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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 significant loosening of the containment 
measures announced on Friday is the most substantial 
normalization effort since the Covid outbreak. A shorter 
quarantine period, and a narrower range of affected 
people, show the direction policy will move in. We will 
keep a close eye on policy development and its impact 
on the economy.
 The surprisingly weak October export growth is 
a sign of retreating overseas demand that may weigh 
on China’s growth momentum. This disappointing 
signal, coming earlier than the market expected, and 
coupled with the ongoing downturn in the housing 
market, may dampen or delay China’s recovery. The 
loosening of containment and policy support, especially 
from the fiscal side, is expected to offset the drag from 
reduced export demand. At least until the housing 
sector starts to recover, which may happen as early as 
23Q1 as mentioned in previous pieces. Policy makers’ 
tolerance for lower economic growth is considerably 
higher than before, given the lighter pressure from the 
labor market, the limited policy room left, and the 
ineffectiveness of traditional stimulus measures.

 Equity market sentiment recovered despite 
the weak economic data, showing resistance 
approaching historically low valuation levels. The 
falling inflation levels, especially the year-on-year 
decrease of China’s producer price index, is helping 
to keep accommodative policies. With the drag from 
the housing sector abating, China’s growth may gain 
momentum in the year ahead, even if the outlook for 
the global economy is gloomy. As a result, China may 
see a combination of tamed inflation, policy tailwind, 
improved growth momentum and attractive 
valuations - a very favorable environment for 
equities.
 Another noticeable change should be China’s 
marginally higher and steadily increasing money 
market rate. Since the end of August, the funding 
rate has traded gradually higher on a moving 
average basis, but is still below the policy rate. The 
funding rate is continuing to trade higher, and credit 
spreads are widening consequently, amid lackluster 
economic data. If the money market rate continues 
to increase, China’s bond market may not deliver as 
remarkable a return over the next year as it has in 
the last two years. We would stay cautious and 
recommend a shorter duration portfolio.
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