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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.

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.
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recently, with the US 
dollar retreating, CNY 
depreciated against 
most currencies, 
gauged by the CFETS 
RMB Index.

Based on the 
balance of payments 
CNY may be more 
volatile in the short-
term, but its current 
level is about its 
medium-term 
equilibrium level, 
and risk to its 
outlook actually tilts to 
the upside.

Current account 
implies a stable CNY 
in the medium-term

Current 
account dynamics in 
recent years imply that 
CNY is around its 
medium to long-term 
equilibrium level. 
Despite trade 
tensions potentially 
motivating 
production to 
move elsewhere, China 
is very likely to 
remain one of the 
world’s largest 
exporters for the 
foreseeable future 
based on the 
comprehensive supply 
chain and its 
possession of the 
largest well-trained 
labour force. 
Additionally, with the

dual-pillar regulatory framework resembling those of 
the UK and Australia. Under the new framework, the 
PBoC is responsible for implementing monetary policy 
and macro prudential regulation, the new National 
Financial Regulatory Administration will oversee 
financial institutions except investment banks, and the 
CSRC regulates investment banks, financial markets and 
the securities industry. The new reform aims to 
eliminate the disparity in regulation facing different 
types of institutions in practically the same business, 
though some questions, such as segmentation of the 
bond market, remain unanswered.
 An unexpected suspension of pricing data in 
China’s bond market is causing a temporary drop in 
market liquidity. The episode has shown the authorities’ 
increasing awareness of the importance of data, and its 
role as a factor in economic productivity. Due to a lack 
of active market makers, China’s bond market 
practitioners access quotes through financial data 
vendor platforms, which collect data from market 
brokers. This suspension stems from data feeds not 
being included in the scope of data vendors’ licences, 
and from the government’s recent move towards 
tighter regulatory oversight of data. Stricter rules on 
data security have created uncertainty over data 
supervision and who has the right to sell data.
 On the rate side, the PBoC has cut the required 
reserve ratio for banks by 0.25%, and the market 
expects the loan prime rate due next Monday to be 
lowered by 5 bps as a result. The cut to the required 
reserve ratio is increasingly deemed as a neutral 
measure. Its impact on the economy may be positive, 
although it is less meaningful in terms of market impact 
than a cut in policy rate. Combined with the unchanged 

The rebound of economic activity in China 
appears robust and sustainable, after exiting covid-zero 
policy and stepping up policy support to the housing 
sector. Business sentiment has improved quite swiftly, as 
shown by the upbeat PMI figures and seasonally strong 
employment numbers. Household consumption, on the 
other hand, still lags and is likely to track the recovering 
consumer confidence. As the most dominant swing factor 
of growth in 2023, the housing market is registering the 
most sales in the last several quarters. Thus, echoing the 
very satisfactory financial data. It seems for now that 
policy makers are managing to strike the sweet spot 
between returning the housing market to solid ground and 
containing the rise of housing prices. Should the trend 
persist, we could expect the drag on China’s economy from 
housing to fall to zero as early as 23Q3.

The latest parliamentary session, known 
as “Two Sessions”, has elected a new administration and 
approved impactful institutional reform. The plan for 2023 
set by the new cabinet projects 5% GDP growth and boosts 
fiscal support, which is perceived as pragmatic by the 
market. At the same time, the reform of China’s financial 
regulatory framework transforms the current regime into a 
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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.

policy rate a few days ago, the new administration is 
showing its stance of reasonable policy support.
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