Amundi

Investment Solutions

Trust must be earned

Investment Talks

27 SEPTEMBER 2024

ALESSIA
BERARDI

Head of Emerging
Macro Strategy,
Amundi Investment

Institute

Senior EM Macro
Strategist, Amundi
Investment Institute

YERLAN
SYZDYKOV
Global Head of
Emerging Markets

With the contribution
of

LAURA FIOROT
Head of Investment
Insights and Client
Divisions,

Amundi Investment
Institute

GIULIO LOMBARDO
Publishing Specialist,
Amundi Investment
Institute

NICK MCCONWAY
Head of Asia ex-Japan
equity

China policy: short-term lift or long-
term change?

= Significant policy shift: China's Politburo has announced a series of policy easing
measures, including rate cuts and relaxed housing restrictions, aimed at stabilising the
economy and reviving sentiment. Regarding fiscal policy, there was no explicit mention of
a supplementary budget, but markets remain optimistic for potential additional budgets by
the end of October.

= Chinese stocks rebound: Following monetary stimulus and liquidity measures from the
People’s Bank of China, the Shanghai Shenzhen CSI 300 Index saw its highest weekly rally
since 2008, erasing year-to-date losses and rising 7.9% for the year (as of 27 September
2024), fueled by improving market sentiment.

= More optmistic turn on Chinese assets: recent policy shifts are supportive for Chinese
equities, but while monetary easing and housing adjustments may stabilise sentiment in the
short term, the effectiveness of these measures in reversing economic challenges will
depend on the introduction of robust consumer-oriented fiscal policies.

= Views on Chinese equities: Onshore A-shares and select Hong Kong stocks are poised
to benefit from policy shifts, with attractive earning yields compared to bond yields,
particularly in consumer staples and financial sectors, while caution is advised regarding
potential tariff risks and the need for robust fiscal stimulus.

What are the principal measures that have been announced, and what is yet to come?
The last week of September has seen a change in the direction of China’s policy mix. China’s
Politburo held an unscheduled meeting on economic policies, signalling a clear and urgent shift
in monetary and housing policy stances. In terms of monetary policy, the Politburo called for
‘impactful’ rate cuts. It revised ambiguous language on housing, urging a stabilisation in the
real estate market. On the supply side, it vowed strict controls on new constructions, to increase
loans for ‘white list’ projects, and to support the sale of unused land. On the demand side, it
asked to further relax housing purchase restrictions and to lower existing mortgage rates - the
latter already enacted by the People’s Bank of China (PBoC) earlier in the week.

Regarding fiscal policy, there was no explicit mention of a supplementary budget, but the
Politburo reiterated its use of ultra-long government bonds and local special bonds. Markets
remain optimistic for potential additional budgets by the end of October.

Main policy measures announced:

= The 7-Day Reverse Repo Rate (the new preferred policy rate) was cut to 1.5% from 1.7%:
a bigger cut than we expected and larger than its previous 10 basis point cut in July. This
cut will cause the Loan Prime Rate (LPR) to drop 20bp, deposit rates to drop 25bp, and
the Medium-term Lending Facility (MLF) rate to drop 30bp;

= The Reserve Requirement Rate (RRR) was cut by 50bp to a weighted average of 6.6%
from 7%. Governor Pan gave a clear forward guidance that the PBoC will likely cut the
RRR again this year by 25-50bp. The RRR cut will release RMB 1trn of liquidity into the
banking system;

= Guide banks to lower existing mortgage rates to match the new mortgage rates. The PBoC
estimates this will lower mortgage rates by an average of 50bp, reducing interest payments
for households by a total of RMB 150bn. It will take time for Chinese banks to handle
technical changes for 50 million households affected by the policies;

= Lower the national minimum down payment ratio for second home buyers from 25% to
15%, the same level as first-time home buyers, marking a symbolic end of policies that
strictly restricted speculative investors.
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“Chinese stocks
have rebounded
sharply, fuelled by
monetary stimulus
and the Politburo's
commitment to
restore
confidence.”

“A consumer-
oriented fiscal
package could be a
true game changer
in stimulating
household
consumption and
addressing
deflationary
pressures.”
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How did the stimulus announcement affect market sentiment?
Chinese stocks staged a sharp rebound following the monetary stimulus and liquidity-boosting
measures announced by the PBoC and the Politburo’s commitment to restore confidence.
Sentiment was so strong that the CSI 300 Index recorded its highest weekly rally since 2008.
With this movement, the Chinese equity market erased year-to-date losses, sending the CSI
300 Index into positive territory at +7.9% since the start of the year.

In our view, three key policies boosted short-term market sentiment:

1. The PBoC’s liquidity facilities for Non-Bank Financial Institutions (NBFIs) to buy equities
and for listed companies to conduct buybacks, and Governor Pan’s aggressive forward
guidance regarding the size of measures;

2. The Politburo’s stance on monetary policy, advocating for ‘impactful’ rate cuts over minor
adjustments;

3. The Politburo’s shifted stance on housing.

Chinese markets rally after policy stimulus
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Source: Amundi Investment Institute, Bloomberg data as of 26 September 2024.

How did the stimulus package announcement affect your view on Chinese assets?

We have become cautiously optimistic about Chinese assets following the announcements.
The monetary easing and housing policy adjustments signal a renewed effort by China’s
leadership to support the economy, but they still seem unlikely to single-handedly reverse the
structural economic slowdown. While these moves should help stabilise market sentiment in
the short term, the real test will come from whether fiscal measures follow. A consumer-
oriented fiscal package could be a true game changer in stimulating household consumption
and addressing deflationary pressures.

What are your investment convictions on Chinese equities?

We believe Chinese equities - specifically onshore A-shares and select Hong Kong stocks -
will benefit the most from these policy shifts. The significant gap between earning yields and
bond yields presents an attractive opportunity for equity investors. Moreover, a stabilising
housing market, combined with improved household expectations, could provide further
tailwinds for equities. We are particularly positive on consumer staples and financials,
especially brokers and asset managers, which stand to benefit from increased market activity.
At the same time, we recommend reducing short positions in RMB to neutral, as speculations
are rising on higher growth and inflation following the fiscal measures report, stabilising the
currency. However, it is prudent to remain mindful of the risk of a new wave of tariffs, especially
in light of the upcoming U.S. elections.

While the market response has been generally positive, much will depend on whether a robust
fiscal stimulus package materialises. If consumer-oriented fiscal measures are introduced, we
anticipate upward revisions to growth and inflation expectations for 2025. However, without
such measures, the initial market rally may be short-lived. In the near term, the combination of
monetary easing and targeted housing support should provide a temporary uplift, but a longer-
lasting recovery will require more decisive fiscal action.
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In an increasingly complex and changing world, investors have expressed a critical need to better understand their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Investment Institute's objective is to
provide thought leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for
all its clients — distributors, institutions and corporates. The Amundi Investment Institute brings together Amundi’s
research, market strategy, investment insights and asset allocation advisory activities. Its aim is to project the views
and investment recommendations of Amundi.

You
Discover Amundi Investment Insights at www.amundi.com °®o©

Definitions
L] Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).

Important information

The issuer of this document is Amundi Hong Kong Limited. This document is not intended as an offer or solicitation with respect to the purchase or
sale of securities, including shares or units of funds. All views expressed and/or reference to companies cannot be construed as a
recommendation by Amundi. Opinions and estimates may be changed without notice. To the extent permitted by applicable law, rules, codes and
guidelines, Amundi and its related entities accept no liability whatsoever whether direct or indirect that may arise from the use of information
contained in this document. This document is for distribution solely to persons permitted to receive it and to persons in jurisdictions who may
receive it without breaching applicable legal or regulatory requirements. This document and the mentioned website have not been reviewed by the
Securities and Futures Commission in Hong Kong (the“SFC”). This document is prepared for information only and does not have any regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may receive this document. Any person
considering an investment should seek independent advice on the suitability or otherwise of the particular investment. Investors should not only
base on this document alone to make investment decisions. Investment involves risk. The past performance information of the market, manager
and investments and any forecasts on the economy, stock market, bond market or the economic trends of the markets are not indicative of future
performance. Investment returns not denominated in HKD or USD is exposed to exchange rate fluctuations. The value of an investment may go
down or up. This document is not intended for citizens or residents of the United States of America or to any «U.S. Person» , as this term is
defined in SEC Regulation S under the U.S. Securities Act of 1933.
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