Regulatory Concerns

Flashpoints

On 10th November, China’s State Administration for Market
Regulation released a new set of draft guidelines aimed at
curbing monopolistic behaviour amongst internet
companies. Containing 22 listed items, the draft guideline
seeks to gather public opinion and feedback on antitrust
behaviour in the internet platform economy.



China’s State Administration for
Market Regulation has released
a new set of draft guidelines
aimed at curbing monopolistic
behaviour amongst internet
companies.



This sparked a selloff amongst
internet companies such as
Alibaba and Tencent.



Though, the sell-down could be
due to multiple factors including
the vaccine development and
rotation from value into growth.



The implementation of such law
will not be easy and is still
subjective.



Regulatory
pressure
could
persist. However, many internet
companies
have
already
developed a strong business
moat that would make them
resilient.
#GrowWithUs

Shares of Chinese Internet giants were sold down heavily
in the wake of the news. Alibaba, Tencent, Meituan, and
JD.com lost over 10%-20% of their market cap within 2
trading days.
Key features that were included in the antitrust consultation
paper include:
a. unfair exclusion that undermines competition
b. unfair pricing of products that deters competition
c. use of big data / algorithm / technology that limits
or deter competition
It is important to note that this is not law yet. Consultation
papers are usually circulated to showcase and guide
industry players on the regulatory direction intended by
authorities.
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This gives industry players time to adapt and make the necessary adjustments to their respective
operations. The final version of the law could be different from what is stated in the papers now.
However, it is uncertain why Chinese regulators are releasing the draft guidelines now. That said, we
have seen the government tightening their grip on different industries including Education, Healthcare,
Internet (gaming, advertising, content) in recent years.
The government has taken the position to set proper boundaries and provide guidance to companies
in fast-growing industries that will ensure healthy and sustainable growth.

There could be several potential impact to key Internet companies. These could cover the:a. use of personal data to feed targeted advertising for all internet companies
b. forced exclusivity of platforms on merchants (especially Meituan, Alibaba)
Market Impact
It is worth noting that the heavy sell-down of Internet stocks could be due to multiple factors acting
together, aside from the release of the draft antitrust guideline. These include latest news of a vaccine
breakthrough by Pfizer that would reverse pandemic beneficiaries. This also sparked a rotation from
value into growth.
Our view is that the items discussed in the consultation paper is heavily dependent on subjectivity.
The implementation of such law will not be easy. Internet companies may need to make tweaks and
adjustments to their business in order to comply with the new regulations.
Regulatory pressure could persist for the next 3 - 6 months as more information about the guideline is
released. That said, we believe major internet companies in China have already developed a strong
business moat that will not be easily compromised.
Portfolio Positioning
We have lightened our exposure in the tech sector, as we were heavily overweight before and
valuations have turned lofty. We remain comfortable with our positioning and will continue to monitor
developments closely of any potential tightening of regulation in China.

Disclaimer
This article has been prepared by Affin Hwang Asset Management Berhad (hereinafter referred to as “Affin Hwang AM”) specific for its use, a specific target audience, and for discussion
purposes only. All information contained within this presentation belongs to Affin Hwang AM and may not be copied, distributed or otherwise disseminated in whole or in part without written
consent of Affin Hwang AM. The information contained in this presentation may include, but is not limited to opinions, analysis, forecasts, projections and expectations (collectively referred
to as “Opinions”). Such information has been obtained from various sources including those in the public domain, are merely expressions of belief. Although this presentation has been
prepared on the basis of information and/or Opinions that are believed to be correct at the time the presentation was prepared, Affin Hwang AM makes no expressed or implied warranty as
to the accuracy and completeness of any such information and/or Opinions. As with any forms of financial products, the financial product mentioned herein (if any) carries with it various
risks. Although attempts have been made to disclose all possible risks involved, the financial product may still be subject to inherent risk that may arise beyond our reasonable
contemplation. The financial product may be wholly unsuited for you, if you are adverse to the risk arising out of and/or in connection with the financial product. Affin Hwang AM is not
acting as an advisor or agent to any person to whom this presentation is directed. Such persons must make their own independent assessments of the contents of this presentation, should
not treat such content as advice relating to legal, accounting, taxation or investment matters and should consult their own advisers. Affin Hwang AM and its affiliates may act as a principal
and agent in any transaction contemplated by this presentation, or any other transaction connected with any such transaction, and may as a result earn brokerage, commission or other
income. Nothing in this presentation is intended to be, or should be construed as an offer to buy or sell, or invitation to subscribe for, any securities. Neither Affin Hwang AM nor any of its
directors, employees or representatives are to have any liability (including liability to any person by reason of negligence or negligent misstatement) from any statement, opinion,
information or matter (expressed or implied) arising out of, contained in or derived from or any omission from this presentation, except liability under statute that cannot be excluded.
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