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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

Bond Market
The Onshore Bond market tumbled in 

anticipation of marginal tightening from PBoC. 
10Y CGB yields increased more than 10bps to 
3.11% and 5Y bonds saw a more drastic sell-off, 
with yields rising approx 30bps. The concern is 
rising due to PBoC's newly invented monetary 
policy tool to boost credit growth and its latest 
stance of reducing speculative activities that  
take advantage of historically low funding 
costs in money markets. CGB rates are close 
to their short-term equilibrium level and offer 
attractive risk-adjusted returns, yet a market 
consensus is still absent so rates may trade 
sideways in the coming weeks.

Equity Market
The Equity market is likely to deliver a 3% 

rally with mid-cap names outperforming large-
caps. Market sentiment was helped by decent 
PMI data and a less than expected escalation of 
US-China tensions. Sector wise, 
telecommunication and transportation are 
favored due to the expectation of higher 
infrastructure investment by the government, 
as well as the retail and financial sectors due 
to the policy of boosting consumption and 
credit growth. We prefer the financial 
sector, especially non-banking financial names, 
as their valuations are fair and they will 
benefit from ongoing capital market 

reforms, while banks may be suppressed by the 
concern of a lower net interest margin.

Economic Data 
Economic data is largely absent in the first 

week of each month, with only PMI delivering an 
optimistic signal. Caixin PMI, which is more small and 
medium enterprise oriented, outperformed 
official PMI. Both show that the economy is on 
course to recovery and that the most significant 
shortfall is the external demand, which we expect 
to continue to be a drag during the rest of 2020. 
Latest data also shows industrial production and 
fixed asset investment is back to normal levels 
at a fairly fast pace. Consumption improved 
at a slower pace, due to worsening employment 
and wage growth.

Economic Policy
Policy still remains accommodative, even 

after the recent adjustment from PBoC. A 
huge amount of government and policy bank bonds 
were sold to fund the expected spending on 
infrastructure investment, and fiscal spending will 
accelerate in 20H2 after the annual 
NPC session. Despite the recent shift of 
monetary policy towards credit growth, its 
stance still remains accommodative amid the 
current economic downturn and will avoid any 
effective hawkish signals before a solid recovery 
is confirmed.
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