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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.

2nd Floor  | 75 King William Street
London EC4N 7BE
+44 203 617 5260
marketaccess@chinapostglobal.co.uk
www.chinapostglobal.com

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

The 6th plenary session of the 19th Central 
Committee of the Chinese Communist Party has 
concluded with the issuance of its third resolution in 
history (1945 and 1981). The resolution is supposed to 
mark a whole new era, confirming the shift of policy 
focus from economic growth to a more balanced 
economic policy, including societal development, 
income equality and sustainable growth. One of the 
most distinct features of future policies is that leading 
players in each sector may be less favoured compared 
with previous years. Thus, implying an improved 
appetite for smaller cap stocks. The latest policy 
initiative includes the set-up of the Beijing Exchange, 
which is dedicated to solving the financing problems 
facing small and medium enterprises.

A further outcome is that the PBoC has 
created a new monetary policy tool: providing funding 
to banks who lend to those engaging in carbon 
emission reductions at a lower cost than current 
monetary policy tools.

The move will surely encourage the development of 
new energy utilization and simultaneously lower 
the funding cost of banks. As the risk stemming 
from the housing sector looks controllable, 
banks should see less downward pressure 
going forward, yet may still suffer from 
investors' poor appetite. Additionally, new energy 
names are expected to continue to outperform the 
market upon more policy tailwinds and strong growth 
of earnings.

Policy grip on the real estate sector has also 
eased marginally. However, policy makers are trying 
their utmost to avoid creating the impression of 
restarting easing. The policy move may not 
completely ease concerns on the real estate sector as 
household debt skyrockets, yet may offer a certain 
comfort to home buyers and construction companies. 
We remain very cautious on property developers as 
the easing may not be sufficient, and policy makers 
may not even intend to aid the sector. This also 
constitutes the most significant risk to fundamental 
growth in future quarters, which may only be partially 
offset by expected fiscal spending on infrastructure.
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