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Summary 

 Solid macroeconomic data for 
first-quarter suggests policy 
measures are starting to bear 
fruit 

 Recent comments from Chinese 
officials struck a less dovish 
tone, kindling concerns about a 
shift towards a less 
accommodative policy stance 

 We expect counter-cyclical 
policy measures in the pipeline 
to still come through, though 
new stimulus may not be 
necessary at the moment 

 

China economy: Out of the woods? 
China’s economy is showing further signs of recovery, adding to optimism the world’s second-

largest economy may be starting to stabilise. First-quarter economic growth was backed by 

record new loans of RMB5.81 trillion and local government special bond issuance of RMB717.2 

billion, which surged nine-fold from a year earlier. The economy expanded 6.4% year-on-year 

in the first quarter, growing steadily from the previous quarter and above market expectations. 

A set of solid first-quarter figures from headline GDP to industrial profits suggest months of 

loosening and other policy measures are starting to bear fruit. Chinese authorities have sped up 

fiscal stimulus measures, unveiling tax and fees cuts amounting to RMB2 trillion to ease the 

burden on companies. Beijing also ramped up infrastructure investment, raising the special bond 

issuance quota for local governments to RMB2.15 trillion this year from RMB1.35 trillion last 

year. 

On the external front, progress is being made on US-China trade talks, with a trade deal 

expected to be reached in second quarter. Any removal in existing tariffs (even partially) would 

be positive. Meanwhile, paybacks from exports front-loading last year may be largely behind us 

now. Some stabilisation in global demand, particularly any recovery in capital expenditure and 

electronics demand, following a soft patch in first quarter could be supportive. 

Fig 1: Industrial production vs. Li Keqiang index vs. industrial profits 

 
Source: CEIC, HSBC Global Asset Management, end March 2019 

Note: The Li Keqiang Index measures 40% in outstanding bank loan growth rate, 40% in electricity 
production and 20% in railway freight volume in terms of yoy growth rate 
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Green shoots, but any recovery is likely to be modest 

In our view, the rebound witnessed in March is still nascent, and a meaningful turnaround in 

underlying demand conditions is required to sustain the recovery. Moreover, the anticipated 

cyclical recovery will likely be a modest one, against the backdrop of supply-side constraints in 

the economy and structural headwinds, as the global demand outlook remains a risk.  

Given resilience in the economy, strong credit growth, and concerns about asset price bubbles 

forming in the equity market and to some extent the property markets in larger cities, it is not 

surprising to see the government turning more cautious about rolling out further stimulus 

measures, and instead, turning its attention to structural issues weighing on the economy.  

Since the beginning of the year, China’s CSI300 Index of the country’s large-cap stocks has 

risen 30%. Margin trading debt has rapidly built up since February though the outstanding 

balance is still well below its 2015 peak. So far, the rally has been driven by valuation expansion 

rather than fundamentals as corporates continue to grapple with high funding costs and 

challenging operating conditions. We think Chinese authorities are keen to avoid a repetition of 

the 2015 equity market boom-and-bust scenario. 

Tightening fears may be overdone 

However, concerns about monetary and property policy tightening may be overdone. We believe 

the government will want confirmation of a sustained recovery and it has reiterated a proactive 

fiscal policy stance. We expect counter-cyclical measures in the pipeline to still come through, 

though new stimulus may not be necessary at the moment. This is consistent with policy signals 

sent from the latest politburo meeting. We are also likely to see some lagged pass-through 

effects from previous rounds of easing measures. 

The focus of the monetary policy has shifted from broad-based liquidity injections, to lower 

interbank rates and funding costs for financial institutions, towards targeted support to desired 

areas (e.g. private enterprises/small and medium-sized enterprises and consumption upgrade) 

via improving policy transmission. Policy stimulus focusing on the private sector coupled with 

structural reforms could generate larger, more broad-based and sustainable benefits. 

In our view, it’s too soon to rule out further policy easing in the months ahead. We still see 

downside risks to near-term activity and stimulus could quickly come back on the agenda in 

response to any renewed deterioration in economic activity, such as further uptick in inflation. 

From our portfolio perspective, we continue to like companies in the consumer sector given their 

higher earnings visibility and remain supportive of large property developers, which are better 

positioned to enjoy the benefits of the government’s easing measures.

Fig 2: Concerns over asset price bubbles have 
made the authorities more cautious on further 
stimulus 

 Fig 3: Newly increased TSF spiked in Q1, led by 
strong bank loan growth, bond issuance and 
normalisation of off-balance-sheet credits 

 

 

 
 

Note: ** off-balance-sheet credits include entrusted loans, trust loans and bankers’ acceptance bills; *** Others mainly asset-backed securities and loan  
write-off, etc.  

Source: The Government Work Report (2019), Bloomberg, CEIC, HSBC Global Asset Management, March 2019. 

2,000

2,500

3,000

3,500

4,000

4,500

5,000

5,500

(1.2)

(0.8)

(0.4)

0.0

0.4

0.8

1.2

1.6

2.0

% MoM

NBS 70-city avg home prices (primary)
NBS 70-city avg home prices (secondary)
CSI 300 (RHS)

(10)

0

10

20

30

CNY trn Total social financing (TSF) - newly 
increased

Others*** Equity financing
Corporate bond financing Off-balance-sheet credits**
Bank RMb loans TSF

Tightening fears may  
be overdone, but investors 
should be mindful of 
downside risks to  
near-term activity 



 

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any 
way. HSBC Global Asset Management accepts no liability for any failure to meet such forecasts, projections or targets. For 
illustrative purposes only. May 2019 | China Insights  3 

Equity market

 

 

 

 

 

 

 

 As of 25 April, MSCI China and the onshore benchmark CSI 300 Index advanced 20% 

and 31% year-to-date (in US dollar terms), compared with a 12% and 17% increase in 

MSCI EM and MSCI US indexes, respectively  

 In April, there was some discussion on whether the central bank should cut the reserve 

requirement ratio any further given the positive March economic data. In our view, the 

authorities will continue to support the real economy even though the policy tone has 

changed from outright easing to cautious lending, more recently 

 The subtle change in policy stance has impacted property stocks, which posted a 3% 

monthly decline, the most notable drop among the 11 sectors. On a brighter note, 

companies in the communications services sector delivered solid first-quarter earnings, 

driving their share prices higher 

 Fund flows into China A-shares through the stock connect channels reversed in April, 

with a small outflow during the month following a record quarterly inflow of $19 billion. 

Southbound investors were net buyers for the second consecutive month, with a net 

inflow of USD1 billion in April 

 In terms of valuations, forward price-to-earnings ratios for both MSCI China and MSCI 

China A share indexes are trading slightly above their 10-year averages at 11.8x and 

12.1x, respectively. When measured by the price-to-book ratio, the former is trading at its 

10-year average of 1.7x, while the latter is about 15% below its 10-year average of 2.2x 

 In our opinion, the recent rally in Chinese stock markets are primarily driven by the 
government’s supportive measures and a shift in risk appetite, rather than a recovery in 
earnings growth. Investors should be mindful of a potential market consolidation amidst 
rising inflation and a shift in the government’s policy stance after a hefty 30% jump this 
year 

 

Chinese equities rally on the back of easing measures 

1-year cumulative return Forward price to earnings ratio (x)  

  

Source: Bloomberg, HSBC Global Asset Management, as of 25 April 2019. Total return in local currency terms. Investment involves risks. Past performance is 

not indicative of future performance. 

Investment involves risks. Past performance is not indicative of future performance

(25%)

(20%)

(15%)

(10%)

(5%)

0%

5%

10%

15%

4/18 7/18 10/18 1/19 4/19

MSCI China CSI 300

6

8

10

12

14

16

18

20

4/14 4/15 4/16 4/17 4/18

MSCI China CSI 300

Onshore and offshore 
Chinese stocks took a 
breather in April after the 
market rally in the first 
quarter 



 

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any 
way. HSBC Global Asset Management accepts no liability for any failure to meet such forecasts, projections or targets. For 
illustrative purposes only. May 2019 | China Insights  4 

Sector Comment 

Financials 
 We are overweight Chinese banks as loan growth may pick up on the back of more relaxed monetary 

policies. We are overweight insurance as well, as a pickup in the equity market could drive insurers’ 
investment returns 

Consumer 
Staples 

 We are overweight the consumer staples sector as the trend of premiumisation, on the back of rising 
income, underpins higher pricing power and margin expansion capability of select strong brand names 

Consumer 
Discretionary 

 We are selective on the consumer discretionary sector. Policies such as tariff cuts and relaxation of foreign 
ownership controls dented the outlook for the auto sector. We are more positive on the home appliance 
industry on the back of favourable policies from the government 

Property  We like leading players who have higher exposure to top-tier cities and strong refinancing capabilities 

Healthcare 
 We are highly selective on healthcare names and only favour those with strong R&D capabilities in 

innovative drugs 

Industrials 
 We are selective in this sector and we like the capital good industry in particular as favourable government 

policies could prompt higher capex on industrial equipment 

Communication 
Services 

 We only like telecommunications companies that may benefit from 5G development. We are conscious that 
competition between major telecoms remains intensive 

Energy 
 We have a neutral view on energy as oil prices are expected to trade within a narrow range as global 

demand and supply stabilise 

Materials  We are neutral on this sector as demand-supply dynamics are healthy but there are no near-term catalysts 

Utilities  We are underweight utilities as we see few catalysts for this sector 

Information 
Technology 

 We are  underweight  the IT sector especially technology hardware due to weakness in smartphone sales 
and the fact that they could be impacted by US-China trade conflicts 

 

Source: Bloomberg, HSBC Global Asset Management, as of April 2019 

For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
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 Over the past month, the risk-on sentiment has scaled back, prompting some investors to 

take profits off the table. The onshore renminbi-denominated bonds dropped 1.4% (as of 

25th April), mainly due to re-pricing of growth and monetary easing expectations. Its 

offshore counterparts were more resilient in the same period, trading largely flat for the 

month 

 Stronger-than-expected March macro data such as headline GDP and the central bank’s 

reduced injections into financial institutions via the medium-term lending facility (MLF) 

underscores concerns over liquidity tightening over the short term. In mid-April, the 

People’s Bank of China conducted RMB200 billion 1-year MLF at an unchanged rate of 

3.3%, smaller than the RMB366.5 billion MLF that matured in April. In our view, the 

central bank remains committed to providing inexpensive lending to aid cash-strapped 

small private-sector companies, while the policy tone has subtly changed to re-focus on 

risk prevention rather than aggressive easing 

 A set of strong economic data and less-dovish comments from Chinese officials triggered 

the recent sell-off. But in our view, the real economy remains sluggish and the authorities 

will maintain an accommodative stance to buffer the slowdown 

 China rates have sold off sharply in April with the 10-year Chinese government bond 

yield up 28bp over the past month to finish at 3.85% on 25 April. Yield on the five-year 

note jumped even higher by 33bp to 3.75%, given the pick-up in equity and real estate 

prices 

 In the offshore dollar space, Chinese credit has advanced almost 2% so far this year as 

general market sentiment remains very positive, with Chinese high-yield property 

developers performing well. As a result, the blended spread of Chinese credit has come 

down from 350bp in early January to slightly below the 300bp mark currently, which is 

about 2bp below its five-year average of 302bp  

 Looking at the Chinese currency, the onshore renminbi has regained about 2% so far this 
year against the greenback, partly reversing the 6% decline seen last year. We think a 
better growth outlook and reduced monetary easing will support the value of the 
renminbi, offsetting the strength of the US dollar. The likely finalisation of the trade talks 
with potential to roll back tariffs on USD200 billion goods will be closely watched 

 

Retreat in onshore bonds amidst strong economic data 

1-year cumulative return %          bps 

  

Source: Bloomberg, Markit data as of 25 April 2019. Total return in local currency terms.  

For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
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Data watch 

Indicator 

Data 

as of Actual Consensus Prior Analysis 

Industrial 

production (IP) 

(yoy) 

Mar 8.5% 5.9% 5.3% 

(Jan-

Feb) 

Q1 GDP and March activity data provide further evidence that policy 

easing effects are kicking in and growth is bottoming out, helped also 

by a recovery in exports. Real GDP grew 6.4% yoy, the same pace as 

in Q4 2018. Relatively resilient consumption and a larger positive 

contribution from net exports offset a slowdown in investment. March 

activity indicators rebounded materially from the January-February 

levels, partly due to the Lunar New Year holiday timing and working-

day distortions. The rebound in IP growth also reflected a sequential 

improvement in growth beyond just base effects, likely as producers 

accelerated input inventory build-up ahead of April 1 VAT cut (some 

payback in April could be expected) and amid better external and 

domestic demand. We think the previous easing is still feeding through 

to support growth, particularly if this is coupled with structural reforms 

to facilitate policy transmission and level the playing field for private 

corporates. Given resilience of the economy, strong credit growth, and 

concerns about asset price bubble risks, the government is turning 

more cautious towards further stimulus and wants to tackle some 

structural issues confronting the economy. However, we do not expect 

any imminent policy tightening, given the nascent cyclical recovery and 

still uncertain global demand outlook.  

Fixed Asset 

Investment  

(FAI) (ytd, yoy) 

Mar 6.3% 6.3% 6.1% Infrastructure FAI growth was relatively stable; manufacturing FAI 

decelerated; further; while, surprisingly, real estate FAI showed 

continued strength, amid city-level policy fine-tuning, credit easing and 

improved market sentiment. The pickup in property sales, prices, new 

housing starts and funding for real estate FAI point to near-term 

resilience in property construction activity. However, weakness in land 

purchases since October 2018 could weigh, and risks remain for 

softening sales in lower-tier cities. Overall, the property market 

slowdown could be milder than earlier expected, and policies will likely 

remain “one city, one policy.”  

Retail Sales 

(yoy) 

Mar 8.7% 8.4% 8.2% 

(Jan-

Feb) 

Real sales growth was still tepid (at 6.7% yoy vs. 7.1% in January-

February) with auto remaining a drag. However, the YoY decline in 

auto sales narrowed as firms have lowered prices to boost sales. Fiscal 

stimulus, tax cuts raising disposable income, a resilient labour market 

are supportive, while better property activities may help consumer 

sentiment, though rising household debt is still a concern. 

Exports (USD) 

(yoy) 

Mar 14.2% 6.5% (20.8%) The rebound in export growth was partly due to the holiday timing 

distortions, but also suggested that the technical paybacks from 

previous exports front-loading in anticipation of higher tariffs may be 

largely behind us now. Weakness in imports could reflect high 

inventories as a result of restocking and weak demand in prior months 

and some distortion from VAT cuts (importer may be inclined to 

postpone custom clearing of imports to pay lower VAT on imported 

goods). Going forward, some near-term stabilisation in global growth, 

particularly any recovery in capex and tech/electronics demand, 

following a soft patch in Q1 could be supportive. Import growth should 

rebound given a modest recovery in domestic demand and China’s 

pledge to increase imports from the US. Progress is being made on 

US-China trade talks, with a two-way enforcement mechanism under 

discussion. A deal is expected in Q2 and any removal in existing tariffs 

would be positive.  

Imports (USD) 

(yoy) 

Mar (7.6%) 0.2% (5.2%) 

Trade Balance 

(USD) 

Mar 32.7bn 5.7bn 4.1bn 

CPI Inflation 

(yoy) 

Mar 2.3% 2.3% 1.5% The rise in headline CPI inflation reflected a lower base effect as well 

as higher food and fuel prices. Core CPI inflation was stable at 1.8% 

yoy, indicating tepid demand pull pressures. Higher oil prices and an 
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PPI Inflation 

(yoy) 

Mar 0.4% 0.4% 0.1% end to food price disinflation pose upside risks, with a pork price 

upcycle likely forming, amid supply shortage caused by the African 

Swine Fever and the falls in stocks of hogs and breeding sows. 

However, this is unlikely to trigger a broader and general rise in 

inflation. The VAT cuts could also partly feed through to lower retail 

prices going forward. Meanwhile, the rise of PPI inflation was driven by 

a jump in upstream mining and raw materials prices (especially 

petroleum) and last year’s low base. The modest rise in PPI inflation 

was positive for industrial profits, which rebounded in March following 

weakness in Q4 2018/early 2019. Overall, higher inflation mainly driven 

by food/pork or supply side push may have little policy implications for 

now. 

Total Social 

Financing 

(TSF)(RMB) 

Mar 2,860bn 1,850bn 703bn Newly increased TSF in Q1 jumped 40% yoy, led by continued robust 

bank loan growth, a pick up in both corporate and local government 

special bond issuance and bottoming out of off-balance sheet credits. 

M1 and M2 growth also climbed to 4.6% yoy and 8.6% in March, 

respectively, from 1.2% and 8.2% in January-February. Overall, the 

data show more evidence of policy stimulus effects coming through and 

reduce the urgency and chance of near-term further easing moves.  

New yuan loans 

(RMB) 

Feb 1,690bn 1,250bn 886bn 

 

 Indicates improved data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates worsened data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates no change in data on month-on-month/quarter-on-quarter/year-on-year basis 

Source: Bloomberg, HSBC Global Asset Management, as of March 2019 
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