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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 China A share market lagged Hong 
Kong and other Asian markets after the US 
presidential election delivered a preliminary result. 
Electric vehicle supply chain was boosted by both 
the 5-year plan of China and the policies of 
expected president-elect Biden, stretching the 
already expensive valuation to an even more 
overvalued level. Tech names suffered from the 
delayed listing of Ant Group and the newly 
proposed anti-monopoly regulatory guidance, with 
names in online shopping and mobile payments 
worst affected. It is clear that Chinese authorities 
are moving to protect data privacy and curb the 
financial risk introduced by innovations. It is still 
recommended to maintain a portfolio of low 
volatility, as policy makers look to curb risks after 
external uncertainty has been marginally 
mitigated.

Commercial banks were in a good mood until 
a credit event broke out which could potentially lead 
to a credit crunch. The credit event, which was the 
sudden default of a heavily indebted local SOE, 
caught the market unexpected and has caused 
concern that more such incidents may follow, 
worsening the sentiment of the credit market. The 
default risk in 2020 is less than the previous year, but 
it is more contagious in the credit market. Mutual 
funds are major players in China’s credit market, and 
they may be forced to sell if there is a surge in fund 
redemptions or haircuts on credit collateral are 
raised. These changes in the credit market are still in 
their early stages and so we cannot fully assess their 
development, but PBoC has injected liquidity into the 
market and we believe it will take further action if 
necessary.

The external economic environment to China 
is expected to be more supportive and so the equity 
market may see solid growth in the coming year. The 
tension and competition between China and the US 
will persist, but should be more predictable and 
within the existing international community practice, 
greatly reducing the risk of external uncertainty. 
Given the fact that a Covid-19 vaccine should be 
ready in the coming months, global and China growth 
momentum will be more supportive and favour the 
old economy. The most noticeable risk is the ongoing 
credit crunch in China so we will follow its 
development closely.
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