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China’s crackdown on industries such as technology, gaming and for-profit education have 

taken investors by surprise and put Chinese equities on the back foot. The moves are seen as 

Beijing flexing its muscles against private industry, with a renewed focus on the security and 

the well-being of their citizens as outlined in the latest 5-year plan.  

While the focus could now shift to companies in the healthcare and property space, longer- term 

MIFL continues to see an abundance of opportunities by investing in China and specifically 

through local managers on the ground. For example, managers part of MIFL funds like 

Schroders and Ninety One have already pivoted their portfolios away from the areas of greatest 

risk to areas of opportunity which include the environmental shift from ‘red to green’, and the 

growing domestic middle class. 

Investors have been unnerved by the recent interventions by Chinese authorities in a range of industries 

from technology to education services to gaming. As a result, Chinese stock markets have come under 

pressure as investors try to assess how far reaching the reforms will be and what industries could be 

next. 

Year to date Chinese equities are slightly lower (in euro), but since hitting a peak in February the CSI 

300 (Shanghai Shenzhen 300 Index) has fallen almost 20% compared to the S&P 500 and other regions 

which have continued to climb higher.  

The impact of course has been even greater in the stocks in industries targeted by the authorities. For 

example, education stocks like TAL Education, one of the largest education service providers, is down 

93% from its peak, while e-commerce giants like Alibaba (China’s version of Amazon) are trading on 

heavily discounted valuation levels vis-à-vis their Western peers. 

 

Fig. 1 - Chinese equities have come under pressure 

 

Source: Bloomberg, as at 31/07/2021. China CSI 300 versus the S&P 500 year to date. 
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So, what prompted the interventions? 

In developing the latest and 14th Five-Year Plan launched in March this year, China’s leaders set an 

ambitious agenda to “promote high-quality development in all aspects, including the economy, 

environment, and people’s livelihood and wellbeing”. The recent moves are seen as reigning in some 

of the activities that they see having a detrimental impact on ‘people’s livelihood and wellbeing’ such as 

the high cost of education, data security and children spending too much time playing video games.   

While the timing and breadth of the interventions have taken investors by surprise the bottom line is the 

government under Xi Jinping are flexing their muscles against what they see as industries that have 

grown too rapidly and in areas that could negatively impact the wellbeing of their citizens. 

 

Focus on ‘Wellbeing’ and national security at the expense of certain industries 

China remains a Communist nation and regulators have been cracking down on companies that they 

see as having grown very rapidly with little regulation, and who’s activities and ultimately profitability 

may come at the expense of ordinary Chinese citizens. Two of the most impacted sectors have been 

technology and education. 

• Technology: technology and data are seen as key to Chinas future and security, and the state 

has intervened already on a number of the companies in this space. In November 2020 the 

authorities cancelled the IPO for Ant Group a spin-off of Alibaba. Soon after this was followed 

by Alibaba being fined a record $2.8 billion for alleged anti-monopoly violations. In July 2021 

shortly after ride hailing company Didi (China’s version of Uber) went public in the U.S., Chinese 

regulators ordered the removal of apps owned by the company from app stores due to security 

concerns.  

 

• Education: in July 2021 the crackdown moved to the education sector. The rules imposed 

were announced that would force such companies to be run as not-for-profits, ban them from 

capital raising and foreign ownership and forbid teaching during weekends and holidays. It is 

believed the move attempts to address spiralling education costs, inequality, and the perceived 

financial obstacles to having children.  

 

What should investors do? 

These developments have raised a number of concerns among professional investors and whether 

further actions could be taken against companies in other sectors such as healthcare and property 

which we cannot rule out.  

That said, while there may be continued risk to specific industries in line with the latest 5-year plan there 

is also likely to create opportunities in the positive areas the government want to promote like the 

environment and green initiatives while maintaining strong economic growth.  

One of the hallmarks of China’s economic success since the transformational reforms were 

implemented in 1978 by Deng Xiaoping has been to open up its economy and adopt more free market 

policies.  It is well understood in Beijing that the move to a more market-oriented model in which private 

businesses were allowed to grow alongside state enterprises was critical to its success over the last 40 

years. Once the dust settles, MIFL expects a similar model to persist in China where privately owned 

companies are allowed to coexist alongside state owned enterprises (SOEs). 

 

 

https://www.nytimes.com/2020/11/06/technology/china-ant-group-ipo.html


China is still on course to become the world's largest economy 

Despite these new developments MIFL remains of the view that investors should retain an exposure to 

Chinese equities as part of a well-diversified portfolio. It is well known but worth repeating that from a 

pure economic perspective China looks set to be one of the fastest growing economies globally. 

Economists expect the Chinese economy to grow above 8% this year, and in the subsequent years it 

will continue to grow on average by 6%. This is considerably faster that what is expected in the western 

developed world, and at this rate China will overtake the United States as the largest economy in the 

world by 2030. 

 

Fig. 2 - GDP Forecasts by Country, 2021-2022 

 

Source: World Economic Outlook update, July 2021, International Monetary Fund. Estimates for 2021 and 2022. 

 

A growing middle class 

China is also home to the world’s fastest growing global consumer market. With a population in excess 

of 1.3 billion there is a growing middle class in China of hundreds of millions of people whose 

consumption patterns are changing and evolving and spending is increasing. MIFL expects this trend 

to continue as the economy pivots more from an export-led growth to one focused more on domestic 

consumption. Investors should ensure they have exposure to the companies exposed to this secular 

trend.  

 

China going Green 

One of the specific areas of China’s market MIFL likes is in renewable energy. More recent 

developments have been Chinas commitment to green energy by making significant moves towards 

cleaner policies.  

This is a necessary step in the fight against climate change, as without improvements from China, 

efforts by others will prove almost redundant. Importantly China is already at the forefront of many green 

technologies and is well positioned to deliver on its green agenda.  

 



Mediolanum Best Brands Chinese Road Opportunity Fund (MBB CRO) 

Through our investment process MIFL engages and invests with some of the best Chinese equity 

managers through the Mediolanum Best Brands Chinese Road Opportunity Fund, which has managed 

to navigate the recent interventions well by avoiding many of the companies and industries in the 

crosshairs to date. 

For example, two key managers part of the portfolio (95% of AUM combined) – Schroders and Ninety 

One - do not hold the education companies in question and have been reducing their exposure to 

technology and internet companies over the last 12 months. Instead, they have been increasing 

exposure on green initiatives as outlined in the latest 5-year plan. MIFL believes once again this 

demonstrates the benefits of engaging with active managers with teams located on the ground in China.  

MIFL has had several conversations recently with both managers in the fund to assess the situation 

and what they are doing in their portfolios. Some of their thoughts are outlined below.  

Schroders: the core delegate in the fund is Schroders and comprises c.80% of the MBB CRO fund. 

Schroders continues to perform well and is focused on materials and technology hardware companies 

as opposed to internet and ecommerce companies which have come under scrutiny.   

One of the main themes in the Schroders portfolio is the government’s green initiatives as outlined in 

the last 5 -year plan, and desire for greater technological self-reliance. The manager also favours 

domestic travel and retail companies as government policy encourages more spending at home. China 

is on track to become the world’s largest consumer market. 

Ninety One: The satellite manager in the MBB CRO is the Ninety One All China Equity fund which 

comprises c.15% of the total AUM. This fund has had a significant portion of their portfolio invested in 

companies listed in mainland China, A Shares, which have performed better than those listed offshore 

in the U.S. and Hong Kong.  

Ninety One has been of the view that greater scrutiny of internet giants is a global phenomenon and 

sees the recent interventions as overdue regulatory enhancements after years of blistering growth. 

Their portfolio favours companies’ that are part of the electric vehicle and renewable energy supply 

chains. They are benefitting from a major capex cycle after President Xi Jinping announced China’s 

carbon neutrality by 2060 target in September 2020.   

 

Summary 

Overall, the recent market moves reinforce the case for active management in China with strong local 

expertise and ESG integration. The Chinese equity market is volatile yet packed with interesting and 

innovative companies which is ideal for MIFL delegate managers to conduct on the ground research.  
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