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Week of 21st September 2020 

What’s on our mind this week? 

A strong performance for the Chinese economy 

Macro numbers released by the Chinese government over the past two weeks have 

surpassed estimates made by macroeconomists and have contributed significantly to the 

very strong appreciation of the RMB against all other major currencies. 

Industrial value-added has accelerated from +4.8% YoY in July to +5.6% YoY in August. 

Over the same time frame, capital spending rose from +6.0% YoY to +7.6% YoY, property 

investments from +11.6% YoY to +12.1% YoY, and retail sales have turned positive for the 

first time since the COVID-19 outbreak and rose from -1.1% YoY to +0.5% YoY. Sales of 

properties and cars have risen spectacularly to the point that China has introduced very 

strict measures to force property developers to deleverage their balance sheets, pushing 

one of the largest, Evergrande, to cut its selling prices across all its projects by 30% to 

reduce its debt, the steepest discount it has ever offered. 

This strong activity at the time when the rest of the world is still struggling with the 

economic impact of COVID-19 has led to a very strong growth in import volumes (+9.5% 

YoY in August) but also in a drop in import value (-2.1% YoY in August, down from -1.4% 

YoY in July) as a result of a strong drop in global commodity prices over the past twelve 

months. Exports on the other hand kept on surging, up from +7.2% YoY in July to +9.5% 

YoY in August, still driven by masks and medical equipment, but also because many 

emerging countries that could be seen as manufacturing alternatives are still in lock-down 

or some form of lock-down (Indonesia, Thailand,  India, Philippines) whereas China has 

resumed all industrial activities. This has led to a trade surplus of over USD50bn per 

month, a level it only reached once, in 2015. Capital Economics now forecasts the current 

account in 2020 to reach a surplus of USD360bn, or 2.5% of China’s GDP. Our readers will 

remember that the community of economists was forecasting China to record a current 

account deficit this year prior to the outbreak of COVID-19. 

As an anecdote, we came across a statistic that is an illustration of China’s consumption 

rebound: According to the Federation of the Swiss Watch Industry, Swiss watch exports 

fell 11.9% YoY to CHF1.34bn in August despite exports of watches to China having risen 

by +44.9% YoY in August, reaching CHF211.6m.  
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Another data point we wanted to share and that also relates to consumption, and more 

specifically to the hospitality sector is as follows: China’s biggest hotel operator, Shanghai-

based Huazhu Group that operates more than 6000 hotels and 600,000 rooms under 25 

different brands (including Novotel, Mercure and Ibis for our French readers) reached an 

occupancy rate of 69% during the second quarter of the year, a level that is comparable 

to its pre-pandemic level. During the same quarter, Marriott International Inc. had a global 

occupancy rate of 14% and Hilton Worldwide International Inc. 22%. 

The logical impact of a current account surplus hitting new highs is a strong appreciation 

of the RMB, the Chinese currency, that gained 2.8% against the euro over the past four 

weeks, 5.8% against the USD since the end of May and 2.9% against the yen since the end 

of July. This is very positive for our funds that have significant exposure to the RMB, either 

directly through A shares that are all denominated in RMB or through RMB-denominated 

bonds, or indirectly through our investments in Chinese companies that translate their 

RMB profits into Hong Kong dollars which is pegged to the USD. 

—————————————————————————————————— 

Alibaba is poised to become a leading real estate agent across China 

Alibaba announced that it was venturing into the real estate brokerage business by 

establishing an entity named TMall Haofang with E-House China (“E-House”).  Alibaba will 

take an 85% stake in the entity while E-House will take a 15% stake.  Alibaba had 

previously bought a 13.5% stake in E-House, in July 2020.  

E-House is a Hong Kong listed company that has a leading position in primary real estate 

agency services across China, in providing real estate statistics and in consulting services. 

The company also has strong relationships with leading property developers to which it 

provides primary real estate agency services. These prominent developers include China 

Evergrande Group, China Vanke and Country Garden Holdings. 

TMall Haofang will provide a real estate transaction platform that will be actively using 

cloud computing, 3D viewing experiences, as well as financial services for homebuyers to 

purchase new or secondhand homes.  Property developers, agents and financial 

institutions will be invited to seek partnerships and offer services on the platform. Alibaba 

will provide technology support such as online transactions and data analysis, while E-

House will assist agents and brokers in customer acquisition, marketing and deal-making.  

The platform will charge a commission based on the transaction price.  According to 
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Alibaba, the platform will not make a profit for at least three years, as all potential profits 

will be invested into subsidies to home buyers. 

This platform will be a direct competitor of Beike, the newly US-listed company that is 

currently China's largest integrated housing transaction and services platform, and which 

is backed by Alibaba’s arch-rival Tencent.  We believe the establishment of such platform 

by Alibaba could be a major disruptor for the real estate brokerage industry in China, as 

online is fast becoming a major part of the industry.  The platform will also be beneficial 

to Ant Group, as there is huge opportunity to sell financial services related to real estate 

on this new platform. Ant Group, based in Hangzhou, is 33% owned by Alibaba Group 

and is controlled by Alibaba’s founder Jack Ma. It is the operator of Alipay, the popular 

mobile payment platform, and is about to become the largest IPO to have ever taken 

place anywhere in the world. Ant Group being the undisputed market leader in digital 

payments and digital finance platform in China, it is perfectly suited to provide financing 

solutions to anyone who will be acquiring a property through TMall Haofang.  

This news should also be slightly credit positive for our fixed income funds that are 

exposed to E-House China via their USD bonds as the establishment of the subsidiary 

brings in closer E-House and Alibaba. Whilst TMall Haofang won’t book any profit for the 

next three years, it presents an addition cash flow stream for E-House. 

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