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The unexpected default of a local SOE in
China caused widespread speculation that more
heavily indebted issuers may follow, although the
bond market relatively
sufficient liquidity from PBoC. The defaulted issuer,

remains calm with
a coal miner in central China, is seeing improving
fundamentals and cash flows, which has led to
growing market suspicion that local government
may be either unwilling or unable to honor the
debt. Both scenarios seem disastrous to bond
investors. The incident is diminishing confidence in
local government and local SOEs. It has had a more
profound impact than previous defaults as its
influence may extend to Local Government
Financing Vehicles (LGFVs), who issue about half of
all the non-financial corporate bonds. Additionally,
the deadline for fully implementing the New Asset
Management Rule has been extended by 1 year to
the end of 2021, which will further squeeze the
financing channels of lower tier LGFVs and
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threaten their ability to repay maturing debt. The
credit market is expected to see a structural change
going forward.

The combination of slower credit growth and
normalized monetary policy has implications for
equity markets and a low volatility portfolio is still
preferred. The healthcare sector and tech names
may be less popular because of a lower risk appetite
and a current extremely optimistic valuation.
Commercial banks are still in a good mood and the
trend may continue in a tighter credit environment.
Cyclical names are outperforming the market at
present, and inflationary expectations are rising as
well. Though we still doubt that there is solid ground
for sustainable inflation given the considerable slack
in the economy.

Economic data continues to point to a
recovery and broad policy support is gradually
withdrawing. Policy makers continue to understate
their GDP target and underline the through-cycle
feature of policies. The Manufacturing sector is still
favoured by policy, though the level of growth may
only be high single digits. The Real estate sector
remains contained, especially given the current
monetary policy easing. Infrastructure investment
has grown slower than the market expected and may
decelerate further if pressure on LGFVs' financing
mounts in 2021.
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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
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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
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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