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China short-term rates: 3-month & overnight

The persistent tight money market
conditions caused some concern about a faster-
than-expected change of monetary policy, but the
central bank appeased the market by suggesting
that participants watch the periodic average
money market rate as an indicator of monetary
policy. The most well-known financing rates,
DR0O01 and 3-month Shibor, which represent
overnight and 3 month borrowing rates between
banks, remain anchored to the PBoC's policy rate.
Yet the tightening is certain, implying pressure on
stock prices that are currently extremely over-
valued and benefits to commercial banks. Positive
developments with regards to the Covid-19
vaccine have also boosted the healthcare sector.
Due to Chinese New Year, the equity market
closed on 11 Feb and will reopen on 18 Feb, thus it
has generally been unexciting as turnover has
dropped below 1 trillion RMB per day since the
end of Jan.
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A notable phenomenon in the onshore
market is the increasing concentration of the asset
management  industry.  Total assets under
management of the top 45 active equity portfolio
managers totals about 2 trilion RMB, which is
equivalent to 40% of the total actively managed
equity mutual fund assets, or approximately 3% of
the A share free float market capitalization. This
naturally leads to more concentrated institutional
holdings and therefore an increased persistence of
market biases. These more concentrated conditions
mean it can take longer for investors to see a positive
return from their investment in the Chinese equity
market.

China’s bond market has undergone a rather
drastic sell-off recently, with 10Y rates moving 20bps
higher than their mid-Jan levels. The sell-off was
justified to us as the market had become too
optimistic, which pushed bond yields below the
levels suggested by their fundamentals. After the
sell-off we remain neutral on China’s bond market in
21Q1; we hold a moderately positive view about
fundamental growth for 2 reasons. Firstly, the policy
of encouraging migrant workers to avoid travelling
home over the Chinese New Year holiday is expected
to effectively reduce the migration by approximately
70-80%, making the suspension of production
shorter and less severe than in previous vyears.
Secondly, the latest Covid-19 outbreaks in several
provinces are well under control, and the roll-out of
vaccines will help to lift the pandemic-induced
restrictions, bringing the Chinese economy closer to
normality.
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This document is issued by China Post Global (UK) Limited ("China Post Global") acting through its offices at 75 King William Street,
London EC4N 7BE and for the purposes of Directive 2014/65/EU has not been prepared in accordance with the legal and regulatory
requirements to promote the independence of research. This document has been prepared for information purposes only. It
shall not be construed as, and does not form part of an offer, nor invitation to offer, nor a solicitation or recommendation to enter
into any transaction or an offer to sell or a solicitation to buy any security or other financial instrument. No representation,
warranty or assurance of any kind, express or implied, is made as to the accuracy or completeness of the information contained
herein and China Post Global and each of its affiliates disclaim all liability for any use you or any other party may make of the
contents of this document. The contents of this document are subject to change without notice and China Post Global does not
accept any obligation to any recipient to update or correct any such information. China Post Global (UK) Limited is authorised and
regulated by the Financial Conduct Authority. This document is not for distribution in the U.S. or to U.S. persons. This document is
directed at Institutional Investors only. This communication is exclusively directed and available to Institutional Investors as
defined by the 2014/65/EU Directive on markets in financial instruments acting for their own account and categorised as eligible
counterparties or professional clients. This communication is not directed at retail clients. It should not be distributed to or be
relied on by retail clients in any circumstances. For the UK, institutional investors (“Institutional Investors”) are Professional
Clients as defined by the FCA. Calls may be recorded. This document is confidential and not to be communicated to any third
party or copied in whole or in part, without the prior written consent of China Post Global. This communication contains the
views, opinions and recommendations of China Post Global. This material is based on current public information that we consider
reliable, but we do not represent it as accurate or complete, and it should not be relied on as such. The information, opinions,
estimates and forecasts contained herein are as of the date hereof and are subject to change without prior notification. There
can be no assurance that future results or events will be consistent with any opinions, forecasts or estimates contained in this
document. Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied is made regarding future performance.
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