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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

During the week-long National Day holiday, 
which traditionally marks a peak travel season, various 
indicators are pointing toward a mild rebound in tourist 
traffic and spending, approaching pre-pandemic levels. 
The post-pandemic recovery, while gradual and delicate, 
exhibits a distinct feature: despite historically low 
interest in home purchases, consumer spending on 
travel and discretionary items continues to steadily rise. 
Despite enduring a housing investment decline 
exceeding 20% over ten quarters, equivalent to around 
2.5% of annual nominal GDP, there are encouraging 
signs for households. The household loan-to-deposit 
ratio has dropped below 60%, down from its peak of 
70% in 2021, and mortgage interest rates have been 
adjusted lower under central bank guidance. This 
suggests that the growth trajectory is likely to remain on 
its current path of consolidation.

Despite the lessening severity of the housing 
downturn and the healthy financial positions of 
households and corporations, consumer sentiment could 
improve further if stronger measures are introduced to 
facilitate the completion of unfinished housing units. The 
pre-sale of unfinished units to homebuyers, a source of 

funding for property developers, has left homebuyers 
vulnerable when developers encounter liquidity 
challenges – as seen in recent years. Even with policy 
initiatives that require local governments to help 
expedite delivery of completed housing units, the 
process remains sluggish and continues to weigh on 
sentiment. An IMF report indicates that the gross cost 
of completing all troubled pre-sold housing projects 
across China amounts to approximately 5% of GDP, 
potentially making it a more effective fiscal policy tool 
than traditional spending on infrastructure 
investments.
 Latest economic data show that China is still 
free of inflationary pressure, enabling the PBoC to 
implement further measures to bolster the ongoing 
economic recovery. While producer prices may 
remain subdued amid the housing contraction, there's 
a possibility they could edge above 0%. Consumer 
prices are expected to rise with increasing confidence 
but are likely to remain below the central bank's 3% 
target. Muted inflationary pressure enables monetary 
policy to prioritise growth targets. It's important to 
note that the transmission of accommodative 
monetary policy is increasingly occurring through the 
credit channel, including reductions in interest rates 
on existing loans. Without a housing boom, credit 
creation is expected to remain moderate even during 
a robust recovery, leading to reduced accuracy in 
using credit indicators to forecast economic growth.
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