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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

Chinese export growth has once again 
surpassed market expectations, and the outlook for 
tourist traffic is positive. However, a slowdown in credit 
growth and weakening inflation readings are raising 
early recovery concerns. Following the substantial credit 
creation in the first quarter, the overall social financing - 
encompassing loan underwriting, bond issuance, and 
stock offerings - falls short of seasonal expectations. 
Additionally, household mortgage repayments are 
outpacing borrowing, echoing the decline in house sales 
experienced in April.

However, we maintain our view that the drag 
from the housing sector will gradually diminish, 
potentially reaching a plateau as early as midyear. This 
optimism is based on households' improved confidence, 
manageable debt burdens, a robust financial system, 
ongoing urbanisation trends, and the absence of 
nationwide overpriced assets. Nonetheless, the growth 
momentum may remain weak due to the lengthy 
process of shifting the economy away from its reliance 
on the housing sector.

Price gauges and the youth unemployment rate 

present a different scenario compared to developed 
countries, suggesting that inflationary pressure is not 
a major concern for monetary policy. The latest 
inflation report reveals core consumer series below 
1% and negative figures for producer series. 
Accompanied by a persistently high youth 
unemployment rate, indicating a negative output gap 
with significant spare capacity. Additionally, the 
cyclically lower commodity prices are helping to rein 
in inflation spikes, and the risk to the inflation target 
of 3% in recent years seems to be tilted more towards 
the downside. Consequently, we anticipate a gradual 
recovery that falls just below potential growth in the 
coming quarters, without apparent inflationary 
pressure. Monetary policy should maintain a patient 
approach and avoid drastic changes in course.

Export growth continues to outperform 
market expectations, although the probability of a 
strong rebound remains limited. This better-than-
expected export growth is primarily driven by 
stockpiled export orders and increased overseas 
demand for electric vehicles. China's competitive 
advantage and the favorable global policy 
environment have significantly bolstered the export of 
electric vehicles since 2021. However, we are hesitant 
to upgrade our expectations for export growth to a 
higher level, as global growth momentum is cyclically 
slowing, and trade relations are deteriorating. 
Therefore, we anticipate export growth to remain 
moderate in the face of these challenges.
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