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Credit growth slows further, tensions over Taiwan grow

Credit and money growth slowed further in March. As the chart to the right
illustrates credit growth is now negative when measured on 6-month change. M1
growth has also continued to decline underpinning the picture of policy tightening (see
chart one next page). We believe the tightening mostly reflects slower infrastructure
growth. The residential construction sector is still underpinned by strong home sales,
though (chart 2). However, tighter policies should cool down home sales and the
construction sector in H2. PMI data for March were a bit mixed but we put the most
weight on NBS PMI manufacturing, which suggests the manufacturing sector saw some
relief in March. Looking ahead, we expect it to fall again due to the policy tightening.

Concern over commodity prices. On Thursday 8 April, China’s Financial Stability
and Development Committee warned that authorities “should keep a close eye on
commodities prices”. On Sunday, China’s premier Li Keqiang said that China will
strengthen controls on raw materials markets to help limit costs for companies.

Tensions over Taiwan intensify. While the US over the past years has stepped up
diplomatic relations with Taiwan officials, China’s response has been to increasingly
flex its muscles around Taiwan. US Secretary of State Antony Blinken said on Sunday,
the US is concerned about China’s aggressive actions against Taiwan. Beijing on the
other hand is blaming the US for raising the tensions. An editorial in China Daily last
week stated that the US was playing with fire by sailing warships through the Taiwan
Strait. A new bill on how to confront China further is currently going through the US
Congress. Among other things, the 280-page bill states that Taiwan plays “a vital part
of the United States Indo-Pacific strategy” and that there should be no restrictions on
U.S. officials’ interaction with Taiwanese counterparts. | wrote about the brewing Cold
War 2.0 in Research China — At the foothills of a new cold war — and what it implies,
31 July 2020

USD/CNY has stabilized lately around 6.55 but is still in the upward trend starting
early this year. As chart 7 shows it broadly mirrors the moves in EUR/USD. We still
look for more upside in USD/CNY, see The China Letter — Tide is turning for
USD/CNY amid slowing Chinese growth.

China has fined e-commerce giant Alibaba Group over monopoly conduct. The
group founded by Jack Ma was imposed the fine of USD2.79bn based on China’s
antimonopoly law for “exclusive dealing agreement” that hindered competition, see
Xinhua. China’s giga-companies are under increased scrutiny for not exploiting a
dominant market position. Regulators have also clamped down on Jack Ma’s Ant Group
to become a financial holding company under their supervision in order to fight
financial risks, see SCMP.

China’s vaccinations continue at a higher pace of 2-2.5% of the population per
week (chart 8).

Chinese bond yields are still range trading, while stocks have corrected lower this
year. So far, it still looks like a bull trend, though.
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CNY forecast
Danske Forward (NDF)
12-Apr 7.80
+3M 7.73 7.87
+6M 7.72 7.94
+12M 7.71 8.08
Danske Forward (NDF)
12-Apr 6.55
+3M 6.55 6.59
+6M 6.60 6.64
+12M 6.70 6.73

Source: Bloomberg, Danske Bank
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Chart 1: Decline in M1 growth underpin picture of slowdown
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Chart 2: Home sales very strongin recent months
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Chart 3: NBS and Caixin send conflicting signals in March
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Chart 4: Export orders rebounded in March
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Chart 5: PPl inflation pushed higher in March driven by the
rise in commodity prices
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Chart 6: Rise in commodities have caused concern in Beijing.
Prices slightly lower over past month
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Chart 7: USD/CNY still shadowing EUR/USD, we look for
further upside on broad USD strength
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Chart 8: Vaccination pace increased to 8-10% per month
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Chart 7: Still looks like a bull trend but stocks correcting Chart 8: Chinese bond yields still going broadly sideways
lower this year
125- |ndex 1 Jan 2020=100 - 125 . % 10-year gov bond yield % -34
120 - - 120 -
_ Shanghai Stock Exchange . =
115 . 115
- Composite Index (onshorg]) 27 1.5-
0= = S00) - China (rhs)
105 - - 105 1.3- -
100 - - 100 = =
95 - = E3 11- -3.0
90 - - 90
09 - -
85 - - 85 - =)
80 - Hong Kong China - 80 0.7 - -28
75 - Enterprises Index (offshore) - 75 -
[ ' ' ' ' ' ! ' 0.5 - -2.7
Jan Mar May Jul Sep Nov Jan Mar 0 0 0 0 0 0 ' ' ' '
2020 2021 Jun  Jul Aug Sep Oct Nov Dec Jan Feb Mar

2020 2021

Note: Past performance is not a reliable indicator of current or future results

Source: Macrobond Financial, Bloomberg, Danske Bank

Note: Past performance is not a reliable indicator of current or future results

Source: Macrobond Financial, China National Health Commission

3| Monday, 12 April 2021

https://research.danskebank.com



The China Letter

Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is
Allan von Mehren, Chief Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation
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Risk warning
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General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
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herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant
Financial Instruments’).

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof.
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report of any such change nor of any other changes related to the information provided in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
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Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
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Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence
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Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (1) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (I1) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any of its contents.
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