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Oversold Chinese stocks present a potential
tactical opportunity

The recent surge in COVID-19 infections in China hit a two-year high on Tuesday,
driving stocks in the region to end the day at 21-month lows and raising serious
concerns about the economic costs in the government’s quest to contain the disease.
Makers from flash drives to glass for Apple’s iPhone screens are facing large setbacks
as they comply with new stringent curbs, further straining global supply chains. Four
cities (including Shenzhen, the home of major local tech firms like Huawei, Tencent,
ZTE, Oppo, etc.) have been locked down, and Shanghaiis also at risk of a lockdown.

China activity data so far exceeded expectationsin the first two months

It was one reason why the PBoC didn’t deliver the expected MLF cut and may lower its
sense of urgency for further actions. However, it is worth noting that headline
numbers have benefited from the low base from Jan-Feb 2021, espedally for
manufacturing investment and infrastructure investment as well as retail. Extermnal
demand likely also supported industrial production. Fixed asset investment growth
jumped from 4.9% y/y in 2021 to 12.2% y/y during the Jan-Feb period. Retail sales also
beatexpectations, up 1.7%y/y in Decemberto 6.7% inthe same period.

However, property weakness and the recent outbreak pose significant headwinds to
growth ahead

Despite the affordable housing development, property-related indicators like new
starts and land acquisition have remained weak. Medium-/long-term household loans
dedined for the first time in February, showing an unusually weak credit appetite
amid the property downturn. Meanwhile, under the current wave of COVID-19, cities
with high/medium risk areas now cover 16.7% of China’s GDP. In short, policy support
remains essential for sustaining the growth momentum, and our view is that the
easingcycleisnotoveryet.
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Progressin mRNA

As of February 25th, China had fully vaccinated 85.5% of it's +1.4bn population. While
vaccination rates are comparable to other major DM and neighboring Asian countries, the
issue lies in booster rates, which are lagging significantly. Boosters are important because
research shows that the antibodies from Sinovac’s vaccine declines significantly six
months after two shots.

However, some bright spots have emerged. China approved the usage of urgent COVID
pill Paxlovid in February, paving the way to introduce foreign mRNA vaccines. Meanwhile,
the domestic mMRNA vaccine from Walvax is under the final stage of its phase three
experiment.

Citi’s take — oversold markets may presenta tactical opportunity

Citi’s analysts predict that the new wave of infections may lead to a sizeable economic
impact of ~0.5-0.8ppt of GDP in 22Q1, assuming no policy interventions, and will likely
require more and imminent policy supportto achieve the 5.5% annual growth target.

The re-imposition of social distancing measures will further delay the recovery of the
services sector to 22H2. Meanwhile, borders are likely to remain shut until the next NPC
meetingin March 2023.

Chinese stocks traded in the US recouped some losses overnight as dip buyers emerged
following a 29% slump over three days. The intense selloff in Chinese and Hong Kong
equities had several clear macroeconomic drivers (geopolitical risks, COVID-19
lockdowns, new regulatory concerns, the impotence of stimulus), but it was also
exacerbated by technical fallouts (mainly the unwinding of leveraged and derivative
positions), which have not only affected offshore shares, but also onshore A-shares.

Our CIO sees the market as oversold and may be presenting a tactical opportunity, even
though volatility is expected to remain elevated in the medium-term. The Hang Seng
Index cash and short-term investments are now worth 1.6x its market cap as of March
15t by far the highest on record. When it reached above 1.2x in 2009, 2012, and 2020,
the following 12-month returns were 24-54%.

Macro drivers are likely to get some breakthroughs, particularly COVID and stimulus.
Short squeezes could follow selloffs like this one. However, the Russian debt default risk
and lingering regulatory uncertainties in China continue to pose headwinds and may keep
volatility elevated in the medium-term.
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Disclaimer

“Citigold” is a client segment of Citigroup Inc (“Citigroup”), which provides its clients access to a broad array of products and services available
through bank and non-bank affiliates of Citigroup. Citi analysts” refer to investment professionals within Citi Res earch (“CR”), Citi Global Markets
Inc. (“CGMI”), Citi Private Bank (“CPB”) and voting members of the Citi Global Investment Committee. Citibank N.A. and its affiliates / subsidiaries
provide no independent research or analysis in the substance or preparation of this document.

The information in this document has been obtained from reports issued by CGMI and CPB. Such information is based on sources CGMI and CPB
believe to bereliable. CGMI and CPB, however, do not guarantee its accuracy and it may beincomplete or condensed. All opinions and estimates
constitute CGMI and CPB's judgment as of the date of the report and are subject to change without notice. This document is for general
information purposes only and is not intended as a recommendation or an offer or solicitation for the purchase or sale of any security or
currency. No part of this document may bereproduced in any manner without the written consent of Citibank N.A. Information in this document
has been prepared without taking account of the objectives, financial situation, or needs of any particular investor. Any person considering an
investment should consider the appropriateness of the investment having regard to their objectives, financial situation, or needs, and should
seek independent advice on the suitability or otherwise of a particular investment. Investments are not deposits, are not obligations of, or
guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any local government or insurance agency,
and are subject to investment risk, including th e possible loss of the principal amount invested. Investors investing in funds denominated in non-
local currency should be aware of the risk of exchange rate fluctuations that may cause a loss of principal. Past performanceis not indicative of
future performance, prices can go up ordown. Investment products are not available to US persons. Investors should be aware that it is his/her
responsibility to seek legal and/or tax advice regarding the legal and tax consequences of his/her investment transactions. If an investor changes
residence, citizenship, nationality, or place of work, it is his/h er responsibility to understand how his/her investment transactions are affected by
such change and comply with all applicable laws and regulations as and when such becomes applicable. Citibank does not provide legal and /or
tax advice and is not responsible for advising an investor on the laws pertaining to his/her transaction.

Citi Research (CR) is adivision of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its
research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in making their investment decision. For more information, please refer to
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Market Specific Disclosures

Australia

This document is distributed in Australia by Citigroup Pty Limited ABN 88 004 325 080, AFSL No. 238098, Australian credit licence 238098. Any
advice is general advice only. It was prepared without taking into account your objectives, financial situation, or needs. Before acting on this
advice you should consider if it's appropriate for your particular circumstances. This document does not constitute arecommendation to acquire,
an invitation to apply for, an offer to apply for or buy, an offer to arrange the issue or sale of, or an offer for issue or sale of, any securities in
Australia. Investment products are not available to US people and may not be available in all jurisdictions.

Bahrain

This document is distributed in Bahrain by Citibank, N.A., Bahrain. Citibank, N.A., Bahrain, may in its sole and absolute discretion provide various
materials relating to the securities for information purposes only. Citibank, N.A., Bahrain is licensed by the Central Bank of Bahrain as a
Conventional Retail and Wholesale Bank and is bound by the CBB’s regulations and licensing conditions with regards to products and services
provided by Citibank, N.A. Bahrain. Theseterms are governed by and shall be construed in accordance with the laws of the Kingdo m of Bahrain.
The Customer irrevocably agrees that the civil courts in the Bahrain shall have non-exclusive jurisdiction to hear and determin e any suit, action or
proceeding and to settle any disputes which may arise out of or in connection with these Terms and Conditions and for such purposes the
Customer irrevocably submits to the jurisdiction of such courts. Investment products are not insured by government or governmental agencies.
Investment and Treasury products are subject to Investment risk, including possible loss of principal amount invested. Investors investing in
investments and /or treasury products d enomin ated in foreign (non-local) currency should be aware of therisk of exchange rate fluctuations that
may cause loss of principal when foreign currency is converted to the investors’ home currency. Investment and Treasury products are not
availableto U S. persons. All applications for investments and treasury products are subject to Terms and Conditions of the individual investment
and Treasury products. Customer understands that Citibank do es not provid e legal and /or tax advice and are not responsible for advising him/h er
on the laws pertaining to his/her transaction. Citibank Bahrain does not provide continuous monitoring of existing customer holdings.

People's Republic of China
This document is distributed by Citibank (China) Co., Ltd in the P eople's Republic of China (excluding the Sp ecial Ad ministrative Regions of Hong
Kongand Macau, and Taiwan).

Hong Kong

This document is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL") and Citibank N.A.. Citibank N.A. and its affiliates /
subsidiaries provid e no indep endent res earch or analysis in the substance or preparation of this document. Investment products are not available
to US persons and not all products and services are provided by all affiliates or are available at all locations. Prices and availability of financial
instruments can be subject to change without notice. Certain high-volatility investments can be subject to sudden and large falls in value that
could equal the amount invested.

India

This document is distributed in India by Citibank N.A. Investment are subject to market risk including that of loss of principal amounts invested.
Products so distributed are not obligations of, or guaranteed by, Citibank and are not bank deposits. Investment products cannot be offered to
US and Canada Persons. Investors are advised to read and understand the Offer Documents carefully before investing.
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Market Specific Disclosures

Indonesia
This report is made available in Indonesia through Citibank N.A., Indonesia Branch. Citibank N. A., is a bank that is licensed, registered and
supervised by the Indonesia Financial Services Authority (OJK).

Korea

This document is distributed in South Korea by Citibank Korea Inc. Investors should be aware that investment products are not guaranteed by the
Korea Deposit Insurance Corporation and are subject to investment risk including the possible loss of the principal amount invested. Investment
products are not available to US persons.

Malaysia

Investment products are not deposits and are not obligations of, not guaranteed by, and notinsured by, Citibank Berhad, Citibank N.A., Citigroup
Inc. or any of their affiliates or subsidiaries, or by any government or insurance agency. Investment products are subject to investment risks,
including the possible loss of the principal amount invested. These are provided for general information only and are not intended as a
recommendation or an offer or solicitation for the purchase or sale of any security or currency or other investment products. Citibank Berhad
does not represent the information herein as accurate, true or complete, makes no warranty express or implied regarding it and no liability
whatsoever will be accepted by Citibank Berhad, whether in contract, tort or otherwise, for the accuracy or completeness of such information
including any error of fact or omission herein which may lead to any direct or consequential loss, damages, costs or expenses arising from any
reliance upon or use of the information in the material. The contents of these materials have not been reviewed by the Securities Commission
Malaysia.

Philippines

This document is made available in Philippines by Citicorp Financial Services and Insurance Brokerage Phils. Inc, and Citibank N.A. Philippine
Branch. Investors should be aware that Investment products are not insured by the Philippin e Deposit Insurance Corporation or Federal Deposit
Insurance Corporation or any other government entity.

Singapore

This report is distributed in Singapore by Citibank Singapore Limited (“CSL”). Investment products are not insured under the provisions of the
Deposit Insurance and Policy Owners’ Protection Schemes Act of Singapore and are not eligible for depositinsurance coverage under the Deposit
Insurance Scheme.

Thailand

This document contains general information and insights distributed in Thailand by Citigroup and is made available in English lan guage only. Citi
does not dictate or solicit investment in any specific securities and similar products. Past performance does not guarantee future performance.
Not offered to US persons. This document has not been approved by the securities and exchange commission of Thailand which takes no
responsibility for its contents. No offer to the public to purchas ethe shares will be madein Thailand and this document is intended to be read by
the addressee only and must not be passed to, issued to, or shown to the public generally.

UAE

This document is distributed in UAE by Citibank, N.A. UAE. This is not an official statement of Citigroup Inc. and may not reflect all of your
investments with or made through Citibank. For an accurate record of your accounts and transactions, please consult your official statement.
Before making any investment, each investor must obtain the investment offering materials, which include a description of the risks, fees and
expenses and the performance history, if any, which may be considered in connection with making an investment decision. Each investor should
carefully consider the risks associated with the investment and make a determination based upon the investor's own particular circumstances,
that theinvestment is consistent with theinvestor’s investment objectives. At any time, Citigroup comp anies may comp ensate affiliates and th eir
representatives for providing products and services to clients.

United Kingdom
This document is distributed in the U.K. by Citibank UK Limited and in Jersey by Citibank N.A., Jersey Branch.

Citibank UK Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential
Regulation Authority. Our firm’s Financial Services Register number is 805574. Citibank UK Limited is a company limited by shares registered in
England and Wales with registered address at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB, Companies House Registration
No.11283101.

Citibank N.A., Jersey Branch is regulated by theJersey Financial Services Commission. Citi International P ersonal Bank is registered in Jersey as a
business name of Citibank N.A. The address of Citibank N.A., Jersey Branch is P.O.Box 104, 38 Esplanad e, St Helier, Jersey JE4 8QB. Citibank N.A.
is incorporated with limited liability in the USA. Head office: 399 Park Avenue, New York, NY 10043, USA.

© Al rights reserved Citibank UK Limited and Citibank N.A. (2022).
Vietnam
This document is distributed in Vietnam by Citibank, N.A., - Ho Chi Minh City Branch and Citibank, N.A. - Hanoi Branch, licensed foreign bank’s

branches regulated by the State Bank of Vietnam. Investment contains certain risk, please study product’s prospectus, relevant disclosures and
disclaimers and the terms and conditions for details before investing. Investment products are not offered to US persons.
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