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When you invest with so many high-quality
fund managers, it's only natural to pick
their brains every now and then. We have
spoken to a few of them and collected their
thoughts on the current situation in China.

As a background, around nine months ago,
in November 2020, Ant Financial (Alibaba’s
fintfech business) was ready o breakrecords
with a $37 billion IPO and an estimated
valuation close to $300 billion. However,
the Chinese regulators pulled the plug on it,
officially because of risks around financial
security. Since then, the clampdown has
extended more broadly, reaching the wider
internet and e-commerce sector, property
developers, the ride-sharing company Didi
Chuxing and the entire private education
sector. Markets and more broadly investor
sentiment has been under pressure and
Chinese stocks are now trading at around
30% below their February peak’.

Most of the managers we spoke to have
a constfructive view and, on average,
their thoughts can be summarised in the
following points.

Regulatory tightening cycles are not that
unusual in China. In 2015, the coal and
steel industries underwent a period of
reform with China aiming fo clean up
those sectors. In 2018, younger industries
such as peer-to-peer lending and online
gaming were heavily regulated to align
strategically important areas to existing
social and economic plans. The entire
healthcare industry has been an ongoing
priority of the Chinese government for
the past few years. So, in hindsight, a
regulatory clampdown of the infernet
sector was just a matter of fime and the
only difference with the past is that such
changes have affected the largest and
widely held Chinese companies, such as
Alibaba, Tencent, Meituan etc.

The recent changes are in part an overdue
catch-up with matters such as privacy,
data protection and anti-competitive
behaviours, but also a part of the wider
government plan of reducing reliance on
western economies. China’s geopolitical
and social agenda necessitates directing
more capital towards sectors seen as
core for the country’s industrial autonomy,
such as semiconductors, robotics, energy
storage and artificial intelligence so,
perhaps, regulating (and making less
appealing from an investor’s perspective)
consumer internet services could contribute
to that.

Looking forward, the expectation is that
the intensity and the severity of the internet
regulatory crackdown will decrease but
today is too soon to assume this tightening
cycleis over. Clearly, rules putin place so far
will not be rolled back and their impact on
companies and business models still needs
to be fully understood, but as uncertainty
dissipates this could prove to be a very
interesting entry point (from a valuation
perspective) in a part of the Chinese equity
market that for many years has offered
outstanding growth.

The private education sector is in a worse
place. Recent regulations are similar in
nature fo previous ones in that they come
from a social need, but the consequences
are a lot more severe. The government’s
objectives are both to reduce the cost
of having children and to even out the
education system across different regions
and wealthlevels. In March 2021 President Xi
called the private tutoring sector “a chronic
disease” and since then has put rules in
place to essentially force companies out of
mandatory school years. From their peak,
the main private education companies lost
more than 90% of their market value®

Overall, this was not an attack on the
private sector. China needs and wants
foreign capital, as proven for instance
by the extensive growth of the Stock
and Bond Connect programs. Some
structures, such as US ADRs, might
change or even disappear, but ultimately
a strong, advanced private sector is vital
for China’s future as a technologically
advanced economy. Regulation is often
a short-term negative for equity prices
and investor sentiment tends to fall under
a lot of pressure, as it is the case today,
when such large changes happen almost
without anticipation. China’s  way of
communicating has perhaps been opaque
and sudden, but ultimately the country’s
long term investment case is little impacted:
the equity market remains wide, deep and
full of attractive investment opportunities
for those investors who can actively select
the best stocks. The fact that the market
is now one third cheaper than it was six
months ago is an obvious plus.

1 As measured by the MSCI China Index in HKD terms,
source Bloomberg Finance L.P.

2 TAL Education and New Oriental Education, source
Bloomberg Finance L.P.
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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 returns 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.



