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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 tight balance in the coal market remains. 
Although thermal power producers finally get a break, 
after their profits were initially squeezed by rising coal 
prices and frozen electricity rates. More flexibility has 
been introduced into the determination of electricity 
prices, and some administrative measures have been 
issued to state-owned coal producers aiming at curbing 
the continuous rise in price. Based on current status, it 
is very likely that this winter will be a very cold one and 
the demand for energy is expected to continue to 
grow. This may well translate into higher oil prices and 
thus prolonged elevated producer prices.

Financial regulators are responding to 
market concern that the normal financing demand of 
the real estate sector should be met, and the risks 
embedded in the housing market should be 
controllable. The move comes amid the mounting 
pressure on property developers. Given the already 
heavy household debt burden and high urbanization 
rate, house sales are unlikely to bounce back like 5 
years ago, and house prices have dropped for the first 
time since 2015 in the major cities across China. 

Yet considering the relatively high down-payment 
ratio in China and local governments' swift action to 
contain the contagion, the shock to the financial 
market and financial system should be limited. 
Investors ought to remain cautious about property 
developers, but need not to worry too much about 
systemic risk.

China’s equity market remains tepid and has 
seen a changing style in the last fortnight again. New 
energy names and semiconductor manufacturers are 
outperforming. Car makers are advancing aggressively 
upon quite impressive sales data and the expectation 
of continuously ongoing substitution of petrol vehicles 
for electric vehicles. Banks are delivering decent 
returns after regulators' assurances about the housing 
market. Cyclical names are generally retreating after 
the government stepped in to expand the production 
of coal and to lift electricity prices.

Rates are trading sideways while the credit 
market remains resilient, after the Ministry of Finance 
announced that the issuance of government bonds, 
including local government bonds, will meet the 
approved volume by the National People’s Congress 
at the beginning of the year. The message, combined 
with expected marginal easing of the housing market 
credit condition, is driving rates higher. The current 
level is relatively attractive although the adjustment 
may not be finished yet.
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