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CHINA'’S ‘POLITBURO PUT’ — AN OUT-OF-CONSENSUS THOUGHT

We cannot solve our problems with the same thinking we used when we created them.

Albert Einstein

Market consensus for China’s economic and market outlook was, and still is, based on Beijing’s incremental
easing. However, recent economic data shows that the incremental easing approach had not been effective on
sustaining GDP growth momentum.

Beijing wants to balance structural reform and debt reduction with GDP growth. It does not want to return to the
old debt-fuelled supply-expansion growth model, and hence is willing to tolerate a lower growth rate between 5%
and 6% a year for the medium term, in my view. However, the cycle risk is that the incremental easing approach
might be insufficient to sustain the growth momentum and risk GDP growth undershooting the 5.0% official target
this year.

China’s growth and market outlook are indeed contingent upon Beijing acting quickly and decisively to shore up

activities and confidence before the current pessimism becomes entrenched and hurt growth further. Hence, the
growth-supportive messages from the Politburo meeting on 24 July created market expectations that a ‘Politburo
put’ option might be ‘exercised’ to ensure GDP growth will not weaken further.

The Politburo meeting’s supportive policy tone, especially the removal of the statement of “housing is for living,
not for speculation”, is important and indeed positive.

Why is the housing statement important?

The PBoC and the Politburo have made references to significant changes in the supply-demand balance of the
property market and called for adjustment/optimisation of controls. This could be a signal that more property
market stimulus is on the cards.
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If this change in the policy tone helps to revive confidence, it could spark a rebound in property, and hence the
economy and asset markets. But confidence is a wild card. Only time will tell how confidence will react to the
Politburo’s announcement. So the Politburo’s policy announcement should be seen as mildly positive, in my view.

Nevertheless, this policy tone change may give local governments more space to relax home purchase
restrictions, lower down payment requirements for second mortgages, and ease other related measures. It may
also put more pressure on banks to increase credit support for developers.

A possible liquidity-push re-rating, and a caveat

In case if this policy-tone change catalyses a turnaround in confidence and boosts the property market in the
short term, we could see Chinese stocks being re-rated under Beijing’s liquidity push. The market's reaction since
the Politburo meeting has been quite positive.

The risk is that if growth momentum remains sluggish but does not deteriorate to threaten the official 5.0% target,
then incremental easing could continue, disappointing the market and depriving it of any liquidity push re-rating.
The market could even go into another round of sell-off.

The biggest uncertainly is the timing and magnitude of the Politburo put, which does not come with an unlimited
expiry. If the put is not implemented forceful enough to turn around confidence and the property market woes,
inventors’ sentiment could turn sour again quickly, disregarding the amount of liquidity in the system.

Our base case is for GDP to grow 5.3% this year and 5.0% in 2024, with inflation remaining well below 3% a year
(Exhibit 1).

Exhibit 1
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An out-of-consensus thought

However, as | have repeated argued, weak confidence and the property woes are the two biggest drags on
growth and earnings outlook. Given these, the risk of Beijing missing the 5.0% growth target is not negligible. If
that risk has risen to a ‘pain point’, Beijing may have to ease more aggressively than consensus expects.

The recent policy actions and statements seem to show that Beijing might be approaching that pain point. In that
case, there is a fair chance for more aggressive easing boosting growth and a sustained rebound in Chinese
stocks in the coming months. This is an alternative scenario to our base case.

Chi Lo BNP Paribas Asset Management
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This material is issued and has been prepared by the investment management company.

This material is produced for information purposes only and does not constitute:

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or

2. investment advice.

This material makes reference to certain financial instruments authorised and regulated in their jurisdiction(s) of incorporation.

No action has been taken which would permit the public offering of the financial instrument(s) in any other jurisdiction, except as indicated in the most recent
prospectus and the Key Investor Information Document (KIID) of the relevant financial instrument(s) where such action would be required, in particular, in the
United States, to US persons (as such term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a country in
which such financial instrument(s) is/are registered, investors should verify any legal constraints or restrictions there may be in connection with the subscription,
purchase, possession or sale of the financial instrument(s).

Investors considering subscribing to the financial instrument(s) should read carefully the most recent prospectus and Key Investor Information Document (KIID)
and consult the financial instrument(s’) most recent financial reports. These documents are available on the website.

Opinions included in this material constitute the judgement of the investment management company at the time specified and may be subject to change without
notice. The investment management company is not obliged to update or alter the information or opinions contained within this material. Investors should
consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial instrument(s) in order to make
an independent determination of the suitability and consequences of an investment therein, if permitted. Please note that different types of investments, if
contained within this material, involve varying degrees of risk and there can be no assurance that any specific investment may either be suitable, appropriate
or profitable for an investor's investment portfolio.

Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns may be
affected by, amongst other things, investment strategies or objectives of the financial instrument(s) and material market and economic conditions, including
interest rates, market terms and general market conditions. The different strategies applied to financial instruments may have a significant effect on the results
presented in this material. Past performance is not a guide to future performance and the value of the investments in financial instrument(s) may go down as
well as up. Investors may not get back the amount they originally invested.

The performance data, as applicable, reflected in this material, do not take into account the commissions, costs incurred on the issue and redemption and
taxes.

All information referred to in the present document is available on www.bnpparibas-am.com
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