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The China A share market advanced again
over the last fortnight, with the stand-out winners
being clean energy names. Concern about an
immediate tightening of monetary policy, either from
the Fed or PBoC, has faded further. However, policy
normalization still seems inevitable and thus we stick
to our previous view that China’s equity market may
suffer from a rise in volatility in 21H2, even though a
few sectors may withstand the challenge. The
Healthcare sector is likely to be able to maintain its
dramatic growth given China’s aging population and
increased spending by the government and
households. Clean energy names, especially those in
the electric vehicle supply chain, will continue to enjoy
policy tailwinds as major economies are accelerating
their efforts to progress into carbon neutral societies.
Investment banks are worth being lifted to market
weight from underweight in previous reports, since
their valuations are attractive again and the reforms in
capital markets will continue to boost their business
and revenue.
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China’s rates moved higher while credit
spreads tightened marginally. Through May rates
traded lower than fundamentals and monetary policy
suggested. The money market surprisingly remained
tamed, partially due to lower-than-expected issuance
of local government bonds. Rates may see an
unexpected rise in 21H2 as this combination of factors
seems to only be temporary and bond markets may
underestimate the strength of the recovery. The
Credit market, on the other hand, is less worried
about a potential blow from local SOEs or LGFVs after
the central government showed signs of establishing
discipline among local governments. It is still unclear
about how to trim the implicit debt of local
government, which is the most remarkable problem,
given that shadow banking and excess capacity are
less of a problem now. We will keep a close eye on
how this develops.

Going forward, the sustainability of external
demand remains the primary concern for China’s
economy. Central banks' attitude is crucial for
performance in both equity and bond markets. Should
external demand remain strong and the Fed
eventually resume talking about policy normalization,
both Chinese equity and bond markets will be tested.
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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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