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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 consumption and migration trend observed 
during the Chinese New Year has marginally relieved the 
concern about a possible initial shock of infections from 
the relaxation of Covid restrictions. The return to pre-
pandemic norms, mainly in regard to consumption and 
travel,  is still in its infancy, but the trend is quite clear. 
Meanwhile, it is noticeable that consumption spending 
is recovering slower than volume, which from our 
perspective shows the gap between the swiftly 
returning consumer confidence, and the still 
sluggish growth of household income. It may take 
months to see a meaningful pick-up in income of those 
most affected by Covid-zero policy, followed by a 
more concrete recovery. The number of patients in 
critical condition is trending lower based on various 
estimates, and the massive migration did not cause 
a problematic new variant to date. The impact on 
the economy of the second infection wave, if there 
is a discernible one, should be limited.

Stronger than expected Chinese PMI figures 
confirm upbeat confidence after the reopening, hinting 
at more domestic-driven growth, as export demand 
slows down amid tightening financial conditions 

overseas. Official indices, with a tendency to track 
large enterprises, are returning to expansive territory 
- although the more small-cap focused Caixin series is 
sluggish, reflecting the difference in pace of recovery 
across small and large enterprises. Service indices, 
both official and Caixin, point to a strong rebound of 
business confidence, and it is reasonable to expect a 
strong upturn of growth momentum in the coming 
months. We remain cautiously optimistic about the 
growth in 2023.

The housing market on the other hand is 
under ongoing stress, though tier-1 cities are seeing 
marginally higher demand. Financial conditions have 
turned substantially favourable in the last quarter, 
yet it may still take some time to pass through to 
home buyers as the downturn in the last two years 
has crushed their confidence. However, to reiterate 
our previous reports, a large-scale housing stimulus 
is very unlikely, and the best result we can expect is a 
normal housing market with positive growth. It might 
be achieved by 23Q2 in an optimistic scenario,  but 
could be as late as end of 2023. 

Some are worried about the risk associated 
with local governments’ heavy debt burden, which 
relies on revenue from land sales to repay. In our 
view, as long as credit creation remains normal and 
local SOEs are able to roll over maturing debt, 
together with the control measures already in place, 
the problem can be managed well without spilling 
over into other sectors.
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