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The embryonic liquidity crisis in China has
eased substantially, after Vice Premier Liu spoke to
appease the market and regulators vowed to act to end
the jolt. Looking retrospectively, the shock, as well as
the amplifying market volatility stemmed at least
partially from the ongoing transformation of
commercial banks’ present 29 trillion CNY in wealth
management products, from shadow banking financing
channels to legitimate asset management products.
Based on our experience, the structural change still has
a long way to go and both equity and bond markets
may have to embrace higher volatility. However, this
temporary headwind is a critical and necessary step to
solve the shadow banking problem. Up until now, the
process of suppressing shadow banking is progressing
successfully, confirming our view that local government
financing vehicle debt and the housing market are the

two most critical issues for policy makers.
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China’s economic data for the first
two months has surpassed market expectations,
especially housing sector data, hinting at a weak
recovery ahead. Industrial production and fixed asset
investment appear to be recovering from the trough
in late 2021, brought down by the collapsing housing
sector and coal supply crisis. The decent housing
sector data may be misleading, as the price factor
could play a larger role when the market is in decline.
More easing measures have been introduced across
the nation though core cities, with the most stringent
restraints, namely Beijing, Shanghai and Shenzhen,
remain unchanged. The combination of property
developers’ position,
expensive housing prices, and heavy debt relative to
household income, pose a thorny trilemma to policy
makers, and the balance among them will remain the
most noteworthy factors in monitoring China’s

rapidly worsening financial

economy.

The latest signal shows the US-China confrontation is
peaking, though their competition will certainly exist a
long way into the future. We would expect the
competition in economic, technological, diplomatic
and ideological fields to persist and even intensify in
certain times, yet the damage to capital markets will
be less significant if it is confined within the
conventional framework. More quarrels like the
recent dispute regarding the audit of the US-listed
Chinese companies will emerge in more fields before
the necessity to collaborate prevails again.
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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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