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Greater China – Week in Review 

Highlights: Rotation 

 

Last week, China's markets were defined by a sharp onshore-offshore 
divergence. A rotation out of crowded mainland AI and semiconductor names 
into oversold offshore internet, consumer and pharmaceutical stocks weighed 
on A-share indices, with the growth-heavy ChiNext and Shenzhen Component 
indices falling around 4–5%. In contrast, Hong Kong-listed Chinese equities 
rallied strongly, led by a nearly 5% gain in the Hang Seng Tech Index. 
 
Three macro catalysts shaped the market backdrop. First, the PBOC's Q2 
Monetary Policy Committee meeting reaffirmed an accommodative policy 
stance, reinforcing expectations of further monetary easing. Second, China's 
reflation momentum softened, with weaker inflation data highlighting still-
subdued domestic demand. Third, renewed military action in the Middle East 
pushed oil prices higher, adding to uncertainty. Against this backdrop, the China 
Government Bond (CGB) yields drifted lower as investors priced in a more 
accommodative policy outlook alongside the weaker inflation readings while 
Chinese yuan edged modestly higher against the US dollar despite widening 
yield differential between the US and China.  
 
The PBOC's Monetary Policy Committee convened its second-quarter meeting 
on 4 July to discuss the policy framework for the next stage. The committee 
called for greater coordination between incremental and existing policy 
measures to maximise their combined effectiveness. It also reiterated the 
importance of enhancing the forward-looking, flexible and targeted nature of 
monetary policy, while calibrating the intensity, pace and timing of policy 
implementation in accordance with evolving domestic and global economic and 
financial conditions, as well as developments in financial markets. The 
statement suggests policymakers remain committed to maintaining policy 
flexibility and stand ready to adjust the policy mix should the growth outlook or 
external environment change materially. This shows that easing remains on the 
table if growth deteriorates.  
 
China’s reflation momentum softened with both headline CPI and core CPI 
moderated to 1.0% YoY from 1.2% and 1.1% respectively in May. Food prices 
remained the main drag while contribution from energy price to China’s 
reflation flipped as a result of sharp fall of oil prices. Meanwhile, communication 
equipment prices rose 0.7% MoM, marking a seventh consecutive monthly 
increase, likely reflecting higher memory chip costs and continued pass-through 
from AI-related demand.  
 
On the producer side, PPI inflation accelerated further to 4.1% YoY, the highest 
reading since August 2022. On a monthly basis, however, producer prices fell 
for the first time after eight consecutive months of increases, reflecting the 
correction in commodity prices, particularly oil, base metals and gold. Even so, 
AI-related inflation remained resilient. Producer prices for computer and 
communication equipment rose 0.7% MoM, suggesting continued pricing 
power supported by robust AI-related demand. 
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Looking ahead, the contribution from energy prices is likely to diminish in the 
second half of the year, suggesting that the YoY peak in PPI inflation has 
probably passed. However, resilient pricing in AI-related industries should help 
cushion the pace of PPI disinflation. Headline CPI is expected to soften modestly 
in the third quarter, although a recovery in pork prices could provide an upside 
risk to consumer inflation later in the year.  
 
On regulatory front, authorities in China and Hong Kong have announced a 
series of measures aimed at deepening financial market integration between 
the Mainland and Hong Kong, while further developing Hong Kong’s fixed 
income and currency (FIC) markets and offshore RMB business. 
 
Key measures include more than doubling the size of the RMB liquidity facility 
to RMB500 billion, exploring a tender-based mechanism for the provision of 
seven-day offshore RMB liquidity, and developing an electronic trading 
platform for the FIC market. Measures mainly aim to improve liquidity to 
facilitate the use of RMB and to set up a complete yield curve in the offshore 
market. 
 
In addition, the annual Southbound Bond Connect quota will be increased to 
RMB800 billion from RMB500 billion, while efforts will be made to expand bond 
repo transactions using Southbound Bond Connect-eligible bonds in Hong Kong. 
Our rate strategist pointed out that this may push up dim sum bond issuances, 
which have already been active in 1H2026 compared to last year, as issuers can 
tap more flows from onshore. More offshore RMB bond issuances with onshore 
investor participation will add to the CNH liquidity pool. 
 
Lastly, Hong Kong has commenced a trial operation of a new gold clearing 
system as part of its broader strategy to establish itself as a leading regional 
bullion trading hub. 
 
Hong Kong’s PMI (covering the manufacturing, construction, wholesale, retail 
and services sectors) rose for the second consecutive month to 52.0 in June 
(50.4 in May), with the largest increase coming from new orders sub-index (53.2 
vs. 50.1 in May). Business activity and new orders both expanded at the fastest 
rates in four months.  
 
Surveyed firms reported increase in sales amid new product launches, improved 
client demand and greater spending amid the World Cup. The boost to sales 
appeared broad-based, with demand from both mainland China and oversea 
markets increasing in June. On the other hand, margin pressure in downstream 
sectors persisted in June, while staffing levels was down for the third month. 
 
Hong Kong’s total assets under management (AUM) jumped 20% YoY to a 
record high of HK$42.2 trillion (US$5.4 trillion), driven by net inflow surge 
(+193% YoY to HK$2,065 billion), according to the SFC.  
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Key Economic News 

Facts OCBC Opinions 

▪ June CPI fell 0.3% MoM, a larger decline 
than implied by normal seasonal patterns, 
while headline inflation eased to 1.0% YoY 
from 1.2% in May. 

▪ Food prices remained the main drag, falling 0.4% MoM. Pork 
prices declined for a fourth consecutive month, while fresh 
vegetable and fresh fruit prices fell 1.0% and 2.0% MoM, 
respectively, both exceeding their typical seasonal declines. By 
contrast, egg prices rose 7.0% MoM, extending gains for a third 
straight month, reflecting lower egg production during the 
summer heat as well as the earlier reduction in laying-hen 
capacity. 

▪ Previously elevated energy and gold jewellery prices also 
retreated alongside the correction in global oil and gold prices. 
Energy became one of the main drags on headline CPI, with 
transport fuel prices falling 4.5% MoM. Meanwhile, the YoY 
increase in domestic gold jewellery prices moderated to 28.1%, 
further easing inflationary pressure from precious metals. 

▪ Core CPI edged down to 1.0% YoY from 1.1%, while declining 
0.1% MoM. Lower fuel surcharges and softer seasonal travel 
demand pushed tourism prices down 0.6% MoM. Meanwhile, 
communication equipment prices rose 0.7% MoM, marking a 
seventh consecutive monthly increase, likely reflecting higher 
memory chip costs and continued pass-through from AI-related 
demand. 

▪ On the producer side, PPI inflation accelerated further to 4.1% 
YoY, the highest reading since August 2022. On a monthly basis, 
however, producer prices fell for the first time after eight 
consecutive months of increases, reflecting the correction in 
commodity prices, particularly oil, base metals and gold. Even so, 
AI-related inflation remained resilient. Producer prices for 
computer and communication equipment rose 0.7% MoM, 
suggesting continued pricing power supported by robust AI-
related demand. Coal prices also strengthened, with coal mining 
prices rising 5.6% MoM, the largest monthly increase in four and 
a half years, driven by peak summer electricity demand and 
tighter supply following stricter mine safety inspections. 

▪ Looking ahead, the contribution from energy prices is likely to 
diminish in the second half of the year, suggesting that the YoY 
peak in PPI inflation has probably passed. However, resilient 
pricing in AI-related industries should help cushion the pace of 
PPI disinflation. Headline CPI is expected to soften modestly in 
the third quarter, although a recovery in pork prices could 
provide an upside risk to consumer inflation later in the year. 

▪ Hong Kong: PMI (covering the 
manufacturing, construction, wholesale, 
retail and services sectors) rose for the 
second consecutive month to 52.0 in June 
(50.4 in May), with the largest increase 
coming from new orders sub-index (53.2 
vs. 50.1 in May). Business activity and new 
orders both expanded at the fastest rates 

▪ Surveyed firms reported increase in sales amid new product 
launches, improved client demand and greater spending amid 
the World Cup. The boost to sales appeared broad-based, with 
demand from both mainland China and oversea markets 
increasing in June. The new orders and output sub-indexes rose 
to 53.2 (50.1 in May) and 52.7 (51.6 in May) in June respectively. 

▪ On the other hand, margin pressure in downstream sectors 
persisted in June, while staffing levels was down for the third 
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in four months.  month. The input price sub-index fell to 55.3 (57.6 in May), but 

remained elevated, whereas the output price sub-index fell to 
52.1 (52.8 in May). 

▪ Hong Kong: Hong Kong’s total assets under 
management (AUM) jumped 20% YoY to a 
record high of HK$42.2 trillion (US$5.4 
trillion), driven by net inflow surge (+193% 
YoY to HK$2,065 billion), according to the 
SFC. 

▪ Among the major segments, the AUM of the asset management 
and fund advisory business (+19% YoY), and private banking and 
private wealth management business (+24% YoY) both recorded 
impressive growth.  

▪ Hong Kong’s asset and wealth management business continued 
to serve a globally diversified investment base, with assets of 
non-Hong Kong investors accounting for 63% of the AUM. 
Meanwhile, majority of AUM were managed in Hong Kong and 
invested outside mainland China and Hong Kong.  

▪ Earlier on, Boston Consulting Group ranked Hong Kong as the 
world’s largest cross-boundary wealth management centre, 
topping Switzerland. The cross-border AUM reached US$2.95 
trillion, slightly surpassing Switzerland's US$2.94 trillion. The 
increase was driven by growing wealth inflows from Mainland 
China and a strong IPO market last year. 
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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 

person without our prior written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments 

mentioned herein or to participate in any particular trading or investment strategy. Any forecast on the economy, stock market, bond market and economic trends of 

the markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been 

compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in this report is not untrue or misleading 

at the time of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first 

independently verifying its contents. The securities/instruments mentioned in this report may not be suitable for investment by all investors. Any opinion or estimate 

contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 

objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever 

is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This 

report may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or 

financial planning. Accordingly, it should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a 

financial adviser regarding the suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before 

you make a commitment to purchase the investment product. In the event that you choose not to seek advice from a financial adviser, you should consider whether 

the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC 

Securities Private Limited (“OSPL”) and their respective related companies, their respective directors and/or employees (collectively “Related Persons”) may or might 

have in the future, interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in such investment products, and 

providing broking, investment banking and other financial or securities related services to such issuers as well as other parties generally. OCBC Bank and its Related 

Persons may also be related to, and receive fees from, providers of such investment products. There may be conflicts of interest between OCBC Bank, BOS, OSPL or 

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 intended 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 entity, 

a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share, commun icate, 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 II, 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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Additional disclosures and disclaimers applicable only to clients of Bank of Singapore Limited  

 

This material is being made available to you through an arrangement between Bank of Singapore Limited (Co Reg. No.: 197700866R) (“BOS”) and Oversea-Chinese 

Banking Corporation Limited (“OCBC Bank”) (Co Reg. No.: 193200032W). BOS and OCBC Bank shall not be responsible or liable for any loss (whether direct, indirect or 

consequential) that may arise from, or in connection with, any use of or reliance on any information contained in or derived from this material, or any omission from this 

material, other than where such loss is caused solely by BOS’ or OCBC Bank’s wilful default or gross negligence. 

 

The DIFC Branch of BOS has not conducted or produced any research contained in this material and is acting solely as a conduit in forwarding it to you. 

 

For BOS clients in the United Kingdom: 

This research has been prepared by OCBC Bank and made available to BOS. It is intended solely for informational purposes and does not constitute investment advice, 

a personal recommendation, or an offer or solicitation to buy or sell any financial instruments. Any payments or non-monetary benefits received or paid will be fully 

disclosed in accordance with applicable regulations, promptly and transparently, and will not influence the advice or services offered to you. If you would like more 

information about any inducements received, please contact your Relationship Manager. 

 

Cross Border Disclaimer and Disclosures 

Please refer to https://www.bankofsingapore.com/Disclaimers_and_Disclosures.html for cross-border marketing disclaimers and disclosures. 

 

 


