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Shanghai Shenzhen 300 Index pre & post RRR Cut
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The surprise policy move of cutting the
Required Reserve Ratio (RRR) reflects Chinese policy
makers’ focus on manufacturing. And their awareness
of the difficulties facing this sector due to skyrocketing
commodity prices and sluggish domestic demand.
PBoC's 1-year term policy rate, known as the Medium-
term Lending Facility (MLF) and updated around the
15th of every month, has been left unchanged. The
next key rate to watch will be the Loan Prime Rate
(LPR) published on July 20th. The RRR move is widely
perceived as a structural measure instead of the
beginning of an easing cycle. June economic and
financial data beats market consensus and indicates
that growth momentum remains resilient. We reiterate
that external demand is key to China’s growth in the
short term.

The equity market still favors growth stocks
and new energy names, as well as cyclical names. As
shown in the figure, a Required Reserve Ratio cut does
not often help the equity market. Commercial banks
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and the healthcare sector are obvious losers, given a
more pessimistic outlook for asset quality and policy
headwind respectively. In our view, a less tight
monetary environment does not necessarily mean
deteriorating asset quality for commercial banks, yet
does mean a lower cost of funding. The risk/reward
tradeoff is attractive at current levels, although banks
may underperform in the short-term. The healthcare
sector also has a promising outlook and the setback is
expected to be temporary. Moreover, markets should
not underestimate policy makers' determination to
defend data security and to rein in internet
monopolies. Equity market volatility will likely
continue to increase, and a low volatility portfolio is
recommended.

China’s bond market is thrilled at the move,
and the curve trades substantially lower by 13-15bps.
5Y saw the most significant rally, as 3Y and 10Y are
blocked by a cautious outlook in money market rates
and resilient growth momentum. Credit spreads are
compressed significantly as well, especially for shorter
duration investment grade bonds. As mentioned
before, the cut does not mark the turn of monetary
policy, but works as a measure to alleviate pressure
facing the manufacturing sector. External demand
may recede yet the pace will likely be gradual and its
level may remain above 2018-2019 levels. We suggest
a cautious stance regarding China’s bond market.
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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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