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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

The July politburo meeting, held earlier than 
usual, indicates a potential end to the structural shift 
that has weighed significantly on China's growth over 
the past two years. For the first time since 2019, the 
meeting's readout omits the words "preventing 
speculation in the housing market". It focuses instead 
on addressing associated growth-related issues. These 
issues include the impact on local government revenue 
of the housing market downturn, and the high 
household debt servicing ratio. The proposed solutions 
involve reforming the fiscal system to tackle revenue 
shocks and lowering existing mortgage rates to alleviate 
household debt burdens. As China emerges from a 
severe contraction period, it is poised to experience less 
drag from the housing sector and a shift towards 
stronger reliance on personal consumption.

One of the most visible shocks lies in the slump 
of local government revenue from land sales, which is 
comparable in size to local governments' fiscal revenue 
in 2020. This revenue is closely linked to fixed asset 
investment in infrastructure and the operation of local 
government financing vehicles (LGFVs). While economic 
activity and fiscal revenue have rebounded in recent  

months, the downward trend in land revenue persists 
and may continue. Consequently, LGFVs in highly 
stressed cities face mounting pressure to roll over 
maturing debt, raising concerns about debt 
sustainability. However, China's state-led financial 
system enables the possibility of large-scale debt 
restructuring, alleviating the disruption to credit 
creation. Despite potential wider credit spreads on 
LGFV bonds and some pressure on earnings of banks 
in stressed areas, we remain optimistic about China's 
ability to manage the impact of a potential debt 
restructuring.
 The People's Bank of China (PBoC) has shifted 
its phrasing from "encourage" to "guide" as part of its 
bid to lower existing mortgage rates. Since mid-2022, 
the downturn in the housing market has intensified, 
leading to mortgage boycotts in response to 
construction halts. As a result, interest rates on newly 
issued mortgages have been adjusted downward by 
more than 130 basis points, currently standing around 
50 basis points lower than rates on existing 
mortgages. Looking back at 2009, a similar situation 
saw a narrowing gap between rates on newly issued 
and existing mortgages under the guidance of the 
central bank, resulting in a 50 basis point reduction in 
rates on existing mortgages.
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