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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

China’s A share market rebounded mildly 
after the shock of harsh regulation imposed upon 
China’s private tutoring sector. Hard technology 
companies with solid fundamentals and tailwinds are 
pursued, most notably new energy names, yet the 
semiconductor manufacturing supply chain generally 
retreated. Carbon neutrality policy may be the trigger, 
but after years of development, solar technology is 
now able to generate power at a similar cost to 
traditional fossil fuels. The healthcare sector remains 
sluggish, as the expansion of centralized procurement 
may erode the profit of pharmaceutical firms. The 
market has been pricing in a lower issuance of 
government bonds than the target set at the beginning 
of the year, and with it a lower expectation for 
infrastructure spending. However, following the 
politburo meeting at the end of July, policy makers 
indicated that the target should still be met by the 
beginning of next year. This positive policy gesture 
reignited expectations of increased spending on 
infrastructure construction and related names   

delivered a decent rally. Though it should be noted 
that this reaction is merely a reversal of overly 
pessimistic expectations for fiscal policy, rather than 
the rise in expectation of a more active fiscal 
expansion. 
 Another notable issue is the 
marginal loosening of policy towards property 
developers. In recent years, various policies have 
tried to suppress the rise of housing prices while 
leaving land prices unregulated, which is 
understandable given local government is the 
only seller in the land market. Frozen housing 
prices and unregulated land prices has driven 
overstretched developers into a very difficult 
position. This situation is among the main reasons for 
the under-performance of banks and property 
developers since 2020. Several nationwide developers 
defaulted in recent months and more are on the brink 
of bankruptcy. To avoid possible further risk, policies 
to contain land prices have been deployed recently, 
with the real estate and banking sectors as 
major beneficiaries.
 China rates are trading higher after the strong 
rally following the required reserve ratio cut, and 
market participants are watching heavily 
indebted property developers for any sign of 
contagion. It is probably the darkest time before the 
dawn, as the fall of several nationwide developers 
is forcing policy makers to reconsider their policy 
set, as mentioned above. We remain neutral to the 
China bond market as a result.
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