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UCITS HAVE NO GUARANTEED RETURN, AND PAST PERFORMANCE IS NOT A GUDE TO FUTURE PERFORMANCE 

For Investment Professionals only 

• We believe that China is capable of managing the risks presented by Evergrande’s financial problems 

• We see the recent market volatility in China as an opportunity to add to existing positions and identify new ideas 

• Beyond China, we see emerging markets as a wide and diverse asset class that can potentially present opportunities for 
selective stock pickers 

The value and income from the fund's assets will go down as well as up. This will cause the value of your investment to fall as 
well as rise. There is no guarantee that the fund will achieve its objective and you may get back less than you originally 
invested.  

The fund may invest in China A shares. Investments in assets from China are subject to changeable political, regulatory and 
economic conditions, which may cause difficulties when selling or collecting income from these investments. In addition, 
such investment is made via the Stock Connect system, which may be more susceptible to clearing, settlement and 
counterparty risk. These factors could cause the fund to incur a loss. 

Evergrande – what is going on? 
In recent weeks, the financial woes of highly indebted 
Chinese property developer Evergrande have led to 
headlines questioning whether this represents China’s 
‘Lehman moment’. In our view, comparisons with the 
collapse of Lehman Brothers in 2008, which was a key 
feature of the global financial crisis, are mildly unhelpful 

from a communications standpoint. However, they 
certainly require careful deliberation and pragmatic 
investment application. 

The huge sums invested in China’s property market have 
long been a worry for policymakers and tackling this issue 
has been on their agenda for many years. The Chinese 
property market is one of the largest asset classes in the 

Figure 1: One China, many markets 

Past performance is not a guide to future performance. 
Source: Bloomberg, October 2021 
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world and real estate represents a meaningful component 
of the country’s gross domestic product. Clearly then, 
when its most indebted property developer runs into 
difficulty, commentators and investors around the world 
duly focus on the potential fallout.  

A controlled collapse?  
Last year, China sought to address the growing debt 
problem in the real estate sector with the “three red 
lines” policy. This forced large and levered property 
developers to shrink and cut debt levels. These measures 
were designed to curb the excessively aggressive 
competitive behaviour associated with heavily indebted 
developers and, ultimately, reduce the risk of a collapse of 
the financial system.  

Evergrande and other large firms were slow to respond to 
the changes. It is therefore arguable that their current 
difficulties can be directly attributed to these reforms. In 
that sense, Evergrande’s potential collapse could be seen 
as a controlled event, better managed by policymakers 
than was the case for Lehman, whose collapse came as an 
unexpected shock. 

It appears to us that China is capable of containing the 
situation and we believe the systemic risks are likely quite 
low. So far, the impact is limited to the Chinese high yield 
bond market, with the regulators stepping in to limit the 
impact on homeowners. Next in Evergrande’s unwinding 
pecking order will be various domestic creditors, then the 
overseas bondholders and finally the equity holders.  

We find it interesting that Evergrande’s shares are listed 
in Hong Kong, rather than the Chinese mainland. This 
means that most of the pain will likely be felt by overseas 
investors, while the fallout for domestic investors could 

be limited. Although Evergrande’s problems are 
undoubtedly a major event, China has the ability and 
resources to navigate this challenge, in our view.  

Discount for offshore China stocks 
Worries about the property market, following on from 
China’s regulatory crackdown on the technology and 
education sectors, have arguably contributed to growing 
nervousness about investing in China. This can be seen in 
the performance of China’s stockmarkets this year (see 
Figure 1). The index of offshore-listed ADRs has retreated 
dramatically from highs in February and underperformed 
the onshore A-share market. The internet and 
technology-dominated ADR index has suffered from a 
significant decline in earnings estimates, leading to a 
reversal, which, in our view, corresponds to the degree 
of foreign investor disenchantment with Chinese stocks.  

This is perhaps best illustrated by the valuation discount 
that has emerged between onshore and offshore Chinese 
stocks. Onshore China stocks (represented by the red dot) 
are trading close to a price-to-book (P/B) ratio of 2 times 
(x), compared to their offshore counterparts (represented 
by the green dot), which are trading nearer to 1x P/B, for 
a similar level of forecast returns (see Figure 2).  

Investors are reminded that past performance is not a 
guide to future performance. 

Risks and opportunities in China 
Evergrande’s current difficulties are not particularly 
surprising, in our view. Our meeting notes from 2018 
reveal concerns about the firm’s leverage. At the time, we 
scratched our heads and realised it was not an investment 
for us. Concerns about balance-sheet strength and 

Figure 2: Valuation discount for offshore China stocks  

Source: HOLT®, Credit Suisse, 7 October 2021. CFROI® is a measure of return on capital in Credit Suisse’s HOLT tool 
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associated disbelief in the sustainability of elevated return 
on capital levels perhaps enabled us to dodge losses in 
property names.  

Lofty valuations and poor return visibility have led to an 
underweight position in China in our portfolio, compared 
to the benchmark MSCI Emerging Markets Index. 
However, considering the growing nervousness about 
recent developments in China and the stockmarket 
declines, the main questions we are being asked are: are 
we adding China risk? And if so, where? 

The short answer to the first question is yes. However, 
while we are keen to stress our macro awareness, we are 
far more focused on a stock selection process rooted in 
analysis of viable returns and bottom-up valuation.    

We do not follow a solely quantitative-based value 
approach, but rather look at valuation relative to the 
value creation in terms of returns. In doing so, we focus 
on a company’s return on capital profile (using Credit 
Suisse HOLT’s CFROI® measure) and try to identify 
opportunities where the market underappreciates the 
level of returns we think a firm can generate over the long 
term.  

On this basis, we continue to view recent market volatility 
in China as an opportunity to add to positions where we 
have established conviction and also potentially to invest 
in new ideas. It is important to remember that investing in 
emerging markets involves a greater risk of loss due to 
greater political, tax, economic, foreign exchange, 
liquidity and regulatory risks, among other factors. There 
may be difficulties in buying, selling, safekeeping or 
valuing investments in such countries.  

Over the past few months, we have been adding slowly to 
our existing holdings in e-commerce firm Alibaba, 
internet search company Baidu and insurer Ping An. 
These purchases, alongside market movements, have 
reduced the portfolio’s underweight to China and Hong 
Kong, relative to the benchmark. At the start of 2021, the 
fund had an underweight of almost 13%, which has 
narrowed to under 5% at the end of September.  

Our holdings in China are well-diversified across sectors – 
we have investments in energy, financial, healthcare and 
internet-related businesses. Our largest Chinese stock, 
Hollysys Automation Technologies, which provides 
automation and control systems to the industrial and 
railway sectors, is currently subject to three competing 
takeover offers. 

Amid the current uncertainty about the risks in China, we 
are finding our contrarian instincts piqued by stocks 
which, in our view, offer attractive returns but whose 
prospects are now being undervalued. Going forward, we 
believe strict adherence to understanding what 
expectations of future returns are built into current share 
prices should stand us in good stead.  

Emerging markets are much more 
than China  
The economic importance of China and its sheer size in 
the MSCI Emerging Markets Index (34% at the end of 
September 2021) means it tends to receive a large 
amount of commentary. However, we believe China’s 
dominance can sometimes overshadow the wide and 
diverse opportunity set that exists in the rest of the 
emerging markets universe. 

Figure 3: China’s woes this year mask gains in other markets  

Source: Bloomberg, October 2021, returns in USD and local currencies 
 
Past performance is not a guide to future performance.  
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The notion that when China sneezes, everyone else 
catches a cold, is true to a degree. Countries such as Brazil 
and South Korea are sensitive to events in China, through 
the export channel and financial flows. Their stock 
markets have duly underperformed in 2021 (see Figure 3). 
On the other hand, there are several countries that are 
insulated from China’s woes, namely India, Russia and 
Mexico. These markets have in fact advanced this year. 

In a complete volte-face to 2020, volatility centred on 
China highlights the degree to which the asset class is 
bifurcated. In our view, this demonstrates the potential 
for the well-diversified active investor to add alpha as 
stock dispersion rises across the asset class. 

Looking back to the valuation dispersion shown in Figure 
2, we can see the valuation opportunities in different 
countries. We note that India trading at 2.5x P/B is about 
as expensive as it has ever been and is pricing in a 
material amount of future growth. Conversely, Russia is 
one of the cheapest markets where, at the stock level, we 
continue to find interesting opportunities.  

From a portfolio perspective, we have a below-
benchmark position in India and an above-benchmark 
position in Russia. Given the gains in Russia’s stockmarket 
this year, this might point to our asset allocation success 
but, in practice, our contrarian-mindedness leads us 
towards geographic or sectoral clusters of specific value 
opportunities and our positioning is an expression of 
single stock ideas. 

Much underdiscussed this year, in our view, is the extent 
to which emerging market equities are having a very good 
year in terms of inflows. At around US$100 billion, the 
asset class has seen the highest level of flows in more 
than a decade, likely driven by a reallocation away from 
the elevated US markets towards emerging markets. The 
allocation to emerging markets among global assets is 
perhaps now at uncomfortably low levels for asset 
allocators and global fund managers. One of the factors 
that might be driving this shift is the potentially strong “V-
shaped” forward-looking earnings per share (EPS) 
recovery that analysts expect to take place for companies 
in emerging markets excluding North Asia, highlighted in 
figure 4 from Goldman Sachs.  

Despite the logistical challenge represented by 
vaccination programmes, we see that the world continues 
its economic recovery from COVID-19’s negative impact 
on living standards. While economic growth may slow in 
China, partly due to weakness in the property market, we 
do not think this portends poorer outcomes for equity 
investors. We believe that company fundamentals, not a 
country’s economic growth rate, ultimately drive 
stockmarket returns. Therefore, irrespective of the 
economic conditions, we concentrate our efforts on 
finding firms that use capital efficiently and create long-
term value for their shareholders. 

We suggest that investors should beware of ‘animal 
spirits’ when it comes to capital allocation. Our job as 
contrarian investors remains that of seeking where the 
mispriced sources of potential future returns are hidden, 
whether that is in China or beyond, and marching towards 
those opportunities. 

 

 

The fund invests mainly in company shares and is therefore likely to experience larger price fluctuations than funds that 
invest in bonds and/or cash. 

Further risks associated with this fund can be found in the fund’s Key Investor Information Document. 

UCITS HAVE NO GUARANTEED RETURN, AND PAST PERFORMANCE IS NOT A GUDE TO FUTURE PERFORMANCE 

 

 

 

Figure 4: Earnings recovery in EM excluding North Asia 

Source: Factset, Goldman Sachs Global Investment Research, 
September 2021 
 
Past performance is not a guide to future performance.  
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should rely on any information contained within. Distribution of this document in or from Switzerland is not permissible with the exception of the distribution 
to Qualified Investors according to the Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective 
Circular issued by the Swiss supervisory authority ("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only. In 
Spain the M&G Investment Funds are registered for public distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G (Lux) 
Investment Funds 1 reg. no 1551. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with 
variable capitalincorporated in Luxembourg. In the Netherlands, all funds referred to are UCITS and registered with the Dutch regulator, the AFM. M&G 
Luxembourg S.A. is the manager of the UCITS referred to in this document. Registered Office: 16, boulevard Royal, L2449, Luxembourg. For Hong Kong only: 
The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer of 
any funds mentioned in it. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice. Shares, units 
or other interests in the funds mentioned in this document may only be offered or sold in Hong Kong to persons who are “professional investors” as defined in 
the Securities and Futures Ordinance (“Ordinance”) and any rules made under the Ordinance – or in circumstances which are permitted under the Companies 
(Winding Up and Miscellaneous Provisions) Ordinance. In addition, distribution of this document in Hong Kong is restricted. It may not be issued or possessed 
for the purposes of issue, whether in Hong Kong or elsewhere, and shares, units or other interests in the funds mentioned may not be disposed of to any 
person unless such person is a “professional investor” as defined in the Ordinance and any rules made under the Ordinance or as otherwise may be permitted 
under Hong Kong law. For Singapore only: For “accredited investors” and “institutional investors” as defined under the Securities and Futures Act (Cap. 289) of 
Singapore (“SFA”) only. This document forms part of, and should be read in conjunction with, the Information Memorandum of the Fund and other 
communications permitted for offers made in reliance of prospectus exemptions under the SFA. All forms of investments carry risks. Such investments may not 
be suitable for everyone. M&G Investments (Hong Kong) Limited, M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R),  and M&G International 
Investments S.A. and the funds referred to in this document may not be authorised, recognised or regulated by the local regulator in your jurisdiction. This 
information is not an offer or solicitation of an offer for the purchase or sale of investment shares in one of the funds referred to herein. Purchases of a fund 
should be based on the current Prospectus. The Instrument of Incorporation Prospectus, Key Investor Information Document, the, annual or interim 
Investment Report and Financial Statements, are available free of charge in English or your local language (unless specified below) from 
www.mandg.com/investments/ or in paper form from one of the following: M&G International Investments S.A., German branch, mainBuilding, Taunusanlage 
19, 60325 Frankfurt am Main, the Austrian paying agent Société Générale Vienna Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 
Wien, Austria; the Luxembourg paying agent: Société Générale Bank & Trust SA, Centre operational 28-32, place de la Gare L1616 Luxembourg; the Danish 
paying agent: Nordea Danmark, Filial af Nordea Bank Abp, Finland, Issuer Services, Postbox 850, Reg.no. 5528, DK-0900 Copenhagen C; Allfunds Bank, Calle 
Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International Investments S.A. or its French branch; from the 
French centralising agent of the fund: RBC Investors Services Bank France; or from the Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 
Stockholm, Sweden. For Switzerland, please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For Italy, they can also be 
obtained on the website: www.mandgitalia.it. For the Netherlands, they are available online at www.mandg.com/investments/nl and for more information 
concerning the Key Investor Information Document, please refer to www.afm.nl/ebi. For Ireland, they are available in English language and can also be 
obtained from the Irish facilities agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and Austria, copies 
of the Instrument of incorporation, annual or interim Investment Report, Financial Statements and Prospectus are available in English and the Prospectus and 
Key Investor Information Document/s are available in German. For Greece, they are available in English, except the Key Investor Information Document/s which 
is available in Greek, from the Greek Representative: Eurobank Ergasias S.A. 8, Othonos Street, 10557 Athens. For Taiwan only: The financial product(s) offered 
herein has not been reviewed or approved by the competent authorities and is not subject to any filing or reporting requirement. The financial product(s) 
offered herein is only permitted to be recommended or introduced to or purchased by customers of an offshore banking unit of a bank (“OBU”)/offshore 
securities unit of a securities firm (“OSU”) which customers reside outside the R.O.C. Customers of an OBU/OSU are not eligible to use the financial consumer 
dispute resolution mechanism under the Financial Consumer Protection Law. This product(s) may be made available for purchase by Taiwan OBUs/OSUs acting 
on behalf of non-Taiwan customers of such units but may not otherwise be offered or sold in Taiwan. Before subscribing investors should read the Prospectus, 
which includes a description of the investment risks relating to these funds. The value of the assets managed by the funds may greatly fluctuate as a result of 
the investment policy. M&G International Investments S.A. may terminate arrangements for marketing under the new Cross-Border Distribution Directive 
denotification process. The information contained herein is not a substitute for independent investment advice.  

Complaints handling information is available in English or your local language from the following websites:  

Luxembourg: www.mandg.com/investments/professional-investor/en-lu/complaints-dealing-process  
Ireland: www.mandg.com/investments/professional-investor/en-ie/complaints-dealing-process  
Belgium: www.mandg.com/investments/professional-investor/en-be/complaints-dealing-process  
Denmark: www.mandg.com/investments/professional-investor/en-dk/complaints-dealing-process  
Norway: www.mandg.com/investments/professional-investor/en-no/complaints-dealing-process  
Netherlands: www.mandg.com/investments/professional-investor/en-nl/complaints-dealing-process  
Sweden: www.mandg.com/investments/professional-investor/en-se/complaints-dealing-process  
Finland: www.mandg.com/investments/professional-investor/en-fi/complaints-dealing-process  
Austria: www.mandg.com/investments/professional-investor/de-at/complaints-dealing-process  
Germany: www.mandg.com/investments/professional-investor/de-de/complaints-dealing-process  
Greece: www.mandg.com/investments/private-investor/en-gr/complaints-dealing-process  
Spain: www.mandg.com/investments/professional-investor/es-es/complaints-dealing-process  
Italy: www.mandg.com/investments/professional-investor/it-it/complaints-dealing-process  
Portugal: www.mandg.com/investments/private-investor/pt-pt/complaints-dealing-process  
France: www.mandg.com/investments/professional-investor/fr-fr/complaints-dealing-process  
In Hong Kong, this financial promotion is issued by M&G Investments (Hong Kong) Limited, Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong; 
In Singapore, this document is issued by M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), regulated by the Monetary Authority of Singapore; 
and, elsewhere, by M&G International Investments S.A. Registered Office: 16, boulevard Royal, L2449, Luxembourg. The Portuguese Securities Market 
Commission (Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting notification under Directive 2009/65/EC of the European 
Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling the fund to be distributed to the public in Portugal. 
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