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Dear Reader,

Over the past month, most economists and strategists have 
been struggling to evaluate the macro-economic impact of the 
coronavirus (COVID-191) with a great variety of approaches, 
sometimes guided by anxiety and rush, too often relying on the 
past experience of the SARS2 in 2003 - a time when Chinese 
GDP was nine times smaller than today. It is all the more 
difficult to run the numbers on this issue given the importance 
of the confidence and viral anxiety component of the macro-
economic feedback loops. 

In these circumstances and in the absence of relevant macro 
data, bottom-up signals can sometimes better enlighten our 
vision.

What do they tell us? Locally, several industries face a 
double-digit slowdown in sales volumes, and notably travel, 
tourism, logistics and shipping, as well as physical retail are all 
suffering from the freezing effect of the coronavirus (COVID-19) 
containment measures, and luxury-goods sales and real 
estate sales have been put on hold. Some companies have 
started to emit warnings regarding their results due to either 
weakening sales in China or to supply-chain issues. Assessing 
the contagious effect of the epidemic in our global economy is 
our concern as asset allocators.

However, we would guard against drawing any hasty conclusion 
regarding the imminent end to this cycle of global growth. The 
impact on China’s GDP in the first quarter of this year will be 
significant, and will weigh on global growth as well in the first part 
of the year. World GDP growth could indeed dip below the 3% 
threshold if the situation were to worsen from here. Countering 
such an outcome is of course the accommodative policy of the 

Chinese central bank and additional stimulus can be expected. 
The Fed too is monitoring closely the situation and its impact 
on the world economy. Investors have responded to the crisis 
by pushing long-term yields down and equity investors are 
selling cyclical names and buying quality/defensive companies.  
So far this makes sense, and so far it has been justified, given 
the solid Q4 earnings released by US in particular the larger 
capitalisations in the technology and consumer sectors. In spite 
of the tragedy of the coronavirus (COVID-19), markets are still 
supported by what remains a rather goldilocks-type late cycle 
environment.

Nevertheless, this trend of bearish bond markets and bullish 
equity markets could reverse at some point. Either we realise 
that this was a short-term phenomenon, if the number of 
infected people peaks in March, and if we see a rebound in 
macro data in the second quarter. In that case, we could see a 
rotation into cyclical and value stocks, and from US to emerging 
market (EM) assets. Or, alternatively, macro-data weakness is 
worse than expected and shows a reduction in investments and 
trade, pushing global growth lower. The latter is not our current 
scenario. The biggest risk for equity markets in the short term 
would be an acceleration of profit warnings of global companies 
exposed to China.

In any event, it is too early to make a bullish or bearish call and 
it is never a good idea to over-react or extrapolate too much.  
In this situation, we prefer to stick to our 2020 strategy: keeping 
our equity exposure, reducing exposure to low yielding credit, 
and keeping our macro hedges which reduce portfolio volatility 
in difficult times.

V I R A L  E C O N O M I C S

V I N C E N T  M A N U E L

Global Chief Investment Officer, 
Indosuez Wealth Management

“There are times in history where the one who dares to say that 2 + 2 equals 4 is sentenced to death.”  
Albert Camus, La Peste

1 - COVID-19 is the new name given to the coronavirus by the World Health Organisation (WHO).
2 - SARS (Severe acute respiratory Syndrome), is a viral respiratory disease.
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T H E  C H I N E S E  G O V E R N M E N T ’ S  
A C T I O N S   

The People’s Bank of China recently offered CNY 200 billion  
(USD 29 billion) in one-year loans at a rate 10 basis points below 
the previous offer and at 3.15% it is now the lowest since 2017. 
Beijing has given a green light to provincial-level governments 
to issue a further CNY 290 billion (USD 42 billion) of special-
purpose bonds early, adding to the RMB 1 trillion of such debt 
approved in November to boost infrastructure spending amid 
a slowing economy that is set to take an additional hit from 
the coronavirus (COVID-19) epidemic. Special-purpose bonds 
are recourse debts and contain payment guarantees from the 
local governments. These bonds allow the central government 
to have a view on the local governments’ financial health to 
eliminate any hidden debts.  

FEARS OF MORE LOCAL GOVERNMENT  
AND SOE (STATE-OWNED ENTERPRISE) DEFAULTS  

On the downside, the higher debt at the local government level 
could magnify their vulnerability. The central government is 
clear that it will not bail out local government debts but leave 
market forces to address debt restructurings to reduce moral 
hazards especially amongst non-strategic SOEs. Between 
2016 to present, SOE defaults accounted for only 6% of total 
Chinese corporate defaults in the offshore market (see chart 
below) or 19% of combined Chinese onshore and offshore 
corporate defaults. The offshore Chinese bond market refers 
to those issued outside mainland China in which foreign and 
Chinese investors can invest and trade bonds easily, and where 
our focus is.  

The latest SOE to default in 2020 was Qinghai Provincial 
Investment Group Co Ltd. It is an integrated aluminium producer 
and fully owned by the Qinghai local government. 

It missed the coupon payment on its USD 300 million offshore 
bonds in January which triggered the default. Although the 
Qinghai government had previously bailed out this SOE’s missed 
coupon payments in 2019 with a 5-day delay, the government 
was not able to provide the needed financial support this time 
around. This SOE is highly leveraged with an adjusted debt-to-
EBITDA ratio of 49 times (S&P, 2018). Qinghai has a high funding 
gap of over 80% and a very high debt-to-fiscal revenue ratio 
of over 100% (National Bureau of Statistics, Provincial Finance 
Departments).     

T H E  D I S T I N C T I O N  B E T W E E N  C E N T R A L 
A N D  L O C A L  G O V E R N M E N T  S O E s 

The liquidity crunch in two Tianjin local SOEs involved in 
commodity trading and real estate stemmed from weak 
profitability and unsustainable debt-servicing obligations. 
Tianjin’s GDP growth has been merely half of the national level 
since 2017. Its SOE assets as a percentage of provincial GDP 
is also quite elevated at 176%, above the national level of 117%. 
Moreover, Tianjin government debt has risen by double-digits in 
both 2017 and 2018 as the local government tried to mitigate the 
economic slowdown by spending large which makes potential 
bailouts on SOEs’ debt increasingly difficult. 

FINANCIAL HEALTH CHECK  
OF RATED CHINESE PROPERTY DEVELOPERS 

Corporate bonds issued by Chinese property developers 
account for around half of all Chinese high-yield bonds, 
but property developers’ historical default rates are indeed 
significantly lower than that of the energy and industrial sectors, 
thanks to the rising value of their land-bank reserve over time 
and their ability for timely asset disposals to shore up liquidity 
when needed. 

F O C U S
T H E  F I N A N C I A L  H E A LT H  O F  C H I N E S E  S O E s  A N D  C O R P O R A T E S 
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Onshore POE Offshore POEOnshore SOE Offshore SOE

SOEs: State-Owned Enterprises, POEs: Privately-Owned Enterprises.
Source: Bloomberg, Indosuez Wealth Management.
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Among all rated Chinese property developers on our radar, 
nearly all of them have a land-bank reserve equivalent to 3 to 4 
years of future developments. Their Wuhan/Hubei exposures 
are also fairly manageable between 0 and 6% of their total land-
bank reserve. It is true that during the first week of February, 
home sales in the major 36 cities in China plunged 90% year 
on-year in volume. As a result, some developers’ liquidity could 
be squeezed as the usual upfront funding from property pre-
sales dries up while continued replenishing of land-banks is 
still needed. Developers with a sizeable land-bank reserve can 
afford to suspend land-bank purchases temporarily.

In terms of historical defaults by sector, in fact, nearly half of 
defaulted Chinese corporate bonds came from the energy sector 
(chart below), while industrial and capital goods sectors make 
up of one-third of the total. Many of these defaulted corporates 
are rated by neither S&P nor Moody’s. They generally have 
poor financial disclosure in foreign languages and tend to have 
high capital expenditure, poor cash flow generation, and less 
valuable fixed assets to weather any cyclical shocks. Bonds 
which are rated at least by two international rating agencies 
generally provide better and more timely financial disclosures 
which make credit monitoring for investors easier.

 

R E G U L AT O R Y  S U P P O R T  
F O R  P R O P E R T Y  D E V E L O P E R S

Given the sizable contribution of the property market directly 
and indirectly to the country’s GDP (estimated to be around 
7% and 20-25% respectively), the National Development 
Reform Commission (NDRC) recently allowed developers 

with an existing offshore bond issuance quota to extend their 
quota expiry date by six months so as to give developers more 
breathing room in their bond issuance plans which are being 
disrupted by the coronavirus (COVID-19) outbreak. The recent 
Politburo meeting pledged to assess further tax relief measures 
and keep monetary policy flexible to provide financial support 
for the most affected regions and private sectors. 

IMPACT ON THE CHINESE AVIATION INDUSTRY

Another sector which is exposed to the impacts stemming of 
the coronavirus (COVID-19) is the airlines. Two-thirds of China’s 
passenger planes have been grounded as travel restrictions and 
fears sparked by the outbreak of the virus have hit passenger 
numbers sharply. The total number of passengers carried by 
Chinese airlines from the end of the lunar new year break on 27 
January to 12 February was 10.2 million, down 70% compared 
with the same period a year ago.

Whilst the largest carriers (Air China, China Eastern Airlines 
and China Southern Airlines) will be able to navigate the 
choppy environment, smaller and more indebted airlines will 
be vulnerable should the virus continue to spread. Chinese 
cities and provinces own stakes in about 20 regional airlines 
and it is expected that the authorities will bail out local airlines 
through cash infusions, loan repayment waivers or more 
favourable aircraft leasing terms should they run into difficulties. 
However, this could place additional financial pressure on local 
governments that are already struggling to deleverage. 

The most recent case is that of HNA Group, a Chinese 
conglomerate that owns Hainan Airlines and several other 
airlines and is highly indebted as a result of past acquisitions and 
is struggling with its financial obligations. The local government 
of the southern island province of Hainan may be in talks to 
seize control of the group and sell-off its airlines assets to other 
domestic carriers.

CONCLUSION

We believe that the magnitude of government stimulus to 
specific regions and sectors will depend on the duration of the 
disruption. Avoiding moral hazard and a sharp surge in defaults 
remain high on Beijing’s agenda. 

The normalisation of some sectors (such as property) is likely 
to occur earlier than others, notably tourism. Beyond China, 
neighbouring countries including Thailand, South Korea, and 
Singapore, have quickly responded with new tax benefits and 
financial support for corporates affected by the outbreak in 
order to mitigate the spill-over effect on supply chains. 
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C H I N E S E  O F F S H O R E  C O R P O R AT E 
D E FA U LT S  B Y  S E C T O R ,  
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DISCLAIMER

CA Indosuez Wealth (Group) (“Indosuez Group”), incorporated under French law, the holding 
company for the Crédit Agricole group's Wealth Management business, and its related 
subsidiaries or Entities, namely CA Indosuez Wealth (France), CA Indosuez (Switzerland) 
SA, CA Indosuez Wealth (Europe), CFM Indosuez Wealth, their respective subsidiaries, 
branches and representative offices, whatever their location, CA Indosuez Wealth (Miami), 
CA Indosuez Wealth (Brazil) SA DTVM and CA Indosuez Wealth (Uruguay) Servicios & 
Representaciones SA operate under the single brand Indosuez Wealth Management. Each of 
the subsidiaries, its own subsidiaries, branches and representative offices as well as each of 
the other Indosuez Wealth Management Entities are referred to individually as the “Entity”and 
collectively the “Entities”.

This document entitled “Monthly House View” (the “Brochure”) is issued for information 
purposes only. 

Generally, the Brochure is not intended for any particular reader.

The Brochure has been prepared by the Markets, Investment and Structuring Department 
of CA Indosuez (Switzerland) SA (the “Bank”). It is not considered being a financial analysis 
pursuant to the Swiss Bankers Association's directives aiming to guarantee the financial 
analysis independence. Thus, these directives do not apply to the Brochure.

The information contained in the Brochure is based on sources believed to be reliable, but 
it has not been independently verified. The Bank does not represent or warrant (expressly 
or implicitly) that such information is current, accurate or complete. The Bank does neither 
represent nor warrant (expressly or implicitly) any projection, estimation, objective or opinion 
contained herein and no one should rely on it. The relevant date for the information contained 
in this document is, unless otherwise specified, the one indicated on the first page. Any 
references to prices or performances are subject to change at any time. Past prices and 
performances are not necessarily a guide to future prices and performances. Foreign 
currency rates of exchange may adversely affect the value, price or income of the financial 
instruments mentioned in this document if the reference currency of one of these financial 
instruments is different than the investor's. 

The Bank may have issued or may issue in the future other documents that are inconsistent 
with, and reach different conclusions than those presented in this document. The Bank is 
under no obligation to ensure that such other documents are brought to your attention. The 
Bank may at any time stop producing or updating this document.

The Brochure does not, in any way, constitute an offer or an invitation of any nature with a 
view to any transaction or a mandate. Similarly, it does not, in any way, constitute a strategy, 
personalised or general investment or disinvestment recommendation or advice, legal or tax 
advice, audit advice, or any other advice of a professional nature. The information published 
in the Brochure has not been reviewed and is not subject to the approval or authorisation of 
any regulatory or market authority whatsoever, in whatever jurisdiction.

The Brochure contains general information on the products and services that are described 
therein, which may generate some risk depending on the products and services. The risks 
include, amongst others, political risks, credit risks, foreign exchange risks, economic risks 
and market risks. For a comprehensive description of the products and services mentioned in 
the Brochure, it is important to refer to the related documents and brochures. You are advised 
to contact your usual advisers in order to make your decisions independently, in light of your 
particular financial situation and your financial knowledge and experience.

The Entities or their shareholders as well as its shareholders, subsidiaries, and more generally 
companies in the Crédit Agricole SA group (the “Group”) and respectively their corporate 
officers, senior management or employees may, on a personal basis or in the name and on 
behalf of third parties, undertake transactions in the financial instruments described in the 
Brochure, hold other financial instruments in respect of the issuer or the guarantor of those 
financial instruments, or may provide or seek to provide securities services, financial services 
or any other type of service for or from these Entities. Where an Entity and/or a Crédit Agricole 
Group Entity acts as an investment adviser and/or manager, administrator, distributor or 
placement agent for certain products or services mentioned in the Brochure, or carries out 
other services in which an Entity or the Crédit Agricole Group has or is likely to have a direct 
or indirect interest, your Entity shall give priority to the investor's interest.

The products and services mentioned in the Brochure may be provided by the Entities under 
its contractual conditions and prices, in accordance with applicable laws and regulations 
and subject to the licences they have obtained. They may, however, not be available from all 
Entities. They may be modified or withdrawn at any time without any notification.

The Brochure is not intended for or aimed at the persons of any country in particular. The 
languages in which it is drafted form part of the working languages of Indosuez Wealth 
Management. The Brochure is not intended for persons who are citizens, domiciled or 
resident in a country or jurisdiction in which its distribution, publication, availability or use 
would contravene applicable laws or regulations. The products and services may be subject 
to restrictions with regard to certain persons or in some countries. In particular, the products 
or services featured in the Brochure are not suitable for residents of the United States of 
America or Canada.

The Brochure is published by CA Indosuez (Switzerland) SA on behalf of Entities in the 
Indosuez Wealth Management Group, whose employees, experts in their respective field, 
contributing to the writing of the articles contained in the Brochure. Each of the Entities makes 
the Brochure available to its own clients in accordance with applicable regulations. We would 
draw your attention to the following specific points:

 ■ in France: this Brochure is distributed by CA Indosuez Wealth (France), a public limited 
company with a capital of 82,949,490 euros, a credit institution and an insurance 
brokerage company registered with the French Register of Insurance Intermediaries 
under number 07 004 759 and with the Paris Trade and Companies Register under 
number 572 171 635, whose registered office is located at 17, rue du Docteur 
Lancereaux - 75008 Paris, and whose supervisory authorities are the Prudential 
Control and Resolution Authority and the Autorité des Marchés Financiers. The 
information in this Brochure does not constitute (i) investment research within the 
meaning of Article 36 of Commission Delegated Regulation (EU) 2017-565 of 25 April 
2016 and Article 3, paragraph 1, points 34 and 35 of Regulation (EU) No 596/2014 of 
the European Parliament and of the Council of 16 April 2014 on market abuse, nor (ii) a 
personalized recommendation as referred to in Article D. 321-1 of the Monetary and 
Financial Code. Readers are advised to implement the information contained in this 
Brochure only after having exchanged with their usual contacts within CA Indosuez 
Wealth (France) and gathered, where appropriate, the opinion of their own specialised 
accounting, legal and tax advisers;

 ■ in Luxembourg: the Brochure is distributed by CA Indosuez Wealth (Europe), a credit 
institution, 39 allée Scheffer L – 2520 Luxembourg, BP1104, L - 1011 Luxembourg, 
registered in the Luxembourg Trade and Companies Register under number B9198;

 ■ in Belgium: the Brochure is distributed by CA Indosuez Wealth (Europe), Belgium 
Branch, Chaussée de la Hulpe 120 Terhulpsesteenweg, Bruxelles B-1000, Belgium, 
registered in the Trade Register BE 0534.752.288;

 ■ in Spain: the Brochure is distributed by CA Indosuez Wealth (Europe), Spain Branch, 
Paseo de la Castellana 1, 28046 Madrid, Spain, registered in the Trade Register CIF 
W-0182904 C;

 ■ in Italy: the Brochure is distributed by CA Indosuez Wealth (Italy) S.p.A., headquartered 
in Piazza Cavour 2, Milan, Italy, entered in the register of banks maintained by Banca di 
Italia under no. 5412, tax code and Milan trade companies register and VAT 
identification no. 09535880158, R.E.A no. MI-1301064;
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the product of a financial analysis within the meaning of the directives of the Swiss 
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 ■ in Hong Kong SAR: the Brochure is distributed by CA Indosuez (Switzerland) SA, Hong 
Kong Branch, 29th floor Pacific Place, 88 Queensway. No information contained in the 
Brochure constitutes an investment recommendation. The Brochure has not been 
referred to the Securities and Futures Commission (SFC) or any other regulatory 
authority in Hong Kong. The Brochure and products it may mention have not been 
authorised by the SFC within the meaning of sections 103, 104, 104A or 105 of the 
Securities and Futures Ordinance (Cap. 571) (SFO). The Brochure may only be 
distributed to Professional Investors (as defined by the SFO and Securities and Futures 
(Professional Investor) Rules (Cap. 571D));

 ■ in Singapore: the Brochure is distributed by CA Indosuez (Switzerland) SA, Singapore 
Branch 168 Robinson Road #23-03 Capital Tower, Singapore 068912. In Singapore, 
the Brochure is only intended for persons considered to be high net worth individuals 
in accordance with the Monetary Authority of Singapore's Guideline No. FAA-G07, or 
accredited investors, institutional investors or expert investors as defined by the 
Securities and Futures Act, Chapter 289 of Singapore. For any questions concerning 
the Brochure, recipients in Singapore can contact CA Indosuez (Switzerland) SA, 
Singapore Branch;

 ■ in Lebanon: the Brochure is distributed by CA Indosuez Switzerland (Lebanon) SAL, 
Borj Al Nahar bldg., 2nd floor, Martyrs' Square, 1107-2070 Beirut, Lebanon. The 
Brochure does not constitute an offer and does not represent marketing material within 
the meaning of applicable Lebanese regulations;

 ■ in Dubai: the Brochure is distributed by CA Indosuez (Switzerland) SA, Dubai 
Representative Office, The Maze Tower – Level 13 Sheikh Zayed Road, P.O. Box 9423 
United Arab Emirates. CA Indosuez (Switzerland) SA operates in the United Arab 
Emirates (UAE) via its representative office which comes under the supervisory 
authority of the UAE Central Bank. In accordance with the rules and regulations 
applicable in the UAE, CA Indosuez (Switzerland) SA representation office may not 
carry out any banking activity. The representative office may only market and promote 
CA Indosuez (Switzerland) SA's activities and products. The Brochure does not 
constitute an offer to a particular person or the general public, or an invitation to submit 
an offer. It is distributed on a private basis and has not been reviewed or approved by 
the UAE Central Bank or by another UAE regulatory authority;

 ■ in Abu Dhabi: the Brochure is distributed by CA Indosuez (Switzerland) SA, Abu Dhabi 
Representative Office, Zayed - The 1st Street- Al Muhairy Center, Office Tower, 4th Floor, 
P.O. Box 44836 Abu Dhabi, United Arab Emirates. CA Indosuez (Switzerland) SA 
operates in the United Arab Emirates (UAE) via its representative office which comes 
under the supervisory authority of the UAE Central Bank. In accordance with the rules 
and regulations applicable in the UAE, CA Indosuez (Switzerland) SA representation 
office may not carry out any banking activity. The representative office may only market 
and promote CA Indosuez (Switzerland) SA's activities and products. The Brochure 
does not constitute an offer to a particular person or the general public, or an invitation 
to submit an offer. It is distributed on a private basis and has not been reviewed or 
approved by the UAE Central Bank or by another UAE regulatory authority;

 ■ in Miami: the Brochure is distributed by CA Indosuez Wealth (Miami) - 600 Brickell 
Avenue, 37th Floor, Miami, FL 33131, USA. The Brochure is provided on a confidential 
basis to a limited number of persons for information purposes only. It does not 
constitute an offer of securities in the United States of America (or in any jurisdiction 
where this offer would be illegal). The offer of certain securities which may be 
mentioned in the Brochure may not have been subject to registration in accordance 
with the Securities Act of 1933. Some securities may not be freely transferable in the 
United States of America; 

 ■ in Brazil: the Brochure is distributed by CA Indosuez Wealth (Brazil) SA DTVM, Av. 
Brigadeiro Faria Lima, 4.440, 3rd floor, Itaim Bibi, São Paulo, SP-04538-132, registered 
in the CNPJ/MF under number n. 01.638.542/0001-57;

 ■ in Uruguay: the Brochure is distributed by CA Indosuez Wealth (Uruguay) Servicios & 
Representaciones SA, Av. Luis A. de Herrera 1248 – World Trade Center Torre III – Piso 
15 – Of. 1576, 11300 Montevideo, Uruguay. The Brochure does not constitute an offer 
to a particular person or the general public or an invitation to submit an offer. It is 
distributed on a private basis. The Brochure and the products it may mention have not 
been reviewed or approved by or registered with the Central Bank of Uruguay or any 
other Uruguayan regulatory authority. 

We draw your attention to the fact that access to certain products and services presented in 
the Brochure may be restricted or forbidden by the law of your country of origin, your country 
of residence or any other country with which you may have ties.

Please contact your banker and/or your usual advisors for further information.

The Brochure may not be photocopied or reproduced or distributed, in full or in part, in any 
form without the prior agreement of your Bank.
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