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Several positive signs have appeared and
boosted equity market sentiment in the last fortnight,
ranging from Covid containment policy adjustments to
fiscal spending on infrastructure. The latest official
guidelines for containing the pandemic, published June
30th, reduce the quarantine period from 14 days to 7
days. Additionally, with some adjustments, policy
makers are trying to adopt a more precise approach,
maintaining the zero-Covid goal but at a lower cost.
Thereby reducing the concerns about economic pain
from a prolonged containment policy. At the same
time, recent rhetoric and anecdotal evidence suggest a
more positive attitude from the Finance Ministry
towards government debt and infrastructure
investment. Thereby reversing its traditional cautious
tendency. This change is helping to increase
employment and growth momentum, as well as market
sentiment.

Furthermore, the PBoC has signalled the end of
super accommodative monetary policy, in response to
the outbreak of Omicron in several major cities, and the
resulting disruption to production.
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The central bank has cut open market operations
(OMO securities transactions by the central bank to
implement monetary policy) to 3 billion CNY from the
neutral 10 billion just a week after half year-end. This
echoes their change of stance in early 2021, when
overnight spikes saw the highest OMO level since
2014. Though inflation may not currently be a major
concern for the PBoC, the continuous and
accelerating rate hikes by the US Fed may induce
more and more depreciation risk in 22H2, giving the
PBoC more reason to adjust its monetary stance to
neutral.

The Bond market as a result, will see
increasing pressure going forward, especially at the
short end of the curve. Into July, the interbank
market is seeing draining liquidity. Mostly due to a
change to the previous overly pessimistic risk
sentiment, and secondly the PBoC’s most recent
OMO adjustment. Rates are also trading marginally
higher. Credit spreads remain intact, which may be
temporary due to still ample liquidity. However,
credit creation recovery is also promising based on
evidence from individual bank levels, and historically
bond yields tend to edge higher in response.
Therefore, a shorter duration high grade credit
portfolio is more likely to outperform in current
market conditions.
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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
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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
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document. Past performance should not be taken as an indication or guarantee of future performance, and no
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