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China Bulletin:
Market View

The market remained optimistic about
Chinese equities going into 2021, until recently
when there has been a marginal weakening of
sentiment. Large caps rallied quite strongly,
bringing the Shanghai Shenzhen 300 Index,
consisting of the largest 300 listed companies in
the Chinese market, close to its all-time high,
previously reached in 2007. Though suffering from
distortion due to the Covid-19 pandemic, the
valuation indicator, P/E TTM (Trailing Twelve
Months), still seems a little expensive to us
assuming a growth rate of 20% for 2021. In our
view, growth, as well as earnings, will remain
upbeat in the coming quarters, yet the monetary
policy of the PBoC will not be as supportive as
before, which could increase market volatility. The
combination of buoyant growth expectations and
gradually tightening monetary policy suggest a low
volatility portfolio of China A shares for 21Q1.
Sector wise, the market still prefers
internet, healthcare, solar energy, consumer
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staples, and commercial banks. The ambitious
environmental policy targets across the globe are
boosting sentiment towards solar energy, while the
electronic vehicle supply chain performance has
been less impressive recently. Commercial banks will
actually benefit from a tighter monetary
environment and are still undervalued even after
taking into consideration the concerns over their
asset quality. We believe that we will not see large
scale SOE defaults and that the recent local SOE
defaults are idiosyncratic rather than systematic
risks. On the other hand, more write-offs of bad
assets mean a better earnings outlook in the future.
In the Money Market we saw sudden
tightening from mid-January, and the repo rate
spiked to its highest level in the last 5 years. The
move does not mark a change of monetary policy
pace but rather is a reminder to the market that the
expectation of monetary policy to remain
accommodative is not what the PBoC wants to see.
Rates traded higher accordingly, erasing the gain in
recent weeks, and we remain neutral on the Chinese
bond market in the short term before Chinese New
Year and perhaps in 21Q1.
The Central government has emphasized to
local authorities the requirement to honour capital
market rules, reducing the possibility of further
willful default, which was the concern behind the
bond market tumble towards the end of 2020. After
three years of crackdowns on shadow banking,
the debt problem is more controllable and less
contagious than before. Though we may not see a
quick solution to the problem, the likelihood of
future credit squeezes has decreased since the
recent bond market turmoil.

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.

2nd Floor | 75 King William Street
London EC4N 7BE
+44 203 617 5260
marketaccess@chinapostglobal.co.uk
www.chinapostglobal.com

