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What to make of the regulatory risks in China?
China’s new regulations are a part of structural reforms required to achieve “common
prosperity”
Structural reforms, though painful in the short term, are necessary for the next phase of
growth
Evergrande’s potential default is a part of the deleveraging process in the property sector
We see opportunities in sectors enjoying regulatory tailwinds
China is now a stock-pickers’ world and favors an active strategy

“Common Prosperity” is the new buzz phrase in China. In essence, China aims to move towards a
more egalitarian society by addressing income disparity and redistributing wealth. China’s richest
20% earns 10 times more than the poorest 20%. Many policies have been rolled out under this
pursuit, including regulatory crackdowns that have upended markets. Indeed, the Chinese market
has witnessed significant volatility with its technology stocks losing a trillion dollars in market
capitalization since February this year.
Figure 1: MSCI China Price Index and Announcements of New Regulations

Source: Bloomberg (30 September 2021), Goldman Sachs Research (10 September 2021)

Tracking its timeline broadly, it started when Ant Financial’s highly-anticipated Initial Public
Offering was halted in November 2020 by the Chinese authorities, an event that had no doubt
shocked investors globally. After which, there was a deluge of new regulations that hit across
various sectors. To draw a couple of significant examples – in July alone this year, there was a
complete banning of private tuition for core school subjects, while ride-hailing giant Didi was

Lion Global Investors

A member of the OCBC Group

2

Market Commentary | CHINA

banned from signing on new customers. To this end, there was heightened alarm in the market
as investors were worried that more sectors would be under fire with increasing regulatory risks.
In addition to the regulatory crackdowns, there have also been massive efforts to deleverage its
property sector. As a result, many heavily indebted property developers were put under pressure.
The latest headlines about China Evergrande Group (3333 HK)’s potential default in September
2021 sent markets on a wild swing, with many investors debating if this was China’s “Lehman’s
Moment”.
With all that said, the million dollar question now – “Is China Still Investible?”

Is the “common prosperity” policy a crackdown on private ownership?
We do not think that the ongoing regulation is a crackdown on private ownership but an attempt
to restructure the economy to achieve more equitable and sustainable growth. Painful structural
reforms are required if China wants to overcome challenges like the middle-income trap,
demographic headwinds as well as slowing productivity growth.
In the 14th Five-Year Plan, China plans to upgrade the Chinese economy through technological
advancements instead of resource intensive investments. The “common prosperity” agenda to
create greater income equality and greater total wealth for the population is consistent with the
14th Five-Year Plan. China is now more focused on productivity growth instead of job creation as
its population growth has slowed. Part of the restructuring requires regulations to correct some
of the imbalances in the system, like preventing monopolistic behaviors and over-leverage in
resource intensive industries such as the property sector.

Striking a balance between protecting the market and encouraging
innovation
A healthy dose of regulation at the Fintech and ecommerce sectors is required to return the
balance between protecting the market and encouraging innovation. China has, like other
countries, allowed unfettered innovation in these sectors and many of the fintech and ecommerce
platform companies have grown to become systemically important companies with increasing
control over other sectors through acquisitions. Basic regulations to protect consumer rights,
prevent over-leverage and monopolistic behaviors are required and would ultimately be positive
for the development of these industries. We expect the regulatory overhang to ease once more
clarity is given that the authorities are satisfied with their revised business models.

Shifting away from capital intensive and unproductive investments
China no longer relies on the property sector to generate economic growth. The “three red lines”
policy was introduced in September 2020 to bring down leverage at property developers and
restore the financial health of these companies. This has inevitably led to liquidity issues with
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some developers like Evergrande. Despite the negative headlines, the potential bond default at
Evergrande is generally not considered China’s Lehman moment as the amount owed is small
compared to the total banking loans outstanding. While we expect deleveraging to continue for a
couple more years, we maintain the view that its contagion will be limited to the weaker
developers and we do not see systemic risk to the Chinese property sector.

Some sectors face unclear regulatory risks
The regulations at the private education sector may sound draconian but the intentions are to
benefit society in the long-run. Education is taken very seriously in China and private tuition is
seen as necessary for students to do well in the central examinations. Aggressive advertisement
campaigns by private tuition companies leads to unhealthy social pressure and the high cost of
education is seen as a cause of the low fertility rate in China. Unfortunately, there are no good
alternatives to this problem. It is unclear if the new regulations introduced are effective to achieve
their goals. As such, there is uncertainty on further regulations and the prospects of such sectors
remain bleak.

Opportunities in sectors enjoying regulatory tailwinds
As discussed above, there are many sectors that will continue to face regulatory headwinds in
the foreseeable future. However, we also see investment opportunities in many sectors that are
aligned with the government’s policies – sectors that the Chinese government sees as essential
to the upgrading of their economy like semiconductors, industrials, Artificial Intelligence, robotics,
medical technology, renewable energy and clean technology. To this end, we remain positive on
the Chinese equities market in the long-term but see short-term volatility as regulatory risks
persist. This investment environment favors stock-picking and active investing due to cyclical
opportunities as investors rebalance across sectors.

Lion Global Investors' funds with exposure to China
Asia benefits from a growing China and investors could gain exposure through our LionGlobal
Asia Pacific Fund which aims to achieve long-term capital appreciation by investing primarily in
the equity markets of the Asia Pacific (excluding Japan) region. Investors who want a more
focused investment into China may consider our LionGlobal China Growth Fund.
Both funds are actively managed to position for long-term trends as well as short-term
opportunities. Macro themes drive our sector allocations, while our bottom-up stock picks reflect
the analysis of our team.
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Disclaimer
This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. It is for
information only, and is not a recommendation, offer or solicitation for the purchase or sale of any capital
markets products or investments and does not have regard to your specific investment objectives, financial
situation, tax position or needs. Applications for units in our funds must be made on forms accompanying the
prospectus. You should read the prospectus and Product Highlights Sheet which is available and may be
obtained from Lion Global Investors Limited (“LGI”) or any of its distributors, consider if a fund is suitable for
you and seek such advice from a financial adviser if necessary, before deciding whether to invest in the fund.
Investments in our funds are not obligations of, deposits in, guaranteed or insured by LGI or any of its
affiliates and are subject to investment risks including the possible loss of the principal amount invested. The
performance of a fund is not guaranteed and the value of units in a fund and the income accruing to the
units, if any, may rise or fall. Past performance, as well as any predictions, projections, or forecasts are not
necessarily indicative of the future or likely performance of a fund. Any extraordinary performance may be
due to exceptional circumstances which may not be sustainable. Dividend distributions, which may be either
out of income and/or capital, are not guaranteed and subject to LGI’s discretion. Any such dividend
distributions will reduce the available capital for reinvestment and may result in an immediate decrease in
the net asset value of the fund. Any information (which includes opinions, estimates, graphs, charts, formulae
or devices) is subject to change or correction at any time without notice and is not to be relied on as advice.
You are advised to conduct your own independent assessment and investigation of the relevance, accuracy,
adequacy and reliability of any information contained herein and no warranty is given and no liability is
accepted for any loss arising directly or indirectly as a result of you acting on such information. The fund may,
where permitted by the prospectus, invest in financial derivative instruments for hedging purposes or for the
purpose of efficient portfolio management. The Fund’s net asset value may have higher volatility as a result
of its narrower investment focus on a limited geographical market, when compared to funds investing in
global or wider regional markets. LGI, its related companies, their directors and/or employees may hold units
of a fund and be engaged in purchasing or selling units of a fund for themselves or their clients. This
publication is issued in Singapore by Lion Global Investors Limited (Singapore UEN/ Registration No.
198601745D) and in Brunei, by its branch (Brunei company registration No. RFC/00000772). Lion Global
Investors Limited is a Singapore incorporated company and is not related to any asset or fund management
entity that is domiciled in Europe or the United States. Lion Global Investors® is a registered trademark of
Lion Global Investors Limited. The references to any particular company is intended for illustration purposes
only and is not indicative of our intention to invest in such company or a recommendation to invest in the
securities of such company.
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