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This week saw the markets in China and Hong Kong tested by a perfect storm of
risk-off events: geopolitical tensions, rising COVID-19 cases, and regulatory
pressures from abroad. Meanwhile, China’s National People’s Congress (NPC)
reaffirmed the country’s long-standing commitment to economic stability. In this
investment note, Kai Kong Chay, Senior Portfolio Manager, Greater China

Equities, presents an update on China and Hong Kong markets, as well as key

takeaways from the NPC meeting. He also explains why despite market valuations dipping to

historic lows, he sees the structural themes and sector opportunities in China and Hong Kong

equities remain intact.

China and Hong Kong equity
markets tested by a “perfect
storm”

Update on China and Hong Kong markets

On 14 March, China and Hong Kong markets
(Shanghai Composite -2.6%, Hang Seng China
Enterprise Index HSCEI -7.2% and Hang Seng Index
lower -5.0%) pulled back on several key
developments:

* A widening COVID-19 outbreak in China: 23 out
of 31 mainland provinces have reported
confirmed symptomatic cases over the past week.
If we include asymptomatic cases, there have
been nearly 10,000 new cases overall.’

» Several cities in China have imposed movement
restrictions or lockdowns to contain the outbreak,
including Changchun in the north-east of the
country, the tech hub of Shenzhen (where many
tech giants are based), and the nearby industrial
centre of Dongguan, (where many industrials or
manufacturers are located).

" Bloomberg, 14 March 2022.
2 Bloomberg, 10 March 2022.
3 Reuters, 15 March 2022.

* Regulatory pressures from abroad: On 10 March,
the U.S. securities regulator identified five
Chinese companies as being non-compliant with
the Holding Foreign Companies Accountable Act
(HFCAA). The American Depository Receipts
(ADR) prices of these companies declined in the
U.S. market on concerns about possible de-
listing.?

* Further geo-political uncertainties with the
Russia-Ukraine conflict: Russia reportedly asked
China for assistance for military equipment,
claims which China subsequently denied.3

The near-term outlook: Hong Kong’s market
valuation at a 10-year low

Russia-Ukraine tensions, coupled with China’s
COVID-19 restrictions and regulatory risks from
abroad created a panic sell-off by investors, driving
market valuations to historic lows. The price-to-book
multiple (P/B ratio) on Hong Kong’s Hang Seng Index
(HSI) is now trading almost 0.9 times its book value,
which marks a near-term bottom in the past 10 years
(historic average 1.26x P/B), and trading 1 standard
deviation below this historic average (see Chart 1)%.

4 Bloomberg, as of intraday price on 15 March 2022.
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Chart 1: Hong Kong’s market valuation at historic lows
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Despite a near-term dampening investor sentiment,
we believe the broad market has overlooked the
long-term fundamentals of the Chinese equity
market, for the following reasons:

* Aggressive COVID-19 restrictions could slow
economic activity or dampen consumption
temporarily in major cities like Shanghai or
Shenzhen. However, this week’s lockdown in
China is expected to last one to two weeks and
should contain the virus from spreading to other
cities.

* The de-listing risk of Chinese ADRs is not
unknown. U.S. regulators currently give the ADRs
three years (may be shortened to two years) to
meet several requirements before delisting. A lot
of negative news seem to have been priced into
most of these Chinese ADR-related names (down
30% to 40% since last week’s announcement)®.
We have long been aware of the regulatory risks
associated with Chinese ADRs and expect China
and Hong Kong capital market participants (i.e.,
stock exchanges, investment banks) to be
beneficiaries, as more companies return to the
China A-share or Hong Kong market for listings.

Longer-term outlook: takeaways from the
March plenary meeting

Another event held last week also captures market
attention. China concluded its annual National
People’s Congress (NPC). The government outlined
multi-year plans to develop the nation’s technology

5 Bloomberg, 15 March 2022.
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and science sectors, as well as reiterated its
commitment to reducing energy intensity and
ensuring housing prices remain stable.

At the meeting, there were encouraging signs that
China is determined to sustain economic growth and
social stability. China’s fiscal policy is generally
expansionary, with intensive spending coupled with
tax refunds and cuts.

In summary, the key messages from the NPC
plenary meeting underpin our belief that the Chinese
government’s policies are significantly different from
those of developed markets. We believe that
economic stability remains a top priority for
policymakers and that monetary tools remain in
place for China’s central bank to support growth.
(See Appendix — Key takeaways from NPC meeting)

Structural themes and sector opportunities

In the near term, we expect ongoing market volatility
until there is more clarity on the Russia-Ukraine
situation, as well as the dust settle around COVID-19
lockdown and regulatory risks from abroad.
Nonetheless, the recent sharp sell-off has created
some deep valuation discounts that we believe do
not reflect long-term fundamentals. Here are some
structural themes and sector opportunities amid the
current environment:

* In general, we remain selective and continue to
favour sectors that should benefit from China’s
14t Five-Year Plan (FYP). Preferred themes that
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could benefit from the FYP include consumption
upgrades, research & development (R&D) and
innovation, renewable energy, and energy
transition, as well as new infrastructure.

* In our view, companies with dual-primary listings
and eligible for China-Hong Kong southbound
trading are in a more favourable position (i.e.,
improved trading and liquidity). The further
expansion of southbound-trading eligible stocks
remains a medium-term catalyst.

* Energy and materials are favoured sectors from a
medium to long-term perspective as near-term
performance is mostly driven by spot-price
movements. However, oil supply and demand
may remain tight (on top of geopolitical factors)
and companies that have sufficient pricing power
may benefit.

» Domestic-oriented (those with revenues derived
in Hong Kong) companies, such as Hong Kong
banks and insurance companies will be key
beneficiaries of U.S. interest rate hikes.

* We believe electric vehicle companies may be
able to pass on higher input costs. These
businesses could be potential beneficiaries as
China's government outlined long-term plans to
support renewable energy at the NPC.

*  We may see further monetary easing in China as
we enter the third and fourth quarter of 2022. The
technology sector is sensitive to consumption
spending, and we are paying attention to the re-
acceleration of growth. We maintain a positive
view on China’s semiconductor sector due to the
nation’s self-sufficiency and domestic demand.

Conclusion: China moves “countercyclical”
to slower global growth

With Asian equity markets in a broadly risk-off mode,
we expect continued volatility until there is more
clarity on the Russia-Ukraine situation.

While a broad market correction affects risk assets,
we believe the overall impact on Chinese equities will
likely be contained should the sharp risk-off episode
subside: the fundamental implications for China are
less prominent relative to Europe and the Western
world.

In our view, China’s economy will continue to power
ahead, despite global macro uncertainty, moving
almost  countercyclically to other emerging
economies and a slower global economy. The China
A-share market is typically less correlated to global
geopolitical incidents and may provide a
diversification opportunity to international investors.

In the near term, global inflationary concerns may
heighten given elevated energy prices. For China,
inflation is expected to be manageable in the near
term as the government can control energy prices via
a cap on the coal price. Thus, we believe China’s
central bank has the monetary tools to support
growth.

From a tactical perspective, as China decouples from
the U.S., its equities provide alternatives to global
investors who would like to diversify from the US
Federal Reserve’s policy moves.
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Appendix: Key takeaways from NPC meeting

China held its annual National People’s Congress
(NPC) on 5 March to 11 March. Investors paid close

attention for

indications of the country’s key

economic targets and fiscal plans. Below are some
of the key takeaways from the meeting.

Primary economic targets for 2022

While China’s gross domestic product (GDP)
growth target of around 5.5% (from 6% in 2021 —
see Chart 2), is the lowest in more than three
decades, it is still above consensus that forecast
closer to 5% and higher than the International
Monetary Fund’s projection of 4.8%. For inflation,
the Consumer Price Index (CPI) target is set at
about 3% (the same as 2021).

Fiscal policy

China’s fiscal policy is generally expansionary,
with intensive spending coupled with tax refunds
and cuts. Fiscal spending will increase by 8.4% in
2022, with a more than 7% rise in China’s defence
budget. The administration also announced a
CNY2.5 trillion tax cut, about half of which is new
and led by value-added tax (VAT) refunds for
excess VAT input credits.

Chart 2: NPC’s key economic targets®

Target 2022 2021
GDP Growth ~5.5% > 6%
Fiscal deficit (% of GDP) ~2.8% ~3.2%
CPI ~ 3%

Special local government CNY 3.65 trillion

bond quota
New urban job creation > 11 million
Surveyed jobless rate <55% ~55%

5 Bloomberg, 5 March 2022.
" Bloomberg, 5 March 2022.

Consumption

The administration outlined policies to support the
use of new-energy vehicles and facilitate local
governments to roll out green smart-home
appliances to rural areas and encourage the
trading in of old appliances.

Property

China plans to set up a financial stability fund and
adopt measures to keep housing prices stable as
policymakers ramp up efforts to prevent systemic
risks.”

Chinese leaders called on the property sector to
help address rising demand from homebuyers. It
was the first time non-subsidised housing was
mentioned in the key report since 2014.

Renewables

China’s Ministry of Finance said it would work to
address funding shortfalls in the subsidies for
renewable power after years of rising debt from
inadequate payments, which we believe could be
positive for wind or solar farm operators.®

At the meeting, the government also indicated that
China would remain committed to its five-year
goal of reducing energy intensity by 13.5% from
2021 to 2025. The country will continue to develop
massive wind and solar power bases in desert
regions and improve electricity grids.

Innovation

To support the long-term development of the
nation's science and technology sector, the
government presented a ten-year plan to enhance
basic research in those areas and a three-year
plan to reform the scientific and technological
systems. There may also be policies to promote
the development of venture capital, as well as new
financial products and services.

8 Bloomberg, 7 March 2022.
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Disclaimers

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange-trading suspensions and closures,
and affect portfolio performance. For example, the novel coronavirus
disease (COVID-19) has resulted in significant disruptions to global
business activity. The impact of a health crisis and other epidemics and
pandemics that may arise in the future, could affect the global economy
in ways that cannot necessarily be foreseen at the present time. A health
crisis may exacerbate other pre-existing political, social and economic
risks. Any such impact could adversely affect the portfolio’s performance,
resulting in losses to your investment

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material is intended for the exclusive use of recipients in jurisdictions
who are allowed to receive the material under their applicable law. The
opinions expressed are those of the author(s) and are subject to change
without notice. Our investment teams may hold different views and make
different investment decisions. These opinions may not necessarily
reflect the views of Manulife Investment Management or its affiliates. The
information and/or analysis contained in this material has been compiled
or arrived at from sources believed to be reliable, but Manulife
Investment Management does not make any representation as to their
accuracy, correctness, usefulness, or completeness and does not accept
liability for any loss arising from the use of the information and/or analysis
contained. The information in this material may contain projections or
other forward-looking statements regarding future events, targets,
management discipline, or other expectations, and is only current as of
the date indicated. The information in this document, including
statements concerning financial market trends, are based on current
market conditions, which will fluctuate and may be superseded by
subsequent market events or for other reasons. Manulife Investment
Management disclaims any responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained here. All overviews and commentary are intended
to be general in nature and for current interest. While helpful, these
overviews are no substitute for professional tax, investment or legal
advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against the risk of loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than a century of financial stewardship to partner with clients across
our institutional, retail, and retirement businesses globally. Our specialist
approach to money management includes the highly differentiated
strategies of our fixed-income, specialized equity, multi-asset solutions,
and private markets teams—along with access to specialized,
unaffiliated asset managers from around the world through our
multimanager model.

This material has not been reviewed by, is not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective
jurisdictions.  Additional information about Manulife Investment
Management may be found at manulifeim.com/institutional

Australia: Manulife Investment Management Timberland and
Agriculture (Australasia) Pty Ltd, Manulife Investment Management
(Hong Kong) Limited. Canada: Manulife Investment Management
Limited, Manulife Investment Management Distributors Inc., Manulife
Investment Management (North America) Limited, Manulife Investment
Management Private Markets (Canada) Corp. China: Manulife Overseas
Investment Fund Management (Shanghai) Limited Company. European
Economic Area Manulife Investment Management (Ireland) Ltd. which
is authorised and regulated by the Central Bank of Ireland Hong Kong:
Manulife Investment Management (Hong Kong) Limited. Indonesia: PT
Manulife Aset Manajemen Indonesia. Japan: Manulife Investment
Management (Japan) Limited. Malaysia: Manulife Investment
Management (M) Berhad 200801033087 (834424-U) Philippines:
Manulife Investment Management and Trust Corporation. Singapore:
Manulife Investment Management (Singapore) Pte. Ltd. (Company
Registration No. 200709952G) South Korea: Manulife Investment
Management (Hong Kong) Limited. Switzerland: Manulife M
(Switzerland) LLC. Taiwan: Manulife Investment Management (Taiwan)
Co. Ltd. United Kingdom: Manulife Investment Management (Europe)
Ltd. which is authorised and regulated by the Financial Conduct Authority
United States: John Hancock Investment Management LLC, Manulife
Investment Management (US) LLC, Manulife Investment Management
Private Markets (US) LLC and Manulife Investment Management
Timberland and Agriculture Inc. Vietham: Manulife Investment Fund
Management (Viethnam) Company Limited.

Manulife, Manulife Investment Management, Stylized M Design, and
Manulife Investment Management & Stylized M Design are trademarks
of The Manufacturers Life Insurance Company and are used by it, and
by its affiliates under license.
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