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Overview

• HSCEI has risen ~23% since its lows after Liberation Day, contributed by several factors, key being the

de-escalation of US-China trade tensions.

• Against a stabilising macro backdrop, the government has pushed forth anti-involution efforts aimed at

sectors facing overcapacity, potentially benefitting large-cap leaders. Direction of policy towards boosting

consumption is encouraging, but execution remains key.

• As global positioning in China remains light, upside potential remains if sentiment continues to improve.

• We continue to favour consumer and dividend yielding stocks, supported by structural consumption trends

and policy tailwinds. Investors can also consider AI-related names aligned with domestic tech leadership.

Background

HSCEI has risen ~23% since its lows after Liberation
Day, contributed by several factors, key being the de-
escalation of US-China trade tensions. Earlier in
March, we turned Overweight on Chinese equities
among Emerging Asia.
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Despite domestic pressures as well as the uncertainty
surrounding US tariffs, the Chinese economy has
outperformed expectations in 1H 2025, expanding by
5.3% and providing a solid foundation to meet the
official growth target of “around 5%” in 2025. This is
largely due to the frontloading of exports and related
industrial production activities. Several segments of
retail sales such as appliances have benefitted from
government subsidies and replacement programs,
contributing to the overall robust activities. With that
said, we believe that China will be able to achieve its
5% target, if it continues to implement its fiscal and
monetary support on a timely basis. We have raised
our 2025 China growth forecast to 4.9% (from 4.6%).

China: Back on the radar

Figure 1: Positive technicals

Source:  Bloomberg, UOB Private Bank.

Figure 2: Chinese economic sentiments

Source:  CEMAC, OECD, NBS, UOB Private Bank.

Stabilising growth outlook

Easing of US-China trade tensions 

Concerns over US-China trade tensions eased
meaningfully following the Geneva meeting in May. At
the time of writing, the deadline for reciprocal tariffs
between the US and China has been extended by 90
days beyond the original date of 12 August. Recent
developments— such as the reported resumption of
rare earth and AI chip trade, as well as the possibility
of an in-person meeting between Presidents Trump
and Xi — have presented further upside potential.
Furthermore, in light of recently finalised trade deals
with Japan and Europe with better-than-feared
outcomes, a potential positive US-China agreement
could catalyse the next rally in Chinese equities.
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Anti-involution (内卷政策) efforts

“Anti-involution” has emerged as a trending buzzword
of late, aimed at tackling overcapacity and intense
price wars. It promotes more rational market
dynamics and sector restructuring to stabilise prices
and enhance profitability. While this theme has been
unfolding for some time, evident by the downward
pressures observed in the producer price index (PPI)
and consumer price index (CPI), the policy framework
was highlighted on a high-profile level during the July
meeting of the Central Commission for Financial and
Economic Affairs (CCFEA), chaired by President Xi.
Overcapacity is especially acute in industries such as
solar energy, electric vehicles, steel, cement, and coal,
among others. This signals a strong policy
commitment, and efforts to address this issue are
likely to intensify in coming months. From a thematic
perspective, industry consolidation supports our
preference for established large-cap private
enterprise leaders, who are well-positioned to
capture incremental market share and enhance
profitability.
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While we acknowledge anti-involution efforts are a
key part of China’s supply-side reforms, addressing
the demand-side challenges is even more critical to
steer the economy out of deflation and revitalise
sustainable growth. Therefore, a more sustainable
path would involve a strategic pivot toward boosting
domestic consumption. While we do not expect a
bazooka stimulus, the recently concluded July
Politburo meeting conveyed a supportive stance
toward capital markets, aiming to restore investor
confidence and gradually stimulate domestic
consumption.

Additionally, new policy initiatives such as subsidies
for childcare and elderly care signal a longer-term
commitment to strengthening household spending
and boosting structural consumption. While the
recent policy direction appears to be moving in the
right direction, its effectiveness will ultimately depend
on execution — and the implementation of more
substantial stimulus measures remains to be seen.

China: Back on the radar

Figure 3: Positive Chinese credit impulse

Source:  Bloomberg, UOB Private Bank.

Figure 4: Private Enterprises should start o/p SOEs

Source:  Bloomberg, UOB Private Bank.

Light global positioning

Cracks have begun to appear in the US

exceptionalism narrative, particularly amid political

uncertainty. As global investors have been

significantly overweight in US assets, the gradual

erosion of US dollar dominance and prospects of

easing by the Federal Reserve has prompted many

investors to diversify into Rest of the World (RoW).

Coupled with the emergence of advanced Chinese

AI models like Deepseek, signs of easing domestic

regulatory pressures on the private sector, as well

as expectations of RMB appreciation against the

USD, China is back on foreign investors’ radar once

again. Funds allocation to China remains near cycle

lows, and there remains meaningful upside

potential if sentiment turns more positive.

Figure 5: Gap remains meaningful for US-China 
allocation for global mutual funds mandates

Source:  EPFR, Goldman Sachs Global Investment Research 
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What should you do?

Against a stabilising macro backdrop, we reiterate

our Overweight instance on Chinese equities, and

our preference for Chinese consumer and dividend

stocks, as well as AI-related names. We also expect

private enterprises to inflect against State owned

enterprises as market oriented reforms take root.

One of our high conviction themes surrounds China’s

Gen Z that is reshaping consumer culture with

distinct values and behaviours. Trends like China’s

blind box culture exemplify this transformation,

highlighting a preference for affordability, personal

satisfaction, and experiential consumption. This

evolution reflects both cultural and economic

adaptation, as Gen Z consumers redefine what it

means to engage with brands and products in

modern China. In this regard, we favour stocks that

are well-positioned to this theme to capitalise on

the evolving demands of this demographic.

Valuations remain attractive, with the HSCEI trading

at 10x forward earnings and 2025 EPS expected to

grow 8%, suggesting room for multiple expansion

compared to global peers.
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China: Back on the radar

Figure 7: HK/China Top stock picks

Source: Bloomberg, UOB Private Bank (as of 5 August 2025)

Figure 6: Positive earnings revisions

Source:  Factset, UOB Private Bank.
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Disclaimer

General
This document contains material based on publicly-available information. Although every reasonable care has been taken to

ensure the accuracy and objectivity of the information contained in this document, United Overseas Bank Limited (“UOB”) makes no

representation or warranty as to, neither has it independently verified, the accuracy or completeness of such information (including

any valuations mentioned). UOB neither represents nor warrants that this document is sufficient, complete or appropriate for any

particular purpose. Any opinions or predictions reflect the writer’s views as at the date of this document and may be subject to

change without notice.

The information contained in this document, including any data, projections and underlying assumptions, are based on

certain assumptions, management forecasts and analysis of known information and reflects prevailing conditions as of the

date of publication, all of which are subject to change at any time without notice. Past performance figures are not indicative

of future results.

Not an offer or solicitation to any particular person
This document should not be regarded as an offer or solicitation to any particular person to transact in any product mentioned.

Before deciding to invest in any product mentioned, please seek advice from your financial, legal, tax or other appropriate

advisers on the suitability of the product for you, taking into account your specific investment objectives, financial situation or

particular needs (to which this document has no regard). If you do not wish to seek such advice, please consider carefully whether

any product mentioned is suitable for you.

Risks
An investment in any product mentioned in this document may carry different risks of varying degrees, including credit, market,

liquidity, legal, cross-jurisdictional, foreign exchange and other risks (including the risks of electronic trading and trading in

leveraged products). Nothing in this publication constitutes personalised accounting, legal, regulatory, tax, financial or other

advice that regards the personal circumstances of a particular recipient. Please speak to your financial, legal or other appropriate

adviser to understand the risks involved and whether it is appropriate for you to assume such risks before investing in any product.

Any description of investment products is qualified in its entirety by the terms and conditions of the investment product and if

applicable, the prospectus or constituting document of the investment product.

Valuation
Product valuations in this document are only indicative and do not represent the terms on which new products may be entered

into, or existing products may be liquidated or unwound, which could be less favourable than the valuations indicated herein.

These valuations may vary significantly from those available from other sources as different parties may use different assumptions,

risks and methods.

No liability
To the fullest extent permitted under applicable laws and regulations, UOB and its affiliates shall not be liable for any loss or

damage howsoever arising as a result of any person acting or refraining from acting in reliance on any information, opinion,

prediction or valuation contained herein.

UOB and its affiliates involved in the issuance of this document may have an interest in the products mentioned in this document

including but not limited to, marketing, dealing, holding, acting as market-makers, performing financial or advisory services,

acting as a manager or co-manager of a public offering, of persons mentioned in this document. UOB and its affiliates may also

have alliances, contractual agreements, or broking, investment banking or any other relationships for the provision of financial

services, with any product provider mentioned in this document. UOB and its affiliates may have issued other reports, publications

or documents expressing views which are different from those stated in this document and all views expressed in all reports,

publications and documents are subject to change without notice.

Others
Unless you are notified otherwise by UOB, UOB deals as a principal in any transaction which UOB has been instructed to

effect, other than transactions relating to securities traded on an exchange, unit trusts and funds on your behalf where UOB acts

as your agent.

Singapore. This document and its contents are intended for Accredited Investors (as defined in Section 4A of the Singapore

Securities and Futures Act (Chapter 289)).

Hong Kong. This document and its contents are intended for “professional investors” (as defined in the Securities and Futures 

Ordinance (Chapter 571 of the Laws of Hong Kong) (the “SFO”) and its subsidiarity legislation) (“Professional Investors”). Shares 

or debentures in a company may not be offered or sold in Hong Kong, by means of any document, other than (i) to Professional 

Investors; or (ii) in other circumstances which do not result in the document being a “prospectus” within the meaning of the 

Companies (Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong)(the “CWUMPO”) or 

which do not constitute an offer to the public within the meaning of the CWUMPO. Unless permitted to do so under the laws of 

Hong Kong, no person may issue or have in his/her possession for the purpose of issue, or will issue, or have in his/her possession
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for the purposes of issue, any advertisement, invitation or document relating to the securities, structured products or interests

in collective investment schemes whether in Hong Kong or elsewhere, which is directed at, or the contents of which are likely

to be accessed or read by, the public of Hong Kong, other than with respect to the securities, structured products or interests

in collective investment schemes that are or are intended to be disposed of only to persons outside Hong Kong, or only to

Professional Investors.

WARNING: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised

to exercise caution in relation to this document. If you are in any doubt about any of the contents of this document, you should

obtain independent professional advice.

This document may only be distributed in countries where its distribution is legally permitted. This document is not directed to any

person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such publications are prohibited

This document may contain proprietary information of UOB (or its product providers) and may not be reproduced or disseminated

in whole or in part without UOB’s prior consent.

If there is any inconsistency, or any difference in meaning between the English version and any translation of this document, the

English version shall apply and prevail.

United Overseas Bank Limited. Co. Reg. No. 193500026Z
United Overseas Bank Limited is a licensed bank in Hong Kong and is a registered institution in respect of Types 1 (Dealing in

Securities) and 4 (Advising on Securities) regulated activities under the SFO.
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