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In the early hours of March 28, China started a twophase lockdown of Shanghai’s 26 million inhabitants1 in
a desperate bid to control the spread of Omicron
variant of the COVID-19 virus, in what is turning out to
be the latest in a series of missteps that have stalked
the world’s second-largest economy. China is currently
facing its worst outbreak since the pandemic was first
discovered in Wuhan in 2020.
The containment effort, which also has enveloped Shenzhen, and
several other regions, as part of China’s “zero-Covid” policy, is the
latest in a confluence of events — from regulatory crackdown on
big tech companies, to delisting concerns over U.S. ADRs and
increased geopolitical risk — that have created a perfect storm for
the Chinese markets.
Beijing’s ambiguous stance on the war in Ukraine has alarmed
investors just as Xi Jinping’s policies promoting “common
prosperity” (Display 1) and a barrage of regulations to rein in the
tech industry have hurt their share prices. Government curbs
on borrowing in the property sector also helped set off a spiral
of falling home sales, surging corporate bond yields and eroded
confidence among investors and home buyers. Allegations of
Xinjiang human rights abuses have added to the complexity of
investing in China for foreign investors, and in all likelihood this
might be the toughest conundrum to resolve.
For investors, the Chinese markets were a roller-coaster ride. On
the way up, stocks soared 87% from 2020 to record highs in early
2021, or almost doubling, before losing half their value in the
following 12 months.2 The MSCI China Index is currently down
45%, recovering from a 55% plunge, from its early 2021 peaks.3
Reuters.
MSIM, Bloomberg.
3
MSIM, Bloomberg. The index performance is provided for illustrative purposes
only and is not meant to depict the performance of a specific investment.
Past performance is no guarantee of future results. See Disclosure section
for index definitions.
1

2

AUTHOR

JITANIA KANDHARI

Head of Macro and Thematic
Research, Emerging Markets
Equity Team

AMAY HATTANGADI

Co-Lead of the Emerging
Markets Core Strategies,
Emerging Markets Equity Team

The regulatory crackdown on tech
companies decimated their shares, as the
listed market cap of Chinese Internet
stocks collapsed almost 60% to $1.3
trillion, from a $3.04 trillion peak.4
The plummeting markets forced Beijing’s
hand. Vice Premier Liu He, Xi’s top
economic adviser, made a surprise policy
change announcement on March 16
offering “concrete actions.”
Although vague on details, Liu
downplayed the delisting of Chinese
companies from U.S. exchanges and
suggested plans related to ADRs and
overseas listings were being worked out.
He offered that the pace of regulation of
Internet platforms should ease (Display
2) and the government would propose
“strong and effective” policies to defuse the
real estate sector and to keep the capital
markets running smoothly. Investors liked
the “Beijing put.” The Nasdaq Golden
Dragon China Index jumped 33%, in
one day, the most ever.5 Hong Kong’s
Hang Seng Index surged 9.1%, the most
since 2008 while China’s CSI 300 Index
climbed 4.3%.6
It is too early to say that China has
witnessed its “Draghi moment.” A decade
ago, the European Central Bank president
Mario Draghi staved off financial
calamity by promising to do “whatever
it takes,” to save the euro zone from a
three-year sovereign debt crisis, in which

several periphery countries including
Greece, Ireland and Spain had their debt
downgraded to junk status.
Government intervention can cut both
ways. In the past, China’s handling of the
economy was considered a success. This
time, Beijing was forced to change course
and appease international investors to
head off further cratering of the economy.
The government faced the risk of massive
layoffs by Internet companies when
employment numbers are already weak.
The downward market spiral threatened
to impact the real economy, necessitating
a much larger stimulus later. Beijing also
needed to send a signal regarding the
debt-ridden property and construction
sector, which could hurt the rest of the
economy if not managed through orderly
and controlled defaults. The final deciding
factor may have been foreign investors
pulling out of stocks and bonds in the
wake of Russia’s invasion of Ukraine.
According to China Central Depository
& Clearing, a depository for government
bonds, overseas investors’ holdings of
Chinese onshore bonds fell by 67 billion
yuan (US$10.5 billion) in February, the
largest monthly decline since 2017.7
China’s economy is slowing, weighed
down by depopulation, declining
productivity, high debt and the hollowing
out of manufacturing industries. The
country’s average income reached
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Fading Mentions of “Common Prosperity”
Story Counts of Common Prosperity — Jan 2020 – March 2022
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middle class phase in 2015, a point when
all miracle economies have slowed.8
Mounting debts and a declining labor
force have weighed on the economy
which got a boost from last decade’s tech
revolution. Today, the digital economy
generates 40% of GDP output.9
Going forward, growth will increasingly
come from the next generation of the new,
“hard tech” driven economy. In the 2010s,
China’s economy grew thanks to consumer
Internet service giants that offered shopping,
entertainment, mobile banking and the like.
We believe the next turn will be to sciencebased industries like semiconductors,
artificial intelligence, quantum computing,
biotech and high-end manufacturing. Xi
is pushing for self-reliance in tech, and less
dependency on the U.S. in order to localize
supply chains. His drive to make China
carbon neutral signals deeper investment
in industries such as electronic vehicles and
renewable energy. If the 2000s saw the last
surge of the Old China, and the 2010s the
rise of New China, the 2020s will be the
decade of China 3.0 — an even more deeply
digitizing economy.
Any stimulus will mean increasing debt in
the economy, a concern given the degree
of leverage in the property sector. Beijing,
at this point wants to manage the situation
with “talk” rather than large fiscal and
monetary relief, which historically tended
to prompt enormous enthusiasm from
international investors. Therefore, expect
more palliative rather than stimulative
measures. While these may not address
the core issues of slower economic growth
and pressure on corporate earnings, in the
current environment, it will help avoid
a systemic risk induced by a sell-off in
bonds and equities. In our opinion, the
well-known “New China” names that
dominated the market in the last decade
will continue to fade. What excites us
are the next generation science-based
industries that will create world-class
companies which will attract talent
and generate well-paid jobs and steady
earnings growth.
The wild card is the fallout from Russia’s
war in Ukraine. China must have been
alarmed at how quickly the West unified
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to arm Ukraine, impose sanctions on
Russia and isolate Vladimir Putin. The
U.S. has publicly warned China that any
attempt to help Russia evade the West’s
sanctions would result in it being targeted
with the same sorts of measures that have
plunged the Russian economy into chaos.

economic downturn this year, especially
ahead of the Communist Party congress
that will reward Xi with an unprecedented
third term. For his part, Xi would
certainly prefer to arrive at the conference
with an economy that is gathering steam

Xi has called Putin his “best friend,”
and although bilateral trade last year
surged 35% to $147 billion,10 it’s hard to
see Beijing taking any steps that could
invite Western sanctions. The economic
balance of power greatly favors China
rather than Russia. China consumes 15%
of Russia’s exports and provides about a
quarter of its imports.11 Moscow has a
much smaller trade influence, accounting
for only 2% of China’s exports and
supplying 3% of its imports.12 Today
Beijing holds about $1 trillion in U.S.
dollars, about 50% more than Russia’s
total foreign currency reserves.13

DISPLAY 2

For now, Liu’s intervention is a reminder
that the government will not allow an

and back on track. He faces a tough task
trying to balance relations with Russia
and the West, amidst a commodity price
shock, a surging Omicron wave and an
ongoing property fallout that will weigh
on the markets.

China Could Be Past Peak Regulation
Beijing Regulatory Actions — November 2020 – March 2022
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Risk Considerations: There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market
risk, which is the possibility that the market values of securities owned by the portfolio will decline and that the value of portfolio
shares may therefore be less than what you paid for them. Market values can change daily due to economic and other events (e.g.
natural disasters, health crises, terrorism, conflicts and social unrest) that affect markets, countries, companies or governments. It is
difficult to predict the timing, duration, and potential adverse effects (e.g. portfolio liquidity) of events. Accordingly, you can lose
money investing in this portfolio. Please be aware that this portfolio may be subject to certain additional risks. In general, equities
securities’ values also fluctuate in response to activities specific to a company. Investments in foreign markets entail special risks
such as currency, political, economic, market and liquidity risks. The risks of investing in emerging market countries are greater
than the risks generally associated with investments in foreign developed countries. Stocks of small-capitalization companies
entail special risks, such as limited product lines, markets, and financial resources, and greater market volatility than securities
of larger, more-established companies. Derivative instruments can be illiquid, may disproportionately increase losses and may
have a potentially large negative impact on the Portfolio’s performance. Illiquid securities may be more difficult to sell and value
than public traded securities (liquidity risk). Non-diversified portfolios often invest in a more limited number of issuers. As
such, changes in the financial condition or market value of a single issuer may cause greater volatility. Cryptocurrency (notably,
Bitcoin) operates as a decentralized, peer-to-peer financial exchange and value storage that is used like money. It is not backed by
any government. Federal, state or foreign governments may restrict the use and exchange of cryptocurrency. Cryptocurrency may
experience very high volatility.
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INDEX DEFINITIONS
The MSCI China Index captures large and mid-cap representation across
China A-shares, B-shares, H-shares, Red-chips and P-chips. It reflects the
Mainland China and Hong Kong opportunity set from an international investor’s
perspective. The NASDAQ Golden Dragon China Index is a modified market
capitalization weighted index comprised of companies whose common stock
is publicly traded in the United States and the majority of whose business is
conducted within the People’s Republic of China. The Hang Seng Index is a
free-float capitalization-weighted index of a selection of companies from the
Stock Exchange of Hong Kong. The CSI 300 Index is a capitalization-weighted
stock market index designed to replicate the performance of the top 300 stocks
traded on the Shanghai Stock Exchange and the Shenzhen Stock Exchange.
The indexes are unmanaged and do not include any expenses, fees or sales
charges. It is not possible to invest directly in an index. Any index referred to
herein is the intellectual property (including registered trademarks) of the
applicable licensor. Any product based on an index is in no way sponsored,
endorsed, sold or promoted by the applicable licensor and it shall not have
any liability with respect thereto.
DEFINITIONS
American Depositary Receipts (ADRs) represent an ownership interest in
securities of foreign companies and involve many of the same risks as those
associated with direct investment in foreign securities, including currency,
political, economic and market risks. Gross Domestic Product (GDP) is the
monetary value of all the finished goods and services produced within a
country’s borders in a specific time period. It includes all private and public
consumption, government outlays, investments and net exports.
IMPORTANT INFORMATION
Important note regarding economic sanctions. This note references country/ies
which are generally the subject of selective sanctions programs administered
or enforced by the U.S. Department of the Treasury’s Office of Foreign
Assets Control (“OFAC”), the European Union and/or by other countries and
multi-national bodies. Users of this report are solely responsible for ensuring
that their investment activities in relation to any sanctioned country/ies are
carried out in compliance with applicable sanctions.
There is no guarantee that any investment strategy will work under all market
conditions, and each investor should evaluate their ability to invest for the
long-term, especially during periods of downturn in the market.
A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the particular Strategy may
include securities that may not necessarily track the performance of a
particular index. A minimum asset level is required.
For important information about the investment managers, please refer
to Form ADV Part 2.
The views and opinions and/or analysis expressed are those of the author
or the investment team as of the date of preparation of this material and
are subject to change at any time without notice due to market or economic
conditions and may not necessarily come to pass. Furthermore, the views will
not be updated or otherwise revised to reflect information that subsequently
becomes available or circumstances existing, or changes occurring, after the
date of publication. The views expressed do not reflect the opinions of all
investment personnel at Morgan Stanley Investment Management (MSIM)
and its subsidiaries and affiliates (collectively “the Firm”), and may not be
reflected in all the strategies and products that the Firm offers.
Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of the
authors or the investment team. These conclusions are speculative in nature,
may not come to pass and are not intended to predict the future performance
of any specific strategy or product the Firm offers. Future results may differ
significantly depending on factors such as changes in securities or financial
markets or general economic conditions.
This material has been prepared on the basis of publicly available information,
internally developed data and other third-party sources believed to be
reliable. However, no assurances are provided regarding the reliability of such
information and the Firm has not sought to independently verify information
taken from public and third-party sources.
This material is a general communication, which is not impartial and all
information provided has been prepared solely for informational and
educational purposes and does not constitute an offer or a recommendation
to buy or sell any particular security or to adopt any specific investment
strategy. The information herein has not been based on a consideration of any
individual investor circumstances and is not investment advice, nor should it
be construed in any way as tax, accounting, legal or regulatory advice. To that
end, investors should seek independent legal and financial advice, including
advice as to tax consequences, before making any investment decision.
Charts and graphs provided herein are for illustrative purposes only. Past
performance is no guarantee of future results.
This material is not a product of Morgan Stanley’s Research Department
and should not be regarded as a research material or a recommendation.
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The Firm has not authorised financial intermediaries to use and to distribute this
material, unless such use and distribution is made in accordance with applicable
law and regulation. Additionally, financial intermediaries are required to satisfy
themselves that the information in this material is appropriate for any person
to whom they provide this material in view of that person’s circumstances
and purpose. The Firm shall not be liable for, and accepts no liability for, the
use or misuse of this material by any such financial intermediary.
This material may be translated into other languages. Where such a translation
is made this English version remains definitive. If there are any discrepancies
between the English version and any version of this material in another
language, the English version shall prevail.
The whole or any part of this material may not be directly or indirectly
reproduced, copied, modified, used to create a derivative work, performed,
displayed, published, posted, licensed, framed, distributed or transmitted
or any of its contents disclosed to third parties without the Firm’s express
written consent. This material may not be linked to unless such hyperlink
is for personal and non-commercial use. All information contained herein
is proprietary and is protected under copyright and other applicable law.
Eaton Vance is part of Morgan Stanley Investment Management. Morgan
Stanley Investment Management is the asset management division of Morgan
Stanley.
DISTRIBUTION
This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not
be contrary to local laws or regulations.
MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other’s products and
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction
it operates. MSIM’s affiliates are: Eaton Vance Management (International)
Limited, Eaton Vance Advisers International Ltd, Calvert Research and
Management, Eaton Vance Management, Parametric Portfolio Associates
LLC and Atlanta Capital Management LLC.
This material has been issued by any one or more of the following entities:
EMEA:
This material is for Professional Clients/Accredited Investors only.
In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited (“FMIL”). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company limited
by shares with company registration number 616661 and has its registered
address at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02
VC42, Ireland.
Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) is authorised and regulated by the Financial
Conduct Authority. Registered in England. Registered No. 1981121. Registered
Ofﬁce: 25 Cabot Square, Canary Wharf, London E14 4QA.
In Switzerland, MSIM materials are issued by Morgan Stanley & Co. International
plc, London (Zurich Branch) Authorised and regulated by the Eidgenössische
Finanzmarktaufsicht (“FINMA”). Registered Office: Beethovenstrasse 33,
8002 Zurich, Switzerland.
Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited (“EVMI”) 125 Old Broad Street, London,
EC2N 1AR, UK, which is authorised and regulated in the United Kingdom by
the Financial Conduct Authority.
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 1
1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de Monceau
75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55,
28006, Madrid, Spain.
MIDDLE EAST
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).
U.S.
A separately managed account may not be appropriate for all investors.
Separate accounts managed according to the Strategy include a number
of securities and will not necessarily track the performance of any index.
Please consider the investment objectives, risks and fees of the Strategy
carefully before investing.
A minimum asset level is required. For important information about the
investment managers, please refer to Form ADV Part 2.

Please consider the investment objectives, risks, charges
and expenses of the funds carefully before investing. The
prospectuses contain this and other information about
the funds. To obtain a prospectus for the Morgan Stanley
funds please download one at morganstanley.com/im or
call 1-800-548-7786. Please read the prospectus carefully
before investing.

Morgan Stanley Distribution, Inc. serves as the distributor for Morgan
Stanley Funds.
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Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for
use in Hong Kong and shall only be made available to “professional investors”
as defined under the Securities and Futures Ordinance of Hong Kong (Cap
571). The contents of this material have not been reviewed nor approved by
any regulatory authority including the Securities and Futures Commission
in Hong Kong. Accordingly, save where an exemption is available under the
relevant law, this material shall not be issued, circulated, distributed, directed
at, or made available to, the public in Hong Kong. Singapore: This material
is disseminated by Morgan Stanley Investment Management Company and
should not be considered to be the subject of an invitation for subscription or
purchase, whether directly or indirectly, to the public or any member of the
public in Singapore other than (i) to an institutional investor under section
304 of the Securities and Futures Act, Chapter 289 of Singapore (“SFA”);
(ii) to a “relevant person” (which includes an accredited investor) pursuant
to section 305 of the SFA, and such distribution is in accordance with the
conditions specified in section 305 of the SFA; or (iii) otherwise pursuant to,
and in accordance with the conditions of, any other applicable provision of
the SFA. This publication has not been reviewed by the Monetary Authority
of Singapore. Australia: This material is disseminated in Australia by Morgan
Stanley Investment Management (Australia) Pty Limited ACN: 122040037,
AFSL No. 314182, which accept responsibility for its contents. This publication,
and any access to it, is intended only for “wholesale clients” within the meaning
of the Australian Corporations Act. Calvert Research and Management, ARBN
635 157 434 is regulated by the U.S. Securities and Exchange Commission
under U.S. laws which differ from Australian laws. Calvert Research and

Management is exempt from the requirement to hold an Australian financial
services licence in accordance with class order 03/1100 in respect of the
provision of financial services to wholesale clients in Australia.
Japan: For professional investors, this material is circulated or distributed for
informational purposes only. For those who are not professional investors, this
material is provided in relation to Morgan Stanley Investment Management
(Japan) Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment
management agreements (“IMA”) and investment advisory agreements
(“IAA”). This is not for the purpose of a recommendation or solicitation of
transactions or offers any particular financial instruments. Under an IMA,
with respect to management of assets of a client, the client prescribes
basic management policies in advance and commissions MSIMJ to make all
investment decisions based on an analysis of the value, etc. of the securities,
and MSIMJ accepts such commission. The client shall delegate to MSIMJ the
authorities necessary for making investment. MSIMJ exercises the delegated
authorities based on investment decisions of MSIMJ, and the client shall not
make individual instructions. All investment profits and losses belong to the
clients; principal is not guaranteed. Please consider the investment objectives
and nature of risks before investing. As an investment advisory fee for an IAA
or an IMA, the amount of assets subject to the contract multiplied by a certain
rate (the upper limit is 2.20% per annum (including tax)) shall be incurred
in proportion to the contract period. For some strategies, a contingency fee
may be incurred in addition to the fee mentioned above. Indirect charges also
may be incurred, such as brokerage commissions for incorporated securities.
Since these charges and expenses are different depending on a contract and
other factors, MSIMJ cannot present the rates, upper limits, etc. in advance.
All clients should read the Documents Provided Prior to the Conclusion of a
Contract carefully before executing an agreement. This material is disseminated
in Japan by MSIMJ, Registered No. 410 (Director of Kanto Local Finance Bureau
(Financial Instruments Firms)), Membership: the Japan Securities Dealers
Association, The Investment Trusts Association, Japan, the Japan Investment
Advisers Association and the Type II Financial Instruments Firms Association.
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