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China: light at the end of the Covid tunnel?

= Covid restrictions in China have choked off growth
= The government has recently moved to relax regulations
= Chinese equity markets have rallied as a result

China was ground zero for the Covid-19 pandemic three years ago. The complex web of
restrictions that arose as a result has served to choke off growth. Any semblance of a return to
normality has been a long time coming and eagerly anticipated by China’s domestic markets. A
shift in the tone of policymakers at the start of November prompted speculation of an easing of
restrictions, immediately sending China-related equities higher.

Those rumours were quashed, but then at the end of last week the government issued a 20-point
playbook aimed at easing domestic virus mitigation measures and reducing the country’s position
of global isolation. Among other things, quarantine has been cut for travellers into China and the
local contact tracing regime has been overhauled.

Cumulative Returns 18/10/22 - 18/11/22
10.00%
5.00%
0.00%
-5.00%
-10.00%

" " ) e A ) )
Qv v v OV n/‘l/ v v OV 92 Vv
Q\v . \Q W \\\\\v & (U ; U 1% .

Q) ) N A A
Ov Q/L/ OV v Q:L v (

Vb O O & Al S S al
G R S I R N

Q \) N
N N (N
RN NN

v

= Xtrackers MSCI China UCITS ETF ISHARES CHINA LARGE CAP UCITS ETF
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As illustrated in the chart above, Chinese equities listed on the Shanghai (A-share) and Hong Kong
(H-share) markets have posted strong gains as a result, helped by a recently-announced raft of
directives aimed at supporting the country’s beleaguered property sector.

Furthermore, the issues faced by the US and Europe eg, high energy prices, rampant inflation and
quantitative tightening are less acute in China.

What are the options?
For those turning positive on China, there are a number of implementation options.

= For A-shares; HSBC MSCI China A UCITS ETF (LSE:HMCA) tracks China A-Shares that are
also included in the MSCI Emerging Markets index. Physical replication, 0.30% TER, largest
holding of 500 is Moutai (6.15%).

= For H-shares: iShares China Large Cap UCITS ETF (LSE:FXC) tracks the FTSE China 50 index
which represents the 50 largest and most liquid Chinese companies listed on the Hong
Kong Stock Exchange (H-Shares, Red Chips and P Chips). Physical replication, 0.74% TER,
largest holding of 50 is Meituan Dianping (9.2%).

= For A&H shares combined: Xtrackers MSCI China UCITS ETF 1C (LSE: XCX6) tracks the
largest and most liquid Chinese stocks (A shares, H shares, B shares, Red chips, P chips).
Physical replication, 0.65% TER, largest holding of 667 is Tencent Holdings Ltd (12.4%).

Summary

China’s zero-Covid strategy has been a policy cornerstone since the pandemic began and is
therefore likely to be dismantled slowly. Political power is concentrated and policymaking is
guarded but for an economy as large and influential as China'’s, even these small steps can have a
significant effect.
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For more insights and information on research, portfolios and indices, visit:

Find out more

www.elstonsolutions.co.uk or NH ETF<Go>

www.elstonsolutions.co.uk

ABOUT ELSTON

We research, design and build investment solutions with and for asset owners, managers
and advisers.

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs.
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With reference to the European Union Directive 2014/65/EU on markets in financial instruments ("MiFID II"): this Report
does not provide a recommendation for an action, provides information freely available for public consumption and does
not therefore constitute “Research” as defined by MiFID Il. This is because this report contains purely factual information
on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment
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With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the
information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston
Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.
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portfolios and/or indices.

An “Index” is a Regulated Benchmark. An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-
tracking investments with a periodic rebalancing scheme.

All company, product and service names and trademarks used in this article are for identification purposes only and are
the property of their respective owners, and their usage does not imply endorsement.
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contained herein.
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