
China Post Global   |  25th July 2023

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

Chinese economic recovery slowed significantly 
in 23Q2 as the drag from the housing sector continues 
to weigh on sentiment. Though personal consumption 
and exports are holding up well, the persistent 
downturn in the property market acts as a relentless 
headwind to growth. Along with the heavy household 
debt burden and sluggish business confidence. To 
navigate through the very necessary transition, policy 
initiatives aim to reduce household debt servicing costs 
by encouraging banks to lower interest rates on existing 
mortgages. It does cast a certain pressure on the banks’ 
net interest margin but is expected to slow mortgage 
prepayment, which registered its fastest pace in years 
due to the widening interest rate difference between 
existing and newly issued mortgages.

The sell-off of Chinese banks triggered by 
Goldman Sachs’ recent bearish report on the sector has 
been much more intensive in the offshore market than 
in the onshore market. In the fortnight following 
publication of the report, the CSI Banks Index dropped 
1.2% while the Hang Seng Mainland Banks Index fell 
10%. Similarly, the spreads of offshore-issued capital 
instruments generally widened while onshore issues 
saw tighter spreads. The slump is probably overdone  

since most banks are significantly undervalued even 
under the quite unrealistic assumptions in the report. 
From our perspective, the decline of interest rate 
margins may only be limited as deposit rates are 
guided down already and may well trend lower. The 
exposure to the housing sector is worth watching as it 
marks China’s shift away from the growth model of 
the last 15 years.

Despite its unexpectedly rapid pace, the 
contraction of the housing sector is very well 
anticipated. The aim is to trim its influence on 
economic growth and to reduce the overvaluation in 
the residential property market. As a very rough but 
useful measure, the ratio of real estate investment to 
GDP, in nominal terms and including land purchases 
up to building completion, reached its peak in 2014 
before a large-scale stimulus and consequently a 
housing market boom. The ratio then saw a mild 
decline, interrupted by accommodative policies during 
the pandemic. Into 2021, restrictive policies against 
the housing sector resumed and induced a severe 
downturn into the beginning of 2023, coinciding with 
the opening up of the economy post-pandemic. As of 
today, the economy’s reliance on housing has reduced 
greatly - as shown by the property investment to GDP 
ratio returning to its 2009 level. As government 
policies towards the property market return to 
neutral, and given a largely healthy household balance 
sheet, the drag on China’s economy from the housing 
sector is expected to wane.
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