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Week of 4th May 2020 

What’s on our mind this week? 

Chinese vaccine company progresses in its COVID-19 vaccine development 

There are several treatments and vaccines under development against the COVID-19 virus. 

Treatments are to cure infected people and vaccines to develop immunity in healthy ones. 

Gilead’s Remdesivir is known to be the leading treatment for early-stage COVID-19 

patients. Other than Gilead’s drug, there are over 30 molecules being developed for the 

treatment of infected patients. On the vaccine front, there are however only a handful of 

companies globally that are making progress. Of those, only four have entered human 

clinical trial phase at this stage: Moderna and Inovio in the US, BioNtech in Germany and 

Cansino in China.  

Thanks to the strong support from Chinese government and the relatively early outbreak 

of COVID-19 in China, the vaccine developed by Cansino is leading the race to get 

approval as it is the only one in Phase 2 trials (approval of a new drug or vaccine is subject 

to a 3 phases process which covers -schematically- 1. toxicity of the new drug; 2. 

Appropriate dosage; and 3. Efficacy; all three must be cleared for a new drug or vaccine 

to be approved and commercialised). Such trials are typically conducted and approved 

for specific countries. The Cansino’s Ad5-nCov viral vaccine is only in phase 2 trial in China 

with a cohort of 500 healthy people in Wuhan receiving it. Nevertheless, should it go 

through phase 3 it could be the first approved vaccine for COVID-19 in the world. 

Moderna, Inovio and BioNtech are still in phase 1 trials at the moment.  

The mechanism of the four vaccines are slightly different. Cansino and Innovio are using 

DNA replication of spike protein of COVID-19 virus, whereas BioNtech and Moderna are 

using mRNA. In terms of delivery mechanism, Cansino is using adeno virus, whereas 

BioNtech and Moderna are using lipid nanoparticle. All of these approaches are using 

advanced technologies which are not common practice for commercial use yet in the 

pharmaceutical industry. It may represent an additional risk of failure at the clinical trial 

stage but, should they succeed, would represent breakthroughs for the vaccine 

development industry as well as other adjacent industries. For instance, the delivery 
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mechanism used by Cansino is more often used in Gene therapy, a success would be very 

positive for the development of gene-therapy technologies in China. A success would also 

boost the CRO (Contract Research Organization) and CDMO (Contract Development and 

Manufacturing Organization) industries in China for the efficiency they demonstrated in 

the development, testing and manufacturing process. 

—————————————————————————————————— 

Chinese banks Q1 2020 results 

Chinese banks reported their Q1 2020 results in the past week. The banks showed stable 

loan growth with the big 4 banks growing their loan book at 5.6% YoY. Net Interest 

Margins (NIMs) of big 4 banks compressed by 7bps on YoY basis and remained steady on 

a sequential basis. The Q1 2020 net income growth remained strong at ~4% YoY driven 

by better than expected margin and asset quality trends.  

Noticeably, outside the big 4 banks, China Merchants Bank (CMB) grew its net income at 

10% and Ping An Bank reported a net income growth of 16% for Q1 2020. The relatively 

surprising aspect from the results was the resilience seen in asset quality amidst COVID-

19 which resulted in a nationwide lock down in China during a large part of the first 

quarter. For Q1 2020, the Non Profit Loans (NPL) ratio of the big 4 banks remained stable 

on a sequential basis at 141bps. The provision coverage increased by 2bps sequentially 

reaching 225% for the big 4 banks. While the COVID-19 outbreak did push retail 

delinquencies, this was largely offset by an improvement in corporate NPLs driven by 

policy support and a recovery in domestic production.  

However, for upcoming quarters and especially for Q2 2020, banks in general maintained 

a cautious tone on asset quality. The banks expect some deterioration going forward. 

Nevertheless, banks expect the credit quality deterioration to be within their manageable 

levels given their existing provision coverage and capital levels which should serve as 

adequate buffers against rising delinquency risks. China Banking and Insurance 

Regulatory Commission (CBIRC) has allowed a delay until 30th June 2020 for NPL 

recognition of Small and Medium Enterprises (SMEs) exposures impacted by COVID-19. 

SME exposures account for ~8% of the system credit. As of Q1 2020, between 5% and 

10% of SMEs have opted for delaying the interest and principal repayments and this 

proportion continues to rise.  
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While the rising corporate and other retail NPLs could bloat the reported NPL ratio for 

the upcoming quarter, the NPLs from SME exposures are bound to be under reported 

due to delayed recognition. We might also see the CBIRC extending the scope of 

authorized delay in NPL recognition to other loan categories. These things should be kept 

in mind before assessing the NPL deterioration in Q2 2020. The Chinese banks are looking 

countercyclical and remain in a better shape to weather the NPL crisis compared to the 

rest of their emerging market peers. They are attractively valued given their high degree 

of earnings and dividend stability and appear defensive in the current volatile market. 

———————————————————————————————————— 
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