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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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na have been, more often than not, triggered
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
fund is the best-performing China-focy
in Singapore this year, having surged more than
100% sinee the stan
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Wong: [China's| GDP will grow B% to 9% this year
with fixed asset imvestrent contributing 5% to 6%
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likens the curment Chinese policies to Japan in
the aftermath of Black Monday October 1987,
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and flscal policies 10 boost domestic demand,
ith Banks lending wiid ick and prop
estments. “The Ch » wiill make
same mistakes and face what Japan faced in
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

ening,” concedes Wy
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Tan believes China will be the key driver of grawth
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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covery,” he says

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
ECONMTIC le and inve Il cap
ture the earnings up
tive valuation re-ratin
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hold. While he concedes the market looks
Mattock believes investors are
ng (o see a turnaround in eamings as the
start to frickle into the Chinese

my". The early signs of rec rv at Ehit
(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

H-share firms
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How to play China now

FROM FREVIDUS PAGE

Stocks and funds to bet on

Wong likes counters such as plastic casing man-
ufacturer Ju Teng International and hotel op

erator Sh.mghai Jin Ji.ang, Isoth of which are
listed in Hong Kong, as well as Mainland-lisi-
ed traditional Chinese medicine manufacturer,
Tianjin Tasly Pharmaceutical Co, all of which
are benefiting from China’s stimulus packages
and are seen as key beneficlaries of the coun-
try's rapidly growing domestic demand. “Ju
Teng is the largest casing manufacturer in the
world, which we think will benefit from the
recovery of the tech business worldwide and
from the industry consolidation,” he says. The
stock is currently traded at less than 10 times
FY 2009 pamings.

Shanghai Jin-Jiang is “a major beneficiary
of the Shanghai Expo”, a global exposition and
trade show thal opens next May. Shanghai Jin-
Jiang is trading at a fraction of its revalued book
value, he says. Tianjin Tasly Pharmaceutical
will benefit substamtially from a new roumnd
of reforms in social welfare and a medical in-
surance scheme in China. Beijing has Larget-
ed RMBBS0 billion in social wellare spending
over the next three years. The company is ex-
pecied 1o deliver 20% 10 25% growth a year
over the next three years, savs Wong,

Mattock's biggest bets are Chiness proper-
ty counters. He doesn’t believe China’s asset
prices, particularly real estate, are reaching
bubble proportiens. “The pick-up in transac-
tion volumes shows the effectiveness of the
measures introduced to stimulate demand for
property,” he says. “Longer term, we are posi
tive on property because it forms a very signif-
icant part of fixed-asset investment in China
and its demand is underpinned by structural
ch anges mking place in the Chinese economy
such as urban migration, a rising middle class
and increased affordability.”

Mattock is bullish on Chinese developers
such as Guangzhou R&F and New World China
Land. Guangzhou R&F, which develops, sells
and leases property in Guangzhou and Beijing,
has aggressively buill a decent-sized land bank
with debts, Looser monetary policy in China
has provided the fast-growing property firm
with easier access to credit and Matiock says
its earnings are likely 1o be supported by signs
af improvement in land-volume sales that hava
emerged. New World China Land develops and
invests in properties in China and has a land
bank of 19 million $q m, a large portion of which
was acquired about 10 vears ago, implving lower
land cost compared with itz peers.” Mattock
expects the company to benetit from rising
prices and transaction volumes,

Mattock: We will view market pullbacks as opportu-
nities to build up the portfolio for futwre retumns
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Performance of China-focused funds and ETFs sold in Singapore
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‘Tam of Capital Dynamics likes H-shares such
as retailer New World Department Store and
chemical products and solvents manufactures
Yip's Chemical. Mow World Development's bal-
ance sheet is strong and it currently operates
33 stores In 17 citles, Tan says. ~1t has grown
rapidly and still has the whole of China to tap.
Yet, it is selling ar a PER in the mid-teens. [t
is hard to find such an attractive stock.” Yip's
Chemical is cheap as well, since it is trading
at single-digit earnings multiples, says Tan,
whose funds are zlso invested in Hong Kong/
China names such as Bank of East Asia and

Beijing Capital Lamnd.

Stocks aside, inwestors can also take exposure
to Chinese equities through China-focused sin-
gle-country mutual funds and exchange-traded
furvds (ETFs). Given that China’s stock market
is not an efficient one, managed equity funds
had histerically oatperformed the market av

Leung reckons China will be among the best-
performing markets in Asia over the next few years

erages. In Singapore, there are pure China eq-
wity unit frusts and more than a dozen Great-
er China funds, which invest in Hong Kong,
Taiwan and China, to choose from.

S0, how should Singapore investors play Chi-
na now? 1f they believe that China will outper
torm the region, then a China fund or an ETF
willl be the easlest solution, says JPMorgan's
Leung, who reckons that China, along with In-
diia and Indonesia, will be the hest-performing
rarkets in Asla over the next few years. “Dur-
ing the past few months, many clients have
preferred to select individual core stocks. .. but,
going forward, we think active management
wiould be a better selution for clients who are
nat 50 close to the market,” he adds.

Aggressive fund investors who have the
stomach for volatility but like their gains mag-
nified could consider the red-hot Henderson
Hiorizon China Fund, which is a *130/30"-type
long/short fund, with the ability to leverage
its long positions (o maximise the gains when
& markets are trending up and the flexibility 1o
short the markets during a downtrend.

Mattock says the Henderson Horizon China
Fund will probably continue to beat its bench-
mark and peer funds based on “a proven” long/
shor strategy, if the Chinese stock markets con-
tinue to trend higher over the next 12 months.
“Should the eamings momentum prove to be un-
sustainable and when things de become frothy,
our fund also has the added flexibility to buffer
some of the downside a5 it can reduce net markes
exposure [by buying] a put option on the index
when volatility levels are high,” he adds,

Using short-term corrections

to add positions

Given the strong rally that Chinese equities
have experienced since end-Octeber last year,
Mattock says he would not be surprised to see
some cormection in the near future, “But we
weill wiew market pullbacks as opportunities to
build up the portiolio for future returns,® says

the optimistic fund manager. Leung says any
short-term comections in the Chinese siock mar:
ket or any other Asian markets will be shon-
lived because of the massive cash sitting on
the sidelines, waiting to enter the stock mar-
kets during dips.

“While many Asian equity markets are show-
ing signs of belng short-term overbought and
Aupust is seasonally a poor month, far too many
investors have missed the last few months of
returns by holding too much cash,” he notes.
“Sn, while there's a likelihood we will face a
short-term technical consolidation, medium-
to longer-term investors really need to be in-
vested in the China story.” The way he sees it,
an influx of funds into China will continue to
drive the market, New China-themed ETFs as
well as new funds that will be listed in China
in the mear future would be just a few more
“sources of massive liquidity and demand” for
Chinese stocks,

Despite being cautious on Chinese stocks,
Chua has hesitated to exit his long positions in
China's indices. He says he will gradually lig-
uidate his “in the money” long positions and
“stay on the sidelines” as the China stock bub
ble gets bigger. “The higher it goes, the more
severe the inevitable correction,” he warns.
For now, he is betting that "it is not wise to go
against millions of gambling Chinese with gov-
ernment policies cheering them on”, Legendary
investor Jim Rogers, who authored the hook A
Buell tre Chira, remaing cautious for the short
term but bullish on China investments owver
the long term. While he hasn't been rushing
to take profit on his China gains, he too isn't
in 2 buying mode right now

Aberdeen's Young has his eves glued on the
big picture. All bubbles eventually burst. Chi-
na's stock bubble may not pop next week or
next month, but it will. The key is to keep a
close watch on the signs that it is getting out
of hands. Mistaking green shoots for a rainfor-
est could be costly for investors, a




