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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.

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

recently, with the US 
dollar retreating, CNY 
depreciated against 
most currencies, 
gauged by the CFETS 
RMB Index.

Based on the 
balance of payments 
CNY may be more 
volatile in the short-
term, but its current 
level is about its 
medium-term 
equilibrium level, 
and risk to its 
outlook actually tilts to 
the upside.

Current account 
implies a stable CNY 
in the medium-term

Current 
account dynamics in 
recent years imply that 
CNY is around its 
medium to long-term 
equilibrium level. 
Despite trade 
tensions potentially 
motivating 
production to 
move elsewhere, China 
is very likely to 
remain one of the 
world’s largest 
exporters for the 
foreseeable future 
based on the 
comprehensive supply 
chain and its 
possession of the 
largest well-trained 
labour force. 
Additionally, with the

consistent with trends observed during the 
previous National Day holiday five months prior. 
The ongoing downturn in the housing market may 
well dampen business confidence and 
employment recovery. But resilient personal 
income and spending, along with robust 
manufacturing investment and fiscal expansion by 
the central government, are poised to mitigate the 
impact of declining housing investment.
 Social financing data surpasses 
expectations, indicating resilience in certain 
sectors. However, its significance is tempered by 
the evolving structural landscape. Household 
reluctance to borrow amidst a housing market 
downturn and heightened uncertainty during the 
structural transition has dampened borrowing 
activity. Similarly, non-financial corporate debt 
growth has decelerated due to reduced financing 
demand - due to local debt swaps and dwindling 
housing investment. Weaker financing demand 
and subdued risk sentiment are likely to maintain 
risk-free rates, term spreads, and credit spreads at 
relatively low levels. Nevertheless, caution is 
advised regarding China's interest rates and credit 
markets, as their valuations appear stretched 
compared to equity assets.

The People's Bank of China (PBoC) maintains its 
policy rate unchanged yet implements a notable 25 basis 
point reduction in the 5-year loan prime rate, the most 
significant adjustment since its inception. While some may 
argue that previous cuts in the required reserve ratio and 
deposit rates have incentivised banks to reduce loan rates, 
this combined move signals policymakers' recognition both 
of the need to lower borrowing costs to bolster growth and 
of the limitations of conventional monetary tools. This 
reduction appears geared towards reducing debt service 
ratios, stimulating household consumption, and 
encouraging investment in manufacturing fixed assets, 
rather than solely aiming to revive the struggling housing 
market. This interpretation is supported by only marginal 
relaxations in buying restrictions in core cities despite the 
evident challenges faced by property developers in meeting 
their financial obligations. The prevailing outlook for the 
housing sector suggests continued deterioration, albeit 
with a gradual reduction in its drag on overall growth.

 The Chinese New Year holiday witnessed 
unprecedented economic activity, with 632.7 billion yuan 
spent on 474 million domestic trips, marking an 8% and 
19% increase respectively compared to the same period in 
2019. This surge in spending reflects a sustainable recovery, 
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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 
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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.
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