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Exports faced pressure from a stronger 
CNY and the US-China trade tension, as 
well as weaker trade partner growth - 
especially in the Eurozone. Exports fell 
sharply in 18H2 (Figure 4), and net 
exports dragged growth throughout 
2018. With CNY exchange rates adjusted 
to a fairer level and US and China close 
to a trade deal, we assess exports not to 
be a significant drag going forward. Yet 
we don’t expect a positive surprise from 
exports either, as China’s global market 
share has reached a stable level and 
trade partner growth is trending 
downward.

Another notable development is the 
trade tension’s impact on confidence, 
which although difficult to measure does 
affect the outlook significantly; from 
policy makers to fixed asset investment 
decision makers. We believe worsening 
confidence was behind the China A share 

Inflation picks up, 
preventing expanding 
easing

Inflationary concerns have risen 
recently, and although in our view this is 
not sufficient to trigger a change of 
monetary stance yet, it does prevent 
PBoC from expanding easing. Core 
inflation is running at 1.8-1.9%, and is 
expected to remain more or less at 
current levels with a slowing growth 
momentum. The largest component, 
food, is at 4%, almost solely due to 
African Swine fever. The headline 
inflation series is seeing continuous 
pressure from the food component.
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Bond Market View

Following PBoC conveying its message of 
ceasing to expand easing, money 
market rates remained largely 
unchanged, with 10Y China 
Development Bond (CDB) yield rising 
20bps and 10Y China Government Bond 
(CGB) 25bps in a month. Yield curve is 
still steep, but we expect some 
flattening in the following weeks, with 
the short end rising in response to the 
new monetary stance and the long end 
falling due to continued slowing growth.

Based on our growth outlook and current 
market conditions, we assess that the 
current rate rise is close to an end, with 
further developments needed for rates 
to resume their downward trend. Credit 
spreads of higher rated corporates will 
remain contained, and those of lower 
rated issues are unlikely to improve 
significantly. LGFVs need to be looked at 
case by case, with some issues still 
offering attractive risk-return potential.

China Bulletin: 
Market View

The spread of the highly infectious omicron 
variant is hitting China’s economy on the largest scale 
since the initial outbreak in 2020, as Shanghai is locked 
down after reporting an unprecedented number of 
cases. Judging from the current available information, 
the impact may last into May, instead of being confined 
within 22Q1 per our previous forecast. This adds to the 
headwinds against China’s growth target for 2022 and 
underlines the necessity for fiscal policy to step up 
support for the economy. Such support was 
traditionally in the form of spending on infrastructure 
investment but is now diversified across several fields 
such as affordable housing construction, renewable 
energy capacity & grid investment, and building data 
centers in addition to infrastructure investment, 
making tracking the process more difficult than before. 
Therefore, it is prudent to monitor this on an ongoing 
basis and we will continue to provide updates. 

   The latest economic 
data offers little comfort despite January-February 
growth data beating market expectations.

The fact that, historically, manufacturing fixed asset 
investment in the first two months of a given year 
only makes up about 5% of that year’s total, weakens 
the recovery signal. Especially when the most recent 
service sector PMI registers the second lowest reading 
in decades. The housing market continues to slide 
amid a wave of policy loosening, though policy makers 
have still refrained from loosening their grip on core 
cities until now, and some measures deemed too 
aggressive have been revoked shortly after being 
announced. We reiterate our opinion that the heavy 
debt burden and sluggish income growth facing the 
household sector are the most worrisome problems, 
and the common prosperity policy may be the most 
suitable solution.
            Coming out of the liquidity crunch in mid-
March, equity market sentiment is still fragile, while 
bond markets are more positive. The equity market is 
still seeing elevated volatility in recent weeks, leading 
to the low volatility strategy’s considerable 
outperformance. Based on the still sluggish growth 
momentum and accommodative policy, we expect 
low volatility to outperform until end Q2, when 
growth momentum may pick up meaningfully. Bond 
markets, on the other hand, are less attractive since 
current levels have largely priced in the growth 
outlook and accommodative monetary expectations.
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