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China: rosy industrial profits can’t halt yuan
weakening
Chinese industrial profits held up well in May. The most profitable is the
automobile setor, turning from a loss to a gain in May year-to-date.
Technology-related sectors did better, too, but trade and investment
tensions cloud the prospects for these sectors

Profits of automobiles and technology sectors improved in May
Headline industrial profits rose 21.1% year-on-year and 16.5% YTD YoY in May. Profit growth is still
on a rising trend in China. This confirms our view that China GDP should reach 6.7% YoY in 2Q18.
The automobile and computation, telecommunication and other electronic equipment sectors
moved from losses in April to gains in May (from -0.6% YoY YTD to +0.5%, and from -5.3% YoY YTD
to +4.3%, respectively).
Autos is the most profitable sector, contributing almost 10% of total headline industrial profits. The
computation, telecommunication and other electronic equipment sector is the fifth most
profitable in China, contributing around 6% of headline profits. The data implies that the economy
was running at higher speed in May than in April.
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Trade and investment wars may hurt the technology sector in 2H18
We expect industrial profits to continue its growth trend in June as these are yet to be affected by
escalating trade and investment wars between China and US.
But we worry that profit growth of these sectors will slow in 2H18, with the US administration
trying to limit US investment and business opportunities for Chinese technology companies.

China shows muscle and allows faster yuan depreciation
The good report card from industrial profits does not change the yuan depreciation path. The yuan
is touching our year-end forecast of 6.60 against the dollar.
We believe that China is showing the US that it can allow the yuan to depreciate to cushion part of
the negative impact on exporters. It is clear however that currency depreciation cannot offset all
the tariff impacts.
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It's a surprise to us that the yuan has weakened so quickly. Opening up the financial markets and
green energy automobile market, plus additional A share inclusion in the MSCI, could bring capital
inflows into China to offset capital outflows driven by the weak yuan. We expect that outflows will
slow as yuan depreciation speeds up. These would reduce central bank concerns that foreign
exchange reserves would deplete quickly and so give it room to allow further yuan weakening.
We will review our USD/CNY forecasts.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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