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China Bulletin:
Market View

Short-end Credit Yield and Money Market Rate Splits
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Data and behavioral evidence point to a
progressing recovery, which may be weaker than
previous cycles and market expectation. The financial
system, recently challenged by the prolonged housing
market downturn, remains largely intact and is able to
initiate credit creation, shown by the latest financial
data. Corporate credit demand remains buoyant,
supported by the tailwinds of structural monetary policy
and industrial policy, despite slowing export growth. On
the contrary, households are more cautious and less
willing to borrow, largely because of the depressed
housing market. In recent months, however, the
housing market in tier 1 cities, including Beijing and
Shanghai, is seeing growing turnover and improving
sentiment. A more nationwide improvement, in our
view, would still have to wait until mid-2023; only then
will the drag from the housing sector reduce to flat.

The money market rate is moving to the policy
rate level, and liquidity conditions remain quite tight
since Chinese New Year. One explanation for the change
is that liquidity is being drained from the interbank bond
market by strong credit demand, stemming from
restoring business confidence. Though the PBoC
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maintains a relatively accommodative policy, higher
risk sentiment is sufficient to lift the risk free rate to a
higher level. The bond market, regardless of tighter
liquidity conditions, has been performing resiliently
since the massive sell-off at the end of 2022. Short-
end is particularly strong, ignoring traditional high
correlation with the money market rate, as the
market remains wary of stronger-than-expected
recovery. Our view on China’s bond market is adjusted
to neutral from being underweight, and the long end
appears more attractive on a risk-reward basis.

It is reasonable to expect additional measures
aimed at boosting domestic demand, but in a
different way to previously. While infrastructure
investment is relied on to cushion downturn pressure,
recent government policy comments signal raising
income of families with higher marginal consumption
propensity, namely lower income families, to
encourage household consumption. Policy makers
recognise the dilemma concerning the real estate
sector; on the one hand preventing its downturn from
bringing down the economy and financial system. But
on the other hand, also containing the potential
housing bubble, as the most significant risk, and
policymakers are trying to strike the right balance. Up
to now, policy is functioning as expected, and we will
continue to monitor the housing market.
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This document is issued by China Post Global (UK) Limited ("China Post Global") acting through its offices at 75 King William Street,
London EC4N 7BE and for the purposes of Directive 2014/65/EU has not been prepared in accordance with the legal and regulatory
requirements to promote the independence of research. This document has been prepared for information purposes only. It
shall not be construed as, and does not form part of an offer, nor invitation to offer, nor a solicitation or recommendation to enter
into any transaction or an offer to sell or a solicitation to buy any security or other financial instrument. No representation,
warranty or assurance of any kind, express or implied, is made as to the accuracy or completeness of the information contained
herein and China Post Global and each of its affiliates disclaim all liability for any use you or any other party may make of the
contents of this document. The contents of this document are subject to change without notice and China Post Global does not
accept any obligation to any recipient to update or correct any such information. China Post Global (UK) Limited is authorised and
regulated by the Financial Conduct Authority. This document is not for distribution in the U.S. or to U.S. persons. This document is
directed at Institutional Investors only. This communication is exclusively directed and available to Institutional Investors as
defined by the 2014/65/EU Directive on markets in financial instruments acting for their own account and categorised as eligible
counterparties or professional clients. This communication is not directed at retail clients. It should not be distributed to or be
relied on by retail clients in any circumstances. For the UK, institutional investors (“Institutional Investors”) are Professional
Clients as defined by the FCA. Calls may be recorded. This document is confidential and not to be communicated to any third
party or copied in whole or in part, without the prior written consent of China Post Global. This communication contains the
views, opinions and recommendations of China Post Global. This material is based on current public information that we consider
reliable, but we do not represent it as accurate or complete, and it should not be relied on as such. The information, opinions,
estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. There
can be no assurance that future results or events will be consistent with any opinions, forecasts or estimates contained in this
document. Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied is made regarding future performance.
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