehicles (HEVs) and plug-in hybrid electric vehicles (PHEVs) to the EU.
According to EU Trade Commissioner Maro$ Seféovi¢, the arrangement could
reduce Chinese hybrid vehicle exports to Europe by several million units over
four years, potentially cutting shipments by more than half. China also agreed
to lower import tariffs on approximately €4bn worth of EU products, including
automotive components, olive oil, footwear and textiles. Meanwhile, a
dedicated "green channel" will expedite export-licence applications for rare
earths and permanent magnets. Both sides will continue negotiations over
minimum-price commitments by Chinese EV manufacturers as an alternative to
existing EU tariffs, alongside discussions on market access for medical devices

The hybrid vehicle concession is particularly significant given the rapid shift in
China's automotive exports following the EU's tariff measures. In October 2024,
the EU imposed additional anti-subsidy duties of 7.8%—35.3% on Chinese-made
battery electric vehicles (BEVs), while leaving hybrid vehicles outside the scope
of these measures. Since then, monthly hybrid imports from China have surged
from fewer than 4,000 units to approximately 50,000 units. By August 2026,
Chinese-made vehicles accounted for roughly a quarter of European hybrid
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sales.

More importantly, the automotive dispute reflects a structural reversal in
China—EU trade rather than merely the size of the current deficit. According to
Eurostat, automobiles rank only tenth among the EU's largest bilateral trade-
deficit product groups, accounting for approximately 2% of its €360bn deficit
with China.

However, the speed of the reversal is striking. Just four years ago, automobiles
were among one of the EU's largest trade-surplus categories with China. Since
2022, the bilateral automotive trade balance has deteriorated by approximately
€25bn. This transformation helps explain why the automotive sector has
become a focal point of European trade policy despite its relatively modest
contribution to the overall deficit.

Overall, the understanding suggests a tactical shift from tariff escalation
towards negotiated trade management. The outcome is broadly consistent with
the more conciliatory approach advocated by Spanish Prime Minister Pedro
Sdnchez, who has favoured negotiated trade rebalancing over a potentially
damaging confrontation. However, the durability of this understanding will
depend on whether the concessions translate into meaningful changes in
bilateral trade flows and whether key EU member states are prepared to
support this approach.

The upcoming European Council summit in Brussels on 15-16 October will
therefore be an important political test. The key question is whether France and
Germany will embrace negotiated trade rebalancing or continue to push for
stronger EU trade-defence instruments. In our view, the agreement may
provide near-term relief from escalating trade tensions, but it is unlikely to
reverse the EU's broader shift towards a more defensive trade policy towards
China.

Spot USDHKD eased from the recent high of 7.8485/86 as the USD softened, but
the currency pair was still less than 30 pips away from the weak-side
Convertibility Undertaking (CU) at 7.85. Eddie Yue, CE of the HKMA, attributed
the current round of weakening of the HKD to carry trades and a dip in equity-
related demand for the HKD, and flagged the potential triggering of weak-side
Cu.

Hong Kong PMI edged down from 49.5 in August to 49.2 in September, though
the only sub-indexes saw a further decline was the employment sub-index.
Meanwhile, external demand reportedly improved in September, while
inflation pressures softened somewhat.

Surveyed respondents highlighted signs of demand stabilization, with the new
orders and new export orders sub-indexes rebounding by 1.8 and 2.8
percentage points respectively, to 49.7 and 52.7 in September. Regardless, the
surveyed firms remained pessimistic about the 12-month outlook, citing
challenging economic conditions and intense competition for new business.
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= China and the EU reached an | = The most significant breakthrough came in the automotive

understanding on 9 October 2026 aimed at
easing trade frictions amid growing
European concerns over its widening trade
deficit with China. The agreement
delivered several tangible concessions for
the EU, including commitments to
moderate Chinese hybrid vehicle exports,
reduce tariffs on selected European
products and facilitate rare-earth export
licensing.

sector. China agreed to moderate exports of hybrid electric
vehicles (HEVs) and plug-in hybrid electric vehicles (PHEVs) to the
EU. According to EU Trade Commissioner Maro$ Seféovi¢, the
arrangement could reduce Chinese hybrid vehicle exports to
Europe by several million units over four years, potentially
cutting shipments by more than half. China also agreed to lower
import tariffs on approximately €4bn worth of EU products,
including automotive components, olive oil, footwear and
textiles. Meanwhile, a dedicated "green channel" will expedite
export-licence applications for rare earths and permanent
magnets. Both sides will continue negotiations over minimum-
price commitments by Chinese EV manufacturers as an
alternative to existing EU tariffs, alongside discussions on market
access for medical devices

The hybrid vehicle concession is particularly significant given the
rapid shift in China's automotive exports following the EU's tariff
measures. In October 2024, the EU imposed additional anti-
subsidy duties of 7.8%—35.3% on Chinese-made battery electric
vehicles (BEVs), while leaving hybrid vehicles outside the scope
of these measures. Since then, monthly hybrid imports from
China have surged from fewer than 4,000 units to approximately
50,000 units. By August 2026, Chinese-made vehicles accounted
for roughly a quarter of European hybrid sales. The rapid
expansion highlights how trade restrictions targeting one
product category can accelerate substitution into adjacent
segments.

More importantly, the automotive dispute reflects a structural
reversal in China—EU trade rather than merely the size of the
current deficit. According to Eurostat, automobiles rank only
tenth among the EU's largest bilateral trade-deficit product
groups, accounting for approximately 2% of its €360bn deficit
with China. However, the speed of the reversal is striking. Just
four years ago, automobiles were among one of the EU's largest
trade-surplus categories with China. Since 2022, the bilateral
automotive trade balance has deteriorated by approximately
€25bn. This transformation helps explain why the automotive
sector has become a focal point of European trade policy despite
its relatively modest contribution to the overall deficit.

Overall, the understanding suggests a tactical shift from tariff
escalation towards negotiated trade management, although the
underlying structural tensions remain unresolved. The outcome
is broadly consistent with the more conciliatory approach
advocated by Spanish Prime Minister Pedro Sanchez, who has
favoured negotiated trade rebalancing over a potentially
damaging confrontation. However, the durability of this
understanding will depend on whether the concessions translate
into meaningful changes in bilateral trade flows and whether key
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EU member states are prepared to support this approach.

= The upcoming European Council summit in Brussels on 15-16
October will therefore be an important political test. The key
question is whether France and Germany will embrace
negotiated trade rebalancing or continue to push for stronger EU
trade-defence instruments. In our view, the agreement may
provide near-term relief from escalating trade tensions, but it is
unlikely to reverse the EU's broader shift towards a more
defensive trade policy towards China.

Key Economic Data

Facts OCBC Opinions

= Hong Kong PMI edged down from 49.5in | = Surveyed respondents highlighted signs of demand stabilization,
August to 49.2 in September, though the with the new orders and new export orders sub-indexes
only sub-indexes saw a further decline was rebounding by 1.8 and 2.8 percentage points respectively, to
the employment sub-index. Meanwhile, 49.7 and 52.7 in September. Regardless, the surveyed firms
external demand reportedly improved in remained pessimistic about the 12-month outlook, citing
September, while inflation pressures challenging economic conditions and intense competition for
softened somewhat. new business.

= The employment sub-index was the sole declining component,
falling by 3.2 percentage points to 46.4 in September.
Employment fell for the sixth consecutive month, as firms did not
replace departing staff in an effort to limit costs.

= |nflation pressures softened somewhat, as the input price sub-
index fell by 2.9 percentage points to 54.2 in September, while
the labour cost sub-index was unchanged at 52.1. Meanwhile,
the output price sub-index also fell by 1.4 percentage points to
53.6.
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Disclaimers

This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other
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other members of the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank and its analyst(s) are not aware due to OCBC Bank's
Chinese Wall arrangement. This report is infended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and information, “Relevant
Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entfity,
a "Relevant Entity"”) in breach of any law, rule, regulation, guidance orsimilar. In particular, you agree not to share, communicate, distribute, deliver or otherwise disclose
any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MIFID") and the EU's Markets in Financial
Instruments Regulation (600/2014) (“MiFIR") (together referred to as “MIFID II"), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group
shall be liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID I, as
implemented in any jurisdiction).

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets
or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance.

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for
delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this
document that do not relate to the official business of OCBC Bank, BOS, OSPL and their respective connected and associated corporations shall be understood as
neither given nor endorsed.
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