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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

Since the surprise loosening of China’s COVID 
containment policy on 11th November, the market and 
the public is trying to cope with rising uncertainty. 
Regardless of the virus’s damage of the infection to 
health, the surge of cases and the shift to the new 
paradigm is causing some chaos and has jolted both the 
equity and bond markets in the past fortnight. Yet 
honestly, the change is not quite a U-turn of existing 
policy, but rather consistent with the 9th edition of 
COVID control protocol released at the end of June, 
shortening the quarantine period from 14 days to 
effectively 7 days. Nevertheless, the future trajectory 
remains very unpredictable; we don’t know if it marks 
the critical turn or is merely an adjustment. Some re-
tightening of restrictions following a spike in cases has 
led to protests in several cities across China. We will 
follow developments closely.

Financial regulators have come to the rescue of 
the troubled housing sector, announcing measures to 
alleviate the liquidity stress on existing property 
developers. In the absence of broad-based demand 
side stimulus measures,  there is financial support to

complete current construction projects and 
marginally ease strict restrictions on banks lending to 
property developers. Following the announcement, 
six major state-owned banks have provided credit 
lines to several leading property developers in a 
coordinated way. We reiterate our view that the 
housing sector will flatten from 23Q1 onwards, and 
the drag on China’s economic growth will also wane.

Another notable change in China’s financial 
market is the amplifying short-term volatility, due to 
the structural change in the asset management 
industry. Additionally, there is also pass-through of 
volatility from international markets to China’s 
domestic market, especially when the US treasury 
yield moves massively. The main domestic driver of 
this increased volatility is the transformation of 
banks’ wealth management products, also known as 
WMPs, from a shadow banking channel to an asset 
management product. Previously, WMPs offered 
explicit or implicit defined returns, similar to 
deposits. Under the new regulation introduced in 
2018, WMPs must adopt ongoing valuations and 
publish NAVs in the same way as mutual funds by 
the end of 2021. The banks’ inexperience of 
managing redemptions and subscriptions is naturally 
leading to a more volatile market. It is very likely that 
the mini liquidity squeeze in March 2022, and the 
recent selloff, were both caused by unexpected large 
withdrawals from these products. The increased 
volatility is unlikely to last, as the market and 
investors are quickly getting used to the structural 
change.
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