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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 unexpected default of an onshore 
property developer on its offshore debt coupled with 
the turmoil during the national day holiday, jolted the 
China offshore bond market. This came just after 
concerns about China’s real estate sector had 
marginally eased. The continuous tightening of housing 
policy starts to bite, especially those expanding too fast 
on too bold borrowing. Though it is still possible that 
policy makers will ease the grip on the housing market 
slightly to avoid the contagion and collapse of the 
entire sector. We will keep a close eye on any such 
movements.

 It seems the shortage of energy is becoming 
a global phenomenon and in China it appears as a tight 
balance of power. Since the large-scale update of the 
electrical grid and construction of power plants in the 
early 2000s, blackouts have been very scarce in recent 
decades, yet they are emerging again due to strong 
demand and sluggish supply. 

Traditionally southern China is equipped to produce 
hydropower however 2021 saw droughts in the region 
creating a shortage of supply. To make things worse, 
thermal power supply is hit by skyrocketing coal 
prices, stemming from the effective supply-side-
reform aiming to reduce the excess capacity in coal 
mining. The shortage in China and across the globe 
may make this winter terribly cold, but we will keep 
watching to see if it could lead to a period of 
persistent inflation.
 The equity market shows another picture, 
reversing the previous trend that energy names 
prevail. On the contrary, it is large caps and the 
healthcare sector that outperform the market, just 
like the old normal before the Chinese New Year. To 
us it means an overall bull market is not in sight and 
investors must seek structural opportunities. Before 
we can safely say the shortage is merely temporary, 
we suggest certain weight should be placed on energy 
names, both old and new. In addition, financials, 
dragged by the upheaval in the real estate sector, are 
below their fair value in our view, thus worth 
watching as well.
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