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After doubling in prices since late October, are Chinese equities still looking attractive?

Is it too risky for investors to enter these red-hot stocks at current lofty levels?

| BY KELVIN TAN |
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In the past, stock-market rallies in Chi-
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by the government's market-friendly policies.
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“Ower the past 12 months, we have seen
a massive shift in policy as a result of what
happened on the ex; side,” nodes Andrew
Mattock, fund m et of the Henderson Ho
rizon China Fund. “Very clearly, the policy
changes have beem focused on the domestic
attributes of the Chinese economy, namely
investment and consumption, as China
the right ettart in focusing on
prowth rather than trving 1o get exports to
recover. This is supportive of a longer-term,
maore sustainable growth path for China.” His
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due ime as s banks® loans are steadily in-
fected with [an accumulation of poor-qu
and more bad loans]. I hope their policymalkers
realise the great importance of having solid,
prudent and sound dom ks before it
Chua warms
Most fund managers are betting that if as
set prices and bank borrowings conlinue to
soar, Chinese policymakers will spring into ac
ticn at some point, leading 1o monet; tight
down the road. Th spell
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But he reasons that
the e mic recovery in the China iz siill in
its infancy and it is highly unlikely that its pol-
icymakers would “slam on the hrakes” any
time soon. “Policymakers in China and the US
have learnt from the Japanese experience of
tightening too early.” says Wong, who reck-
ons that expansion h policies in
China will continu i global
economy is still fragile, 1 th nakers
will err om the conservative side,
Mattock concurs: *\We are opr
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for the rest of the world over the next few decades
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i will maintain i relatively loose monetary
palicy until the whole my, ncluding the
r, has achieved a solid recovery

China’'s central bank sald on July 29 that it
wonild continue to maintain a “moderately loose
monetary poliey” to aid the nation’s econom
ol [ Wong believes the Chinese stock
ket will con trend highe as long
SCONOmMIc po ¢ in China nat take a
l-turm™ over the next six months

at JPMorgan Pri
vate Bank. He points out that the perform
ance of H-shares is very much in line with that
of the MSC] Emerging Markets index, which
has surged 51% since Dec 31, 2008. “From a
relative perspective, the H-share run-up has
lagged even stronger performers such as In
dia, Indonesia, Brazil and Russia, despite Chi
% having a superior V-shaped economic re-
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From a valuation perspectivie, Leung says
Chinese shares still look like =fundamental
Iy good value®, in line with other stocks in
Granted, like every other asset, they
are no longer extremely cheap as they were |
March. There's nothing wrong with tha
“We are still at the beginning of a new
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(earnings hefore int %] level look
“very encouraging”, he says, which should pro-
vide the market with good valuation suppon.
Mattock believes that as earnings of Chinese
companies are aded, their valuations will
become cheaper and investors will be able to
see value re-emerging. He sa ven all the
macro indicators we have seen, we are probabh
looking at mid-20% earnings growth or more
Based on our earmning th expectations and
a TeAZ0na FER [price-to-earnings ratio] of
15 times, which is nowhere close 1o bubble
territory, we would expect the HSCEI o climhb
to 15,000 over the next 12 months,”

Valuations of domestic 2
China aren’t looking stretched either, argues
APS's Wong., "Curmrently, the China A-share
marked is trading at a forward PER in the mid-
205, which is gtill reasonably inexpensive,
he broadening economic recovery, an im-
proving corporate profit outlook and ample
liquidity," he says.

While many find managers prefer the more
accessible H-shares to mainland Chinese A-
shares, Wong says the latter are now looking
more attractive than the former. The APS Chi
na Alpha Fund — a long/short Greater China
Fund — currently has substantial exposure to
China A-shares. “The action and liquidity is
in Chir 0, investors should stay investad in
A-shares,” he says. “Besides, there are more
interesting and dynamic companies in main
land China™ compared with a relatively lim-
ited number of companies in China listed as
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