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Why this theme?
2021 was a year of significant change in China. Regulatory reforms in many
parts of the economy saw policymakers prioritise social wellbeing or ‘Common
Prosperity’ over the short-term performance in risky assets. This may raise
near-term challenges while concurrently creating long-term opportunities for
investors.
Why does it matter?
The economic narrative will likely remain challenging going into 2022, with
economic growth set to slow to 5% in our view, the slowest pace outside of
crisis years. However, after a year of major regulatory reset, we believe China’s
‘Common Prosperity’ policies will gain greater long-term importance as
policymakers continue to navigate challenges from a rapidly aging population,
elevated debt levels and a delicate geopolitical backdrop.

Audrey Goh
Senior Cross-Asset Strategist

What does this mean for investors?
While China undertakes these policy shifts, investors will need to navigate
the economic implications and financial markets’ gyrations resulting from any
uncertainty and complexity of the transition period. Investors may benefit from
seeing through short-term market noise and focus on the long-term direction
set by the ‘Common Prosperity’ agenda. Our analysis leads us to believe that
high-tech manufacturing, green transition enablers and China internet sectors
will offer market participants multi-year investment opportunities.
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China ‘Common Prosperity’ aims to reduce inequality levels in China
World Bank Gini Inequality Coefficient* for select countries
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*The Gini coefficient is a method to measure income inequality within a country, the higher the number, the higher the level of inequality.
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China’s
‘Common
Prosperity’
2021 was a year of
significant change
in China. Regulatory
reforms in many parts
of the economy saw
policymakers prioritise
social wellbeing or
‘Common Prosperity’
over short-term
performance in risky
assets.

This was especially evident in areas deemed strategic to long-term policy
goals including the ‘Three Red Lines’ policies for property developers, rules
on after-school tutoring and a clampdown on internet platform companies.
These reforms catalysed a 34% peak to trough sell-off in Chinese equities (its
worst underperformance relative to EM since the GFC) and a 7.5% correction in
Chinese offshore USD bond markets.
The economic narrative will likely remain challenging going into 2022, with
economic growth set to slow to 5.0% in our view, the lowest pace outside of
crisis years. However, after a year of major regulatory reset, we believe China’s
‘Common Prosperity’ principle will gain greater long-term importance as
policymakers continue to navigate challenges from a rapidly aging population,
elevated debt levels and a delicate geopolitical backdrop. Therefore, we believe
there are pockets of opportunity in high-tech manufacturing, green transition
enablers and China internet sectors.

China equities and bond may find some stability on the back of targeted monetary easing
MSCI China equity index, total return (USD)
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What does ‘Common Prosperity’ mean?
‘Common Prosperity’ was deemed the ‘fundamental
principle’ of Chinese socialism at the 18th Party Congress
in 2012. This was not new concept, but it has gained more
prominence recently as authorities began passing more
tangible policies in an effort to achieve this objective by
2050.

At a broad level, ‘Common Prosperity’ refers to inclusive
growth, with stronger social nets, a narrowing of the divide
between different groups, including between rich and
poor and those living in urban and rural areas. The pilot
‘Common Prosperity’ zone in Zhejiang, summarised in the
table below, can probably shed some light on how the
central government might pursue this broad, overarching
agenda.

Potential ‘Common Prosperity’ policies: The Zhejiang case study
Tenets
ENVIRONMENT

What?

How?

(Green) Energy security and efficiency.
Reach peak emissions by 2030, carbon
neutral by 2060

• Develop less polluting, green energy supplies
• Increase penetration towards EVs
• Build out green/energy efficient infrastructure
e.g. charging networks for EV
• Mandatory energy conservation initiatives in all
institutions

HIGH QUALITY
GROWTH

Improve labour productivity; increase
R&D; develop, and grow digital
economy; fair and balanced
competition

• Upgrading manufacturing into more high-tech
areas. Focus on advanced technologies
• Digitalise traditional infrastructure
• Control speculative demand for property
• Restore market order to ensure proper
market functioning (anti-monopoly, financial
regulations, commodity market)

REDUCE
INEQUALITY

The rich-poor gap in China is the
widest in many years. The end goal
is to boost consumption through the
uplift of the middle class

• Regulate after-school tutoring
• Secondary (taxes and transfers) and tertiary
distribution (charitable donations)
• Ensure fair labour compensation and
establishing a safety net
• Increase spending in public services especially in
the rural areas
• Transform rural kindergarten to improve access
to education

SELF SUFFICIENCY

The pandemic and US/China rivalry
exposed China’s dependence on the
west for critical supplies

• Promote local champions
• Consolidation of SOEs to make breakthroughs in
scientific and technological innovation
• Reshoring supply chain to be more agile and
resilient
• Strengthening, protecting and subsidizing the
SMEs to encourage innovation

Source: Zhejiang Government, Bloomberg, Standard Chartered
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Long-term rebalancing to drive structural opportunities
‘Common Prosperity’ policies will likely aid China’s rebalancing of the economy
towards consumption – particularly toward low- and middle-income segments
- and away from investment in some areas, particularly property, over the longterm. At the same time, the policy focus will also likely be in support of raising
competitiveness via technology and innovation, improving growth sustainability
and national security, and cementing the Party’s leadership in strategically
important areas.
While China undertakes these policy shifts, investors will need to navigate
the economic implications and financial markets’ gyrations resulting from any
uncertainty and complexity of this transition period. Investors may benefit
from seeing through short-term market gyrations and focus on the long-term
direction set by the ‘Common Prosperity’ agenda.
On the next page, we outline what could be some of the key implications for
investors.

China’s ‘Common Prosperity’ | December 2021

6

Investment
implications
Green energy

Even before the COP26, Beijing had already set an ambitious
target of reaching peak emissions by 2030 and carbon
neutrality by 2060. During the conference in Glasgow, one key
announcement came in the form of the US-China agreement to
collaborate on climate issues, thus further bolstering momentum
for the green transition agenda.
We expect the central government and SOEs to take the lead in green
investment, becoming the catalyst for private participation. For infrastructure
projects, governments and SOEs are typically in a better position to make
investments. Examples include the development of the power grid system to
improve the efficiency of electricity transmission and distribution.
This transition is likely to bolster secular investment opportunities centred on
renewables (solar, wind, hydro, hydrogen) and less polluting/green (gas) energy
sources, and electric vehicles (EV) and their related supply-chain components
(e.g., battery technology and EV charging piles). According to recent estimates,
up to USD 16tn of ‘green infrastructure capex’ could be spent by 2060 for China
to meet its net zero ambition.

China aims to reduce the pace of growth of carbon emissions
and achieve peak emissions by 2030
Carbon consumption emissions (million tonnes/year)
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High-tech
manufacturing

‘Common Prosperity’ and self-sufficiency will depend on China’s
ability to grow its economy in a high-quality, efficient, and
sustainable manner. To do so, technology will play a fundamental
role. In our view, China will likely ramp up Research and
Development (R&D) investment via fiscal spending, as well as
incentivising increased private sector R&D via subsidies and tax incentives.
Key areas that will likely experience faster development include advanced
technologies, specialised equipment and components, and essential materials
along key supply chains. Within these areas the semiconductor, enterprise
software, and certain industrial and manufacturing sectors (e.g. High-Speed
Railway, commercial aircraft) are likely to be the enablers allowing China to
improve its global competitiveness, self-sufficiency, and national security. This
will increase the resilience of the ‘Common Prosperity’ agenda particularly
against a backdrop where US-China tensions remain elevated across key
strategic issues.
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China
internet

Chinese internet companies will remain of strategic importance
to achieve the authorities’ goal of rebalancing the economy’s
growth mix and increase domestic consumption, in our view. In
particular, the intersection of tech and consumption sits the China
Internet/Consumer tech sector. Firms in this space have suffered
large capital outflows in 2021 due to regulatory concerns. We see opportunities
over a long-term horizon for some of the internet companies better placed
to support growing domestic consumption. Although we are cognizant of
regulators scrutiny of the sector, we expect the regulatory intensity to moderate.
Any easing of monetary policy should also provide some support. Lastly, we
draw some comfort from technical charts that point to base building at current
levels, thus reducing the odds of significant downside from here.
A rebalancing of the economy and a better safety net could help lower
precautionary savings and boost discretionary spending among low- and
middle-income groups, especially pertaining to the narrowing of the urbanrural gap over the long-term. The rebalancing of household wealth allocation
from property (c. 40% weight of household wealth) to financial assets may
help address the widening wealth disparity and also free up land for more
sustainable uses through changes in the tax code. This could incentivise
a greater allocation of household wealth to be directed toward financial
investments, deepening China’s capital markets.
As the private sector faces tougher regulations in some services areas, private
capital may seek opportunities elsewhere, either in government-encouraged
technology, renewable energy, or advanced manufacturing sectors. Meanwhile,
public investment will likely increase in public services areas and move away at
the margin from the traditional infrastructure and construction.

China’s ‘Common Prosperity’ | December 2021

9

A sharper focus on
investment opportunities
in China
‘Common Prosperity’ policies will offer investors investment opportunities
to outperform Chinese equity markets (MSCI China). Reforming a country’s
economy is not a matter of months or quarters, even less so for a USD 26
trillion economy. This is why we believe investors seeking to capitalise on this
transition will benefit from having a long-term approach, focusing on specific
areas with policy support.
Over a long-term horizon, we believe that a catch-up
in the size of Chinese asset markets relative to the size
of its economy could also pose as a tailwind to secular
opportunities offered by the ‘Common Prosperity’ agenda.
China’s slower liberalisation of its financial markets
relative to the country’s fast economic growth pace in the
past decades caused a mismatch in terms of its size and
the weight of its financial markets on the international
landscape. While equity markets have gained a more

prominent market share in global indices, its bond markets
remained relatively less accessible and therefore smaller.
This is now looking to change thanks to the inclusion of
Chinese government bonds in large fixed income global
benchmark (e.g. FTSE Russell World government bond
index). International flows combined with incentives for
domestic consumers to shift a growing share of their
wealth to domestic financial markets should help sustain
a faster pace of growth for China’s asset markets in the
future.

Summary of our views for China in 2022
Central Bank

PBoC to ease further in Q1 2022

GDP Growth

Full year real GDP growth of 5.0%

Average P/E

12m forward P/E of 12.7 for MSCI China

Earnings Growth

14.2% EPS growth for MSCI China

China Equities

Neutral

MSCI China vs MSCI Asia ex-Japan

China Sectors

Overweight

Industrials | Consumer Discretionary

Underweight

Utilities | Real Estate*

China Bonds

Asia USD (Prefer HY to IG) | China USD HY*

Currency

12 months target of USD/CNY at 6.40

Opportunities

China Internet | High-tech Manufacturing | Green Energy

Key Risks

Corporate Debt Defaults | CNY (in)stability | US-China Tensions

Source: Standard Chartered
*The CIO team sees better risk/reward opportunities in the real estate/property sector via bonds
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Valuations
Given the broad spectrum of this theme and the sub-industries making up
the opportunity set, it is no easy task finding a pure-play benchmark to track
what all ‘Common Prosperity’ entails for financial markets. Based on our
analysis, the closest indices tracking our China thesis are the FactSet China
Semiconductor Index, the MSCI China IMI Environment 10/40 Index and CSI
Overseas China Internet Index.
Valuation
High-tech
Manufacturing

China
Internet

28.0X

31.6X

Green
Energy

16.2X

vs
MSCI China
Index

12.7X
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The valuations tracking our China Prosperity themes looks inexpensive relative
to their own history. The current 12-forward price to earnings ratio across our
preferred China themes are trading at around one standard deviation cheaper
relative to history.
Currently, analysts are revising down their earnings growth estimates, with the
earnings revisions index (ERI) - which tracks the proportion of earnings upgrade
relative to downgrades - still firmly in the negative territory.
That said, the pace of negative earnings revisions appear to be abating, with
some signs of stability seen over the past month.
Our preferred areas across renewables, semiconductor and consumer tech offer
pockets of higher growth over the next 12 months relative to developed markets,
as well as compared to China’s broad market indices.
Given where valuations are and the continued focus by the Chinese authorities
for ‘Common Prosperity’, we see scope for potential upside earnings surprises
across these themes in 2022 . This could catalyse positive momentum and flows
into our preferred China Prosperity themes.
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Themes monitor
Name

2021 YTD (%)

Annualised 3-year perf. (%)

12m forward P/E

Circular Economy

24.4

25.1

N/A

Clean Tech

-17.5

42.2

31.0

Electric Vehicles (EVs)*

27.7

38.6

18.7

Water*

28.7

28.4

27.4

Infrastructure/Green CAPEX*

7.4

8.1

19.4

Robotics & AI

20.0

32.1

29.4

Internet of Things & 5G*

20.0

26.9

17.6

Medical Technology

-8.4

16.3

1,489.7

Online Gaming

-6.0

N/A

23.6

Fintech*

-5.7

26.3

30.3

Cybersecurity*

5.5

22.6

35.2

Blockchain*

29.1

47.8

16.0

24.9

57.1

28.0

5.1

38.8

16.2

-44.2

5.1

31.6

The winds of climate change

Embracing a digital future

China’s ‘Common Prosperity’
Hard Tech/Semiconductors*
Renewables*
China Internet*

Source: Standard Chartered
*Denotes our preferred themes for 2022 and are represented by the following indices: Electric Vehicles (EVs) - Solactive Autonomous & Electric Vehicles
Index; Water - ISE Clean Edge Water Index; Infrastructure/Green CAPEX - S&P Global Infrastructure Index; Internet of Things & 5G - Indxx 5G & NextG
Thematic Index; Fintech - Indxx Global FinTech Thematic Index; Cybersecurity - Prime Cyber Defense Index; Blockchain - CoinShares Blockchain Global
Equity Index; Hard Tech/Semiconductors - FactSet China Semiconductor Index; Renewables - MSCI China IMI Environment 10/40 Index; China internet - CSI
Overseas China Internet Index
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circulated or distributed, nor may the product be offered or sold, or be made the subject of an invitation for subscription or
purchase, whether directly or indirectly, to persons other than a relevant person pursuant to section 275(1) of the SFA, or
any person pursuant to section 275(1A) of the SFA, and in accordance with the conditions specified in section 275 of the
SFA, or pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. In relation to any
collective investment schemes referred to in this document, this document is for general information purposes only and is
not an offering document or prospectus (as defined in the SFA). This document is not, nor is it intended to be (i) an offer or
solicitation of an offer to buy or sell any capital markets product; or (ii) an advertisement of an offer or intended offer of
any capital markets product. Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by
the Singapore Deposit Insurance Corporation, for up to S$75,000 in aggregate per depositor per Scheme member by law.
Foreign currency deposits, dual currency investments, structured deposits and other investment products are not insured.
This advertisement has not been reviewed by the Monetary Authority of Singapore. Taiwan: Standard Chartered Bank
(“SCB”) or Standard Chartered Bank (Taiwan) Limited (“SCB (Taiwan)”) may be involved in the financial instruments
contained herein or other related financial instruments. The author of this document may have discussed the information
contained herein with other employees or agents of SCB or SCB (Taiwan). The author and the above-mentioned
employees of SCB or SCB (Taiwan) may have taken related actions in respect of the information involved (including
communication with customers of SCB or SCB (Taiwan) as to the information contained herein). The opinions contained in
this document may change, or differ from the opinions of employees of SCB or SCB (Taiwan). SCB and SCB (Taiwan) will
not provide any notice of any changes to or differences between the above-mentioned opinions. This document may
cover companies with which SCB or SCB (Taiwan) seeks to do business at times and issuers of financial instruments.
Therefore, investors should understand that the information contained herein may serve as specific purposes as a result of
conflict of interests of SCB or SCB (Taiwan). SCB, SCB (Taiwan), the employees (including those who have discussions with
the author) or customers of SCB or SCB (Taiwan) may have an interest in the products, related financial instruments or
related derivative financial products contained herein; invest in those products at various prices and on different market
conditions; have different or conflicting interests in those products. The potential impacts include market makers’ related
activities, such as dealing, investment, acting as agents, or performing financial or consulting services in relation to any of
the products referred to in this document. UAE: DIFC – Standard Chartered Bank is incorporated in England with limited
liability by Royal Charter 1853 Reference Number ZC18. The Principal Office of the Company is situated in England at 1
Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and Prudential Regulation Authority. Standard Chartered Bank, Dubai
International Financial Centre having its offices at Dubai International Financial Centre, Building 1, Gate Precinct, P.O. Box
999, Dubai, UAE is a branch of Standard Chartered Bank and is regulated by the Dubai Financial Services Authority
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(“DFSA”). This document is intended for use only by Professional Clients and is not directed at Retail Clients as defined by
the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to clients who qualify as Professional
Clients and Market Counterparties and not to Retail Clients. As a Professional Client you will not be given the higher retail
client protection and compensation rights and if you use your right to be classified as a Retail Client we will be unable to
provide financial services and products to you as we do not hold the required license to undertake such activities. For
Islamic transactions, we are acting under the supervision of our Shariah Supervisory Committee. Relevant information on
our Shariah Supervisory Committee is currently available on the Standard Chartered Bank website in the Islamic banking
section at: h tt ps:// www . s c.co m/en/ banking/islamic-banking/islamic-banking-disclaimers/ UAE: For residents of the
UAE – Standard Chartered Bank UAE does not provide financial analysis or consultation services in or into the UAE within
the meaning of UAE Securities and Commodities Authority Decision No. 48/r of 2008 concerning financial consultation
and financial analysis. Uganda: Our Investment products and services are distributed by Standard Chartered Bank
Uganda Limited, which is licensed by the Capital Markets Authority as an investment adviser. United Kingdom: Standard
Chartered Bank (trading as Standard Chartered Private Bank) is an authorised financial services provider (license number
45747) in terms of the South African Financial Advisory and Intermediary Services Act, 2002. Vietnam: This document is
being distributed in Vietnam by, and is attributable to, Standard Chartered Bank (Vietnam) Limited which is mainly
regulated by State Bank of Vietnam (SBV). Recipients in Vietnam should contact Standard Chartered Bank (Vietnam)
Limited for any queries regarding any content of this document. Zambia: This document is distributed by Standard
Chartered Bank Zambia Plc, a company incorporated in Zambia and registered as a commercial bank and licensed by
the Bank of Zambia under the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.
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