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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 most influential event in China during the 
last fortnight was the routine yearly Central Economic 
Work Conference, where the top policy making body - The 
Central Committee of the ruling party, discusses and lays 
out economic policies for the upcoming year. The meeting 
acknowledged the downward pressure on the economy 
and vowed to step up support through multiple channels. 
It also reassured the market that policies such as common 
prosperity and carbon neutrality shall be implemented in 
a steady manner and in accordance with economic reality, 
avoiding any shocks to the economy as some policies did 
this year. 

The worrisome income inequality that the 
common prosperity policy aims to reverse, stems from the 
oversupply of labor relative to scarce capital stock in 
developing China. We believe policy makers are patient 
enough to fine tune the income distribution and avoid any 
dramatic shock to the current social structure. As for 
carbon neutrality, carbon emissions cannot be effectively 
reduced by only disrupting fossil-fuel production. 

And the policy goal can only be achieved by building a 
more reliable and cleaner power system, which is one of 
the focuses for policy makers. In a word, the policy 
environment will be friendlier next year.

For the equity market, new energy players will 
still be favored as the policy tailwind and the shift 
towards a cleaner power system continues. Investment 
banks, following a more imminent expectation of long-
awaited IPO reform, may rally upon improved earnings 
and rising valuations. Media names, including gaming 
companies, may have a break eventually as the policy 
headwind may be about to end, or at least pause. 
Cyclical names such as steel manufacturers and 
traditional energy producers, should be treated with 
more caution, with cyclical forces trending down. 
Furthermore, the Healthcare sector has been suffering 
from the threat of sanctions from the US and the 
domestic pricing reform to make healthcare more 
affordable. However, the concern is proving to be a false 
alarm and the sector is expected to continue to benefit 
from domestic substitution and China’s aging population.

Chinese monetary policy remains 
accommodative, though if the Fed speeds up tapering 
then other central banks may follow. This mismatch may 
persist and lead to certain depreciation pressure on CNY. 
Since June 2020 we’ve seen a rapid and substantial rally 
of CNY, not only against USD but also against a basket of 
currencies measured by the CFETS RMB Index. Despite 
PBoC’s recent move to hike the required reserve ratio 
for foreign currency deposits and a more hawkish Fed, 
CNY remains strong. Yet the strength may wane into 
2022, as the most notable driving forces over the last 18 
months, strong external demand and relatively tighter 
monetary conditions, may both abate.
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