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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 latest data points to a resilient 
manufacturing sector and a weaker service sector, and 
we believe that this combination may persist in the 
near future. Export and manufacturing PMI both give 
solid reason to expect decent growth of the 
manufacturing sector. However, the still bleak outlook 
may weigh on fixed asset investment in the sector, 
unless external demand continues to be strong. The 
service sector may suffer longer than expected, given 
the recurrence of Omicron cases in Beijing and 
Shanghai, just days after the removal of containment 
policies. It is too early to estimate the impact on the 
economy, and the pressure will focus on employment, 
since the service sector employs about half of the total 
labor force.
 Credit data is showing early signs of recovery, 
strong in terms of aggregate financing, although still 
weak on the structural side. Growing long-term 
household loans offer some relief, after their 
unprecedented decline in 22Q1, although uncertainty 
remains while the housing market downturn continues. 

Additionally, non-financial corporates are taking more 
long-term loans and may eventually spend on fixed 
asset investment should external demand remain 
strong.
 The market has also reacted positively to the 
re-opening of China’s major cities and has ignored the 
latest scattered covid outbreak. Rates have moved 
higher, and the equity market has returned to its level 
in March, before the Shanghai lockdown. We 
recommend a more optimistic stance on China’s 
equity market currently, as experience suggests 
growth will be supportive in 2022. Sector wise, we 
prefer new energy names, including the photovoltaic 
sector and electric vehicle supply chain.
 Another notable point is the dialogue 
between the defense ministers of China and the US, 
the first such occurrence since the Biden 
administration assumed office. The meeting should 
establish red lines for competition between the two 
nations. China reiterates its foremost priority is its 
unity and sovereignty. We will continue to monitor 
diplomatic developments and their potential impact 
on the market.
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