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The China A share market is poised to benefit 

from the unfolding recoveries in China’s economy, 

property sector and earnings. The market’s tilt 

towards manufacturing-oriented companies gives 

investors an opportunity to take part in the multi-year 

transformation of China’s manufacturing sector, at 

undemanding valuations.  

The challenges faced by China’s economy in the last 12 

months are well documented. Heading into the second 

half of the year, we believe that there is a compelling case 

for China A equities. Contained inflation is likely to keep 

financing costs low, a sharp contrast to the rate hikes taking 

place in many other economies. The Chinese government is 

also likely to announce more stimulative measures to support 

the economy. Meanwhile, China continues to enjoy a 

robust current account surplus, a rarity within the Emerging 

Markets amid rising inflation and commodity prices. 

Valuations offer attractive upside with the CSI 300 Index 

trading around its historical average. Fig. 1. Valuations also 

look attractive compared to the developed markets as well 

as most Asian markets despite the China A-share market’s 

outperformance in the 2nd quarter of 2022. Fig. 2.

More importantly, we think that negative earnings revisions 

in China have troughed, with earnings growth forecasts 

having fallen by 28% from their most recent peak. See 

Fig. 3. As such, we believe that there is scope for China’s 

earnings to surprise from here. This is important because the 

recent rally in the China A share market has mostly come 

from the expansion in valuation multiples. We would need 

earnings growth for a sustained rally. 

 

THE CHINESE ECONOMY HAS BOTTOMED

---------------
Our conviction for the China A share market stems partly 

from the gradually improving outlook for the Chinese 

economy. We believe that the economy troughed in the 

second quarter of the year, helped by a number of policy 

measures which were announced in late May. These included 

tax rebates (140 billion yuan), deferral of corporates’ social 

security contributions (320 billion yuan) and the cut in the 

purchase taxes on passenger cars and other goods  

(60 billion yuan). 

More recently, we have seen local easing measures for the 

property sector such as mortgage rate cuts, lower down 

payments, and more relaxed home-purchase restrictions. 
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for indebted developers. Meanwhile, local governments rely 

heavily on land sales for funding and a dearth of such income 

will weaken the impact of any local initiatives designed to 

bolster the economy. In 1H22, land sales declined by 31.4% 

from the previous year. Our estimates suggest that a 5% 

deceleration in real estate investment would lower China’s 

GDP growth by 0.6-0.7%.

We believe that a strong and clear signal from the central 

 

Fig 1: CSI 300 Index – price to earnings ratio (x)

Source: Eastspring Investments, Go-goal; as of June 2022. Please note that there are limitations to the use of such index as a proxy for the past performance 
in the respective asset classes/sector. The historical performance or forecast presented in this slide is not indicative of and should not be construed as being 
indicative of or otherwise used as a proxy for the future or likely performance of the Strategy.

Fig 2: 2022 Expected price to earnings ratio (x)

Source: MSCI, IBES estimates; as of 1 June 2022. Please note that there are limitations to the use of such indices as proxies for the past performance in the 
respective asset classes/sector. The historical performance or forecast presented in this slide is not indicative of and should not be construed as being indicative 
of or otherwise used as a proxy for the future or likely performance of the Strategy.
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Fig 3: Earnings growth forecasts

Source: JP Morgan Research. As at 28 July 2022.  

China also plans to invest USD1.5 trillion between 2021 and 

2025 on smart infrastructure projects to support growth 

– the projects will use 5G, Artificial Intelligence and the 

Internet of things to transform traditional sectors and support 

emerging industries. Meanwhile, recent signs that the Chinese 

authorities have eased its regulatory crackdown on the 

internet platforms should help to stabilise investor sentiment. 

On the monetary front, the People’s Bank of China has cut 

the Reserve Requirement Ratio (RRR) as well as the Loan Prime 

Rate (LPR) to lower companies’ financing costs. 

Going forward, we expect policies to further support 

infrastructure investments, as well as more subsidies for larger 

ticket consumer products such as cars, home appliances and 

electronics. Monetary policy will also stay accommodative via 

a combination of RRR cuts, liquidity injections and targeted 

credit support (e.g. relending quotas). A further cut to the LPR 

also cannot be ruled out. 

That said, the strength of China’s recovery would largely 

depend on the property sector and China’s zero-COVID policy.  

 

A LIGHT IN THE PROPERTY TUNNEL? 

---------------
Chinese homeowners have been in the headlines recently 

for refusing to pay their mortgage payments, with over 

300 projects across 93 cities affected. We highlight that 

the mortgage suspensions were triggered by fears that 

property developers would not be able to deliver on their 

projects, rather than the inability of homebuyers to make 

their mortgage payments. Hence the key is to help restore 

developers’ ability to complete their projects. At the point of 

writing, it is reported that China will launch a real estate fund 

amounting to USD44 billion to help developers resolve their 

liquidity issues.  

China’s mortgage boycott is estimated to account to about 

3% of China’s home mortgage loan book for China’s 

14 largest banks. While the boycott is unlikely to pose a 

significant threat to the financial industry for now, it can 

damage buyer sentiment further and have other negative 

spillover effects. A buyers’ strike will hurt home sales and 

pre-payments are an important source of liquidity, especially 
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Fig. 1. Growth slowing from 2021’s peak 

Source: Refinitiv Datastream, Eastspring Investments, April 2022

Fig 4: Some signs of a consumption recovery in May

Source: CEIC. The Conference Board. July 2022. 

government is needed to help the property sector beyond 

the piecemeal measures we have seen from the local 

governments. While the “stability fund” mentioned earlier is 

a step in the right direction, we believe that the government 

can consider other measures such as:   

	 Forming a special agency to collectively take over 

unfinished projects, which can then potentially be 

converted into affordable housing

	 Forming a committee to coordinate efforts to prevent 

excessive tightening of property measures  

	 A temporary suspension (or pushing back the deadline) of 

the three redline policy that restrict the amount of debt 

developers can take on

While there is risk that these measures come later rather than 

sooner, our baseline assumption is that the housing market 

bottoms out in 3Q22 and will be on course for a more 

meaningful recovery in 4Q22 or 1Q23. 

 

NAVIGATING THE RISKS THAT REMAIN

---------------
China’s zero-COVID policy and the unprecedented lockdowns 

in Shanghai/Shenzhen had battered an economy which was 

already reeling from the troubles in the property sector. While 

China is maintaining its zero-COVID policy, the recent modest 

easing of quarantine requirements and travel restrictions in 

China, as well as the lower frequency of testing suggest that 

China would adjust its response according to how the COVID 

situation evolves. While renewed restrictions cannot be ruled 

out if the number of COVID-19 infections rise, we believe that 

China should be able to avoid the level of disruptions seen 

in April/May due to more proactive monitoring of potential 

outbreaks.  

On the political front, the 20th Party Congress where major 

leadership changes are announced will be the most important 

event to watch in the second half of the year. The consensus 

view is that President Xi will continue his third term as leader 
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of the communist party but there may be some uncertainty 

surrounding the remaining composition of the Politburo 

Standing Committee. Personnel shifts at the ministerial level 

of China’s key economic and financial institutions will have 

the most significant macroeconomic impact and therefore 

important for investors to watch. 

 

POSITION FOR THE RECOVERIES 

---------------
We believe that the China A share market is poised to benefit 

from the recoveries in the Chinese economy, property market 

and earnings. Compared to its H-share counterpart, the 

China A-share market’s bias towards manufacturing-oriented 

companies should benefit from the government’s increased 

focus to advance its manufacturing through green initiatives, 

greater tech self-sufficiency, automation, and digitalization. 

There are investment opportunities in companies within the 

Electric Vehicle (EV) and battery supply chains, as well as 

those involved in the production of solar panels, consumer 

electronics, semiconductors, and innovative drugs. In 

addition, the China A share market tends to march to its own 

beat - domestic policies matter more and hence it may be less 

affected by the global tightening cycle.   
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