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Divergence Remains the Theme 

Divergence remains the defining theme of China’s economy. The official Manufacturing PMI for May points 

to little improvement in overall sentiment from April, while sector performance remains highly uneven: high-

tech and equipment manufacturing continued to outperform, but consumer goods and basic raw materials 

weakened further. 

Looking ahead to other May indicators, we expect trade growth to remain broadly resilient, supported by 

steady external demand. The gap between PPI and CPI inflation is likely to widen further, as manufacturers 

struggle to pass higher input costs downstream amid still-subdued domestic demand. This margin 

compression should have weighed on May industrial activity. Credit and investment demand also likely 

remained soft, pushing onshore rates lower despite liquidity withdrawals by the PBoC. 

Against this backdrop, we expect the PBoC to favor targeted liquidity support over broad-based easing for 

now. A shift toward more aggressive easing would likely require a further squeeze on corporate margins, 

potentially triggered by escalating Middle East tensions or fading prospects for a near-term US-Iran peace 

agreement. 

Fig 1  Our forecasts for China’s major economic indicators 

Indicators Feb Mar Apr May (forecast) 

Export growth (YoY %) 39.6 2.5 14.1 13 

Import growth (YoY %) 13.8 27.8 25.3 28 

Trade balance (USDb) 90.8 51.1 84.8 84 

CPI (YoY %) 1.3 1.0 1.2 1.2 

PPI (YoY %) -0.9 0.5 2.8 4.0 

New loans (CNYb) 900 2990 -10 450 

Total social financing (CNYb) 2384 5227 625 1700 

M2 (YoY %) 9.0 8.5 8.6 8.5 

VAI (YoY %) 6.3 (Jan-Feb) 5.7 4.1 3.8 

Retail sales (YoY %) 2.8 (Jan-Feb) 1.7 0.2 -1.0 

FAI (YTD YoY %) 1.8 (Jan-Feb) 1.7 -1.6 -3.0 

Source: Bloomberg, Mizuho 

 

China’s official Manufacturing PMI eased to 50.0 in May, pointing to muted sentiment improvement from April 

weighed by weakness in new orders (Fig. 2). Beneath the headline, however, sector performance remained highly 

uneven. By industry, high-tech and equipment manufacturing continued to outperform, with PMIs rising to 52.9 and 

52.1, respectively, marking the strongest readings since 2024 and 2023. In contrast, consumer goods and basic raw 

materials lagged, with both sectors slipping below the expansion threshold of 50 (Fig. 3). 
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Fig 2  Manufacturing PMI weighed by softness in new orders Fig 3  Consumer goods and raw materials underperformed in May 

 

 

Source: CEIC, Mizuho 

Divergence was also evident across firm sizes. Large manufacturers remained resilient, with PMI readings holding 

above 51, while small and medium-sized ones fell back into contraction territory (Fig. 4). This likely reflects SMEs’ 

greater exposure to rising input costs and margin compression. 

Meanwhile, non-manufacturing activity surprised to the upside, defying expectations of moderation as the PMI 

edged up to 50.1 in May. The services PMI climbed to a nine-month high of 50.3, supported by stronger sentiment in 

sectors such as rail transportation, telecom services, as well as insurance. Although the construction PMI came in at 

48.8, it rebounded meaningfully from April’s trough, suggesting eased contraction (Fig. 5). 

Fig 4  Smaller factories are less resilient to oil supply shocks Fig 5  Service PMI outperformed unexpectedly 

  

Source: CEIC, Mizuho 

Trade-related PMI indicators weakened in May, pointing to challenges amid disruptions to raw material supply. Both 

the new export orders index and the import index fell below 49, retreating from above-50 readings in April (Fig. 6) 

That said, underlying external demand appears relatively resilient: exports from Korea and Vietnam recorded 

another month of double-digit growth YoY (Fig. 7), while the RatingDog manufacturing PMI, more reflective of 

export-oriented private firms, remained firmly in expansionary territory at 51.8. 
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Fig 6  Trade-related sentiment weakened in May Fig 7  External demand appears relatively resilient 

  

Source: CEIC, Mizuho 

On the inflation front, imported inflation pressures continued amid the ongoing stalemate in US-Iran negotiations. 

While PMI gauges for raw material costs and producer prices moderated from recent peaks, both indices remained 

in expansionary territory for a fifth consecutive month (Fig. 8). The difference between the two measures stayed near 

a four-year wide, underscoring manufacturers’ ongoing difficulties in passing higher input costs downstream against 

a backdrop of still-subdued domestic demand. In this sense, we expect PPI inflation to accelerate to around 4% YoY 

in May. 

Turning to the consumer sector, CPI inflation is expected to remain broadly stable in May, as higher fuel costs are 

offset by softer food prices and passthrough to core inflation remains relatively muted. Domestic fuel prices are 

estimated to have risen by an average of 27% YoY in May, accelerating from April’s 22% increase. Meanwhile, food 

prices are likely to exert downward pressure on headline inflation, driven by declines in pork and fresh vegetable 

prices (Fig. 9). Notably, wholesale pork prices remain near their lowest levels since 2010, reflecting significant 

oversupply that is likely to persist in the near term. 

Fig 8  Widening gap in raw material costs and producer prices Fig 9  Pork and fresh vegetables led the decline in food prices 

  

Source: CEIC, Wind, Mizuho 

China Government Bond (CGB) yields continued to trend lower in May despite another month of liquidity withdrawals 

by the PBoC (Fig. 10), pointing to subdued credit demand and weak investment momentum. Across the curve, 

declines were most pronounced in the 5-year and 10-year tenors, which fell by 6bp and 4bp, respectively. In 

contrast, ultra-long-end yields remained relatively supported (Fig. 11), as local governments increasingly rely on 

such issuance for financing. Ongoing local government debt resolution is expected to continue crowding out 

corporate borrowing. In this context, year-on-year growth in credit and money aggregates is likely to soften 

moderately from their April rates. 
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Fig 10  Another month of liquidity withdrawal by the PBoC Fig 11  Ultra-long-end yields relatively supported 

  

Source: CEIC, Mizuho 
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MARKET COMMENTARY DISCLAIMER 

 

THIS DOCUMENT IS NOT A RESEARCH REPORT AND IS NOT INTENDED AS SUCH.  

Unless stated otherwise in the country specific distribution information below, this document has not been prepared in accordance with legal requirements in any country or jurisdiction 

designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. It is intended for 

informational purposes only and does not purport to make any investment recommendations. 

This document has been prepared solely for the information of the intended recipients.  Recipients in any jurisdiction should contact your usual Mizuho contact in relation to any matters 

arising from, or in connection, with this document.   

This document has been prepared by Mizuho Bank, Ltd., Singapore Branch (“MBSG”), a full bank, exempt capital markets services entity and exempt financial adviser regulated by the 

Monetary Authority of Singapore (“MAS”), Mizuho Bank, Ltd., Hong Kong Branch (“MBHK”), a licensed bank regulated by the Hong Kong Monetary Authority, with business address 

at 12/F, K11 Atelier, 18 Salisbury Road, Tsim Sha Tsui, Kowloon, Hong Kong, Mizuho Bank, Ltd., Sydney Branch, an authorised deposit-taking institution regulated by the Australian 

Prudential Regulation Authority and holder of an Australian financial services licence (“MBAU”), Mizuho Securities Asia Limited (“MHSA”), licensed and regulated by the Hong Kong 

Securities and Futures Commission and/or Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a holder of a capital markets services licence and an exempt financial adviser regulated by 

the MAS, as the case may be.  

This does not constitute investment or personal advice. 

This document has been prepared solely for the purpose of supplying general market information and/or commentary for general information purposes to clients of MBSG, MBHK, 

MBAU, MHSA, MHSS and their affiliates (collectively, “Mizuho”) to whom it is distributed, and does not take into account the specific investment objectives, financial situation or 

particular needs of any client or class of clients and it is not prepared for any client or class of clients.   

This is not an offer or solicitation. 

This document is not and should not be construed as an offer to buy or sell or solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, in relation to 

any securities or other financial instruments.  

Mizuho shall have no liability for contents.  

This document has been prepared solely from publicly available information. Information contained herein and the data underlying it have been obtained from, or based upon, sources 

believed by Mizuho to be reliable, but no assurance can be given that the information, data or any computations based thereon are accurate or complete and Mizuho has not independently 

verified such information and data. Mizuho is not obliged to update any of the information and data contained in this document. 

Mizuho makes no representation or warranty of any kind, express, implied or statutory, regarding, but not limited to, the accuracy of this document or the completeness of any information 

contained or referred to in this document. Mizuho accepts no liability and will not be liable for any loss or damage arising directly or indirectly (including special, incidental or consequential 

loss or damage) arising from or in connection with any person’s use or reliance of this document or the information contained in this document.  

Information contained herein is no indication of future performance. 

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or forecasts of futures events.  Any opinions, 

projections, forecasts and estimates expressed in the document are solely those of Mizuho based on factors it considers relevant as at the date of the document and are subject to change 

without notice. Past performance is not indicative of future performance. Consequently, no expressed or implied warranty can be made regarding the projections and forecasts of future 

performance stated therein.  

This material is confidential.  

This document is intended for the exclusive use by the recipients, and is provided with the express understanding that the information contained herein will be regarded and treated as 

strictly confidential. All recipients may not reproduce or use this document in whole or in part, for any other purpose, nor disclose, furnish nor distribute this document to any other persons 

without the prior written permission of Mizuho. Any such reproduction, use, delivery or distribution in form or to any jurisdiction may be effected only in accordance with all applicable 

laws and regulations in the relevant jurisdiction(s).  

Disclosure regarding potential conflicts of interest. 

Mizuho, its connected companies, employees or clients may at any time, to the extent permitted by applicable law and/or regulation, take the other side of any order by you, enter into 

transactions contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any securities mentioned herein or derivative 

transactions relating thereto or perform or seek financial or advisory services for the issuers of those securities or financial instruments referred therein. Accordingly, Mizuho, its connected 

companies or employees may have a conflict of interest that could affect the objectivity of this document. This document has been prepared by employees who may interact with Mizuho’s 

trading desks, sales and other related personnel when forming the views and contents contained within. 

Financial instruments may not be for sale to all categories of investors.  

There are risks associated with the financial instruments and transactions referred to in this document. Investors should not rely on any contents of this document in making any investment 

decisions and should consult their own financial, legal, accounting and tax advisors about the risks, the appropriate tools to analyse an investment and the suitability of an investment in 

their particular circumstances. Mizuho is not responsible for assessing the suitability of any investment. Investment decisions and the responsibility for any investments are the sole 

responsibility of the investor. Neither Mizuho nor of its directors, employees or agents accepts any liability whatsoever with respect to the use of this document or its contents. 

WARNING: THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY. YOU ARE ADVISED TO EXERCISE 

CAUTION IN RELATION TO SUCH CONTENTS. THIS DOCUMENT IS NOT INTENDED TO CONSTITUTE ANY INVESTMENT, LEGAL, FINANCIAL, BUSINESS,  

ACCOUNTING, TAXATION OR OTHER ADVICE. IF YOU ARE IN ANY DOUBT AS TO THE ACTION YOU SHOULD TAKE, YOU SHOULD SEEK PROFESSIONAL 

ADVICE FROM YOUR RELEVANT ADVISERS ABOUT YOUR PARTICULAR CIRCUMSTANCES. YOU ARE RESPONSIBLE FOR YOUR OWN INVESTMENT 

CHOICES.  

This document is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory, state, country or other 

jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons or entities into whose possession this document comes 

should inform themselves about and observe such restrictions. 

COUNTRY SPECIFIC DISTRIBUTION INFORMATION 

Australia: This document is intended only for persons who are sophisticated or professional investors for the purposes of section 708 of the Corporation Act 2001 (Cth) of Australia 

(“Corporations Act”), or “wholesale clients” for the purpose of section 761G of the Corporations Act. It is not intended for and should not be passed on, directly or indirectly, to other 

classes of persons/investors in Australia. In Australia, Mizuho Bank, Ltd. Sydney Branch (“MBSO”) is an authorised deposit-taking institution regulated by the Australian Prudential 

Regulation Authority in accordance with the Banking Act 1959 (Cth), and holds an Australian financial services licence number 231240 (AFSL).  Mizuho Securities Asia Limited (ABRN 

603425912) and Mizuho Securities (Singapore) Pte. Ltd. (ARBN 132105545) are registered foreign companies in Australia and are each exempt from the requirement to hold an AFSL 

under the ASIC Corporations (Repeal and Transitional) Instrument 2023/588. MHSA is licensed by the Hong Kong Securities and Futures Commission under Hong Kong laws and 

MHSS is licensed by the Monetary Authority of Singapore under Singapore laws, which laws differ from Australian laws respectively.  

Costa Rica: Nothing in this document constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual 

circumstances or otherwise constitutes a personal recommendation. This document is published solely for information purposes, it does not constitute an advertisement and is not to be 
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construed as a solicitation or an offer to buy or sell any securities or related financial instruments. In accordance with local laws, it does not constitute a public offering of securities under 

Regulations for Public Offering of Securities (National Counsel of Financial System Supervision, article 11 of Session Act 571-2006), and therefore cannot be understood and interpreted 

as an implicit or explicit offering that intends to place, issue, negotiate or trade securities transmitted by any means to the public or to certain groups. This document will not be disclosed 

to groups of more than 50 investors. 

Guatemala: This document does not constitute an offering under the rules of the Ley del Mercado de Valores y Mercancías (Stock Exchange Act, Decree 34-96 of the Congress of the 

Republic of Guatemala), and any of its amendments, including without limitation, Decree 49-2008 of the Congress of the Republic of Guatemala, and its applicable regulation 
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been prepared for “professional investors” as defined in the Hong Kong Securities and Futures Ordinance.  
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in an Investment Management and certain Financial Institutions subject to conditions and limitations in Article 17-3(i) of the Order for Enforcement of the Act. It is solely for the use of 

such investors and shall not be distributed, forwarded, passed on or disseminated to any other person. This document is solely for the purpose of supplying general information and shall 

not constitute any investment or financial advice in relation to any products or services. 
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for or purchase any securities mentioned therein. These materials also do not, whether directly or indirectly, refer to a prospectus in respect of securities of a corporation; in the case of a 
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wish to highlight that these do not constitute, whether directly or indirectly, any form of advice, recommendation, encouragement, promotion, analysis, report or inducement to take any 

action , i.e., to buy, sell, or hold any securities and/or derivatives, nor is it a form of inducement for the reader to take any position regarding a particular class, sector, or instrument in 

relation to the securities and/or derivatives so mentioned. 

New Zealand: This document is intended only for persons who are “wholesale investors” and “wholesale clients” under the Financial Markets Conduct Act 2013 (“FMCA”), as persons 

who are an “investment business”, meet relevant investment activity criteria, are “large” or are a “government agency”, in each case within the meaning of clauses 37 to 40 of Schedule 1 

of the FMCA. It is not intended for, and should not be reproduced or distributed in any form to any other person in New Zealand. This document is distributed in New Zealand by MHSA 
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