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Volatility in China A-Shares Expected to
Persist

China’s A-share market slid almost 4.0% last week amid fears over
tighter liquidity in the domestic financial markets. Speculation that the
People’s Bank of China (PBOC) would cut back on monetary stimulus
following signs of a pick-up in growth, added to market jitters. While
there has yet to be an official statement from the central bank, the
PBOC has reportedly said in a briefing to local media that future
policy operations, while observing the need to continue supporting
growth, would also pay attention to macroeconomic risks, especially
an over expansion of corporate leverage.

The surge in total social financing in March has raised concerns that
the economy is continuing to rely on debt for growth. China’s
economy grew 6.7% in the first quarter, with growth underpinned by a
notable acceleration in industrial production and fixed asset
investment (FAI), and a continued rebound in property prices. There
are concerns that the emphasis placed on monetary and fiscal policy
loosening to stabilise GDP growth at the desired level of between 6.5-
7.0%, has distracted from the reform agenda that is key to longer
term economic sustainability.

This said, we expect China’s quest for economic reforms to continue,
albeit at an uneven pace. Economic challenges remain, as the
government seeks to balance the effects of growth and reform. From
an investment standpoint, we believe that the next three to five years
will see an emergence of ‘winners’, i.e. leading companies that are
highly efficient, from the traditional industries that are undergoing
painful consolidation amid this economic transition.

Overall, we expect volatility in the Chinese market to stay elevated. In
spite of that, valuations have improved after the recent market
correction and this provides us the opportunity to invest in select
quality Chinese corporates that stand to benefit from China’s
economic restructuring theme in the longer run, at more reasonable
valuations.
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Source: Bloomberg (last trading price for week ended 22
April)




Disclaimer

This publication is for information only. Any opinion or view presented by Fullerton Fund Management Company Ltd
(“Fullerton”) [UEN: 200312672W] is subject to change without notice. Past performance or any prediction projection,
or forecast is not necessarily indicative of future performance. Information herein may contain projections or other
forward looking statements regarding future events or future financial performance of countries, markets or
companies and investors must assess the relevance, accuracy and adequacy of the information, and perform
independent investigations as deemed necessary. Please note that the securities mentioned herein should not be
considered a recommendation to purchase or sell any particular security. This publication prepared without regard to
the specific investment objectives, financial situation or needs of any investor. Although the information was compiled
from sources believed to be reliable, no liability for any error or omission is accepted by Fullerton or its affiliates or
any of their directors or employees for any loss whatsoever arising directly or indirectly from any use of this
publication. Investments are subject to risks, including possible loss of principal amount invested.
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