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In this monthly, we update our views and forecasts on inflation. To a large extent, this 

can be viewed as a follow-up to our previous report on African Swine Fever (ASF; see 

China: Inflation concerns seem overdone; watch African swine fever risk, 16 September 

2018). While Beijing’s policymakers are trying to boost growth by ramping up monetary 

and fiscal stimulus, the last thing they want is a rapid rise in inflation. So far, so good, as 

CPI and PPI inflation dropped to 1.5% and 0.1% y-o-y, respectively, in February 2019 

from 2.1% and 3.5% in 2018. However, pork prices are destined to be in the spotlight in 

the year of the pig. In general, pork prices tend to drop in days following the Lunar New 

Year (LNY) holidays, but this year they surged by 8.4%, based on data collected from 22 

provinces by the China Animal Agriculture Association (CAAA). In fact, pork prices have 

already risen by 39.3% from the low in the week of 18 May 2018. 

Considering the spreading of ASF, a sharp fall in the number of breeding sows, and the 

limited space for ramping up pork imports, we expect pork prices to peak at around 

RMB33/kg in January 2020 in this new hog cycle. China’s monthly CPI inflation could 

rise towards 3.0% y-o-y at end-2019, and may reach approximately 3.3% y-o-y in 

January 2020, during which the LNY holidays will occur. That said, we believe the 

People’s Bank of China (PBoC) is unlikely to overreact to the surge in pork prices, as a 

more experienced PBoC recognises that a rise in CPI inflation driven by cyclical pork 

prices is not a monetary phenomenon and will naturally decline without monetary 

tightening; thus it should not be treated as a real inflation risk.  

March and Q1 forecasts 

We have revised down our Q1 real GDP growth forecast to 6.2% y-o-y from 6.3% given 

signs of growth losing steam, as implied by sluggish activity data in January-February 

(see China’s growth slowdown worsened in the first two months of the year, 14 March 

2019). For the month of March, we expect industrial production growth to rise to 5.6% 

y-o-y in March from 5.3% in January-February, mainly due to last year’s low base, which 

was partly due to the Lantern Festival occurring in March last year and partly due to the 

anti-pollution campaign ending in late March 2018. We believe it is likely that industrial 

production growth will moderate again in April and May. 

Fixed asset investment growth likely continued to rise in March, supported by the pickup 

in infrastructure investment. One thing we would like to note is that the recovery in 

infrastructure investment growth could be moderate given limited room for local 

government finance, weighed on by contracting land sales and ongoing tax cuts. 

We expect retail sales growth to remain unchanged at 8.2% y-o-y in March. The positive 

boost from higher CPI inflation and a booming stock market should have been offset by 

the high base last year (retail sales growth rose to 10.1% y-o-y in March 2018 from 9.7% 

in January-February, the highest print of the year) and lacklustre auto sales.  

We expect export growth to rebound to -1.0% y-o-y in March from -20.7% in February, as 

the extended LNY holidays weighed on March exports last year but may help exports this 

March. We expect import growth to have edged up to -3.0% y-o-y from -5.2% in February, 

mainly supported by less oil price deflation. As a result, the trade balance could have 

turned to a deficit of USD2.1bn in March from a surplus of USD4.1bn in February. 

 

Asia Insights  

ECONOMICS 

  

China monthly: Rising pork prices a new 
risk, but the PBoC is unlikely to overreact 

Global Markets Research 

 

28 March 2019 

See Appendix A-1 for analyst certification, important disclosures and the status of non-US analysts. 
 

Visit Themes and Trades website for 

strategic cross asset ideas. 

 

Production Complete: 2019-03-28 06:06 UTC

http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=934372&appname=Email&cid=VVJiK0hzZm9rMDA90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=958476&appname=Email&cid=QURhNFlJVGNpN0E90
https://www.nomuranow.com/portal/site/nnextranet/en/global-markets/research/


Nomura  |   Asia Insights  28 March 2019 

 

    
                                                         

2 

Rising pork prices a new risk, but the 
PBoC is unlikely to overreact 
While Beijing’s policymakers are trying to boost growth by ramping up monetary and 

fiscal stimulus, the last thing they want is a rapid rise in inflation. So far, so good, as CPI 

and PPI inflation dropped to 1.5% and 0.1% y-o-y, respectively, in February 2019 from 

2.1% and 3.5% in 2018. However, pork prices are destined to be in the spotlight in the 

year of the pig. In general, pork prices tend to drop in the days following the LNY 

holidays, but this year they surged by 8.4%,based on data collected from 22 provinces 

by CAAA. In fact, pork prices have already risen by 39.3% from the low in the week of 18 

May 2018. 

After considering the spreading of ASF, a sharp fall in the number of breeding sows, and 

the limited space for ramping up pork imports, we expect pork prices to peak at around 

RMB33/kg in January 2020 in this new hog cycle. China’s monthly CPI inflation could 

rise towards 3.0% y-o-y at end-2019, and may reach approximately 3.3% y-o-y in 

January 2020. That said, we believe the PBoC is unlikely to overreact to the surge in 

pork prices, as a more experienced PBoC recognises that a rise in CPI inflation driven by 

cyclical pork prices is not a monetary phenomenon and will naturally decline without 

monetary tightening, thus it should not be treated as a real inflation risk.  

The three hog cycles in the 2006-2018 period   

Hog cycles describe cyclical pork price movements. Pork prices rise when the demand 

exceeds the supply. In response to rising pork prices, pig farmers may raise more hogs, 

but too much new supply will, in turn, dampen pork prices. Hog cycles are especially 

evident in China where pig farming is dominated by numerous small farms that are not 

sophisticated enough to predict prices. Since it takes several months from increasing the 

number of breeding sows to adding the number of hogs, hog cycles in China usually last 

about four years. Based on the time from one trough of pork prices to the next, China 

experienced three hog cycles over the period from 2006 to 2018: cycle one in 2006-10, 

cycle two in 2010-14, and cycle three in 2014-18 (Figure 1).  

Understanding China’s hog cycles is important, as pork accounts for around 75% of total 

meat consumption and 12.5% of food consumption in China. Pork’s weighting in China’s 

CPI basket used to be higher at around 3.3% but, as a result of a shift in consumer 

preference towards a more diversified diet, it weighting has declined over time to the 

current level of 2.5%. Due partially to pork’s declining weighting in the CPI basket, the 

once-high correlation between changes in pork prices and CPI inflation has moderated to 

some extent in recent years (Figure 2). However, pork prices still play quite an important 

role in CPI inflation. Below, we briefly discuss the last three hog cycles.  

Cycle one in 2006-10 

The breakout of Blue Ear Disease and other diseases reduced pork supply and caused 

pork prices to surge in 2007, and the extremely cold weather in early 2008 dealt another 

blow to hog-raising businesses, as small pig farmers were not equipped to handle the 

abnormally cold winter. Pork prices jumped to a high of RMB22.6/kg in August 2007 and 

quickly retreated to RMB20.3/kg in October, but then rebounded to a new high of 

RMB25.9/kg in March 2008. After that, pork prices were largely on a downcycle, 

bottoming at RMB15.2/kg in June 2010.  

Cycle two in 2010-14 

The sharp fall in pork prices in 2008-09 significantly dampened the incentive to pig 

farmers and reduced hog stock. The breakout of diseases such as the swine foot-and-

mouth disease in 2010 exerted further downside pressure on hog supply. The falling 

supply of pork, plus an economic growth recovery driven by a colossal stimulus in 

response to the global financial crisis, started to drive up pork prices in the second half of 

2010. Pork prices rapidly rose to the peak of this cycle at RMB29.9/kg in September 

2011, followed by rising supply and falling prices. The cycle bottomed at RMB17.8/kg in 

April 2014.  

Cycle three in 2014-18 

One key driver of this cycle was the anti-pollution campaign, which set much stricter 

environmental requirements for pig farms. As a result, many small pig farms exited the 

pig farming business. For instance, there are areas defined as restricted for pig farming 

and farms located within those areas were forced to either closed or relocate. According 
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to data from CAAA, the number of small pig farms (with annual hog production below 

500 head) fell by 18% from 2013 to 2016 (2016 is the latest data point available). During 

this cycle, pork prices peaked at RMB29.9/kg in May 2016 and then bottomed at 

RMB16.7/kg in May 2018. 

 
 

Fig. 1: The hog cycles over 2006-2018 

 

Source: WIND and Nomura Global Economics.  
 

Fig. 2: CPI inflation: headline vs pork price 

 

Source: CEIC and Nomura Global Economics. 
 

 

A new hog cycle started in mid-2018 

We believe a new hog cycle has started after the average of 22-province pork prices 

bottomed in May 2018 at just over half of the cycle peak price of RMB29.9/kg in May 

2016. However, the ASF outbreak in China in mid-2018 distorted markets. In the 

beginning of the ASF outbreak, although some hogs were killed by ASF, pork supply 

actually increased, as concerns over the disease spreading pushed pig farmers to 

slaughter hogs early to avoid potential losses from the disease. Pork prices moderated to 

RMB18.5/kg during the LNY holidays in early February 2019, against a normal pattern of 

rising food prices during the LNY holidays, but then surged to RMB22.1/kg during the 

week of 22 March. We expect pork prices to rise further on the following factors.  

Falling hog stock and hog-to-corn price ratio 

Hog stock, which indicates the supply in the pipeline, fell to 428mn head in 2018, 

according to the data from the National Bureau of Statistics, its lowest since 2006 and 

marking a 10.9% contraction from the peak of 480mn head in 2012. Furthermore, the 

NBS data  show per capita pork consumption by Chinese households has remained 

relatively stable at around 20kg per year from 2013 to 2017. We expect the falling supply 

in the pipeline, combined with stable demand, to exert inflationary pressure on pork 

prices.  

The major driver of falling hog stock is the declining hog-to-corn price ratio
1
, which 

dipped below the breakeven level of 6x and averaged just 5.5x over the four months of 

March to June in 2018. When the ratio is below 6, it suggests the hog-raising business 

has become unprofitable and usually drives farmers to reduce breeding sows. At the 

start of previous two cycles (the 2010 and 2014 episodes; no data are available prior to 

September 2006), we noticed the occurrence of sub-6 ratios (averaged at 5.2x for six 

months, and at 5.4x for 17 months, respectively) during each episode.  

Falling stock of breeding sows 

The number of breeding sows dropped sharply from around 50.0mn in mid-2013 to just 

27.4mn in February 2019, according to the data from the Ministry of Agriculture and 

Rural Affairs (MARA). The stock of breeding sows used to be a very reliable leading 

indicator of pork prices with a 1% change in the stock of breeding sows leading to a 5% 

change in pork prices in the inverse direction (with a lead time of around 11 months; 

Figure 3). Thanks to the improved efficiency, this link has weakened slightly over the past 

                                                           
1 
The hog-to-corn price ratio is the ratio of hog prices to feeding costs, with the producers’ breakeven point at 6x. 

Here we use the hog-to-corn price ratio of 22 provinces.    
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decade, although the stock of breeding sows still serves as a good indicator. In February 

2019, the year-on-year change of stock of breeding sows worsened to -19.1% from -

8.3% in 2018. Assuming a lead time of 11 months, an elasticity of about four times and 

the year-on-year change of breeding sow stock now near the bottom implies the year-on-

year change in pork prices could surge to around 65% in January 2020 (or at around 

RMB33/kg), higher than the previous peak of RMB29.9/kg in May 2016.  

 
 

Fig. 3: Changes of breeding sows stock vs pork inflation 

 

Source: WIND and Nomura Global Economics. 
 

Fig. 4: The cumulative number of hog infected by ASF 

 

Note: The size of bubbles reflects the stock of pig farms and slaughterhouses 
reporting the disease breakout. Source: The website of the Ministry of Agriculture and 
Rural Affairs and Nomura Global Economics. 

 

 

Why could peak pork prices exceed previous hog cycles? The credit goes to ASF 

China reported its first ASF outbreak in Liaoning province in August 2018, which was 

also the first reported case in East Asia. As China accounts for around half of the world’s 

pork production, and as pork is the country’s principal source of dietary protein, the 

spread of ASF represents a major threat to China’s food security. ASF has two major 

impacts on the current hog cycle. First, it kills hogs and reduces pork supply. Second, 

despite the rise in pork prices, pig farmers may be reluctant to increase hog stock on 

concerns about ASF. In this regard, the upturn of the hog cycle could last longer and 

drive pork prices higher than in previous hog cycles.   

An update on ASF 

According to the MARA, so far 28 provinces have reported a breakout of ASF disease, 

with only three exceptions (Hainan, Xinjiang and Tibet) in the mainland. Based on data 

collected from MARA’s website, around 18k hogs have been infected (Figure 4), 12k 

hogs have died from the disease and, in total, 323k hogs have been affected by the ASF 

(including pig farms and slaughterhouses, which reported the disease breakout), which 

equates to ~0.08% of total hog stock. Although the portion looks tiny, the pervasive 

breakout across the country has alarmed pig farmers and led to a dramatic contraction of 

hog in stock in January (-12.6% y-o-y) and February (-16.6%) this year.  

The spread of the outbreak seems to have slowed somewhat into 2019. In March 2019 so 

far, only three outbreaks of ASF have been reported on the MARA website, with one being 

the transportation of infected swine in Sichuan Province and just two new outbreaks of the 

disease. There were seven new outbreaks reported in February 2019 and only five in 

January, down from 21 new outbreaks reported in December 2018. However, the damage 

seems to have increased this year, as some big corporate pig farms were hit. On 1 January 

2019, a corporate pig farm with 73,000 head in Heilongjiang province reported 4,686 

infected hogs, of which 3,766 died. On 12 January, two other pig farms owned by one 

company in Jiangsu province, with a total of 68,969 head reported that 2,452 hogs were 

infected and 1,369 had died. On 18 February, a pig farm in Guangxi, with 23,555 head 

reported that 1,629 hogs were infected and 924 had died. 
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The ambiguous role of large-scale corporate pig farming 

The efficiency of pig farming has greatly improved, with the rise of large corporate-owned 

pig farms over the past couple of years. Due to both the anti-pollution campaign and 

fierce competition, the pig farming industry has experienced a rapid transformation − 

from backyard pens to automated large-scale hog barns run by large corporations. We 

have observed a significant decline in the number of small pig farmers (with annual 

production of 49 or fewer head of hogs) to 40mn units (2016, the latest data point 

available) from 80mn units in 2007. Meanwhile, the number of large-scale pig farms (with 

annual production of more than 500 head) doubled  to 257k from 125k. The number of 

the largest farms (with annual production above 50,000 head) expanded more than 

fivefold to 311 from 50. We believe the rise of big corporate pig farming has improved 

efficiency significantly, as evidenced by the fact that, despite the straight decline in hog 

stock from its peak in 2012 (average annual stock at 474mn head in 2009-13 versus 

448mn in 2014-18), hog production actually increased over the same period (686mn in 

2009-13 versus 714mn in 2014-18; Figure 5). 

However, although large corporate farms are much better equipped to defend against 

ASF, the large number of hogs confined in a small area also poses a significant risk, as 

evidenced by a large corporate farm in China’s North-eastern Heilongjiang province in 

which 73,000 hogs were culled after 4686 were infected by ASF. Therefore, the threat of 

the ASF could result in a reluctance among large corporate pig farms to rapidly increase 

hog stocks, despite surging pork prices.  

 
 

Fig. 5: Production of hogs vs hog stock 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 6: Pork imports 

 

Source: WIND, CEIC and Nomura Global Economics. 
 

 

Pork imports are unlikely to fill the gap 

We see limited room for ramping up pork imports to compensate for the domestic supply 

shortage caused by ASF and the downturn of the hog cycle. Pork imports were only a 

tiny portion of China’s total pork consumption. According to China Customs, total imports 

of pork-related products (including pork and pig offal) were 2.2mn tons in 2018, or only 

4% of China’s domestic pork production of 54.0mn tons. Considering pork alone, the 

portion of imports to domestic output is even smaller, with the peak at 3.0% in 2016 

when China increased imports significantly, as it was faced with rising pork price inflation 

and falling hog stocks (Figure 6). 

According to the United States Department of Agriculture (USDA), total global pork 

exports would be around 8.7mn tons in 2019. China is already the largest importer of 

pork, comprising 22% of global imports in 2018, so we believe there is limited scope for 

China to greatly increase its imports in 2019. Even if China can double its imports to 

4.4mn tons in 2019 (which would equate to ~50% of global pork exports), the increased 

imports (8% of 2018 China’s domestic pork production) could still lag behind the decline 

in domestic hog production capacity (hog stock contracted by 12.6% y-o-y in January, 

and further by 16.6% y-o-y in February 2019). 
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Estimating the impact of the current hog cycle on CPI inflation 

The hog cycles, if measured by pork price inflation, have shown a pattern of flattening, 

with the gap between the peak and trough contracting further in each cycle. In the first 

cycle, the peak was 80.9% y-o-y and the trough was -32.0%; in the second cycle, the 

peak and trough were 57.1% y-o-y and -18.7%, respectively; and in the third cycle, they 

were 33.6% y-o-y and -16.7%. In the previous three hog cycles, the average pork price 

inflation in their upturns was 40% y-o-y in 2006-08 (lasting for 24 months), 23% in 2010-

12 (lasting for 23 months), and 15% in 2015-17 (lasting for 23 months), respectively. One 

reason behind the flattening of cycles could be the rise of big corporate farming, which is 

far more efficient and rational in terms of the planning of hog stock. Plus, owing to a 

declining weighting of pork in the CPI basket to 2.5% since 2015 from above 3% in 

previous years, the impact of hog cycles on CPI inflation has declined over the past 

decade.  

However, ASF could lengthen the upturn of the current hog cycle, and pork prices could 

rise to a higher level. Due to the uncertain nature of the ASF outbreak, it is much more 

challenging to predict the upturn of this hog cycle. By incorporating all available 

information, including changes in the number of breeding sows, and making what we 

view as some reasonable assumptions, we expect pork prices to peak at around 

RMB33/kg in January 2020, which would occur during China’s celebration of the LNY 

holidays. Based on these assumptions, we expect year-on-year CPI inflation to rise from 

1.8% in Q1 to 2.7% in Q2, 2.6% in Q3 and 2.8% in Q4, with the annual inflation rate at 

2.5% in 2019. Monthly CPI inflation could increase to near the government inflation 

target of 3.0% at end-2019 and likely peak somewhere near 3.3% y-o-y in January 2020. 

Based on these estimates, we raise our annual CPI inflation (average of year-on-year 

monthly CPI inflation) forecast for 2019 to 2.5% from 1.9% (compared with actual 

inflation of 2.1% in 2018). For 2020, we expect CPI inflation to moderate to 2.3% as pork 

prices enter a downcycle.  

Will the PBoC respond to the rise in CPI inflation? 

In the just-concluded National People’s Congress conference, the Chinese government 

once again set a CPI inflation cap at 3.0% (see China monthly: NPC preview, 3 March 

2019). We assign only a small likelihood to the PBoC reacting to the upcoming rise of 

CPI inflation by cutting back on its easing agenda.  

First, although we believe CPI inflation in certain months may be very close to 3.0% in 

2019, the likelihood of annual CPI inflation breaching above 3.0% is quite small for two 

reasons: (1) PPI inflation already declined to 0.1% y-o-y in January-February, and could 

decline into negative territory over the next couple months, along with the slowing 

economy and value-added tax (VAT) cuts. The low and falling PPI inflation could exert 

downward pressure on non-food CPI inflation; (2) the VAT cuts (3pp for manufactured 

goods and 1pp for some services) could also directly push down the prices of some 

consumer goods.  

Second, the PBoC has become increasingly experienced in dealing with hog cycles. A 

sharp rise in pork prices due to the upturn in the hog cycle and the ASF outbreak is unlikely 

to be sustainable, and should be differentiated from a rise in general price levels from an 

overheating economy. We expect China’s core inflation to remain below 2.0% in 2019.  

  

http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957230&appname=Email&cid=NTk4ZDJUc1I5Rm890
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Forecasts for March and Q1 data 
Official PMI: 49.4 (February: 49.2); Caixin PMI: 49.7 (February: 49.9); industrial 

production: 5.6% y-o-y (Jan-Feb: 5.3%); and real GDP growth: 6.2% y-o-y (Q4: 

6.4%) 

We expect the official PMI to tick up to 49.4 in March from 49.2 in February. The 

historical average for 2016-18 points to a seasonal pickup from February to March 

despite the mixed high-frequency data for the month. Growth of coal consumption by six 

major power plants and steel production improved, while the operating ratio of blast 

furnaces moderated further in March. We expect the Caixin PMI to drop modestly to 49.7 

in March from 49.9 in February, as small enterprises (the Caixin PMI includes more small 

enterprises in its sample) faced more challenges from financing to business. 

We expect industrial production (IP) growth to rise to 5.6% y-o-y in March from 5.3% in 

January-February, mainly due to a low base last year, as IP growth fell to 6.0% y-o-y in 

March from 7.2% in January-February in 2018. The low base last year was partly due to 

the Lantern Festival (元宵节) which extended into March last year but in February this 

year, and partly due to the anti-pollution campaign which ended in late March 2018. It’s 

likely, in our view, that IP growth will moderate again in April and May. For Q1, we expect 

real GDP growth to slow to 6.2% y-o-y from 6.4% in Q4, as the January-February activity 

data point towards worsening growth momentum.  

FAI: 6.5% y-o-y ytd (Jan-Feb: 6.1%)  

We expect fixed asset investment (FAI) growth to continue to rise in March, as supported 

by the pickup in infrastructure investment – its growth slowed significantly from 11.3% y-

o-y in Jan-Feb to 6.0% in March last year, while this year it will likely accelerate, in our 

view, given the intensive approval of infrastructure investment projects and faster 

issuance of local government special bonds in recent months. That said, the recovery in 

infrastructure investment growth could be moderate given limited room for local 

government finance, weighed on by contracting land sales and tax cuts.  

Property investment: 11.0% y-o-y ytd (Jan-Feb: 11.6%) 

Growth of property investment in January-February rebounded on strong construction-

related investment, the growth of that increased to 9.4% y-o-y in January-February from 

5.8% in December and 1.2% in Q4 2018. As developers may continue to accelerate 

building new homes sold through presales over the past couple of years to alleviate new 

home delivery pressure, we expect overall property investment growth to remain solid in 

March. Nevertheless, based on high-frequency data covering a sample of 100 cities, 

growth of land sales in value terms tumbled to -48.7% y-o-y in the first four weeks of 

March from -21.9% in January-February. As land purchases account for about one-third 

of overall property investment, we expect headline property investment growth to 

moderate to 11.0% y-o-y ytd in March from 11.6% in January-February. 

Retail sales: 8.2% y-o-y (Jan-Feb: 8.2%). 

Although higher CPI inflation and a booming stock market may provide some help, the 

Lantern Festival may cause some unfavorable base effects for March. Note the Lantern 

Festival was on 2 March last year, while it was on 19 February this year. Last March’s 

retail sales growth rose 10.1% y-o-y in March 2018 from 9.7% in January-February, also 

recording the highest print of the year. In addition, despite a smaller contraction in 

January-February (compared to December), auto sales resumed a large contraction in 

the first half of March compared to the same period last year, weighing on retail sales. 

We also note that at least six auto makers cut their retail prices in the last week, as a 

response to the VAT cut. 

Export growth: -1.0% y-o-y in March (February: -20.7%); import growth: -3.0% y-o-y 

(February: -5.2%); trade surplus: -USD2.1bn (February: USD4.1bn) 

According to an interview with the Commissioner-General of China Customs (see link to 

the news), China’s total trades (including exports and imports) rose by 24.7% y-o-y in the 

first nine days of this March. The y-o-y growth was even higher for exports, up to 39.9%. 

We believe the reported surge was largely driven by the calendar effects related to the 

LNY holidays (4-10 February this year; 15-21 February last year). Based on a press 

conference held by the State Council Information Centre on 14 March, in addition to the 

seven-day LNY, the calendar effects may also extend to 4-5 days prior to the LNY and 

15-20 days following the LNY. As such, we expect export growth to rebound to -1.0% y-

o-y in March from -20.7% in February.  

https://www.scmp.com/economy/china-economy/article/2189454/china-exports-rebound-strongly-early-march-after-februarys-20
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On imports, we expect the March y-o-y growth rate to remain weak at -3.0%, but higher 

than -5.2% in February, mainly supported by less oil price deflation. In particular, daily 

Brent oil price data suggest a continued recovery, with its y-o-y growth rate up to -0.4% 

in the first 21 days of March from -2.1% in February. China’s resumption of importing 

agriculture goods from the US may also provide some support to headline import growth. 

Based on our projections for exports and imports, we expect the trade balance to turn to 

a deficit of USD2.1bn in March from a surplus of USD4.1bn in February.   

PPI inflation: 0.4% y-o-y (February: 0.1%); CPI inflation: 2.2% y-o-y (February: 

1.5%).  

We expect PPI inflation to rebound in March, due to both sequential price rises as 

implied by high-frequency data and a low base last year (-0.2% m-o-m in March 2018). 

Moreover, global oil prices, which are closely correlated with PPI inflation, continued to 

rise, as suggested by Brent oil price inflation which has narrowed to -0.4% y-o-y in March 

from -2.1% in February. This also underpins the upward movement of PPI inflation in 

March.   

We expect CPI inflation to rise to 2.2% y-o-y in March from 1.5% in February, mainly 

driven by a low base for food price inflation last year (-4.2% m-o-m 2018 vs an average 

of -2.0% over 2013-17). For this March, food prices also fell sequentially, but as implied 

by the high-frequency data, the decline seemed to be more moderate, with the surges in 

pork price being one major driver.   

Aggregate financing: RMB1,800bn (February: RMB703bn); New RMB loans: 

RMB1,200bn (February: RMB886bn); M2 growth: 8.2% (February: 8.0%) 

The worse-than-expected February slump in new RMB loans and aggregate financing 

was mainly due to seasonal factors and the LNY distortions. We expect them to rebound 

in March, as the seasonality will reverse and LNY distortions will largely subside. The 

strength of new RMB loans may come from stronger mortgage loans (as signalled by 

some improvement in second-home sales in top-tier cities) and corporate loans (echoing 

Beijing’s call for more financial support for small- and medium-sized enterprises and 

private enterprises). Among major components of aggregate financing besides the likely 

rising new RMB loans, net issuance of local government special bonds and corporate 

bonds may increase from their February levels, as implied by high-frequency data; loan 

write-offs may jump seasonally (historically tending to surge at the end of quarters); while 

shadow banking financing is likely to remain sluggish, in our view, due to the ripple 

effects of previously overdone financing deleveraging. M2 growth may tick up, as we 

expect a higher level of new loans. 

 

Key events in coming months 

End-March:                        PBoC Monetary Policy Committee meeting for Q1 2019 

28-29 March:                     A US delegation led by Trade Representative Robert 

Lighthizer and Treasury Secretary Steven Mnuchin to visit Beijing for trade talks 

Starting from 3 April: A Chinese delegation led by Vice Premier Liu He to visit 

Washington for trade talks 

April:    2
nd

 Belt and Road Forum for International Cooperation 

Mid-May:                            The release of the PBoC Monetary Policy Report for Q1 2019 

End-June:                           PBoC Monetary Policy Committee meeting for Q2 2019 

Summer:   Beidaihe meeting 

Mid-August:                        The release of the PBoC Monetary Policy Report for Q2 2019 

End-September:                 PBoC Monetary Policy Committee meeting for Q3 2019 

5-10 November:               2
nd

 China International Import Expo 
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Fig. 7: Forecast for March and Q1 economic indicators  

  

Note: For the real GDP growth, the forecast is for Q1 2019 and the December value is for Q4 2018. For investment- and property-related indicators, we convert them into year-
on-year terms. Source: WIND, CEIC and Nomura Global Economics. 

 

 

  

Nomura Consensus 

Economic survey

Official mfg PMI Index 49.4 49.5 49.4 49.4 50.6 31 Mar

Caixin mfg PMI Index 49.7 50.0 49.1 49.7 50.7 1 Apr

Activity

Real GDP grow th % y-o-y 6.2 6.4 6.7 17 Apr

Industrial production (IP) % y-o-y 5.6 5.3 5.7 6.2 17 Apr

IP for exports % y-o-y 4.2 4.1 8.5 17 Apr

Fixed asset investment (FAI) ytd % y-o-y 6.5 6.1 5.9 5.9 17 Apr

FAI % y-o-y 6.9 6.1 5.9 5.9 17 Apr

Infrastructure investment % y-o-y 2.5 7.7 1.8 17 Apr

Retail sales % y-o-y 8.2 8.2 8.2 9.0 17 Apr

Crude steel (volume) % y-o-y 9.2 8.2 6.6 17 Apr

Steel product (volume) % y-o-y 10.7 9.1 8.5 17 Apr

Electricity (volume) % y-o-y 2.9 6.2 6.8 17 Apr

Non-ferrous metal (volume) % y-o-y 6.2 10.0 6.0 17 Apr

Cement (volume) % y-o-y 0.5 4.3 3.0 17 Apr

Industrial profit % y-o-y -14.0 -1.9 10.3 27 Apr

Inflation

CPI % y-o-y 2.2 1.6 1.9 2.1 11 Apr

Food price % y-o-y 1.3 2.5 1.8 11 Apr

Non-food price % y-o-y 1.7 1.7 2.2 11 Apr

PPI % y-o-y 0.4 0.1 0.9 3.5 11 Apr

Trade

Exports (USD) % y-o-y -1.0 -4.6 -4.4 9.9 12 Apr

Imports (USD) % y-o-y -3.0 -3.1 -7.6 15.8 12 Apr

Trade balance USD bn -2.1 43.7 57.1 351.8 12 Apr

Exports (CNY) % y-o-y 4.4 0.1 0.2 7.1 12 Apr

Imports (CNY) % y-o-y 2.5 1.5 -3.1 12.9 12 Apr

Trade balance CNY bn -14.2 308.7 395.0 2330.3 12 Apr

Money and credit

M2 % y-o-y 8.2 8.0 8.1 8.1 10-15 Apr

Aggregate f inancing RMB bn 1,800 5,338 1,590 19,258 10-15 Apr

New  RMB loan RMB bn 1,200 4,110 1,080 16,166 10-15 Apr

Corporate bond RMB bn 580 370 2480 10-15 Apr

Entrusted loan RMB bn -121 -224 -1610 10-15 Apr

Trust loan RMB bn 31 -51 -690 10-15 Apr

Fiscal position

Fiscal revenue % y-o-y 7.0 1.9 6.2 mid-Apr

Fiscal expenditure % y-o-y 14.6 22.7 8.7 mid-Apr

Property market

Property investment ytd % y-o-y 11.0 11.6 9.5 9.5 17 Apr

Property investment % y-o-y 10.4 11.6 8.2 9.5 17 Apr

Property sales (value) % y-o-y 2.8 12.3 12.2 17 Apr

Floor space sold % y-o-y -3.6 0.9 1.3 17 Apr

Floor space started % y-o-y 6.0 20.5 17.2 17 Apr

Funds for property investment % y-o-y -10.6 -4.1 6.4 17 Apr

Land sales (value) % y-o-y -13.1 6.7 18.0 17 Apr

Land space sold % y-o-y -34.1 13.9 14.2 17 Apr

Release dateIndicators Unit
March

Jan-Feb December 2018
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Review of the past month 
To eliminate the distortion created from the LNY holidays, which tend to fall on different 

dates each year, data from January-February were combined to gauge the momentum. 

We see China’s growth slowdown worsened heading into 2019: IP growth fell to 5.3% y-

o-y in January-February after a moderate rebound to 5.7% in December; FAI growth 

rose to 6.1% y-o-y from 5.9% in December 2018, but fell from around 7.3% y-o-y growth 

in Q4 2018; growth of new home sales in volume terms tumbled to -3.6% y-o-y from 

0.9%, despite a pickup in property investment; and retail sales growth remained sluggish 

at 8.2% y-o-y in January-February, while flat headline growth masked the divergences 

among product sales. On trade, export growth was unchanged from December 2018 at -

4.6% y-o-y in January-February, much weaker that its Q4 level of 3.9%, while import 

growth picked up a bit to -3.1% y-o-y from -7.6% in December 2018 (Q4 2018: 4.4%). 

We expect export growth to slow further in coming quarters, due to: 1) the ongoing 

payback effects from previous front-loading; 2) weakening global demand and deepening 

tech downcycle; and 3) recent RMB appreciation and uncertainty around China’s FX 

policies amid bumpy US-China trade negotiations.  

Headline CPI inflation moderated further to 1.5% y-o-y in February from 1.7% in January, 

partly owing to a high base last year, while PPI inflation was unchanged at 0.1% y-o-y 

from January. With January and February combined, aggregate financing and new RMB 

loans were RMB5,310bn and RMB4,116bn, respectively, this year, significantly above 

RMB4,269bn and RMB3,739bn over the same period of 2018, and growth of augmented 

aggregate financing (aggregate financing plus the net increase of government bonds) 

rose to 10.6% y-o-y in February from 10.2% by end-2018, pointing to an easing bias for 

monetary policy.  

Due to the anti-pollution campaign from November 2017 to March 2018, activity data in 

January-February this year may have been inflated by a low base. Note there was pent-

up demand in April and May 2018, so it is quite likely that activity data in y-o-y terms will 

be negatively affected in April and May due to the higher base last year. We expect 

Beijing to ramp up supportive policies in coming months and still believe deregulating the 

property markets in big cities is the key to unlocking a growth recovery. We expect the 

PBoC to deliver a 50bp reserve requirement ratio (RRR) cut as early as this April. 

However, China’s onshore stock markets are likely to be a determining factor in whether 

this prediction materialises, as an outright stock bubble could dissuade the PBoC from 

cutting.  

Forecast revisions:  

After the release of January-February data, we are making mark-to-market revisions to 

our forecasts (Figure 8). We have cut Q1 real GDP growth forecast to 6.2% y-o-y, with 

annual forecast unchanged at 6.0%. We have raised our CPI inflation forecasts for 2019 

and 2020 due to the breakout of ASF and the new hog cycle. We have also revised our 

forecasts for activity, trade and credit supply for 2019. 
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Fig. 8: Details of the forecast 

 

Notes: Numbers in bold are actual values; others forecast. Interest rate and currency forecasts are end of period; other measures are period average. The USD/CNY forecast is 
for the spot rate. All forecasts are modal forecasts (i.e., the single most likely outcome). Table reflects data available as of 28 March 2019. Source: CEIC and Nomura Global 
Economics. 

Recent articles on policy  

Date  Articles 

13-March-19 China: RRR cuts are coming, but the timing depends on stock markets 

11-March-19 China: PBoC held a press conference on FX, rates, credit and its policy stance 

7-March-19 China’s property sector: A frigid winter despite green shoots in Tier-1 cities 

5-March-19 China: Takeaways from the 2019 Government Work Report  

Recent articles on data releases  

Date  Articles 

27-March-19 China: Industrial profit contracts in January-February 

25-March-19 China: PBoC survey suggests stronger corporate loan demand in Q1 

19-March-19 China: The rebound of consumption tax revenue growth does not signal a recovery 

18-March-19 China: Fiscal revenue remained weak despite rise in some Jan-Feb fiscal data 

15-March-19 China: Property price inflation continues to ease in February 

14-March-19 China’s growth slowdown worsened in the first two months of the year 

10-March-19 China: New credit slumped in February mainly due to LNY distortions 

9-March-19 China: CPI lower and PPI unchanged in February 

8-March-19 China: Exports reverse to a contraction in February  

  

% y-o-y growth unless otherwise stated 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 2017 2018 2019 2020

Real GDP 6.8 6.7 6.5 6.4 6.2 5.7 6.0 6.2 6.8 6.6 6.0 6.0

Contributions to GDP (pp): 

      Final consumption 5.3 5.3 5.0 4.6 3.9 5.0 4.0 4.1

      Gross capital formation                2.1 2.1 2.1 1.3 2.3 2.1 2.1 2.0

      Net exports (goods & services) -0.6 -0.7 -0.6 0.5 0.6 -0.6 -0.1 -0.1

CPI 2.2 1.8 2.3 2.2 1.8 2.7 2.6 2.8 1.6 2.1 2.5 2.3

Core CPI 2.1 1.9 1.9 1.8 1.8 2.0 1.9 1.8 2.2 1.9 1.9 1.9

PPI 3.7 4.1 4.1 2.3 0.2 -0.2 -0.7 0.5 6.3 3.5 -0.1 0.0

Retail sales (nominal) 9.8 9.0 9.0 8.3 8.4 8.3 8.5 8.6 10.2 9.0 8.5 8.5

Fixed-asset investment (nominal, ytd) 7.5 6.0 5.4 5.9 6.5 7.3 7.9 7.9 7.2 5.9 7.9 7.9

Industrial production (real) 6.8 6.6 6.0 5.7 5.4 5.3 5.7 5.8 6.6 6.2 5.6 5.7

Exports (value) 13.7 11.5 11.7 4.0 -3.4 -4.0 0.0 5.0 7.9 9.9 -0.2 3.0

Imports (value) 19.4 20.6 20.4 4.4 -3.1 0.5 5.0 8.0 15.9 15.8 2.7 8.0

Trade surplus (USD bn) 45.0 90.6 84.1 132.0 41.8 62.8 55.4 122.5 419.6 351.1 282.5 181.3

Current account (% of GDP) -1.2 0.2 0.5 1.5 -0.5 -0.1 0.1 0.3 1.3 0.4 -0.1 -0.2

Fiscal balance (% of GDP) -3.7 -4.2 -4.0 -4.0

Outstanding RMB loans 12.8 12.7 13.2 13.5 13.5 13.4 13.2 13.5 12.7 13.5 13.5 13.0

Outstanding aggregate f inancing (AF) 11.9 11.1 10.6 9.8 10.2 10.0 10.2 10.4 13.4 9.8 10.4 10.2

Outstanding augmented AF 12.6 11.7 11.2 10.2 10.6 10.6 10.8 11.0 14.0 10.2 11.0 10.8

Money supply M2 8.2 8.0 8.3 8.1 8.2 8.0 8.0 8.0 8.1 8.1 8.0 8.0

1-yr benchmark lending rate (% pa) 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35

7-day PBoC's reverse repo rate (% pa) 2.55 2.55 2.55 2.55 2.55 2.55 2.55 2.55 2.50 2.55 2.55 2.55

Reserve requirement ratio (% pa) 17.0 16.0 15.5 14.5 13.5 13.0 12.5 12.0 17.0 14.5 12.0 10.0

Exchange rate (USD/CNY) 6.28 6.62 6.87 6.88 6.60 6.90 7.00 7.00 6.51 6.88 7.00 7.25

http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=958385&appname=Email&cid=eisvM2loR1VUR1E90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957990&appname=Email&cid=Uy93Qk9WQmxKT0E90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957696&appname=Email&cid=eGJtVmlQZjVLZWc90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957388&appname=Email&cid=NTk4ZDJUc1I5Rm890
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=959983&appname=Email&cid=czFqbDZxcVR0Mm890
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=959666&appname=Email&cid=czFqbDZxcVR0Mm890
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=959014&appname=Email&cid=dHJmT2tFYzZiWHc90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=958942&appname=Email&cid=bDVQblRiUVpheUU90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=958681&appname=Email&cid=YVVhS243NmJncHM90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=958476&appname=Email&cid=QURhNFlJVGNpN0E90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957936&appname=Email&cid=bDVQblRiUVpheUU90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957930&appname=Email&cid=bDVQblRiUVpheUU90
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=957818&appname=Email&cid=bDVQblRiUVpheUU90
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Chart pack 

The official and Caixin PMIs 

The official manufacturing PMI, which reflects sequential growth momentum, slowed to 

49.2 in February from 49.5 in January. The drop was mainly driven by the production and 

raw materials inventory sub-indices. The new orders sub-index rose to 50.6 in February 

from 49.6 January, but the new export orders sub-index fell to 45.2 from 46.9, suggesting 

new domestic orders rose at a faster pace. The Caixin manufacturing PMI rose to 49.9 in 

February from 48.3 in January, with the January-February print at 49.1.  

The official non-manufacturing PMI fell to 54.3 in February from 54.7 in January. By 

industry, the construction sub-index dropped to 59.2 from 60.9 in January, while the 

services sector sub-index eased slightly to 53.5 from 53.6.   
 

Fig. 9: The official manufacturing PMI and its components 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 10: The official manufacturing PMIs by enterprise size 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 11: The official non-mfg PMI and its components 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 12: The Caixin mfg and non-mfg PMI 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 13: High-frequency economic activity data 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 14: Industrial inventory 

 

Source: CEIC and Nomura Global Economics. 
 

 

48

50

52

54

56

58

Index
The official manufacturing PMI

Official Mfg PMI: Production

Official Mfg PMI: New orders

44

46

48

50

52

54

56

Index
Official Mfg PMI: Large enterprises

Official Mfg PMI:  Medium enterprises

Official Mfg PMI:  Small enterprises

50

53

56

59

62

65

Index The official non-manufacturing PMI

Official Non-Mfg PMI: Service

Official Non-Mfg PMI: Construction

44

46

48

50

52

54

56

Index The Caixin Mfg PMI

Mfg PMI: Production

The Caixin non-mfg PMI: Service

50

60

70

80

90

100

-30

-20

-10

0

10

20

30

40

Jan-12 Jan-14 Jan-16 Jan-18

Rate% y-o-y Coal consumption by six power plants

Crude steel production

Blast furnace operating rate, rhs

-5

0

5

10

15

20

Jan-12 Jan-14 Jan-16 Jan-18

% y-o-y Industrial inventory

Industrial inventory: finished goods



Nomura  |   Asia Insights  28 March 2019 

 

    
                                                         

13 

Industrial production 

IP growth declined to a weaker-than-expected 5.3% y-o-y from 5.7% in both December 

and Q4 (2018 full-year: 6.2%). In m-o-m terms, it slowed to 0.4% in January-February 

from 0.5% in December. By industry, output growth moderated to 0.3% y-o-y in January-

February from 3.6% in December for the mining sector, declined to 6.8% from 9.6% for 

the utilities sector and ticked up to 5.6% y-o-y from 5.5% for the manufacturing sector  

Production growth by product was mixed. Production growth of crude steel rose to 9.2% 

y-o-y in January-February from 8.2% in December, that for steel products rose to 10.7% 

from 9.1%, and that for power generation fell to 2.9% y-o-y from 6.2%. In terms of high-

tech products, the production growth of industrial robots and new energy cars both 

improved. Growth of delivered value for exports remained largely stable in January-

February compared to that in December, consistent with stable export growth during the 

period. 
 

Fig. 15: Industrial production growth: y-o-y vs m-o-m 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 16: Industrial production vs major activity growth 

 

Source: CEIC and Nomura Global Economics. 
  

Fig. 17: Production of major industrial products 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 18: Industrial production by sector 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 19: Industrial profit 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 20: Output growth of new economy components 

 

Source: CEIC and Nomura Global Economics. 
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Investment and the property sector 

Headline FAI growth rose to 6.1% y-o-y in January-February from 5.9% in December 

(2018: 5.9%). By sector, growth of infrastructure investment slowed to 2.5% y-o-y from 

7.7% in December (2018: 1.8%), while manufacturing sector investment eased to 5.9% 

from 9.5% (2018: 9.5%). Private investment growth fell to 7.5% y-o-y in January-

February from 8.7% in December (2018: 8.7%), while that by state-owned enterprises 

rose to 5.5% from -2.0% (2018: 1.9%). 

Despite a rebound in property investment growth to 11.6% y-o-y in January-February 

from 8.2% in December, most property indicators slowed in the first two months of 2019: 

new home sales resumed its contraction, growth of land sales (by volume) slumped, and 

growth of new home starts plunged. 

 

Fig. 21: FAI growth: y-o-y vs y-o-y ytd 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 22: FAI growth by sector 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 23: FAI growth: State-owned vs private investment 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 24: Property investment 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 25: Property sales and new starts versus land sales 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 26: Residential price inflation (by city tier) 

 

Source: WIND and Nomura Global Economics. 
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Inflation 

Headline CPI inflation moderated further to 1.5% y-o-y in February from 1.7% in January, 

continuously dragged by food price inflation. Food price inflation fell to 0.7% y-o-y in 

February from 1.9% in January, while non-food price inflation remained unchanged at 

1.7%. Excluding food and energy components, core CPI inflation eased to 1.8% y-o-y from 

1.9%. In month-on-month terms, CPI inflation rose further to 1.0% in February from 0.5% 

in January.  

PPI inflation remained subdued at 0.1% y-o-y in February, unchanged from January. In 

month-on-month terms, PPI inflation rose to -0.1% from -0.6%. PPI inflation in the mining 

and raw materials sectors rose in February, but in the processing sector, it stabilised. 

 
 

Fig. 27: CPI inflation 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 28: CPI inflation: food vs non-food prices 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 29: Pork price inflation and hog-corn price ratio 

 

Source: CEIC, WIND and Nomura Global Economics. Note: 6 is the breakeven 
threshold for hog raisers. 
 

Fig. 30: PPI inflation 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 31: PPI inflation by sector 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 32: PPI vs purchasing price index 

 

Source: CEIC and Nomura Global Economics. 
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Money and credit 

Aggregate financing fell dramatically to RMB703bn in February from its record high of 

RMB4,635bn in January, taking growth in outstanding aggregate financing down to 

10.1% y-o-y from 10.4% in January. The drop in aggregate financing was mainly driven 

by a decrease in the value of RMB loans, contracting undiscounted banker’s bills and 

falling corporate bond financing. If central and local government bond financing is 

included, growth of our measure of outstanding augmented aggregate financing declines 

to 10.6% y-o-y in February from 10.8% in January. New RMB loans fell to RMB886bn in 

February from RMB3,230bn in January, with growth in outstanding loans unchanged at 

13.4% y-o-y from January. New loans to the corporate sector plunged, while those to the 

household sector turned negative. M2 growth slowed to 8.0% y-o-y in February from 

8.4% in January while M1 growth rebounded.  
 

Fig. 33: M2 growth vs outstanding loan growth 

 

Source: WIND and Nomura Global Economics. 
 

Fig. 34: New RMB loans and aggregate financing 

 

Source: WIND and Nomura Global Economics. 
 

  

Fig. 35: The PBoC’s position for FX purchase and its total 
assets 

 

Source: WIND and Nomura Global Economics. 
 

Fig. 36: Formal banking, shadow banking and direct 
financing in aggregate financing 

 

Source: WIND and Nomura Global Economics. 
 

 

Fig. 37: The banking sector’s total assets 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 38: Growth of outstanding aggregate financing 

 

Note: Augmented aggregate financing refers to the sum of outstanding aggregate 
financing and government bond. Source: WIND and Nomura Global Economics. 
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Consumption 

Retail sales growth remained sluggish at 8.2% y-o-y in January-February, unchanged 

from December. In real terms, growth rose to 7.1% y-o-y from 6.6%. We remain cautious 

on the consumption outlook, given the ongoing growth slowdown and already-high 

household debt burden. 

By major product, the decline in auto sales decreased to 2.8% y-o-y in January-February 

from 8.5% in December; sales growth of oil and oil products moderated to 2.5% y-o-y in 

January-February from 5.8% in December (2018: 13.3%), despite a recent rise in oil 

prices; while sales growth of property-related products slowed broadly, mainly dragged 

by furniture and home-use electronics sales. 

   
 

Fig. 39: Nominal and real retail sales growth 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 40: Consumer confidence index 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 41: Sales growth of auto and property-related goods 

 

Note: Property-related sales include sales of furniture, construction & decoration 
materials, and household electric & video appliance. Source: CEIC and Nomura 
Global Economics. 
 

Fig. 42: Online sales growth 

 

Source: CEIC and Nomura Global Economics. 
 

 

Fig. 43: Service consumption growth 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 44: Sales growth by different stores 

 

Source: CEIC and Nomura Global Economics. 
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Fiscal revenue, expenditure and balance 

China’s fiscal revenue growth rose to 7.0% y-o-y in January-February from 1.9% in 

December. By components, non-tax revenue growth fell dramatically to 10.8% y-o-y from 

43.0%, while that of tax revenue improved to 6.6% y-o-y from -10.7%. The sharp rise 

was mainly driven by bigger-than-usual deferred tax payments from Q4 2018 to Q1 

2019. Fiscal expenditure growth slowed to 14.6% y-o-y in January-February from 22.7% 

in December, but the 14.6% growth was still quite elevated, suggesting the government 

has been implementing its proactive fiscal policies.   

Revenue from government-managed funds fell 2.3% y-o-y in January-February from 

9.1% y-o-y growth in December, depressed by falling revenue growth from land sales, 

which tumbled to -5.3% y-o-y from 10.0%. The issuance of central government bonds 

(CGBs) slowed in January and February, while LGB issuance surged from RMB64bn in 

December to RMB418bn in January, and remained elevated at RMB364bn in February.  
 

Fig. 45: Fiscal revenue and expenditure 

 

Source: WIND and Nomura Global Economics.  
 

Fig. 46: Breakdown of tax revenue by category 

 

Source: WIND and Nomura Global Economics. 
 

 
 

Fig. 47: Revenue from govt-managed funds and land sales 

 

Source: WIND and Nomura Global Economics. 
 

Fig. 48: Issuance, repayment and net financing via CGB 

 

Source: WIND and Nomura Global Economics. 
 

 
 

Fig. 49: Issuance, repayment and net financing via LGB 

 

Note: LGB refers to local government bond. Source: WIND and Nomura Global 
Economics. 
 

Fig. 50: Fiscal deficit ratio: govt target vs actual 

 

Note: The actual ratio is estimated using the levels of fiscal deficit and nominal GDP, 
both on a 4Q rolling sum basis. Source: WIND and Nomura Global Economics. 
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International trade 

Export growth in USD terms tumbled to -20.7% y-o-y in February after a rebound of 9.1% 

in January. With data from January and February combined, export growth was 

unchanged from December 2018 at -4.6% y-o-y. The contraction of February exports 

was broad-based across destinations. Growth of exports to the US slumped to -28.6% y-

o-y in February from -2.8% in January, caused by the significant payback effects from 

the previous tariff-led front-loading of US-bound exports and the direct effects from the 

ongoing 10-25% additional tariffs. 

Import growth slowed to -5.2% from -1.5%, and the trade surplus narrowed to USD4.1bn 

from USD39.2bn, with ordinary and processing imports, not raw materials, driving the 

import slowdown. With January and February combined, the growth picked up to -3.1% 

y-o-y.   
 

Fig. 51: Export growth, import growth and trade balance 

 

Source: CEIC, WIND and Nomura Global Economics. 
 

Fig. 52: Export growth vs delivered value for exports 

 

Source: CEIC, WIND and Nomura Global Economics. 
 

 
 

Fig. 53: Growth of exports to G3 economies 

 

Source: CEIC, WIND and Nomura Global Economics. 
 

Fig. 54: Growth of imports by sector 

 

Source: CEIC, WIND and Nomura Global Economics. 
 

 
 

Fig. 55: Commodity imports by product in volume terms 

 

Source: CEIC, WIND and Nomura Global Economics. 
 

Fig. 56: Bilateral trade with the US 

 

Source: CEIC, WIND and Nomura Global Economics. 
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FX reserves and trading 

FX reserves rose modestly to USD3.09trn in February. FX settlements and sales by 

banks both moderated in February, resulting in more FX sales than settlement during the 

month. The spread between the 10yr China yield and the US Treasury yield widened 

slightly in March compared with February levels.  

The current account balance was in a small surplus of 0.4% of GDP for the whole year of 

2018 (2017: 1.3% surplus). This was mainly due to a big surplus in Q4 2018, which 

reversed the deficit of 1.2% in Q1. The monthly current account surplus moderated to 

USD23.3bn in January from USD33.1bn in December.    

Net foreign investor inflows into China’s equity market remained robust in February, and 

foreign investor inflows into China’s local bond market also remained stable, attracted by 

good market performance. 
 

Fig. 57: FX reserves and the PBoC’s position for FX purchase 

 

Source: WIND and Nomura Global Economics. 
 

Fig. 58: FX settlement and sales by banks 

 

Source: WIND and Nomura Global Economics. 
 

 
 

Fig. 59: Indicators for capital outflow pressures 

 

Source: WIND and Nomura Global Economics. 
 

Fig. 60: Monthly current account breakdown 

 

Source: WIND and Nomura Global Economics. 
 

 
 

Fig. 61: Stock Connect programme 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 62: Foreign bond holdings via Bond Connect programme 

 

Source: CEIC and Nomura Global Economics. 
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Financial markets 

The 7-day PBoC’s repo rate remained stable, while the 7-day interbank repo rate rose 

modestly in March. Corporate bond yields all picked up in March, and the risk premium 

between AAA-rated and AA-rated bonds narrowed further. The stock market rallied after 

the LNY holidays, reflected by the higher SHCOMP index and the outstanding value of 

margin transactions. RMB has continued to appreciate against USD in recent weeks 

(which is also the case in nominal effective exchange rate terms). Indirect financing 

(bank loans) remains the main channel for corporate funding, and the share of corporate 

financing to GDP remained stable in February.  

 
 

Fig. 63: 7-day repo rate vs OMO rate 

 

Source: Bloomberg, CEIC and Nomura Global Economics. 
 

Fig. 64: 3yr bond yields: AAA vs AA 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 65: SHCOMP index vs stock market turnover 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 66: Margin transaction (outstanding value) 

 

Source: CEIC and Nomura Global Economics. 
 

 
 

Fig. 67: USD/CNY vs NEER 

 

Source: CEIC and Nomura Global Economics. 
 

Fig. 68: Direct and indirect financing 

 

Source: CEIC and Nomura Global Economics. 
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