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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 rapid depreciation of CNY against USD and 
the sudden rise of volatility in overseas markets caught 
domestic Chinese investors off guard. Triggering 
reduced risk sentiment, and selloffs in both equity and 
bond markets. The depreciation expectation, measured 
by the price difference of gold spot traded in SHFE and 
COMEX, suggests the depreciation is mainly driven by 
external shock, instead of domestic outflows. Although 
the increasingly apparent divergence of monetary 
policy in China and the US implies a weaker CNY against 
USD, broad-based depreciation of CNY against a basket 
of currencies remains very unlikely. The turmoil in 
overseas markets may cause some outflows from 
China’s capital markets and short-lived selling pressure, 
however the ongoing recovery and expected 
accommodative monetary policy point to 
outperformance of China’s equity market versus global 
peers.

The latest housing market policy, granting 
home sellers income tax relief and allowing certain 
cities to lower interest rates, shows policy makers’ 
determination and support. 

Home sellers who buy another home within a year 
are eligible to be refunded their income tax on 
profits from the sale, which could be considerable 
given the tax is 20% price incremental, and housing 
prices have almost quintupled in the last 20 years. 
Cities seeing a year-on-year and quarter-on-quarter 
decline in housing prices in 22Q2 can adjust interest 
rates on a family’s first residential mortgage loan till 
the end of 2022. The conditions are quite strict and 
reaffirm that housing prices are the primary 
constraint on any potential easing of housing policy. 
Positive policy should accelerate the turning point of 
the housing sector, yet it is still very difficult to 
predict how long it will take to restore market 
confidence. Best case the housing market could get 
through the current crisis as early as 23Q1, boosting 
China’s growth outlook for next year. To reiterate, a 
non-bleeding housing market that doesn’t drag 
down economic growth is the best scenario we can 
expect.
 Latest PMI shows that the recovery and 
confidence remain fragile, especially among small 
manufacturers. Detailed analysis shows early signs of 
external demand weakening, as export orders 
retreat slightly from last month and exporter 
confidence has declined further. If the overseas 
turmoil continues, the drag from declining exports 
may start to bite as early as 22Q4. Domestic 
demand, especially fixed asset investment, may 
improve once the drag from the real estate sector 
wanes due to policy easing. The export downturn is 
only cyclical in our view, and structural drag forces 
may be about to reach their peak.
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