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We believe the calm and measured character of 
the ox is likely to be reflected in China’s 
economic and political stance in 2021, which 
could provide opportunities for investors
The Chinese New Year heralds the Year of the Ox. While we believe the West 
sees the bull as a symbol of market strength, in China the ox is a sign of 
diligence and perseverance.

In our view, China’s policymakers are likely to manage the economy with 
these ox-like characteristics; we could see more measured and targeted 
structural policies rather than a blanket-like aggregate approach.1

Cyclical Recovery 

Despite the pandemic, China was the only country among the G-20 to 
produce positive GDP growth last year: 2.3% for 2020 and 6.5% in the fourth 
quarter. 2

Growth was driven by efficient suppression of the pandemic, strong recovery 
in exports (notably medical equipment and electronics) and government 
policy support.3 At the beginning of the pandemic, the People’s Bank of 
China (PBoC) loosened monetary policy. However, unlike other central 
banks, the PBoC did not resort to quantitative easing or negative rates and 
instead used myriad structural policies.4

For 2021 the International Monetary Fund expects growth of 8%+ for China, 
leading to comments from some market participants that this “viral 
expansion” is something that needs reigning in.5 This rate of growth is not 
only a recovery to pre-COVID-19 levels, but growth that is higher than its 
medium-term potential. Yet in our view, the PBoC is signalling the 
normalisation of monetary stimulus, not a hard adjustment. 
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In February, the PBoC reiterated its targeted structural 
approach; monetary policy was to be “precise, reasonable 
and moderate, striking a balance between economic 
recovery and risk prevention”.6

Moreover, we do not see the recent defaults of a few 
Chinese state-owned entities as the beginning of a credit 
crisis.7 Rather, we believe that economic recovery has 
allowed credit clean-ups to be back on the agenda. 

In our opinion, the spillover from the onshore markets to 
the offshore credit markets presents an investment 
opportunity. While we believe Chinese high yield bonds 
have repriced wider on the back of fears of systemic 
defaults and a hard adjustment, defaults are likely to 
remain low.  

As Fig. 2 highlights, we believe we are in Stage 4 of the 
default cycle - the normalisation of financial conditions and 
defaults. 

Fig. 2. The Four Stages of China’s Onshore Corporate Bond 
Default Cycle Framework

Sour ce: Mor gan Stanley: Asia Pr imer , Asia Cr edit Str ategy: 22 Year s of China 
Cor por ate Bond Defaults Januar y 10, 2021

COVID-19

While 2020 was a huge struggle for the entire world in its 
efforts to manage and defeat COVID-19, we believe China’s 
management of the outbreak was notable in its efficiency. 
Targeted measures (draconian lockdowns and digital 
surveillance systems used for tracking) helped quell the 
virus, and its vaccination roll out is now underway. 8

So far, China’s economic recovery has been led by industrial 
production. In our view, the next leg of the recovery needs 
to come from increased domestic consumption, which will 
be predicated on keeping the virus in check. 

Currency 

We expect the approach of a measured ox in terms of 
China’s approach to currency management. 

In 2020, the yuan strengthened close to 7% against the US 
dollar, in our view boosted by a V-shaped economic 
recovery, capital inflows and interest rate differentials.9

In January 2021, the PBoC rebalanced its currency basket, 
the China Foreign Trade System against which the yuan is 
managed, to lower the weighting of the US dollar in favour 
of the euro.10 This is the second adjustment since the 
basket was introduced in 2015 and, according to the PBoC, 
reflects China’s external trade conditions.11

It could be argued this move was in response to the new 
trade deal signed with the EU at the end of last year, but 
we believe overall it reduces the dependency on the US 
currency for China’s trade. 

In a year of shrinking global foreign direct investment, 
China attracted US$163bn in 2020.12 Its domestic bond 
market received record inflows due to the inclusion of 
Chinese treasuries in government bond indices, while 
Chinese equities gained 26%.13
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Corporate Bond Defaults Financial Conditions

Stage 1: Some form 
of tightening in 

financial conditions 
causes increase in 

corporate bond 
defaults.

Stage 2: As defaults 
increase, the fear of defaults 

turning systemic also 
increases, which leads to 
significant tightening in 

financial conditions.

Stage 3: As regulators 
step in to reduce 

systemic risk, defaults 
start to peak and 

financial conditions 
start to improve.

Stage 4: As financial 
conditions

normalise, default 
rates will also 

normalise.

Fig. 1. China Produced Positive Real GDP Growth in 2020

Sour ce: Bloomber g, as of 15 Febr uar y 2021. Global Actual Real DGP Gr owth 
and For ecast. *India fiscal 21/22

-15%

-10%

-5%

0%

5%

10%

15%

2020 Actual Real GDP Growth 2021 Forecast Real GDP Growth
Fig. 3. COVID-19 Global Cases

Sour ce: Bloomber g, as of 16 Febr uar y 2021
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Whilst a further appreciation of the yuan is likely to be 
painful for exports and goes against the country’s wider 
policy of boosting domestic consumption, we believe 
policymakers are unlikely to resort to any drastic currency 
intervention. 

In our view, a currency war may be too detrimental at the 
dawn of the Biden led US-China relationship. Lowering 
interest rates could also create difficulties, as we believe 
policymakers are trying to avoid aggregate policies that 
lead to blanket expansion. As a result, interest rates and 
the currency are likely to remain stable, in our opinion. 

Against this steady backdrop we expect capital inflows to 
continue in 2021; while foreign holdings of Chinese 
treasuries have grown, there is room for further growth, 
also because of the phasing-in of these into the indices. 14

Most of the inflows into the China onshore renminbi (RMB) 
market have been in treasuries or policy bank bonds, and 
there is still limited appetite to go down the credit curve 
into RMB-denominated corporate bonds.15

We believe this is for two reasons. First, they are mostly 
bought by government bond mandates, and second, we 
believe there is still a lack of credit spread and rating 
differentiation among onshore China bonds issuers. 

Hard currency China bonds are better suited for corporate 
credit investors, in our view, due to their liquidity, credit 
premium differentiation, and ratings.  

Climate 

In 2020, China pledged to be carbon zero by 2060.16 The 
country is a large carbon emitter, but it is also a large 
investor in green energy with a US$165bn market in green 
bonds at the end of 2020, up from US$1bn in 2014.17

To meet their net zero target, the country will need to cut 
carbon emissions by at least 85% by 2060.18 They will need 
to invest RMB3-4trln (US$433-577bn) annually to meet this 
goal, and we believe green bonds could be a useful 
financing tool.19

We could see global green bond issuance near US$500bn, 
with Chinese issuers taking a large share, providing 
investors with a raft of opportunities in a fast-growing 
segment of the market.20

However cynical one might be on China’s carbon neutral 
targets, it is notable that China has already given specific 
province-level annual targets for renewables’ share of total 
power consumption up to 2030. 21

China-US Relations

It is too early to tell if the US/China relationship will likely 
change in substance or style following President Biden’s 
election. 

China missed its Phase 1 trade deal commitments by 30%, 
due to the pandemic. Energy purchases lagged the most, 
while US agricultural products fared best. 22 As these targets 
were not met, we believe President Biden might extend the 
timeline or renegotiate. 

However, we could see ongoing tensions between the two 
nations; Biden’s Climate Envoy John Kerry has already been 
critical of China’s 2060 carbon zero target, which is 10 
years later than other emitters.23

In our view, it is clear from the new economic policies laid 
out in the Central Economic Work Conference in December 
2020 that China is trying to look inward for future strength 
with less reliance on external industrial supply chains or 
technology, external demand, and even the country’s 
ability to feed itself.24

Policies like “Strengthen China’s ability to control industrial 
supply chains”, “Strengthen national strategic technologies” 
and “Expand domestic demand” all address this need for 
less reliance on the US or other countries. Even the recent 
rebalancing of the currency basket against which the yuan is 
managed is a symbol of reduced dependency on the US 
dollar.25

In our view, trade tensions and US sanctions on Chinese 
names have led to a cheapening in Chinese investment 
grade credits and as a result we believe tensions 
surrounding the status quo are already priced in. 

Fig. 5. China’s Cleantech Scale Continues to Rise

Sour ce: BofA Global Resear ch, Bloomber g NEF, as of 2 Febr uar y 2021
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Fig. 4. Ongoing Strong Bond Inflows Have Kept RMB 
Appreciation Intact

Sour ce: Deutsche Bank inter nal r esear ch, as of Febr uar y 2020
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A severe deterioration such as a hard-line stance on the 
Phase 1 trade deal would have a negative impact on 
markets, in our opinion. 

This is not our base case, given that Biden will likely have 
more pressing domestic issues to deal with. However, to 
date none of the geopolitical tensions have appeared to 
dissuade flows into China, which could indicate investors’ 
underlying confidence in the country. 

We believe we should also not underestimate the 
relevance of new trading partnerships signed late last 
year, such as China’s new trade deal with the EU and the 
Regional Comprehensive Economic Partnership. 26

Conclusion

Looking ahead, in the Year of the Ox we believe China will 
be a safe play on the reflation trade. Like the patient ox in 
Chinese folklore, we expect policymakers will take a 
prudent, measured approach to growth this year. 

In our view China, like many other countries, is likely to 
produce a year of solid growth while also addressing bigger 
structural issues such as climate change, the consolidation 
of domestic consumption and the normalisation of 
financial conditions.

Fig. 6. Regional Comprehensive Economic Partnership 
Free Trade Agreement

Sour ce: BofA, as of 16 November  2020 
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