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Outlook 2022: “Shadow Fed” Tightening

Peaking current account surplus caps index upside: Since COVID, China exports and
saves, while the West imports and consumes. The accumulation of China’s current ~ hao.hong@bocomgroup.com
account surplus reflects the strength of foreign demand relative to China’s. Butsuch ~ (852) 3766 1802
surplus accumulation is set to slow, as COVID subsides and the world reopens. ~ Head of Research
Indeed, China’s surplus may have peaked in March 2021 for this cycle. Historically,
peak surplus coincided with peak stocks, as in late 2007 to early 2008, mid-2015,
. . . karen.tan@bocomgroup.com
and again in Feb 2021. Meanwhile, our proprietary model suggests that the top of (852) 3766 1825
the trading range in the next 12 months varies little from the peak in 2021.

China’s foreign currency deposits is the “Shadow Fed”, and it is tightening: China’s
forex fund position and forex reserve have barely budged, despite the rise in current
account surplus to around its 2007 peak. Instead, foreign currency deposits in
commercial banks have been the reservoir to hold dollar liquidity, and have risen to
~US$1trn — in tandem with the Fed’s balance sheet expansion during different
phases of QE.

sophia.luo@bocomgroup.com
(852) 3766 1843

We term it China’s “Shadow Fed”, and as such, it has a lot of bearing on China’s risk
asset prices. As the Fed tapers and China’s exports slow, the rise in foreign currency
deposits will likely stall, capping the market’s potential gains. If on the contrary
COVID rages on, disrupting supply chain and causing sticky inflation, the Fed must
tighten beyond expectations. If so, it would be even worse — it would be stagflation
killing both stocks and bonds.

Focus on the “underdogs” of 2021: Instead of betting on the overall index with
limited potential, we suggest focusing on the “dogs” of 2021 — the sectors that have
been ravaged by the tightening regulation, namely, consumer and internet. Even
though property can rebound technically as perception shifts, fleeting as it may be.
And energy still looks good. These sectors’ earnings are defensive, but are still
underweighted by investors. Investor’s sectoral positioning has been slow to reflect
a cyclical slowdown, and thus is vulnerable to a rude awakening.

Targeted easing to manage systemic risks: As the economic short cycle descends
from peak to trough, policy will gradually turn supportive to manage the downside
risks. That said, blanket easing towards property is unlikely for now. Policy will
instead tango with market expectations, balancing the resolve to the tame property
speculation and the need to manage systemic risks. Targeted easing and even RRR
cuts at some stage are likely.

As the expectation of ever-rising property price starts to shift, a re-allocation of
funds from property towards other asset classes will promote a better capital
market for the long run. The RMB will depreciate somewhat in the interim. Bond
yield will fall, too, in an environment that is more conducive to safe-haven assets.

Analyst certifications, disclosures and disclaimer at the back forms part of this report and must be read.
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“Shadow Fed” Tightening

Peaking current account, peaking stocks

There is a great riddle when trading China amid COVID in the past two years: the onshore
Chinese stock market seems to have been unfazed by the regulatory tightening on China’s
education, online platform, and property sectors. While many offshore Chinese stocks
including Hong Kong and those ones listed in the US have more than halved, the onshore
Chinese stock indices have remained resilient, with some even making new highs.

Pundits point to the fact that many Chinese tech names are listed offshore, and thus have
been severely affected by the tightening regulations towards the internet platforms. But
the ChiNext is China’s NASDAQ, and it lists many of China’s great tech companies as well.
Further, the weakness in the Hang Seng Index, known for a lack of technology
components, contrasts starkly with the strength in the onshore market. It is baffling.

To answer this riddle, we would look at China’s current account surplus, which has
significant bearing on stock market performance. Historically, the stock market peaked in
tandem with the surplus (Figure 1). For instance, the current account surplus peaked in
late 2007 to early 2008, mid-2015 and again early 2021, and so did the CSI 300 index. We
believe the change in China’s current account surplus explains the dichotomy of
performance in China’s on- and off-shore markets.

Figure 1: Peaking current account tends to coincide with peaking market index
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COVID has been relapsing periodically and disrupting the global economy throughout
2021. As China is the first to emerge from the pandemic, and has been an important
supplier Western demand, its current account surplus has been surging from the US
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dollars it collects from strong exports. In 1Q21, the surplus seemed to have peaked at a
similar level seen during the heydays of Chinese exports in 2007.

The accumulation of China’s current account surplus mirrors the strength of China’s
exports versus imports, or foreign demand vs. Chinese demand. Rising surplus suggests
that foreign demand is stronger than domestic, and hence needs Chinese exports to sate
it. Rising surplus also hints at a country’s ability to attract foreign savings. Also, Chinese
savings are high, as domestic FAI growth stays high and consumption stays low.
Historically, rising Chinese surplus reflected rising US trade deficit, and translated into
rising forex fund positions that expanded the PBoC’s balance sheet. And vice versa (Figure
2).
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Figure 2: Deteriorating US current account mirrors China’s current account improvement
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Empirical data have confirmed the above theory. In the past two years, the US retail sales
and CPI data diverge from China’s consistently. In our outlook for 2H21 (“Value Still
Striking Back”, 20210607), we highlighted that weak Chinese CPI was a sign of weak
consumer demand, and thus warrants more attention. As China is an importer of
commodities, whose prices are surging, upstream inflation at a 26-year high does not
really suggest producer strength. As such, the US demand is indeed stronger than China’s,
most likely stemming from the epic monetary and fiscal stimulus in the US.

Rising surplus has been an important source of China’s monetary supply. The PBoC used
to recycle the dollars as they come in from exports and converts them into RMB liquidity.
Commercial bank lending is the most important source of money supply in China, as
lending itself creates broad money supply. But the surplus is an important source of base
money, the most powerful money in an economy.

As such, it is easy to see how rising current account means abundant liquidity, and thus
has contributed to the onshore market strength, while the offshore one fails to benefit.
It also helps explain why the broader market index such as the Shanghai Composite’s

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com
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(SHCOMP hereafter) strength is tempered, as it has some liquidity support but not the
fundamentals. Under such a circumstance, the liquidity has found its way into the more
speculative areas of the market, namely, the small-mid caps and the ChiNext. Meanwhile,
the offshore market does not have the liquidity support as fundamentals deteriorate.

The “Shadow Fed” is tightening

Another great puzzle in the past two years is that, although China’s current account
surplus has been accumulating, the PBoC'’s forex fund position has barely bulged. That is,
the influx of the US dollars via China’s exports does not seem to have translated into
domestic RMB liquidity directly. It is confirmed by slowing M2 growth at just above 8%.
And the PBoC’s holding of US treasury has indeed declined slightly in the past two years.
Where did the dollars go?

We notice that foreign currency deposits in China’s commercial banks have increased to
around US$1trn in the past two years, and it has been a steep rise since the pandemic. It
coincides with the strength in Chinese exports. That is, the US dollars received from
exports have been stored in the commercial banks’ foreign currency deposits. And the
rapid accumulation suggests abundant liquidity in the system. Please note that the PBoC
raised RRR for forex deposits by 2% in June 2021. The last time the PBoC raised forex RRR
was in May 2007. And the central bank resumed its issuance of central bank note, an
instrument to reduce liquidity, in November 2018.

Further, China’s foreign currency deposits change largely in tandem with the Fed’s
balance sheet, and hence correlate very well with China’s major stock indices, such as the
Shenzhen Composite (SZComp hereafter). We note that the significant increase in forex
deposits coincided closely with the Fed’s quantitative easing in 2008, 2012 and then 2020
(Figure 3). As such, we can see how the commercial banks’ forex deposits have behaved
like a reservoir for the influx of USD liquidity, and indeed reflect the global liquidity
conditions created by the Fed. For simplicity’s sake, we could call the foreign currency
deposits in China’s commercial banks the “Shadow Fed”.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com
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Figure 3: Fed’s balance sheet vs. China’s foreign currency deposits and Shenzhen Composite

Source: Bloomberg, BOCOM Int’l

Recently, the Fed has initiated its tapering program as expected, and stopped alleging
that inflation is only “temporary”, after being confronted by the highest inflation in three
decades. Historically, global central banks’ balance sheet expansion has propelled
inflation and risk asset prices (Figure 4). With inflationary pressure at a multi-decade high
and global stocks making all-time highs successively, the Fed’s balance sheet has run out
of excuses to continue to expand. If so, the Shadow Fed’s balance should stop rising
rapidly as well.

Figure 4: Global central banks’ balance sheet expansion propels stocks and inflation

Source: Bloomberg, BOCOM Int’l
The US asset bubble will further restrain the Fed’s balance sheet expansion. The real

earnings yield of the US stocks is at its all-time low, and lower than the levels in Aug 1987,
Mar 2000 and Aug 2008 (Figure 5). The risk of a bubble burst cannot be ignored.
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Figure 5: US real earnings yield (earnings yield — CPI) is around historic lows

S&P500 earnings yield — CPI

Source: Bloomberg, BOCOM Int’l

Indeed, the growth in China’s foreign currency deposits has started to decelerate since
May 2021. This turn roughly coincided with the peaking of China’s current account
surplus in March 2021. As the Fed starts to taper, and exports strength continues to wane,
it is likely that the growth in forex deposits has peaked. Historically, this growth has led
the performance of the SHCOMP by about six months (Figure 6). This observation is
consistent with the relationship between China’s current account surplus and the market
indices discussed at the beginning of this report (Figure 1).

Figure 6: Chinese foreign currency deposits lead the SHCOMP by six months

Source: Bloomberg, BOCOM Int’l
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Our quantitative economic cycle model suggests that the Chinese economic short cycle,
which typically spans around 3-4 years, is slowing. It contradicts the gloomy news
headlines and the pessimism that the headlines have induced. Indeed, this year’s
investment growth has been decelerating from a very high level, but is still high due to
the low base from last year’s pandemic.

While investment in property development is lower year on year, it is mostly due to the
lack of land grab by developers who are trying to conserve cash. For sure, the property
sector has attracted so much attention that it is easy to forget we are decelerating from
a very high growth level, and is approaching but not yet at the bottom. Rebar spot price,
long yield, CPI, industrial production, capacity utilization, etc have all confirmed the
observations of our model (Figure 7 and Figure 14-17 in Appendix).

We must add that our proprietary economic cycle model is different from the “credit
impulse” model that has been popularized by the Western investment banks (to be
discussed in the next section). Our model measures the intensity of China’s investment
cycle, while credit impulse measures the efficiency and the return of investment. Short-
term economic growth concerns less about efficiency. And “in the long run, we are all
dead”.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com
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Figure 7: China’s economic short cycle is decelerating
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China’s monetary policy cycle also spans about 3-4 years, and reflects its economic cycle
(Figure 8). We can see that the PBoC’s balance sheet and RRR appear to be rolling over.
And the corresponding macro-economic measures such as property investment growth,
RMB strength and forex reserve, too.
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Figure 8: China’s forex reserve, PBoC assets, RRR, CNY and property investment cycle
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If so, as the short economic cycle decelerates further, the central bank is deftly moving
into a position to ease. RRR will be cut when inflation pressure alleviates; and forex
reserve accumulation will slow to reflect improving domestic consumption from policy
stimulus; investment growth will slow as savings fall and consumption rises; and the RMB
will depreciate somewhat to reflect the policy easing (Figure 8).

Itis hard to determine the timing of such a policy easing move. But investors should note
that such a move will confirm the weakness in the economy, and thus is not necessarily
a cause for celebration. Meanwhile, continued target easing is likely and works best, as
the central bank continues to cushion the economic downside.

Will the property curb be relaxed and thus lead to a surge in bank lending? As we
discussed earlier, bank lending is an important component of broad money supply. If so,
money supply can still expand substantially, even if current account surplus, or the
“Shadow Fed’s” balance, stagnates as the Fed tapers or even tightens - as long as
property-related credit expands.

It is a judgment call, and recently there have been rumors about a general relaxation of
the property curbs. Our take is that the policy towards the property sector will be
measured and targeted where it is most needed to manage systemic downside risks. After
all, the property investment growth has not yet bottomed, and the prospect of losing
policy credibility and losing control of the ever-expanding property bubble can be
daunting.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com
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Market outlook

For the coming 12 months, our proprietary EYBY model is forecasting a trading range with
the top not far above the peak of 3,731 seen in the past 12 months, and the bottom just
below the trough of 3,291 during the same period.

In conjunction with our discussions of the effect of the “Shadow Fed”, as well as the
prospects of China’s monetary supply in the previous sections, we can say that our
guantitative model seems to suggest that the level around the peak in 2021, say around
3,800, appears to be a cap on the upside for SHCOMP for now (Figure 9). And the future
movements of SHCOMP are likely to tilt towards the downside. That said, even if the
index were to move lower to the lower end of our forecast trading range, say around
3,000, it would be a move of around 15% from where the index is now. And this is likely
to be the worst-case scenario.

Figure 9: Our EYBY model correlates very closely with Shanghai Composite
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If the economic cycle is set to slow further, it is not difficult to see inflationary pressure
peak, and bond yield decline. Typically, in a falling yield environment, stock valuation
multiple may expand to reflect lower funding costs. Yet, we investigated the change in
stock valuation vs. bond yield in the past few years, and noticed that falling bond yield
tended to correspond to falling valuation, as lower yield reflects a growth slowdown. In
other words, without consulting with our model, falling bond yield in tandem with
slowing growth suggests lower stock market index, not higher.

Our proprietary quantitative index forecast model correlates very closely with the actual
index movement, and has served us well in the past (Figures 9 and 10). For instance, for
the past 12 months, the actual peak of the SHCOMP at 3,731 is ~3% higher than the top
of our forecast trading range issued last November. And SHCOMP closed above 3,700 for
only two days in the past 12 months. For the 12 months ending November 2020,
SHCOMP’s peak closing was 3,459, and never breached the top of our forecast range of
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15 November 2021 3‘5 ﬁE Bj%

i BOCOM International
China Market Strategy nternationa

3,500 issued in November 2019. This year, we have further fine-tuned our quantitative
model to improve its accuracy (Figure 10).

Figure 10: Our EYBY model correlates very closely with Shanghai Composite (cont’d)
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Our sector rotation model shows that the best-performing sectors in the onshore market
are materials, energy, and staples (Figure 11). Such sectoral strength tends to peak at
market top, and is consistent with our proprietary model forecast of SHCOMP around its
peak, and its upside is limited. We must emphasize that topping tends to be a gradual
process, and is a trading range spanning some time, instead of a big bang at one point in
time — unless it is a bubble burst.
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As we are sliding from the market top, consumer, energy and tech should start to, or
continue to outperform. While financials can do well at market bottom, we are somewhat
lukewarm towards this sector that has been plagued by chronic underperformance over
the years despite low valuation. We would rather be late than sorry. Property is broadly
classified as financials in the onshore market, and can benefit from targeted easing to
manage the systemic risk looming over the sector.

Figure 11: Sector rotation model suggests we are near market top or early bear
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Investors’ portfolio positioning is slow to reflect the change in the economic cycle. We
are still detecting overweight in the industrials and materials, the sectors that tend to
perform well at the peak of the economic cycle (Figure 12). As such, investors appear
unprepared for the turn of the economic cycle, and thus are vulnerable to potential rude
awakening.

Figure 12: Portfolio holdings of various investor groups
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One of our non-consensual calls last year was the burst of the growth stock bubble. We
believed that the expensive valuation of the Chinese growth stocks, mostly internet
platforms, reflected more of the credit expansion during COVID, rather than their
fundamentals. As regulation tightened, these stocks plunged, with the US-listed Chinese
tech index falling 80% and the Hang Seng Tech Index more than halved (Figure 13).
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Figure 13: The growth bubble has completely deflated
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With such sharp correction within a short time, and gradual hints of moderation of policy,
the outlook of Chinese tech stocks has improved substantially. We also like these stocks
for their earnings defensiveness during an economic slowdown. These are defensive
growth stocks.

Risks to our forecasts

Our forecast is premised on that foreign demand for Chinese exports fades as COVID
subsides. As Chinese consumption starts to recover relative to foreign demand,
accumulation of current account surplus will start to fall, or the growth in the balance of
the foreign currency deposits in China’s commercial banks, or the “Shadow Fed” as we
term it, will slow. It is also a reflection of the Fed’s tapering. In this base-case scenario,
SHCOMP’s upside will be capped with its top not far from the peak in 2021.

But what if COVID relapses, as it did repeatedly during 2021? What would it mean for
China’s demand relative to that overseas, and hence the country’s current account
surplus and the “Shadow Fed”?

If so, it would be the worst-case scenario. If COVID continues to rampage the global
economy, then inflation will stay stubbornly high, instead of backing down for the interim
due to the base effect. Meanwhile, the Fed and other central banks will have no choice
but to tighten beyond expectations when confronted by persistent inflation, as growth
continues to slow. It will be a classic stagflation scenario, in which neither stock nor bond
can do well.

And what if there is a general policy easing to lift the property curbs to save the ailing
property companies? As we have discussed before, while we believe there will be
targeted credit easing, it is difficult to fathom a blanket easing towards the sector of
which its enormity has plagued the Chinese economy for long. As property investment
growth is still in the process of deceleration, and some developers are struggling but still

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com
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manage to pay off liabilities when due for now, it will be too early to intervene in a
market-driven process in which finally some positive changes are emerging in the sector:
property tax will be introduced on a trial basis soon, and the expectation of ever-rising
property price is starting to shift. As the Chinese population is aging, and household asset
allocation towards property is too high for such a demographic structure, the worst
outcome would be continuing to leverage up to pile on bets on an asset class that has
long passed its prime.

We have discussed the challenges that the property sector is facing in a special report
title “Property Bubble, Aging Demographics and Common Prosperity” published on
20211018.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com
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Appendix

Figure 14: China’s economic short cycle is decelerating (1/4)
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Figure 15: China’s economic short cycle is decelerating (2/4)
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Figure 16: China’s economic short cycle is decelerating (3/4)
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Figure 17: China’s economic short cycle is decelerating (4/4)
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Figure 18: US economic cycle (1/3)
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Figure 19: US economic cycle (2/3)
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Figure 20: US economic cycle (3/3)
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Figure 21: Sector earnings revision
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Figure 22: Industry group earnings revision (1/2)
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Figure 23: Industry group earnings revision (2/2)

Source: FactSet, BOCOM Int’l

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 24



15 November 2021
China Market Strategy

A2 SR B BR

BOCOM International

Recent Reports

20151026
20151109
20151116
20151130
20151209
20151217
20160105
20160108
20160115
20160121
20160125
20160203
20160217
20160301
20160307
20160321
20160418
20160503
20160606
20160613
20160627
20160817
20160822
20160912
20161114
20161206
20170307
20170324
20170413

20170524

20170609
20170621
20170714
20170828

20170829
20171114

20171204
20180131
20180207
20180323
20180326
20180409
20180423

20180521
20180614

20180703

The PBoC cuts. It’s time for a resolution

Re-opening IPO: Devils in Details

A winter of violence

Three Market Extremes

Outlook 2016: The Chinese Curse

The Fed Hikes: Moment of Truth

China’s Circuit Breaker: The First Cut is the Deepest
Circuit Breaker Suspended. Now What?

An Oversold Reprieve

Weak Hands

Stabilizing an Unstable Market

One Last Ditch to Salvage the Property Bubble
Historic Lending! But Three Important Limits

No Growth, No Gain

Two-Sessions in a Cyclical Spring

Unprecedented Divergences

Sweet and Sour Hog Cycle

Ant Financial: A Unicorn’s Defining Moment

The Market Bottom: When and Where

The Great China Bubble: Anniversary Lessons and Outlook
Post Brexit: How to Trade China.

Shenzhen-Hong Kong Connect: A New Era for China’s
Consolidation

The Most Crowded Trade

A Price Revolution — On Global Asset Allocation
Outlook 2017: High-Wire Act

The Reflation Trade Is Over; Get Set for Defensive Rotation
A Definitive Guide to China’s Economic Cycle

Price Inefficiency

Re-pricing Risks under New Regulations

2H17 Outlook: An Idiot’s Guide to China’s Nifty-Fifty Run
China’s MSCI Inclusion: Thoughts after a Milestone
Market Trilemma

A Definitive Guide to China’s Economic Cycle Part Il - New
High

Cycle Sentiment

Decoding disinflation : principal contradiction, social
progress and market fragility

Outlook 2018: View from the Peak

The Year of the Dog: Lessons from 2017

Markets in Crisis

An Unconventional War
1987
War on War

Great Powers Collide

2H18 Outlook: Rough Sailing
A Definitive Guide to Speculating in China

Where is the Bottom?

20180723
20180813
20180903
20181029
20181119
20190201
20190301
20190311
20190322
20190415
20190514
20190530
20190628
20190920
20191111
20191230
20200207
20200210
20200224
20200228
20200302
20200309
20200310
20200316
20200323
20200324
20200330
20200406
20200420

20200428

20200610
20200706
20200713
20200720

20200727
20200803

20200810
20200817
20200824
20201120
20210327
20210415
20210525

20210607
20210825

20211018

Rebound vs Bottom

A Lifeline for the Market

The Colliding Cycles of the US and China

Market Rescue: Will It Work?

Outlook 2019: Turning a Corner

Turning a Corner: Teachings from “the Dog”

A Margin Bull. What Next?

Who's Buying? Who's Next?

Market Inflection Point is Confirmed

Cyclical Inflection Point is Confirmed

War and Peace

Outlook 2H19: What Price for the Trade War

The Art of Voting

A Definitive Guide to Forecasting China Market
Outlook 2020: Going the Distance

The Next Decade: the Ebbing Waves

Impact of nCoV outbreak on market and economy
Epidemic at turning point; economic cost of quarantine
Spell of liquidity easing

The Curse of Plague

Unconventional Risk Hedging Strategies at Cycle’s End
Stock Market Populism

Is China a “Safe Haven”?

Fighting COVID-19, Chinese Style

Hopes and Hypes

The Fed Goes All In

Guesstimating Unemployment in China

The Cycle Has Turned

China Market Strategy - Strong Man of Asia: Markets at a
Historic Pivot

ChiNext registration system a new milestone in market
reform

Outlook 2H20: The Dragon Awaits

Is the Bull Back?

Running with the Bull

3500

Policy Signs
Dual Circulation in a Changing World

China-US Rivalry: What It Means for Stocks

The Puzzle of Economizing Food

The Historic ChiNext Reform: What It Means and How to
Trade

Outlook 2021: Value Strikes Back

Value Striking Back

Why Chinese Stocks Underperforming in a Recovery? Cues
from Bonds

The Long Waves in Commodities: Three Centuries of
Evidence

Outlook 2H21: Value Still Striking Back

What does “Common Prosperity” Mean for China’s Stock
Market?

Property Bubble, Aging Demographics & Common
Prosperity

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 25


http://researchreport.bocomgroup.com/Strategy-151026e.pdf
http://researchreport.bocomgroup.com/Strategy-151026e.pdf
http://researchreport.bocomgroup.com/Strategy-180723e.pdf
http://researchreport.bocomgroup.com/Strategy-151109e.pdf
http://researchreport.bocomgroup.com/Strategy-180813e.pdf
http://researchreport.bocomgroup.com/Strategy-151116e.pdf
http://researchreport.bocomgroup.com/Strategy-180903e.pdf
http://researchreport.bocomgroup.com/Strategy-151130e.pdf
http://researchreport.bocomgroup.com/Strategy-181029e.pdf
http://researchreport.bocomgroup.com/Strategy-151209e.pdf
http://researchreport.bocomgroup.com/Economics-181119e.pdf
http://researchreport.bocomgroup.com/Strategy-151217e.pdf
http://researchreport.bocomgroup.com/Strategy-190201e.pdf
http://researchreport.bocomgroup.com/Strategy-160105e.pdf
http://researchreport.bocomgroup.com/Strategy-190301e.pdf
http://researchreport.bocomgroup.com/Strategy-160108e.pdf
http://researchreport.bocomgroup.com/Strategy-190311e.pdf
http://researchreport.bocomgroup.com/Strategy-160115e.pdf
http://researchreport.bocomgroup.com/Strategy-190322e.pdf
http://researchreport.bocomgroup.com/Strategy-160121e.pdf
http://researchreport.bocomgroup.com/Strategy-190415e.pdf
http://researchreport.bocomgroup.com/Strategy-160125e.pdf
http://researchreport.bocomgroup.com/Strategy-190514e.pdf
http://researchreport.bocomgroup.com/Strategy-160203e.pdf
http://researchreport.bocomgroup.com/Strategy-190530e.pdf
http://researchreport.bocomgroup.com/Strategy-160217e.pdf
http://researchreport.bocomgroup.com/Strategy-190628e.pdf
http://researchreport.bocomgroup.com/Strategy-160301e.pdf
http://researchreport.bocomgroup.com/Strategy-190920e.pdf
http://researchreport.bocomgroup.com/Strategy-160307e.pdf
http://researchreport.bocomgroup.com/Strategy-191111e.pdf
http://researchreport.bocomgroup.com/Strategy-160321e.pdf
http://researchreport.bocomgroup.com/Strategy-191230e.pdf
http://researchreport.bocomgroup.com/Strategy-160418e.pdf
http://researchreport.bocomgroup.com/Outlook_200207e.pdf
http://researchreport.bocomgroup.com/Strategy-160503e.pdf
http://researchreport.bocomgroup.com/Strategy-160503e.pdf
http://researchreport.bocomgroup.com/Strategy-200210e.pdf
http://researchreport.bocomgroup.com/Strategy-160606e.pdf
http://researchreport.bocomgroup.com/Strategy-200224e.pdf
http://researchreport.bocomgroup.com/Strategy-160613e.pdf
http://researchreport.bocomgroup.com/Strategy-200228e.pdf
http://researchreport.bocomgroup.com/Strategy-160627e.pdf
http://researchreport.bocomgroup.com/Strategy-200302e.pdf
http://researchreport.bocomgroup.com/Strategy-160817e.pdf
http://researchreport.bocomgroup.com/Strategy-160817e.pdf
http://researchreport.bocomgroup.com/Strategy-200309e.pdf
http://researchreport.bocomgroup.com/Strategy-160822e.pdf
http://researchreport.bocomgroup.com/Strategy-200310e.pdf
http://researchreport.bocomgroup.com/Strategy-160912e.pdf
http://researchreport.bocomgroup.com/Strategy-200316e.pdf
http://researchreport.bocomgroup.com/Strategy-161114e.pdf
http://researchreport.bocomgroup.com/Strategy-200323e.pdf
http://researchreport.bocomgroup.com/Strategy-161206e.pdf
http://researchreport.bocomgroup.com/Strategy-200324e.pdf
http://researchreport.bocomgroup.com/Strategy-170307e.pdf
http://researchreport.bocomgroup.com/Strategy-200330e.pdf
http://researchreport.bocomgroup.com/Strategy-170324e.pdf
http://researchreport.bocomgroup.com/Strategy-200406e.pdf
http://researchreport.bocomgroup.com/Strategy-170413e.pdf
http://researchreport.bocomgroup.com/Strategy-200420e.pdf
http://researchreport.bocomgroup.com/Strategy-200420e.pdf
http://researchreport.bocomgroup.com/Strategy-170524e.pdf
http://researchreport.bocomgroup.com/Strategy-200428e.pdf
http://researchreport.bocomgroup.com/Strategy-200428e.pdf
http://researchreport.bocomgroup.com/Strategy-170609e.pdf
https://files.bocomgroup.com/download/Strategy-200610e.pdf
http://researchreport.bocomgroup.com/Strategy-MSCI-170621e.pdf
http://researchreport.bocomgroup.com/Strategy-200706e.pdf
http://researchreport.bocomgroup.com/Strategy-170714e.pdf
http://researchreport.bocomgroup.com/Strategy-200713e.pdf
http://researchreport.bocomgroup.com/Strategy-170828e.pdf
http://researchreport.bocomgroup.com/Strategy-170828e.pdf
http://researchreport.bocomgroup.com/Strategy-200720e.pdf
http://researchreport.bocomgroup.com/Strategy-170829s.pdf
http://researchreport.bocomgroup.com/Strategy-200727e.pdf
http://researchreport.bocomgroup.com/Strategy-171114e.pdf
http://researchreport.bocomgroup.com/Strategy-171114e.pdf
http://researchreport.bocomgroup.com/Strategy-200803e.pdf
http://researchreport.bocomgroup.com/Strategy-171204e.pdf
http://researchreport.bocomgroup.com/Strategy-200810e.pdf
http://researchreport.bocomgroup.com/Strategy-180131e.pdf
http://researchreport.bocomgroup.com/Strategy-200817e.pdf
http://researchreport.bocomgroup.com/Strategy-180207e.pdf
http://researchreport.bocomgroup.com/Strategy-200824e.pdf
http://researchreport.bocomgroup.com/Strategy-200824e.pdf
http://researchreport.bocomgroup.com/Strategy-180323e.pdf
http://researchreport.bocomgroup.com/Strategy-201120e.pdf
http://researchreport.bocomgroup.com/Strategy-180326e.pdf
http://researchreport.bocomgroup.com/Strategy-210327e.pdf
http://researchreport.bocomgroup.com/Strategy-180409e.pdf
http://researchreport.bocomgroup.com/Strategy-210415e.pdf
http://researchreport.bocomgroup.com/Strategy-210415e.pdf
http://researchreport.bocomgroup.com/Strategy-180423e.pdf
http://researchreport.bocomgroup.com/Strategy-210525e.pdf
http://researchreport.bocomgroup.com/Strategy-210525e.pdf
http://researchreport.bocomgroup.com/Strategy-180521e.pdf
http://researchreport.bocomgroup.com/Strategy-210607e.pdf
http://researchreport.bocomgroup.com/Strategy-180614e.pdf
http://researchreport.bocomgroup.com/Strategy-210825e.pdf
http://researchreport.bocomgroup.com/Strategy-210825e.pdf
http://researchreport.bocomgroup.com/Strategy-180703e.pdf
http://researchreport.bocomgroup.com/Strategy-211018e.pdf

15 November 2021
China Market Strategy

BOCOM International

A2 SR B BR

BOCOM International

10/F, Man Yee Building, 68 Des Voeux Road Central, Central, Hong Kong

Main: (852) 3766 1899  Fax: (852) 2107 4662

Rating System

Analyst Stock Rating:

Analyst Industry Views:

Buy: The stock's total return is expected to exceed that of the
corresponding industry over the next 12 months.

Neutral: The stock's total return is expected to be in line with
that of the corresponding industry over the next 12 months.

Sell: The stock's total return is expected to be below that of the
corresponding industry over the next 12 months.

Not-Rated: The analyst does not have conviction regarding the
outlook of the stock's total return relative to that of the
corresponding industry over the next 12 months.

Outperform: The analyst expects the industry coverage universe
to be attractive relative to the relevant broad market
benchmark over the next 12 months.

Market perform: The analyst expects the industry coverage
universe to be in line with the relevant broad market
benchmark over the next 12 months.

Underperform: The analyst expects the industry coverage
universe to be unattractive relative to the relevant broad
market benchmark over the next 12 months.

Broad market benchmark for Hong Kong is the Hang Seng
Composite Index, for China A-shares is the MSCI China A Index,
for US-listed Chinese companies is S&P US Listed China 50
(USD) Index.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 26



15 November 2021 3‘5 ﬁE II%

i BOCOM International
China Market Strategy nternationa

Analyst certification

The authors of this report, hereby declare that: (i) all of the views expressed in this report accurately reflect their personal views about any and all of the subject securities or issuers;
and (ii) no part of any of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this report; (i) no insider
information/ non-public price-sensitive information in relation to the subject securities or issuers which may influence the recommendations were being received by the authors.

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the Hong Kong Securities and Futures
Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of the report; (ii)) neither they nor their respective
associates serve as an officer of any of the Hong Kong listed companies covered in this report; and (iii) neither they nor their respective associates have any financial interests in the
stock(s) covered in this report except for one coverage analyst who is holding shares of Shimao Property Holdings Limited.

Disclosure of relevant business relationships

BOCOM International Securities Limited, and/or its associated companies, has investment banking relationship with Bank of Communications, Guolian Securities Co. Ltd., BOCOM
International Holdings Company Limited, Sichuan Energy Investment Development Co., Ltd, Light Year Holdings Limited, Analogue Holdings Limited, Zhejiang New Century Hotel
Management Co., Ltd, Tai Hing Group Holdings Limited, Shanghai Kindly Medical Instruments Co, Ltd, Jinchuan Group International Resources Co. Ltd, JiaXing Gas Group Co., Ltd,
Qingdao Holdings International Limited, China Nature Energy Technology Holdings Limited, RemeGen Co., Ltd., Shinsun Holdings (Group) Co., Ltd., JD Health International Inc., Leading
Group Holdings Limited, Datang Group Holdings Limited, Jiayuan Services Holdings Limited, Netjoy Holdings Limited, China Gas Industry Investment Holdings Co. Ltd., Raily Aesthetic
Medicine International Holdings Limited, Legion Consortium Limited, Cheshi Holdings Limited, Deyun Holdings Ltd., Mediwelcome Healthcare Service and Technology Inc., Modern
Chinese Medicine Group Co., Ltd., Roiserv Lifestyle Services Co., Ltd., Strawbear Entertainment Group, Oriental University City Holdings (H.K.) Limited, JOINN Laboratories (China) Co.,
Ltd., Morimatsu International Holdings Company Limited, Megain Holding (Cayman) Co., Ltd., Edding Group Company Limited, JD Logistics, Inc., Qiniu Ltd., Chief Financial Group Limited,
China Youran Dairy Group Limited, Yuexiu Services Group Limited, Huzhou Gas Co., Ltd., Nayuki Holdings Limited, Landsea Green Life Service Company Limited, UNQ Holdings Limited,
Leading Star (Asia) Holdings Limited, Sanxun Holdings Group Limited, BetterLife Holding Limited, Global New Material International Holdings Limited, Jiayuan International Group
Limited, 58 Freight Inc, Suxin Joyful Life Services Co., Ltd, Anhui Expressway Company Limited, Beijing Capital Jiaye Property Services Co., Limited, and Xing Yuan Power Holdings
Company Limited within the preceding 12 months.

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Orient Securities Company Limited.
BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Everbright Securities Company Limited.

Disclaimer

By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the
restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law.

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being supplied to you strictly on the basis that it will
remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or
indirectly, to any other person in whole or in part, for any purpose without the prior written consent of BOCOM International Securities Ltd.

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in securities of the
company(ies) covered in this report or any securities related thereto and may from time to time add to or dispose of, or may be interested in, any such securities. Further, BOCOM
International Securities Ltd, its affiliates and its related companies may do and seek to do business with the company(ies) covered in this report and may from time to time act as market
maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also perform or seek
to perform investment banking, advisory, underwriting, financing or other services for or relating to such company(ies) as well as solicit such investment, advisory, financing or other
services from any entity mentioned in this report. In reviewing this report, an investor should be aware that any or all of the foregoing, among other things, may give rise to real or
potential conflicts of interest.

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this report. This report does not purport to contain
all the information that a prospective investor may require and may be subject to late delivery, interruption and interception. BOCOM International Securities Ltd does not make any
guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this
report and accordingly, neither BOCOM International Securities Ltd nor any of its affiliates nor its related persons shall be liable in any manner whatsoever for any consequences
(including but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM International Securities Ltd’s clients generally and
does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The information and opinions
in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other financial
instruments thereof.

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or any of its affiliates, and are subject to change
without notice. BOCOM International Securities Ltd has no obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial
situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before participating in any transaction in
respect of the securities of company(ies) covered in this report. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction

where such distribution, publication, availability or use would be contrary to any law, regulation, rule or other registration or licensing requirement.
BOCOM International Securities Ltd is a subsidiary of Bank of Communications Co Ltd.

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 27



	Title

