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In 2019, the number of insolvency cases in China is ex-
pected to keep growing but at lower pace (+~20%).

Not strong enough economic date in 1H2019, further
eased monetary policy is expected.

In Q2 2019, automotive and automotive suppliers sectors
downgraded from “Medium” to “Sensitive” due to declin-
ing sales volume and weaker assessments on the profita-
bility and liquidity outlook.

The trade disputes between U.S. and China increase the
uncertainty of economic recovery and the dispute is ex-
pected to last until the end of this year.

Improving direct financing for private companies with
pick-up in IPO and establishment of Sci-Tech Innovation
Board (STAR Market) at the Shanghai Stock Exchange in
June 2019.



INSOLVENCY OUTLOOK

In 2019, the number of insolvency cases in China is expected to keep growing but at lower pace
(+~20%) considering 1) not strong economic growth especially in some sector such as automobile
2) US. - China trade dispute 3) expected further eased monetary policy 4) Improving direct fi-
nancing for private companies with the establishment of Sci-Tech Innovation Board (STAR Mar-
ket) at the Shanghai Stock Exchange in June 2019. During previous years, number of insolvency
cases in China increased greatly in 2017(+74%) and 2018 (+50%) mainly due to the acceleration
of clean-up zombie companies, slowdown on GDP growth and tightened financing conditions es-

pecially for the private owned enterprises.

Macro data updates with expected further
eased monetary policy

In Q2 2019, China’s y/y GDP growth further
slowed down to 6.2%, while China’s gq/q GDP
growth for Q2 accelerated to +1.6%, after a
3-quarter long deceleration. Despite data in
Q2 2019 and June showed recovery to some
extent, economic growth still faced pressure
for the incoming two quarters from unfavor-
able export conditions, slowdown of govern-
ment consumption and some industrial
growth. The official manufacturing PMI was
in contraction territory in June at 495, the
same as in May, while the nonmanufacturing
PMI declined to 54.2 in June (from 54.3 in
May). Considering currently monetary and
financial conditions did not significantly im-
prove, the PBOC is likely to implement addi-
tional cuts of the deposit reserves (3 before
year-end) and additional targeted medium-
term lending facility operations, while the
government is likely to launch new measures
to support consumption.

Automotive and automotive suppliers:
negative sales growth

According to China Automobile Association,
automotive sales volume decreased by
12.4% y/y in 1H2019 in China. The sales drop
was mainly due to high volume in previous
period, lack of new stimulus, economic slow-
down, deleverage and trade disputes. Alt-
hough authorities launched new stimulus
and data in June showed slightly recovery,
the response of consumers remained un-
clear. In Q2 2019, automotive and automo-
tive suppliers sectors downgraded from
“Medium” to “Sensitive” due to declining
sales volume and weaker assessments on
the profitability and liquidity outlook.



Figure 1: Sales of Passenger Cars
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Sources: China Association of Automobile Manufacturers, Euler Hermes, Allianz Research

Uncertainty- U.S.- China trade dispute

The trade dispute between U.S. and China increase the uncertainty of economic recovery.
In May 2019, President Trump announced a new round of tariffs as well as new sanctions
on Huawei. President Trump decided to hike the average level of tariffs on USD 200 bn of
imports from China to 25% from 10%. Then, at the end of June 2019, during the last G20
summit in Japan, China and the U.S. agreed to resume talks for a new agreement, put-
ting on hold the interdiction on U.S. companies selling products to Huawei against the
promise by the Chinese authority of buying more U.S. agricultural products. Despite these
slight improvements, the decision of imposing a 25% tariff on USD 200 bn of U.S. imports
from China was not backtracked, while the uncertainty surrounding USD 325 bn of re-
maining U.S. imports from China will persist in the coming month. U.S.- China trade dis-
pute is expected to last until the end of the year.



IMPROVING DIRECT FINANCING
FOR PRIVATE OWNED ENTERPRISE

A. Direct financing of private owned companies- pick up in IPO

The private enterprise IPO slowed down in 2H 2018 and the marginal improvement in 1H2019. IPO
issuance has a “V” shape trend. In 1H 2019, the number of IPOs and the net amount of IPO funds
raised increased, but there is still a certain gap from the previous high.

Figure 2 : Fund raising from IPO for private owned companies

60

50

49.8 50.4
45.5
40 37.5
326
3
21.7 21 3.6

2

| I

0

2017Q3 201704 201801 201802 201803 201804 2019Q1 2019Q2

[=]

[=]

(=]

m Net financing amount in (bn RMB)

Sources: Wind

B. New direct financing channel-establishment of Sci-Tech Innovation Board (STAR Market)

On June 13th 2019, Sic-Tech Innovation Board (STAR Market) was established at Shanghai Stock
Exchange. First batch of registered 25 companies which are most SME got listed on July 22th
2019.The first batch of companies raised RMB37 billion, and the amount of funds raised by single
companies was concentrated in the range of 5-1 billion yuan. STAR Market is designed to help
growth-oriented technology innovation enterprises with their finances.
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Cautionary Note Regarding Forward-Looking Statements:

The statements contained herein may include statements of future expectations and other forward-looking state-
ments that are based on management’s current views and assumptions and involve known and unknown risks and
uncertainties that could cause actual results, performance or events to differ materially from those expressed or im-
plied in such statements. In addition to statements which are forward-looking by reason of context, the words "may",

"will", "should", "expects", "plans", "intends", "anticipates", "believes", "estimates", "predicts", "potential", or "continue"
and similar expressions identify forward-looking statements. Actual results, performance or events may differ materi-
ally from those in such statements due to, without limitation, (i) general economic conditions, including in particular
economic conditions in the Euler Hermes Group’s core business and core markets, (ii) performance of financial mar-
kets, including emerging markets, and including market volatility, liquidity and credit events (iii) the frequency and
severity of insured loss events, including from natural catastrophes and including the development of loss expenses,
(iv) persistency levels, (v) the extent of credit defaults, (vi) interest rate levels, (vii) currency exchange rates including
the Euro/U.S. Dollar exchange rate, (viii) changing levels of competition, (ix) changes in laws and regulations, includ-
ing monetary convergence and the European Monetary Union, (x) changes in the policies of central banks and/or
foreign governments, (xi) the impact of acquisitions, including related integration issues, (xii) reorganization
measures, and (xiii) general competitive factors, in each case on a local, regional, national and/or global basis. Many
of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their conse-

quences.

No duty to update

The company assumes no obligation to update any information contained herein.


https://in.linkedin.com/company/euler-hermes-apac

