WEEKLY FINANCIAL MARKET OVERVIEW
period 13.09.2021.-19.09.2021.
Main events of the previous week
Rating agencies Fitch, as well as S&P have increased investor fears that the default
of one of the largest Chinese developers in China - Evergrande, carries huge risks
to both the financial stability of China and the global economy. Against the
backdrop of a wave of defaults by Chinese companies on debt obligations that
swept the market in the first half of 2021, the current state of Evergrande, whose
liabilities are approximately equal to 2% of Chinese GDP, are already being
compared with the bankruptcy of the American investment bank Lehman Brothers.
It was this that became the starting point of the "Great Recession" of 2008. In
August, news emerged of a possible default by the second largest development
group in China, the Evergrande Group. The company itself denied them, but after a
few days it published a rather poor report on financial condition, which in particular
highlighted the problem with liquidity. Market concerns were also confirmed by
Fitch, which warned of the "systemic risk" of the company's default. Fitch also
emphasizes that the Chinese government will not allow a situation of a sharp
increase in prices for housing, credit and mortgage products, but the threshold at
which it fully intervenes in the situation is very high. A scenario in which a
developer's default will affect the entire real estate market in China and will have
wider macroeconomic consequences, Fitch called it unlikely. But it is worth noting
that if this "unlikely" scenario were to happen, more than 250 banks and non-bank
companies, to which Evergreen owes more than $300 billion (even the Chinese
government cannot provide an accurate estimate of the debt), as well as more than
200 thousand full-time employees and almost 4 million people that Evergrande
employs for project work will suffer. Moreover, the subsidiaries of Evergrande Group
have already defaulted in amount of $145 million. Much more pessimistic estimates
are given by the international agency S&P, which downgraded the rating of the
developer and its subsidiaries from CCC to CC, calling it a default “inevitable”. S&P
said in a press release that S&P downgraded Evergrande because the company's
liquidity appears to be depleted, the risk of non-payment is extremely high and
could eventually lead to debt restructuring, which means that a default scenario is
almost inevitable. Recall that in the first half of 2021, the volume of defaults by
Chinese companies on debt obligations amounted to almost $10 billion - the largest
figure in history. Perhaps this is why the likely default of Evergrande has been
compared to Lehman Brothers. After all, the global financial crisis began with the
US mortgage crisis in 2007, after which the fall of one of the country's largest banks
started the Great Recession.
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Economic data
Eurozone. The consumer price index in August rose by 0.4% versus July, while the
annual inflation rate was 3%. The growth of the core inflation rate excluding food
and energy in August amounted to 1.6% yoy.
Industrial production in July increased by 7.7% compared to July 2020, which
exceeded expectations by 1.5%.
US. Retail sales rose 0.7% in August, while retail sales were expected to decline 0.8%.
In turn, excluding data on gasoline and car sales from the indicator, retail sales in
August rose by 1.8%.
The consumer price index in August rose by 0.3% against July, while the annual
inflation rate was 5.3%. The growth of the core inflation rate, excluding food and
energy resources, in August amounted to 4% yoy.
The number of initial jobless claims for the week was registered in the amount of
332 thousand, which is 20 thousand more than the week before and 2 thousand
more than predicted by analysts.
China. Industrial production in August increased by 5.3% compared to August 2020,
which was a slowdown in industrial growth, as an increase of 5.8% was expected.
Retail sales rose 2% in August, while retail sales were expected to grow by 7%.
The unemployment rate in August remained at the July level and amounted to 5.1%.

Key events this week


On Wednesday, the US will publish data on home sales in the secondary
market for August, as well as changes in oil reserves for the week, in
turn, the Fed will publish its decision on the interest rate and will give
its assessment of the US economy.



On Thursday, the level of business activity in September will become
known in the Eurozone and the US, as well as the number of initial
jobless claims for the week that will be published in the US.



On Friday, the US will publish data on new home sales for August.
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