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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

Data and behavioral evidence point to a 
progressing recovery, which may be weaker than 
previous cycles and market expectation. The financial 
system, recently challenged by the prolonged housing 
market downturn, remains largely intact and is able to 
initiate credit creation, shown by the latest financial 
data. Corporate credit demand remains buoyant, 
supported by the tailwinds of structural monetary policy 
and industrial policy, despite slowing export growth. On 
the contrary, households are more cautious and less 
willing to borrow, largely because of the depressed 
housing market. In recent months, however, the 
housing market in tier 1 cities, including Beijing and 
Shanghai, is seeing growing turnover and improving 
sentiment. A more nationwide improvement, in our 
view, would still have to wait until mid-2023; only then 
will the drag from the housing sector reduce to flat.

The money market rate is moving to the policy 
rate level, and liquidity conditions remain quite tight 
since Chinese New Year. One explanation for the change 
is that liquidity is being drained from the interbank bond 
market by strong credit demand, stemming from 
restoring business confidence. Though the PBoC 

maintains a relatively accommodative policy, higher 
risk sentiment is sufficient to lift the risk free rate to a 
higher level. The bond market, regardless of tighter 
liquidity conditions, has been performing resiliently 
since the massive sell-off at the end of 2022. Short-
end is particularly strong, ignoring traditional high 
correlation with the money market rate, as the 
market remains wary of stronger-than-expected 
recovery. Our view on China’s bond market is adjusted 
to neutral from being underweight, and the long end 
appears more attractive on a risk-reward basis. 
 It is reasonable to expect additional measures 
aimed at boosting domestic demand, but in a 
different way to previously. While infrastructure 
investment is relied on to cushion downturn pressure, 
recent government policy comments signal raising 
income of families with higher marginal consumption 
propensity, namely lower income families, to 
encourage household consumption. Policy makers 
recognise the dilemma concerning the real estate 
sector; on the one hand preventing its downturn from 
bringing down the economy and financial system. But 
on the other hand, also containing the potential 
housing bubble, as the most significant risk, and 
policymakers are trying to strike the right balance. Up 
to now, policy is functioning as expected, and we will 
continue to monitor the housing market.
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