
China Post Global   |  9th November 2021
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 imbalance in the coal market is alleviating 
partially, as the inventory level of thermal power plants 
returns to a normal level from an alarmingly low level a 
month ago. While temporarily loosening its grip on 
fossil fuel energy, China remains determined to 
develop its renewable energy utilization capability. This 
is shown by the consistently dominant share of 
renewable power generation in installed capacity. The 
major obstacle to renewable energy is no longer the 
cost (after the significant efficiency improvements in 
the last decade), but rather the stability and reliability, 
which lacks a solution yet. However, recent turmoil in 
energy markets shows fossil fuel energy still plays a 
vital role in today's power system.
 Headwinds facing China's property developers 
continue, though credit policy may ease marginally  to 
make it easier to purchase a house. As for the property 
sector, policy makers have made clear that the 
foremost priority is to protect home buyers, and 
secondly to ensure vendors, as well as banks, can meet 
their liabilities, to avoid any drastic blow to the

financial system. To complicate the issue 
further, property developers usually operate through 
project management companies in different cities to 
construct houses and receive sale proceeds. Local 
authorities have been granted the right to set up a 
custodian account in case troubled property 
developers fail to deliver houses to buyers and to 
meet the liability. We believe the crunch in the 
property market is still unfolding, and suggest 
avoiding exposure to the Chinese property sector for 
the time being.

In the past fortnight, China’s equity market 
has been trending towards growth stocks and away 
from value names. Semiconductor and new energy 
supply chain names remain the market favourites, for 
their promising growth outlook. We have also seen 
the media and software sectors outperforming the 
market as the policy crackdown appears to be coming 
to an end, or at least a pause, and their valuation has 
largely priced in the shock. From a long term 
viewpoint, we believe the sector is worth holding. In 
other sectors, banks and insurers continue to slide 
due to the concern about property developers. To us 
the valuation of banks is too pessimistic as the largest, 
most profitable, and most systematically important 
banks are trading at 50-60% of their book value. We 
therefore remain positive on banks and believe their 
exposure to the property sector is manageable, 
especially for the largest banks.
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