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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 market remained optimistic about 
Chinese equities going into 2021, until recently 
when there has been a marginal weakening of 
sentiment. Large caps rallied quite strongly, 
bringing the Shanghai Shenzhen 300 Index, 
consisting of the largest 300 listed companies in 
the Chinese market, close to its all-time high, 
previously reached in 2007. Though suffering from 
distortion due to the Covid-19 pandemic, the 
valuation indicator, P/E TTM (Trailing Twelve 
Months), still seems a little expensive to us 
assuming a growth rate of 20% for 2021. In our 
view, growth, as well as earnings, will remain 
upbeat in the coming quarters, yet the monetary 
policy of the PBoC will not be as supportive as 
before, which could increase market volatility. The 
combination of buoyant growth expectations and 
gradually tightening monetary policy suggest a low 
volatility portfolio of China A shares for 21Q1.

Sector wise, the market still prefers 
internet,    healthcare,    solar    energy,    consumer  

staples, and commercial banks. The ambitious 
environmental policy targets across the globe are 
boosting sentiment towards solar energy, while the 
electronic vehicle supply chain performance has 
been less impressive recently. Commercial banks will 
actually benefit from a tighter monetary 
environment and are still undervalued even after 
taking into consideration the concerns over their 
asset quality. We believe that we will not see large 
scale SOE defaults and that the recent local SOE 
defaults are idiosyncratic rather than systematic 
risks. On the other hand, more write-offs of bad 
assets mean a better earnings outlook in the future.

In the Money Market we saw sudden 
tightening from mid-January, and the repo rate 
spiked to its highest level in the last 5 years. The 
move does not mark a change of monetary policy 
pace but rather is a reminder to the market that the 
expectation of monetary policy to remain 
accommodative is not what the PBoC wants to see. 
Rates traded higher accordingly, erasing the gain in 
recent weeks, and we remain neutral on the Chinese 
bond market in the short term before Chinese New 
Year and perhaps in 21Q1. 

The Central government has emphasized to 
local authorities the requirement to honour capital 
market rules, reducing the possibility of further 
willful default, which was the concern behind the 
bond market tumble towards the end of 2020. After 
three years of crackdowns on shadow banking, 
the debt problem is more controllable and less 
contagious than before. Though we may not see a 
quick solution to the problem, the likelihood of 
future credit squeezes has decreased since the 
recent bond market turmoil.
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