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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.
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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

and stable employment and income growth, the 
risk of large-scale mortgage delinquencies remains 
mitigated. Although developer failures may persist 
and entail further losses, the strain on the 
financial system is expected to remain 
manageable.
 In a surprising turn of events, China's 
long-end interest rates hit historic lows despite 
improving growth momentum and the 
introduction of the ultra-long bond program. 
Market participants, seeking yield in the wake of 
declining returns associated with the property 
market and local government financing vehicles 
(LGFVs), are the primary drivers of this shift, rather 
than cautious risk sentiment or a bleak growth 
outlook. However, as the central bank scales back 
liquidity support and focuses more on structural 
tools, the front-end of the yield curve is lagging 
behind the rally, leading to a significant flattening 
of the curve. While long-term rates may persist at 
historically low levels, the reduced drag from the 
housing sector, coupled with generous fiscal 
support and accelerating personal consumption 
spending, is poised to bolster market sentiment 
and buoy short-term rates, further compressing 
various spreads.

 China legislature’s annual general meeting, the 
National People’s Congress, last week set a growth target 
of around 5% and a fiscal balance to GDP ratio of 3%. 
Additionally, it green-lit an off-budget ultra-long-term 
special bond program, starting with a hefty 1 trillion CNY 
infusion in 2024. While this move could push the de facto 
budget deficit to 3.8% or higher, thanks to the unexpected 
bond issuance in late 2023, its impact should be tempered, 
as it primarily seeks to counteract the shrinking 
expenditure of local governments. With a neutral stance on 
monetary policy and an emphasis on enhancing policy 
efficiency and considering a GDP growth of around 4% in 
2023, the legislature’s economic aspirations appear rather 
optimistic, even with the easing drag from the real estate 
sector. 
 Despite the ongoing contraction in the housing 
market, China's financial system stands resilient. Lending to 
property developers, including non-traditional forms of 
financing, constitutes a relatively small portion of total non-
financial corporate debt, significantly reduced from its pre-
pandemic peak. The absolute amount stands at about 17.5 
trillion CNY, posing very limited risk to banks’ 300 trillion 
CNY balance sheet. However, with factors such as balanced 
housing supply and demand, a high down payment ratio, 
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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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