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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 Recovery: Resilience Amid Global Slowdown

As of April, various data counters suggest that the 
onshore market's understanding of China's recovery is 
in the process of decelerating. However, the latest 
surprisingly upbeat growth demonstrates the resilience 
of external demand for Chinese goods, even amid 
cyclically slowing global growth momentum. PMI 
readings point to a more optimistic service sector, and it 
is reasonable to expect this optimism to eventually 
translate into employment and household income since 
the majority of the labour force is employed by the 
service sector.

Major large banks are still pumping credit, mainly to 
manufacturing borrowers, in a bid to meet the 
increasingly important ESG requirements imposed by 
their shareholders. Since the open-up at the end of last 
year, all signs suggest that the recovery in China is going 
smoothly as expected.

China Equity Market: AI Theme & Recommendations

In recent weeks, China’s equity market has favoured 
the artificial intelligence theme over expensively 
priced new energy names. While new energy names 
will undoubtedly deliver remarkable growth of 
earnings and exceptional returns in the long term, 
they are facing growing competition both 
domestically and abroad, as well as huge amounts of 
capital expenditure. AI names, especially software 
companies, are riding the tailwind following the 
popularisation of ChatGPT. However, we would 
refrain from chasing the AI theme given the expensive 
valuation relative to the expected growth and 
recommend increasing allocation to sectors capable of 
delivering growth, such as healthcare.

Housing Sector Rebound: Optimistic View of China 
Recovery

High-frequency data shows that the rebound of house 
sales is still ongoing, paving the way for a flat housing 
sector as in our previous report. Though lower than 
pre-COVID levels, house sales in the largest thirty 
cities exceed sales from last year. The deep downturn 
of the housing sector was one of the main forces 
behind the unexpected slowdown last year, but the 
drag is expected to fade as early as 23Q2. We 
maintain our optimistic view of China's recovery 
based on the receding drag from the housing sector, 
resilient export growth, and accelerating household 
consumption upon the normalisation of economic 
activities.
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