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Key points
China’s equity market has crashed

Despite recent falls, Chinese domestic equities still look overvalued

The authorities have taken drastic
action to arrest the decline

and a cautious approach is warranted says William Ballard

We see the long-term potential
China has to offer

After an unprecedented run over the past two years, China’s domestic equity
market has suffered a dramatic correction. Since its peak on June 12, the

But valuations of domestic equities
remain excessive
Chinese companies listed in Hong
Kong are more attractively valued

Shanghai Composite Index has fallen nearly 30 per cent. The Chinese authorities
have taken drastic action to stem the slide in share prices by introducing a
plethora of emergency measures. Some of the more conventional measures the
Chinese authorities implemented include the relaxation of lending rules, the

William Ballard¹

restriction of IPOs, and short selling. The more extreme measures that temporarily
halted the market rout surprised even seasoned international investors. Domestic
investors with stakes in excess of five per cent in any one company have been
blocked from selling their stakes for the next six months. Since the start of this
week, around 1,300 companies have voluntarily suspended trading in their own
shares.

Long-term impact of intervention unclear
Head of Emerging Market & Asia
Pacific Equities
Will joined Aviva Investors in 2009
and is responsible for Emerging
Markets & Asia Pacific Equity
Strategies. Previously, Will worked at
Royal Bank of Canada in their Global
Arbitrage Trading division. Before
this, he was a fund manager at
Henderson Global Investors.

China is in the midst of a period of transformational change as it moves to
rebalance its economy to a path of longer-term structural stability. The
opportunities offered for investors within this huge and changing market should
not be underestimated, but neither should the risks. The unprecedented level of
intervention has shown initial signs of stabilising the domestic equity market. The
question now is whether there will be a longer-term impact.

Mindful of valuation discrepancies
The emerging-market equity funds all have a substantial, long standing
underweight position in China. As long-term investors, we can see potential.
However we are mindful of the disconnect between the bubble-like valuations of
some domestic equities and the more attractive valuations found in Chinese
companies listed in Hong Kong or offshore. Furthermore, we are aware of the
headwinds companies face from the continued slowing of the domestic economy.
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Important information:
Unless stated otherwise any opinions expressed are those of Aviva Investors. The value of an investment and any income from it may go down
as well as up and the investor may not get back the original amount invested.
The name “Aviva Investors” as used in the Document refers to the global organization of affiliated asset management businesses operating
under the Aviva Investors name. Each Aviva Investors affiliate is a subsidiary of Aviva plc, a publicly-traded multi-national financial services
company headquartered in the United Kingdom. Opinions expressed are those of Aviva Investors as of the date of this document and are
subject to change without notice.
Information contained herein has been obtained from sources believed to be reliable, but has not been independently verified by Aviva Investors
and is not guaranteed to be accurate. This document is provided on a confidential basis by Aviva Investors and may not be reproduced in whole
or part, and may not be delivered to any other persons, without the consent of Aviva Investors Americas LLC. This document is not a solicitation
of an offer to buy or sell any security or other financial instrument or to participate in any trading strategy.
IMPORTANT INFORMATION:
Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions constitute our judgment
and are subject to change without notice. Information contained herein has been obtained from sources believed to be reliable, but has not been
independently verified by Aviva Investors and is not guaranteed to be accurate. References to specific securities, asset classes and financial
markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations. Past performance is
no guarantee of future results.
The name “Aviva Investors” as used in this presentation refers to the global organization of affiliated asset management businesses operating
under the Aviva Investors name. Each Aviva Investors’ affiliate is a subsidiary of Aviva plc, a publicly- traded multi-national financial services
company headquartered in the United Kingdom.
Aviva Investors Americas LLC is a federally registered investment advisor with the U.S. Securities and Exchange Commission. Aviva Investors
Americas is also a commodity trading advisor (“CTA”) and commodity pool operator (“CPO”) registered with the Commodity Futures Trading
Commission (“CFTC”), and is a member of the National Futures Association (“NFA”). In performing its services, AIA utilizes the services of
investment professionals of affiliated investment advisory firms who are best positioned to provide the expertise required to manage a particular
strategy or product. In keeping with applicable regulatory guidance, each such affiliate entered into a Memorandum of Understanding (“MOU”)
with AIA pursuant to which such affiliate is considered a “Participating Affiliate” of AIA as that term is used in relief granted by the staff of the
Securities and Exchange Commission allowing US registered investment advisers to use portfolio management and trading resources of
advisory affiliates subject to the supervision of a registered adviser. Investment professionals from AIA’s Participating Affiliates render portfolio
management, research or trading services to clients of AIA. Investment professionals from the Participating Affiliate also render substantially
similar portfolio management research or trading services to clients of advisory affiliates which may result in performance better or worse than
presented herein. This means that the employees of the Participating Affiliate who are involved in the management of strategies and other
products offered to US investors are supervised by AIA.
AIA’s Form ADV Part 2A, which provides background information about the firm and its business practices, is available upon written request to:
Compliance Department
225 West Wacker Drive, Suite 1750
Chicago, IL 60606
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