FOR PROFESSIONAL INVESTORS - 24 October 2022

Chi Flash

CHINA’S NEW GOVERNMENT, WHAT’S NEW?

When it is obvious that the goals cannot be reached, don't adjust the goals, adjust the action steps.

Confucius

| do not want to repeat the mundane details that are already available in the public domain, but instead aim at providing
a quick and focused analysis on the new government and the implications.

The 20t Party Congress concluded yesterday (Sunday, 23 October), and the new Politburo and Standing Committee
members will be confirmed today (24 October), and procedurally approved by the National People’s Congress in March
2023.

Policy & reform continuity

As expected, President Xi Jinping remains as President and as Party Secretary and Army Chief (the two most
powerful positons in the government). This means policy and reform continuity, as | highlighted in my note last
Tuesday', to focus on 1) economic development to put China on a sustainable path, 2) making China a
‘moderately affluent” society by 2035 and 3) the roles of both SOEs and private companies in structural reforms.

Policy continuity reflects a stable government and should be seen as good news in the face of economic
headwinds, policy uncertainty and rising geopolitical risks. However, the Congress’ emphasis on macroeconomic
policy prudence and the housing policy stance (that housing is for living, not for speculation) implies that housing
market weakness will continue to drag on the economy in the near-term and there is not going to be massive
policy easing after the Congress.

The Zero-Covid policy will also continue, though there may be some minor adjustments to increase policy
flexibility to lessen its impact on the economy.

1“Chi Flash: The 20 Party Congress — the Surprise of No Surprise”, 18 October 2022.
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President Xi’s position strengthened
The Party Congress showed that Mr. Xi’s core leadership power had been strengthened:

He broke the two-term president limit of the Party constitution, and broke the implicit retirement age rule of 68
by appointing members in the Politburo and the Standing Committee who will pass the age limit within the

next year or two.

The “Xi Jinping Thoughts on Socialist with Chinese Characteristics in a New Era” were enshrined in the Party

Constitution.

He also broke the Party conventional practice of appointing the premier with someone who served as vice
premier before. The new Premier Li Qiang (replacing Li Kequiang) is not a vice premier, surpassing the two
Standing Committee members Zhao Leiji and Wang Huning who served as vice premiers before.

Overall, Mr. Xi has surrounded himself by strong supporters, who are also reformers, in the nucleus of the power
structure. This guarantees policy and reform continuity, which has delivered some positive results under Mr. Xi's
leadership, notably progress in deleveraging and corruption reduction (Exhibits 1 and 2).
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Exhibit 1: Year-over-year Change in China's
domestic debt-to-GDP ratio

Sino-US trade
war started in
2018

Covid started
in Dec 2019

* negative bars show YoY debt reduction,
which happened despite bad economic times

sources: Morgan Stanley & govt. estimates, BNP Paribas Asset Management

Exhibit 2: China's corruption index*

average index since Xi
Jinping = 40 (2020=42)

average corruption index before Xi Jinping = 33
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sources: Transparency International, BNP Paribas Asset Management 24 0ct.2022
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While there is a strong justification for Mr. Xi to re-centralise power to push through painful reforms (despite how
the West looks at his move)?, as | have long argued, China and the world face a “key man risk” under Mr. Xi's
regime as he is the one who calls the shots. Given Mr. Xi's track record of delivering reforms, China deserves the

2 “Chi on China: Mega Trends of China (6): Evolution of China’s Growth Model”, 6 April 2018, and “Chi on China: Changing China’s Incentive
Scheme in the New Growth Model", 3 September 2018.
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benefit of the doubt that it may be able to sustain long-term growth with higher quality by finding new growth
drivers in a creative destruction process.

What's new?

An important change is that the economic and finance team will see a complete reshuffle, with Premier Li
Keqiang, first vice Premier Han Zheng, vice Premier Liu He, PBoC governor Yi Gang, CBIRC chairman Guo
Shuging and finance minister Liu Kun, to be replaced by next March. The new team, to be announced later, is
expected to contain supporters of Mr. Xi's economic and financial liberalisation policies.

The most important change is the Party’s explicit toughening of the policy stance on securing national sovereignty
on Taiwan unification, Hong Kong’s One-Country-Two-Systems and military upgrading through technology
enhancement 3. At the Congress, the Party’s warned about dramatic changes (read rising geopolitical risks) in the
world. This is in sharp contrast to the assessment in the 19t Party Congress five years ago that saw peace and
development remain the major themes of world development.

Innovation and security have now become development priorities. They echo Beijing’s “dual circulation” policy*
(installed since 2020) which emphasises on education, technology and innovation to boost China’s long-term
sustainable growth by enhancing productivity and preparing for intensifying Sino-US technology competition.
Indeed, the US government has recently expanded the scope of export controls and restrictions on technology
products to China; the restrictions have extended to talent flows and will probably involve investment flows later.

Intensified competition in the technology sector will pose headwinds to China’s supply chain and industry
upgrading. It will also hurt the outlook for China’s tech sector in the short- to medium term, and slowdown (but not
derail) its progress. The increase in geopolitical tensions will make China more determined to improve self-
sufficiency and supply chains in technology and advanced manufacturing. But it will continue to opening up its
financial sector to leverage on the benefits of international capital flows, as per dual circulation strategy.

Chi Lo
BNP Paribas Asset Management

3 See reference in footnote 1.
4 “Chi on China: China’s Dual Circulation Strategic Pivot to Counter External Exigencies and Global Demand Shift”, 16 September 2020.
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DISCLAIMER

BNP Paribas Asset Management France, ‘the investment management company,” is a simplified joint stock company with its registered office at 1 boulevard
Haussmann 75009 Paris, France, RCS Paris 319 378 832, registered with the “Autorité des marchés financiers” under number GP 96002.

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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