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ASIA’S CHANGING BALANCE OF POWER

The sudden fall of Kabul to the Taliban in August has shaken up the diplomatic and military balance
across the continent. Now that the Americans and NATO forces have withdrawn, the vacuum is almost
certain to be filled by China, providing both economic and financial support for the Taliban, and
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Afghanistan becoming part of President Xi Jinping’s “One Belt One Road” geopolitical plan. The fact
that the Russians, acting now as China’s junior partner, will also gain access to the key territory of
Afghanistan, is also troubling. In a conversation last week with a senior Indian diplomat, | learned that
concern in New Delhi has been greatly increased as they see China now controlling Southeast Asia
through Myanmar, Laos, Cambodia, and the South China Sea, and encircling India with their strong
foothold in Pakistan, Nepal, and Sri Lanka, as well as Myanmar, and increasingly pushing west with a
close relationship with Iran as their oil supplier. “They have now secured their geopolitical position in
the Asian continent,” he told me, “and they are now turning their attention to Europe, particularly

Greece and Eastern Europe, as the weaker nations.” All of this will facilitate any adventurism that

might be planned in either Moscow or Beijing in the next year or two.

China’s Economy and Stock Market

There are clearly some other pressures on China, as export growth has slowed down, owing partly to

the bottlenecks and logjams caused by Covid, and the weakness of some Western economies. China’s
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average growth rate from 1980 to 2010 was 10% p.a. The best estimate we have for today’s
sustainable rate is about 5%. In addition, demographics are causing China’s labour force to shrink and
accelerating a move towards automation. Many Western suppliers are looking for alternatives, such
as Vietnam, Indonesia, and Bangladesh. The real question that investors must answer is whether
China will respect the rights of shareholders because their need for foreign capital has not diminished.
Although many of their top companies will move their listings from New York to Hong Kong, they will
still need the inflow from major US and European pension funds and this includes, of course, the

Chinese bond market, which has proved to be very attractive to institutional funds.

The Renminbi has remained steady; the trade balance and foreign exchange reserves are strong. The
real doubts are about the property market and heavily indebted companies, such as Evergrande and
Huarong. It is often assumed that the Chinese government can control every economic lever, but the
reality is that Chinese consumers now account for close to between 60%-70% of that economy, and if
they lose confidence, it will also affect both growth and values in the property market. We have cut
our China exposure to about half the benchmark level and retained some Hong Kong Blue Chips as an
insurance policy. We have shifted much of our emphasis in our Asia Pacific mandates to India, Taiwan,

and Korea, which together account for about 40%.

The Case for India

By contrast with China, India benefits from a great diversity (with 28 different alphabets); a democratic
tradition, which is well-established; and favourable demographics, which will see India overtake China

within the next few years. India is both a spiritual society, (with deeper values of respect for Nature,
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as well as for the individual); and it is also a secular society. It is worth emphasizing that, during the
last 7 years of Modi’s government, incidents of Hindu/Muslim communal violence and tensions have
been reduced, contrary to the expectations of many pundits. While both countries are facing the
challenges of climate change in the next decade, particularly the intensely important question of water
supply, we believe that India will be able to sustain a higher economic growth rate than China (the
consensus GDP growth forecast for FY 2022 is 9.2%), and that its companies will enjoy a much greater
degree of freedom and profitability than the Chinese technology companies, which have come under
pressure from the Communist Party. In addition, India has made tremendous strides forward in its
digital revolution, by putting every citizen on the “Aadhaar” (national identity card) system and
reducing corruption and bureaucracy. India has also made considerable progress in the medical and
pharmaceutical fields, and we have invested in that sector. In the short-term, they have probably

done better in the field of vaccines than China.

Elsewhere we see good earnings growth and market progress in both South Korea and Taiwan.
Southeast Asia presents a conundrum. While there is no doubt of the enormous potential represented
by a market of 600 million middle-class consumers, including Indonesia, the Philippines, and Thailand,
the problem is still that we see very slow progress towards wide-spread vaccinations and, in
consequence, a slow opening up of these economies. Our expectation is that by the end of 2021 we
will see Singapore, Malaysia, and Thailand over the hump and start to reopen, although at present the
latter does not look very promising. This opening up will surely include Australia and New Zealand,
which have been shut off from the world for nearly 2 years, and where again, we expect 2022 will see

a gradual reopening, finally, after the long isolation of Covid. (See Chart)



Share of people who received at least one dose of COVID-19 vaccine

Total number of people who received at least one vaccine dose, divided by the total population of the country.
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Looking forward therefore into 2022, we are positive about the outlook for Asia and in particular for

the smaller markets, which have been held back by external forces. We are cognizant of the risks in

the new geopolitical balance, but we believe that much of the downside risk has been discounted in

the current low level of share prices in Asia, especially in China, which is some 30% below the US

equivalent in terms of price to book or price to earnings ratios. Contrarian as it may seem, it may be

a good time to shift some capital from the over-valued US market into these unloved and

unfashionable Asian markets, with great growth prospects, such as India.

R- gt fompe

Hong Kong
1 September 2021
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This Investment Outlook (“Document ) is distributed by Lloyd George Management (HK) Limited (“LGM*) in
Hong Kong only to persons who are within of the definition of “professional investor” as set out in the Hong
Kong Securities and Futures (Professional Investor) Rules. This Document may not be distributed to, or acted or
relied upon, by anybody else. In particular and notwithstanding anything else in this document, this Document is
not and should not be construed as LGM (or any affiliate or anyone else) offering or holding itself out as being
willing or able to provide any service or to carry on any activity which it is not licensed to provide or carry on in
Hong Kong.

This Document is issued by LGM for information purposes only and does not constitute an offer to sell (or
solicitation of an offer to purchase) the securities or investments referenced herein (the “Securities”) or to
participate in any particular trading strategy. Any offering of Securities shall only be made through the relevant
offering or placement memorandum and/or other offering documentation which sets forth the terms and conditions
of such offering and contains the information needed to evaluate a potential investment into the securities and
provides important disclosures regarding, inter alia, risks, fees and expenses. No reliance may be placed for any
purposes whatsoever on the information contained in this Document, or on its completeness, accuracy or fairness.
Although care has been taken to ensure that the facts stated in this document are accurate, and that the opinions
expressed are fair and reasonable, the contents of this Document have not been verified by independent auditors,
third parties and/or LGM.

Accordingly, no representation or warranty, express or implied, is made or given by or on behalf of LGM, or any
of its members, directors, officers or employees or any other person. LGM and its subsidiaries, or any of their
respective members, directors, officers or employees nor any other person acting on behalf of LGM accepts any
liability whatsoever for any loss howsoever arising from any use of this Document or its contents or otherwise
arising in connection with this Document.

The information contained in this Document may include forward-looking statements which are based on current
expectations and projections about future events. These forward-looking statements are subject to risks,
uncertainties and assumptions about LGM and its subsidiaries and investments, including, among other things,
the development of its business, trends in its operating industry, and future capital expenditures and acquisitions.
In light of these risks, uncertainties and assumptions, the events in the forward-looking statements may not occur.
Any forward-looking information contained herein has been prepared on the basis of a number of assumptions
which may prove to be incorrect and, accordingly, actual results may vary.

This Document does not provide or purport to provide investment advice and has been prepared without regards
to the particular financial circumstances and investment objectives of each recipient. Investors should not rely on
this Document for the purposes of any investment decision, and must make their own investment decisions based
on their own financial circumstances and investment objectives, after evaluating each issue or strategy and after
consulting their tax, legal or other advisers as they believe necessary.

The information and opinions contained in this Document are provided as at the date of this Document and are
subject to change without notice.

Lloyd George Management (HK) Limited is licensed by the Securities and Futures Commission with CE number
BEL384 for Type 9 (Asset Management) Regulated Activity and registered with the U.S. Securities and Exchange
Commission with CRD number 226718 as Investment Adviser.

© 2021 Lloyd George Management (HK) Limited, all rights reserved.




