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Xi Jinping’s China 

Xi Jinping has cemented his leadership for an unprecedented third 5-year term, making him the most 

powerful leader since Mao Zedong. A third term was made possible when under Xi’s watch parliament 

changed the constitutional limitations in 2018. He has purged all remaining moderate law makers 

from the 7-man Politburo Standing Committee, including China’s Premier Li Keqiang who has been 

replaced by Li Qiang. Li Qiang was responsible for overseeing punitive Covid lockdowns in Shanghai 

and like the other members of the committee is a staunch Xi loyalist. With all rivals forced out from 

the standing committee and the 24-member politburo that sits below it, Xi Jinping has effectively 

paved the way to rule for life. To emphasise his grip on power he arranged for his predecessor Hu 

Jintao to be unceremoniously ejected from the Congress meeting. The ruthless manoeuvre appeared 

stage-managed to coincide with the announcement of the standing committee and the arrival of the 

press in the Great Hall of the People. 

Xi Jinping’s growing power has alarmed world leaders. Despite the war in Ukraine the US National 

Security Strategy stated that, “The People’s Republic of China presents America’s most consequential 

geopolitical challenge.” Ken McCallum, Director General of Britain’s MI5 Security Service said in late 

2020, while comparing Russia with China: “You might think in terms of the Russian intelligence 

services providing bursts of bad weather, while China is changing the climate.” Xi’s address at the 

Congress omitted the standard reference to “peace and development,” instead referring to 

“security” 26 times, creating a strong impression that national security has replaced economic 

development as the communist party’s main priority. 

His most controversial economic policies include rigid Covid-zero measures, crackdowns on the 

private sector, in particular the technology industry, which is a major engine of growth, and forced 

deleveraging of the all-important property sector. The impact on the economy has been dramatic. 

Covid-zero has drained the ability and willingness of consumers and businesses to spend. Residential 

property accounts for 80% of household wealth so its demise will also affect consumer spending. 

Consumer confidence has dropped to its lowest level on record. The crackdown on internet, gaming, 

online education, and private sector wealth forms part of Xi’s drive for greater state control at the 

expense of more dynamic entrepreneurialism.  

His target is to double the size of the economy by 2035, requiring an annual growth rate of almost 

5%. This seems unlikely given the decoupling from the West and growing state control, an unlikely 

backdrop for the productivity boosts required to compensate for China’s shrinking population. In the 

third quarter, GDP grew year-on-year by 3.9%. For the first 9 months of the year, GDP grew by 3.0% 

on the year, well below the official target of 5.5%. The IMF cut its forecasts earlier this month, to 

3.2% in 2022 and 4.4% in 2023. In Q3, property investment was down 8%. Retail sales were only up 



 
 
2.5% and the unemployment rate increased from 5.3% to 5.5%. In the first nine months of the year, 

property sales measured by floor area fell by 22% on the year and new construction starts fell 38%. 

Over the past decade, economists have predicted that China would overtake the US as the world’s 

largest economy by 2030 if not before, but this now seems extremely unlikely. Demographics, 

excessive debt, and autocracy indicate the economy will be lucky to achieve an average growth rate 

of 2-3% over the coming decade, which means it would be lucky to catch up the US by 2060. 

While Xi was powerful before, he is even more powerful now. According to Mark Williams, chief Asia 

economist at Capital Economics, “the official line appears to be that China has a leadership that will 

be united and stable. I suspect it will prove rigid and inflexible.” The checks and balances from the 

past 40 years of reform will likely disappear. The backdrop does not appear appealing for investment 

prospects. In May, OAM sold Fidelity China Special Situations across its global portfolios, while 

maintaining a halved exposure to the share in Growth portfolios. In July, Templeton Emerging Markets 

was sold in its entirety across global portfolios, due to its large exposure to China’s equity markets. 

The selling decisions have been vindicated by recent signals of autocracy and state control. 

Although it is hard to find, there may be a silver lining in Xi’s supremacy. China’s slowing growth 

trajectory and forced deleverage will be deflationary and therefore helpful to the West’s battle with 

rising inflation. It could also be argued that fixing China’s structural imbalances, notably its inflated 

property sector and excessive debt, will require powerful leadership and unshakeable conviction. 

China’s national debt has surged to 275% of GDP. Although sustainable as the bulk of the debt is held 

domestically, its excess will crimp long-term growth and needs to be addressed. China’s property 

market is valued at twice the US property market despite its GDP being less than 70% of the US. 

According to MacroStrategy Partnership, China’s tier one city property prices could fall by two thirds, 

and they would still be as overvalued as London’s property market is today. 

The economic outlook has clouded, and some believe that under the current regime, China’s equity 

and bond markets should be avoided. However, as the second largest economy in the world, it is too 

big to ignore, and its economy will inevitably continue to generate growth, earnings, and dividends. 

The CSI 300 is trading at increasingly attractive valuations that are a long way below their long-term 

averages. The 12-month forward price/earnings ratio is 10.1x compared with the long-term average 

of 13.6x and the price/book ratio is 1.5x also well below the long-term average of 2.7x. For long-

term investors, with a 10-year investment horizon, current valuations should guarantee superior 

returns, especially if there is compelling evidence that China’s structural economic imbalances are 

being corrected.  
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Crypto 

INTRODUCTION: Crypto assets are now officially financial products in South Africa. The Financial 

Conduct Authority (FSCA) will regulate it. On Wednesday 19 October 2022, in Government Gazette 

No. 47334, the definition of a “financial product” was amended to “declare a crypto asset as a 



 
 
financial product for the purposes of that definition”. A crypto asset means a digital representation 

of value that; (a) is not issued by a central bank, but is capable of being traded, transferred, or 

stored electronically by natural and legal persons for the purpose of payment, investment, and other 

forms of utility; (b) applies cryptographic techniques; and (c) uses distributed ledger technology.  

This is a watershed moment for cryptos in SA. New regulations will likely result in greater adoption 

of crypto assets by the South African investor market. Regulations will provide the level of trust the 

market needs. It will allow crypto to go mainstream. The South African Reserve Bank has been 

working with other regulators to recognize crypto assets as financial products to make them easier 

to monitor from a money-laundering and terrorist financing perspective. The declaration on 

Wednesday does not mean that they are legal tender, Eugene Du Toit, of the FSCA, said at a press 

conference. 

REGULATIONS AND LICENSING: With crypto assets’ promotion in status as financial products it makes 

it easier for regulators to monitor the market and to safeguard consumers. The declaration on 

Wednesday, which took effect immediately, comes as governments around the world push to regulate 

cryptocurrencies to protect users from fraudsters. To operate legally, existing crypto asset service 

providers (Casps) will need to apply for a FSCA licence between June 1 and November 20, 2023. Casps 

will be subject to the reporting requirements and monitoring controls of the FSCA. Anyone planning 

to purchase cryptos will then be able to check whether they are dealing with a licensed and credible 

crypto provider.  

Financial service providers, like banks and asset managers, will have to be licenced by the FSCA to 

legally trade in crypto assets. Financial advisors will have to upskill their crypto knowledge. They will 

have to study and pass examinations to obtain licences to give advice on crypto assets. Regulations 

that ensure that crypto asset providers operate in a more professional and responsible manner can 

only be a good thing for the industry and the public.  

The licensing requirements will drive exacting standards in the industry, particularly in relation to 

consumer protection, with potential investors easily able to identify those providers that satisfy 

regulatory requirements, says Marius Reitz of crypto platform Luno. Another key benefit is that it 

should allow qualified financial advisers to better advise their clients on crypto investments. Until 

now, financial advisors could not provide advice on unregulated assets or products. Crypto scammers 

are subject to a variety of criminal laws, but that has proved almost impossible to enforce, in part 

because there was no clear definition of a crypto asset. Weeding out the scammers should become 

easier going forward. We have seen collapses in the industry with consumers losing billions of rand. 

The biggest failure was the demise of Mirror Trading International last year with losses totalling about 

R20 billion. 

GREY LISTING: The FSCA was clearly moved to act fast by the threat of SA being grey listed by the 

Financial Action Task Force (FATF), which could lead to disinvestment from SA due to the perceived 

financial risks. South Africa must report back to the FATF during October 2022 on measures taken to 

combat money laundering and terrorist financing. During its inspections, the FATF found that South 

Africa was compliant with only three of the FATF 40 recommendations. Government is now setting 

the necessary legislation in place to prevent us from being grey listed. Casps must also provide the 

FSCA with any information that is requested on a particular customer. With the amendment to the 

definition of financial assets they are now legally obliged to hand that information over to the FSCA. 
The same rules are being applied elsewhere in the world. The FSCA’s intention is to protect the public 

from crypto scammers and exchanges that do not abide by the law.  



 
 
BOTTOM LINE: The FSCA moved quickly and decisively on declaring crypto assets as a financial 

product. The threat of being grey listed motivated the FSCA to act swiftly. The FATF now has six 

months to review our new regulations and its implementation. The FATF will announce its findings, 

and decision, in April 2023. Overberg Asset Management welcomes the regulations. Although 

regulations are often seen as an irritation and administrative burden, we see it as a step in the right 

direction. We will study the new regulations and upskill our knowledge and services to best serve our 

clients. If you need more information, please contact one of our highly qualified consultants for a 

free consultation. 
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