
 

  

CHART OF THE WEEK: EXPORTS TO CHINA  

A poor string of recent dataflow underscores the 

weakness in China’s domestic demand. But that 

doesn’t mean China’s imports engine has stalled. 

Although energy imports have contracted as domestic 

reserves are being run down this year, China’s overall 

imports were up 30% through July. Within Asia, many 

economies have seen their exports to China soar, 

none more spectacularly than South Korea. Even 

India, not at the core of the regional supply chain, has 

seen exports to China rebound. 

 

 
 

 

▪ China’s domestic demand is 

slowing, but strong exports and a 

thriving domestic tech cycle 

support a 2026 GDP growth 

forecast of 4.5%. 

▪ Domestic demand has weakened 

across retail, investment, credit, 

and property indicators. 

▪ Tech and new-economy firms are 

benefitting from strong bond and 

equity financing. 

▪ Core inflation below 1% limits 

concerns over deflation or price 

instability. 

▪ Exports and domestic tech cycle 

remain strong, offsetting weak 

domestic retail demand. 
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COMMENTARY: China’s economic bifurcation 

Taimur Baig

China’s domestic demand weakness has 

become more pronounced in recent months. 

From retail sales to fixed asset investment, 

credit demand to property prices, there has 

been a palpable deceleration this year.  

The domestic demand slowdown however 

does not compel us to revise down China’s 

2026 GDP growth forecast of 4.5%. With 5% 

growth in 1Q, the ongoing deceleration in 

domestic demand still leaves the economy 

with enough momentum to chalk up mid-4% 

annual real growth, in our view.  

 

There are aspects of bifurcation in the Chinese 

economy that contribute to our relatively 

constructive take. Bank lending growth may be 

weak, bond and equity financing, particularly 

among tech and new-economy firms, continue 

to flourish. Core inflation at just under 1% also 

limit fears of price instability or deflation.  

Trade continues to thrive. Although energy 

imports have contracted as domestic oil 

reserves are being run down this year, China’s 

overall imports were up 30% through July. A 

key reason for this is strong external demand 

and the domestic AI investment cycle, fuelling 

demand for regional tech inputs.  

On external demand, tariff volatility, trans-

shipment scrutiny, excess capacity concerns, 

and national security-related push-back have 

not managed to dent China’s export 

juggernaut. Total exports during Jan-July 

exceeded USD2.5trln (up 18.5%yoy), 

underscoring rapidly rising demand for made-

in-China products, increasingly at the higher 

end of the value-added spectrum.  Even the 

contentious area of trade with the US, exports 

exceeded USD40bn both the June and July, up 

20%+yoy. China’s thriving domestic tech cycle 

and strong external demand are critical offsets 

to its lacklustre domestic demand scenario.   
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FX: WHEN HIGHER US YIELDS STOPPED 

BEING GOOD FOR USD 

 

Philip Wee 

The Kansas City Fed’s Jackson Hole Economic 

Policy Symposium on August 27-29 is shaping 

up to be an important test for Fed Chairman 

Kevin Warsh, whose rejection of forward 

guidance has contributed to increased market 

volatility.  

At the July 29 FOMC meeting, Warsh appeared 

comfortable with allowing markets to tighten 

financial conditions by raising long bond yields. 

The 30Y US Treasury yield subsequently 

climbed from 5.10% to 5.34% on August 18, its 

highest since mid-2007. Other pressures 

included the Trump administration’s fiscal 

deficits and historically large corporate 

borrowing to finance AI infrastructure.  

US Treasury Secretary Scott Bessent’s 

surprise intervention on August 19 

complicated Warsh’s message. Bessent’s 

announcement to double the size of planned 

buybacks of long-term bonds to at least USD4 

billion per operation initially drove the 30Y 

yield lower, but the relief proved short-lived as 

yields subsequently rebounded.  

The contrasting approaches of Warsh and 

Bessent exposed an uncomfortable policy 

contradiction. The episode risks blurring the 

institutional boundary between monetary 

policy and debt management policy, especially 

if markets perceive the Treasury buybacks as 

quasi-monetary intervention to suppress long-

term yields, or, more importantly, as 

quantitative easing if the buybacks are not 

financed by Treasury issuance.  

Warsh’s silence over Bessent’s buybacks 

therefore matters. Without clarification, the 

market may question whether the Treasury is 

merely improving market liquidity or 

increasingly assuming responsibility for 

financial conditions traditionally associated 

with the Fed. The USD’s weakness and rallies 

in bitcoin and gold suggest that investors are 

increasingly sensitive to this institutional 

ambiguity.  

Jackson Hole, therefore, presents Warsh with 

a larger communication challenge. Warsh 

needs to explain how a Fed without forward 

guidance intends to anchor expectations, how 

much tightening the Fed is prepared to 

tolerate through long-term yields, and the 

policy boundary between the Fed and the 

Treasury. The market needs a coherent policy 

framework. Without one, reduced forward 

guidance risks becoming less a return to 

market price discovery and more a source of 

uncertainty. While Warsh and Bessent need to 

work together to stabilize financial markets, 

they must ensure that their efforts do not raise 

concerns about Fed independence by casting 

the Treasury as activist and dominant.  
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