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Week of 8th March 2021 

What’s on our mind this week? 

China policy : the “two sessions” meeting convenes. 

Last week the annual “two sessions” meeting started in Beijing. The six-day conference is 

a high point of Chinese policy with thousands of National People’s Congress (NPC) 

deputies and Chinese People’s Political Consultative Conference (CPPCC) members 

converging on Beijing’s Great Hall of the People for China’s largest annual political event. 

The meeting is usually when many announcements are made, and targets set. This year 

was particularly important as the 14th Five-Year plan was announced and published 

during the event. Although the meeting is not over yet, there are several things that can 

be already commented on. 

The one that caught most commentators’ eyes was the GDP growth target for 2021 

announced at “above 6%”. Many thought the practice of announcing GDP targets would 

be abandoned as the government wants to focus on qualitative growth rather than 

meeting a hard number, but they were still surprised to see such a low number 

considering that everyone expects the 2021 GDP to be high, catching up the missed 

growth of 2020. The loose “above 6%” target likely means the number is less important 

than the quality of the growth. It may also be interpreted as a signal that no major 

monetary policy change will be made and little to no stimulus to the economy is to be 

expected with the Covid crisis now apparently in the rear-view mirror. More indication of 

this no thrill policy can be seen in the budget. The budget deficit target has been lowered 

from “at least 3.6% of GDP” in 2020 to “around 3.2%” this year. Meanwhile, the quota for 

local special bond issuance, which takes place outside the general budget, was lowered 

from RMB 3.75trn (3.7% of GDP) to RMB 3.65trn (3.4% of GDP). The budget report also 

ruled out a repeat of last year’s sovereign special debt issuance and social security waivers, 

which together were worth 2.5% of GDP. All told, this points to fiscal tightening of at least 

3.0% of GDP this year. 

On Friday, the 148-page summary of the 14th Five-year plan was released. The tradition 

of the Five-year plans is very important and gives strong indications on future policies as 
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well as the mindset of the leadership. For the first time it did not mention any average 

growth target for the coming five years, which is more in line with the aim to focus on 

quality growth as mentioned above and to set the right policies for the long term 

prosperity of China. As an official summarised the plan: China is aiming to lift its economic, 

technological, and national strength to a new, higher stage in the next five years, under a 

sweeping blueprint that puts heavy emphasis on improving domestic economic 

conditions, boosting technological innovation and national security, while leaving 

sufficient room to cope with mounting risks and challenges.  

Security was one of the key new features of the plan with a special section aiming to 

bolster national security systems and capabilities and setting arrangements to ensure 

food, energy and financial security. The plan also aims to implement a "dual circulation" 

development strategy that focuses on boosting the domestic market, enhancing 

technological self-efficiency and independence with significant increase in R&D, and 

promoting environmental protection through investments in renewable energy. 

Other noticeable, though expected, elements of the plan aimed at promoting 

urbanisation with a target of reaching a 65% urban population (Hukou reforms are 

expected to facilitate it), increasing expected life of Chinese citizens by 1 year, keeping 

urban unemployment below 5.5% and pursuing the high-quality development of the belt 

and road initiative. 

Altogether nothing particularly surprising came out from the meeting so far. Only a 

confirmation of the long-term goals of the Chinese leadership and the means attached to 

them. Such stability and aim give us confidence in the Chinese market beyond the 

tumultuous volatility of the recent weeks. 

—————————————————————————————————— 

A missed payment in Chongqing raises volatility in the LGFV sector. 

Last week Asian USD bonds saw a rare event in fixed income markets: The default of an 

investment grade rated issuer. Chongqing Energy Investment Group (CHQENE), whose 

USD bonds are rated BBB by Fitch, announced it was late in payment on onshore CNY 

commercial bills. As a Local Government Financing Vehicle (LGFV) 100% owned by the 

Chongqing city government, this default exacerbates market speculation that Chinese 
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state-owned entities are seeing reduced support from their government backed 

shareholders. Unsurprisingly the CHQENE 2022 USD bond price fell sharply after the news 

while simultaneously creating an increase in volatility across certain segments of the 

Chinese LGFV and SOE sectors, as market participants try to interpret the evolving policy 

landscape. It should be noted however that the LGFV sector as a whole remains critical to 

China’s overall funding landscape particularly in local markets and we believe local 

government and state-owned entities will remain well supported by government policy. 

In the specific case of the CHQENE it appears the default has been triggered by an isolated 

dispute between the company and its government parent regarding its energy assets. 

Earlier this year it was announced the company was being forced to close its Chongqing 

based coal mines this year as part of the government supply side reforms. Although 

accounting for only 11% of the company’s assets, this raised uncertainty regarding 

employee compensation, asset coverage and caused some of its coal-based creditors to 

demand improved securitisation of their loans. Although CHQENE which, as an LGFV, runs 

tight balance sheet liquidity has typically enjoyed municipal government support to 

ensure timely payment of obligations, or at the very least promote refinancing support by 

local banks, clearly this dispute has created near term uncertainty for the company as it 

led to the missed payment. At this stage it is not inconceivable that the default becomes 

resolved in the coming weeks. Chongqing is a financially strong local government, and a 

company representative has reportedly signaled the issuer will continue to service USD 

bond coupons until the issue is remedied. However, the often followed playbook of 

default first and resolve later does not help support market sentiment on the sector in the 

near term.  

This, however, is not a new phenomenon. Since the deleveraging campaign of 2018, 

Chinese authorities have been regularly sending signals to the market that investors 

should not assume government backed entities would always receive rapid support at 

times of stress. Trying to install moral hazard into the local currency bond market, the 

Chinese government has already allowed some CNY bonds issued by State Owned 

Enterprises to fail in recent years and we believe this is a continuation of that policy.  

It is on this basis that we have always maintained a relatively cautious exposure to the 

LGFV sector. LGFV’s have grown rapidly in recent years to currently account for almost 6% 

of the Asian USD bond market although we have held a significant underweight in our 
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existing portfolios (2.3% and 3.2% of JKC Asia Bond and JKC Asia Bond 2023 funds 

respectively). We also cap single name exposure to issuers in this sector on the view that 

although we continue to believe state support will remain forthcoming for the sector, 

single name idiosyncratic risk cannot be dismissed given weak standalone profiles. The 

CHQENE bonds have recovered marginally in recent sessions and are now 15 points above 

their intra-day lows of last week. We will continue to closely monitor this situation and 

implications for the sector. 

—————————————————————————————————— 

The International Women’s Day and the Hong Kong Board Gender Diversity 

Perspective 

The International Women’s Day was yesterday, on 8th March 2021. It is a perfect 

opportunity for us to share with our readers the initiative of which we are signatory: Hong 

Kong Board Diversity which JK Capital Management Ltd. joined in 2018. Hong Kong Board 

Diversity advocates gender diversity among board members of Hong Kong listed 

companies with a specific focus on the Hang Seng Index (HSI) members.  

This engagement is even more meaningful and critical as the situation in Hong Kong 

leaves plenty of room for improvement to say the least. As the initiative shared in their 

latest newsletter (Updated stats from Community Business regarding women on Hong Kong 

boards), the need for action is acute:  

• Women make up 13.7% of HSI’s boards of directors as at the end of 2020, with no 

change over the past two years. This sets Hong Kong as an “Asian” laggard behind 

India (17.0%, this country having introduced mandatory requirements), Singapore 

(16.2%) and Malaysia (26.9%). As a matter of comparison for our readers, the 

United States stand at 28.0% and France at 40.0%. 

• There are 12 all-male boards of directors in the HSI, and 5 of them never had a 

woman director. This statistic is slightly worse than it was two years ago. 

• Out of a total of 33 appointments in 2020, 28 were men (84.8%). 

A S&P Global report published in February quoted the work of Bob Zukis, Leadership 

Strategy at Forbes,  How Women will save the Future, One Corporate Board at a Time (30 

June 2020) to highlight how much gender diversity in boardrooms matters: “because it 
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brings a broad collection of experiences, perspectives, backgrounds, and viewpoints that 

lead to better decision making. Optimizing boardroom decision making is a critical goal 

for every organization in a highly complex and risky world”. This article also mentioned 

the research published by Professor Marc Goergen of IE Business School in Spain, Does 

Board gender diversity affect renewable energy consumption? (6 June 2020), who has 

identified a direct connection between corporate boards with a high concentration of 

female directors and a firm's greater renewable energy consumption.  

In China, the gender diversity topic is also an issue: The country ranked 106th out of 153 

countries in the World Economic Forum’s Global Gender Gap Index 2020 ranking just 

between Hungary and Ghana. 

Corporate governance has been the bedrock of JK Capital’s investment approach since 

day one. Among the topics we always address, board gender diversity is high on the 

agenda. We are very mindful on how to use our shareholder voting power when a new 

board member is to be appointed. We highlight as much as possible the necessity for 

gender diversity each time we meet the management of a company. 

The Hong Kong Stock Exchange (HKEx) seems to realise the scale of the problem. We 

recently witnessed some improvements that are not translated into numbers yet, but soon 

will. For instance, since 2019, all IPO applicants with all-males boards must disclose in 

writing what measures will be taken to achieve gender diversity on their board after listing.  

It is still not clear whether the HKEx is prepared to go one step beyond, but a growing 

number of professional organisations such as the Hong Kong Institute of Chartered 

Secretaries are in favour of setting up mandatory quotas in order to improve the current 

situation, as disclosed in their latest report Missing Opportunities? A review of Gender 

Diversity on Hong Kong Boards (February 2021). 
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