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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

Pessimistic sentiment continues to loom over 
the onshore market, with challenges arising from a 
sluggish labour market, decelerating housing sector 
recovery, and slowing export growth. The shift from 
long-term to short-term concerns is adding to the 
overall pessimism. However, a closer examination 
reveals the potential of an expanding service sector to 
counterbalance the housing sector's drag and create 
employment opportunities for unemployed educated 
young workers, instilling a sense of optimism for 
businesses. While the path to recovery may be more 
protracted than initially anticipated, gradual progress 
remains the prevailing scenario.

Taking a deeper dive into the labor market, we 
confront a formidable structural issue in China. The 
Tertiary education enrollment rate, published by the 
Ministry of Education and the World Bank, points to a 
surge in college graduates seeking skills-based jobs (10 
million every year vs 5-6 million a decade ago). Coupled 
with modest economic growth (~5% vs 9% a decade 
ago), this poses a significant challenge to 
unemployment figures. However, the shrinking working-
age population is helping to mitigate the overall 

unemployment rate. Despite this, the restoration of 
business confidence post-pandemic has been gradual, 
further prolonging the recovery process. Nonetheless, 
with favorable policies and a revival in household 
consumption, the service sector is poised to expand, 
offering a potential solution to alleviate youth 
unemployment.
 Although there have been discussions about 
relaxing restrictions on the housing market, a 
significant shift in policy tone appears unlikely. 
Policymakers favour a measured approach to maintain 
the financial health of households, as reduced 
dependence on the housing sector may undermine 
the effectiveness of traditional stimulus measures. 
While we maintain our view that the housing market's 
downturn will peak around mid-2023, a substantial 
upturn is not yet within sight.
 Amidst heightening geopolitical tensions, the 
recent contraction in exports is primarily driven by 
cyclical factors rather than structural forces. China's 
competitive advantage, including factors such as low 
inflation, an ample supply of skilled labour, and a 
stable supply chain, positions its goods favorably in 
the global market. Targeted protectionism is more 
likely to reshape the global supply chain rather than 
significantly undermine China's competitiveness. 
Therefore, while geopolitical tensions may impact 
market sentiment in the short term, their long-term 
implications warrant less concern.
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