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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 latest data confirms a bleak April while the 
situation appears to be starting to improve. The spread 
of the Omicron  has caused the lockdown of millions of 
people and the disruption of logistics in April, 
especially in Shanghai, China’s largest port and one of 
its largest export hubs. After several top-level policy 
meetings, Shanghai has moved to take more decisive 
measures to contain the outbreak and vows to achieve 
the containment by mid-May. Freight volume, a direct 
gauge of flow of goods, is recovering across the nation 
except Shanghai, from the trough in early April. The 
lackluster PMI and export growth figures add to the 
already subdued outlook and are thus spurring policy 
makers to further step up support for the economy. 
 We do see more easing of housing market 
restrictions, yet the effect on home sales is 
unsatisfactory. A change of rhetoric towards the 
housing market among top regulators is noticeable and 
we can expect more loosening of policies. Our concern 
about the housing market is not the sluggish market 
itself, but the growing risk of house prices rising while 
housing investment falls, further undermining the 
household balance sheet. 

The risk remains low at present, and we will continue 
to monitor developments closely.
 The very disappointing financial data mirrors 
the very weak and pessimistic household sector, even 
taking into consideration the shock from the 
lockdown. Household mortgages have shrunk for the 
second time, after the previous slide two months ago. 
The uncertainty during the pandemic and the 
effective control of the housing market in the last half 
decade appears to be altering people’s attitudes, 
probably marking a profound structural change. The 
surveyed unemployment rate, 5.8% in March, 
overshot the 5.5% policy target for 2022 before its 
seasonal peak in the summer and the wide-ranging 
lockdown in April.
 Yet we should not overestimate the 
downturn pressure. Manufacturing investment is 
growing resiliently, and external demand remains 
solid, laying ground for a quick recovery of exports 
once the lockdown is removed. Infrastructure 
investment is scheduled to be more supportive, and 
we can expect it to overshoot the policy target. 
Employment shall respond to the improvement of 
growth momentum and household consumption 
should not be worrisome. The housing sector, on the 
other hand, may remain sluggish and see its role in 
the economy weaken in the future.
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