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This is not the first time | have written
about Chinese equities and loyal readers
will remember last August’, when the
media were calling it an “uninvestable”
market, we were finding pockets of value
and interesting opportunities. This year,
a new wind is blowing under the Red
Dragon’s wings.

But let's rewind the tape and press
play on February 2021. Valentine’s Day
had just gone, the stock market was
at a peak, but no one knew what was
coming. Chinese regulators fightened
regulation around privacy and data
protection, specifically targeting the
hugely successful infernet sector. Widely
held stocks, such as Alibaba, Tencent
and Meituan, started falling as markets
marked down their growth expectations.
The private education sector was made
not-for-profit almost overnight and the
main players such as TAL Education and
New Oriental Education were wiped
out. The real estate sector’'s excessive
leverage was brought down through the
“three red lines” regulatory guidelines,
intfroduced in August 2020, aimed af
making the sector less appealing for
speculators and more stable for the
population. As a result, one of the largest
developers, Evergrande, moved toward
default. All these actions were taken in
the name of “common prosperity”; a
political objective aimed at making sure
China grows in a sustainable and socially
responsible way, but global markets saw
that as an attack to the private sector
and a negative for the country’s growth
potential.

Now fast forward to the middle of March
2022 - the market was down more than
50% from its peak and the People’s Bank
of China (PBOC) stepped in to avert this
trend. It's not quite a “whatever it takes”
moment®, but certainly the central bank
has loaded the big guns.

In a press conference in January, the
PBOC had already stated that “after a
few months, the downward pressure on
the economy will become yesterday’s
story”. The decline in the macro-leverage
in the past five quarters has created
room for a more proactive and front-
loaded monetary policy and signals
are that corporate lending rates are
likely to be cut, following the December

cut in the medium-term lending facility,
and that a reduction in banks’ reserve
ratio requirements (RRR) could also
be in play. The central bank is guiding
markets towards a cautious stance on
the Chinese Yuan and is willing to keep
fighting excessive appreciation.

At the Financial Stability Committee
special meeting in mid-March, a few
more practical points were laid out®.
Credit growth was again a priority;
the transition to the new model for the
housing sector outlined by the “three red
lines” is fo be smoothed; big technology
names will face a more transparent and
predictable regulatory  environment;
Beijing is to work with Hong Kong to
stabilise the local market; economic
and monetary policies will coordinate
to prioritise financial stability; American
Depositary Receipts (ADRs) are going fo
be audited jointly by China and the US; a
balance is being struck between Covid-19
containment and economic growth.

Markets have got what they were hoping
for. At the time of writing, Chinese equities
are up more than 20%° from theirlows and
this could prove to be the inflection point.
But there are some lingering questions. Is
China going fo try to take over Taiwan?
Are the trade wars with the US going to
escalate further? Is the PBOC going fo
change its mind and not go through with
this accommodative policy? We warrant
caution, as always, but we have been
constructive on China for a while now,
partly because of the cheaper valuation
of local assets and partly because of
the undeniable aftractiveness of a deep
equity market with the added tailwind of
a more accommodative monetary policy.
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Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.
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No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or refurns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This  e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



