T. ROWE PRICE INSIGHTS

ON MARKET EVENTS

China Regulation—
Opportunity May Lie in
the Midst of Stock Sell-Off

We are assessing potential winners and losers amid new
regulations in the education sector.

KEY INSIGHTS

= The situation is still evolving with regard to China’s new regulations for the education
sector that has sparked a sell-off. However, China’s stock market has experienced
heightened regulatory tensions on a number of occasions during the past decade.

= Chinese authorities have openly stated that they would target the education,
health care, and property sectors to achieve greater equality, and the direction of

policy has not changed.

= QOur team does not think that the end results will be very different this time, though we
are concerned that the whole of the education sector may be subject to regulatory
overhang. Assessing the winners and losers will be where we focus our efforts.
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he situation is still evolving with

regard to China’s new regulations

for the after-school tutoring (AST)
sector and the subsequent sell-off in
platform education stocks. Our team of
experts is currently assessing the likely
full impact. In the meantime, we wanted
to share some preliminary thoughts.

Major Regulation Changes Are Not
Uncommon in China

While this regulatory cycle may appear
more severe compared with previous
cycles, it is important to note that we
have been here before. China’s stock
market has experienced heightened
regulatory tensions on a number of
occasions during the past decade (in
2012, 2015, and 2018). Yet the strategic
direction of travel for policy is clear and
has not changed; our team does not
think that the end results will be very
different this time.

President Xi Jinping’s social policies
have focused on three important pillars:
(1) anticorruption, (2) environmental
protection, and (3) social equality.

The latest regulatory changes in

the education system are targeted
toward the government’s broad goal

of improving social equality. However,
while the direction of the new
education regulations was consistent
with expectations, the enforcement
mechanism is much tougher than either
we or the market had expected.

While government policy on this
occasion is only targeted toward AST, we
are assessing the impact this may have
on the whole of the education sector
and what the implications may be for

the profitability of other listed education
companies outside the AST market.
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Has the Regulatory Environment
Become More Difficult for Investors?

There have also been concerns that the
regulatory environment in China has
generally become more difficult and less
investor-friendly. The team’s perspective
here is that the Chinese government has
a number of long-term goals and it has
long been transparent about its policy
priorities—in that sense, nothing has
changed. So the big surprise this week
was the way in which the policy was
implemented rather than the direction
of policy, which has not changed. To
achieve greater social equality, the
Chinese authorities have openly stated
that they would target the education,
health care, and property sectors. In
that sense, the education regulator is
continuing to implement its long-term
policy objectives. While the recently
announced education sector measures
surprised us with their extent, we knew
about the policy orientation.

Should We Be Expecting More
Regulatory Changes?

We are probably nearing the end of

the current cycle. This is what the

team is assessing at the moment in

an effort to identify winners and losers.
We are keeping a close eye on the
developments in the internet sector. Here
we believe that the Chinese government
has no intention of derailing the future
growth of this vital sector. However, the
government does wish to create a more
level playing field and bring a competitive
balance by ensuring fair competition in

a sector that is currently dominated by a
handful of massive platforms.

The Chinese government wants to see

a better balance of power. We believe

the government aims to create a more
balanced operating environment between
the platforms, their users, their delivery
services, and their employees—basically,
a more balanced ecosystem. By bringing
more balance to the internet ecosystem,
the government aims to foster innovation

and broader growth in the sector. All
countries are facing a new digital
economy, and the Chinese government is
seeking to regulate monopolistic power in
its digital economy.

Similarly, there is talk of internet giants
opening up their own platforms. In
our view, opening up the digital
infrastructure is likely to facilitate the
development of the entire ecosystem
and avoid “empire building.”

On the internet platforms, we think it is too
early to conclude that the major platforms
will definitely emerge as losers. It will come
down to how each company works to
comply with new regulations and maybe
even find innovative ways to capitalize on
the new environment. We will be watching
any further regulatory announcements
that may come in this space, as these may
present attractive buying opportunities.
Some of the big platforms may find
themselves on the right side of change
and be in the winners bucket.

What About Health Care
and Property?

Other areas of potential concern are
health care and property—two sectors
that are important in meeting the
government’s social equality goals.

The health care sector has already
experienced significant regulatory change
designed to tackle the affordability of and
access to health care. Within this sector,
we think there are potential winners to be
found in those companies with a strong
focus on innovation. Within property,

the authorities aim to make property
more affordable. This policy has been in
place for the last five to six years already
and has been capping the profitability/
margins of lower-quality players. Our
preference in this space is toward
property management companies as their
business model is unlikely to be impacted
by the government’s measures to cap
property prices. In fact, they serve a social
goal too (e.g., waste management).
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

To learn more, please visit troweprice.com.
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The views contained herein are those of the authors as of July 2021 and are subject to change without notice; these views may differ from those of other
T. Rowe Price associates.

This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice of any kind,
or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into account the investment
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Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy.
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