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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

In the last fortnight we can see several 
Chinese cities loosening their grip on the housing 
market, especially on the demand side, but the bleak 
housing market may need more in order to recover. 
Measures announced so far, including lowering the 
payment ratio and mortgage spread over the 
benchmark rate, may not be enough to reverse the 
overly pessimistic outlook. The current loosening is 
taking place in some top tier cities as well as lower tier 
cities. The market is still expecting some top-down 
changes of policy tone as policy makers try to strike a 
delicate balance between suppressing the overpricing 
of houses and restoring confidence in the housing 
market. It is an incredibly difficult task, and the window 
to watch should lie between now and mid-2022. The 
housing market remains the Chinese economy’s most 
significant swing factor in 2022.

Though an official fiscal deficit is yet to be 
announced, various anecdotal evidence points to a less 
active fiscal policy, and it raises the risk of overreaction 
in later months. 

The perceived fiscal support is certainly weaker than 
the market expects, and probably weaker than the 
rhetoric of the Central Economic Work Conference as 
well. Policy differences between ministries are 
common, yet the divergence from the conference is 
unusual due to the fact that the conference is a higher 
policy coordinating body. One explanation that seems 
reasonable to us is that fiscal policy makers believe 
growth is running within their target band. The NPC 
session scheduled to commence on March 5th will be 
important. If growth continues to slide as the market 
is pricing, fiscal policy may have to steer to a more 
active stance to reverse the outlook. Again, H1 2022 is 
the key window, making March critically important in 
the sense of announcing a growth target and policy 
combination, as well as publishing economic data for 
the first two months of this year.

Due to the sudden rise of 
geopolitical tension, we foresee a jolt in the Chinese 
equity market that will send volatility higher. An 
additional driver of increased volatility is the split 
between the statement and the action of policy, as 
well as the necessity to restore confidence in the 
housing market on the one hand, and the policy target 
to suppress its price surge on the other hand. 
Reinforcing volatility further is the stretched valuation 
of sectors deemed promising by institutional 
investors, with increasingly converging preference. 
We would suggest a low volatility portfolio and prefer 
a value style over growth, represented by the 
Shanghai Shenzhen 300 Index and CSI 500 Index 
respectively.
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