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China’s continued deflationary pressure
supports case for monetary easing
China’s September CPI remained in deflation, as the drag from food
prices overshadowed higher non-food inflation. While data already
supports further monetary easing, the People’s Bank of China could
choose to wait until after a potential Xi-Trump meeting to hold easing
in reserve in case talks go poorly 

-0.3% YoY China's September CPI
inflation

Lower than expected
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Deflationary pressures persisted in September

CPI inflation edged up but remained in deflation
China's CPI inflation edged up in September, but the economy remained in deflation. The main
reason is a continued slide in food prices down to -4.4% YoY, a 20-month low. This is, in part, base
effect-driven, as MoM prices actually picked up 0.7%. The primary culprit has been pork (-17%),
which is currently in a downward trend and likely to continue dragging food inflation for several
more months. On a YoY basis, we continued to see notable drags from vegetable (-13.7%), egg
(-11.9%), and fruit (-4.2%) prices despite MoM gains for each of these categories. The drag from
these categories may persist in October, but should ease from November onward, helping to
support a turnaround of food inflation.  

The silver lining in the data was that non-food inflation picked up to 0.7% YoY, up for a fourth
consecutive month despite a -0.1% MoM dip. Household goods and services rose 2.2% YoY, driven
by a 5.5% YoY uptick in household appliance prices. Sports & recreation (0.8%) and healthcare
(1.1%) also contributed positively to non-food inflation. However, rent prices remained flat in YoY
terms in September amid the property market slump. Transportation (-2.0%) continued to
experience deflation due to falling auto and fuel prices.

If the recovery of non-food prices is sustained, it would go a long way toward pushing China out of
deflationary territory. But the MoM decline suggests that, at this stage, this is still questionable. As
food prices are often cyclical, this drag will fade. We should see China's CPI inflation data edge
back into positive territory, potentially before year-end but more likely next year.

PPI inflation unsurprisingly remained in deflationary territory for the 36th consecutive month, at
-2.3% YoY. However, this represented a second straight month of higher PPI inflation, as input
prices edged up a little higher from -4.0% YoY to -3.1% YoY. Most industries continued to face
falling ex-factory prices. Exceptions are non-ferrous metals mining (13.9%), non-ferrous
metal smelting and processing (6.5%), as well as water production and supply (2.3%).

Lower-than-expected third-quarter inflation may translate to a more supportive GDP deflator in
next week's GDP read, adding upside risk to our current 4.5% YoY forecast.

Considering the slowing momentum in 3Q, another month of deflation suggests that monetary
policy easing remains on the table. The recent escalation of tensions between China and the US
ahead of potential talks between Presidents Xi and Trump at the end of the month could keep the
PBOC on hold for the rest of October. That would leave ammunition to support markets if talks do
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not go well. November, consequently, remains an interesting window to watch for potential
easing.

Non-food prices continued to show signs of improvement
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