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China Manufacturing Investment Traditionally Tracks Exports
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The very upbeat purchasing manager indices
reflect the quickly improving business confidence
amongst both large and small Chinese enterprises.
Various metrics from credit creation to transportation
traffic support the view that normalization is quite swift
following the initial shock from post-Covid opening-up
and that China’s recovery is still at an early stage.
Though exports have slowed since 22Q4 due to
weakening external demand, manufacturing fixed asset
investment is more resilient than in previous cycles,
probably as a result of the widening de facto embargo.
The property sector is being watched closely for
improved growth momentum. Although the sector is
seeing marginally better sentiment, it is yet to feed into
housing investment. We maintain our previous view
that the drag from the housing market should fade from
mid-2023 onwards.

The equity market is driven by swings in market
expectation about the recovery and policy. Although
one may argue over the pace of returning to work after
the holiday and the extent of retail sales pick-up, plus
how much support policy will provide, it is widely
recognized that the factors suppressing growth last year
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are largely removed now and that economic activity
will naturally strengthen from here, even in the
absence of policy support. Overall policy support is
not expected to reduce significantly, and policy
makers will be watching economic data closely. All of
which translates into an optimistic outlook for the
equity market in the coming quarters. We recommend
a more active stance on China equity.

There has been much recent debate about
debt risk in China’s onshore market - with many
arguing that the huge amount of debt and the
worsening fiscal revenue of local governments poses a
significant risk. The challenge has in fact been
identified as a “grey rhino” for years; that stockpiled
debt of local government financing vehicles (LGFVs)
and their implicit guarantee from local governments
encourages reckless and unproductive borrowing,
crowding out more efficient borrowing. However, in
our view, policy measures in recent years have forced
LGFVs to make financing decisions on a more market-
oriented basis, even if marginally. Additionally, most
of LGFV’s debt is denominated in local currency and
held by domestic investors, leaving the sector less
sensitive to external shocks. To sum up, LGFVs’ heavy
debt burden does impose a risk on the Chinese
economy, though more in regards to long-term
growth potential than short-term vulnerability.
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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.

@ 2" Floor | 75 King William Street
London EC4N 7BE

( +44 2036175260

& marketaccess@chinapostglobal.co.uk e
GE-F China Post Global ‘ ) ) Market Access

@ www.chinapostglobal.com =r Exchange Traded Funds



	Blank Page



