
China’s Role in the Global Landscape

As the driver of global real gross domestic product “GDP” growth
over the past decade, China is now the second largest economy
in the world and the largest trading partner with the United States.
Within the MSCI Emerging Markets Index, China has grown from
an 8% to 30% weight and 50% of holdings.

Despite its growth and expanding role in the global landscape,
China has acknowledged the need to transition its economy from
a focus on fixed investment and exports to consumer spending,
services, and innovation. In doing so, China has embraced slower
forward-looking economic growth (albeit higher than most
developed countries) as its economy continues to evolve.

Self-Inflicted Wounds

A Zero Covid policy, stringent big-tech regulations, and accounting
transparency issues are key factors that have impacted growth,
equity valuations, and investor sentiment toward the Chinese
market.

Its Zero Covid policy has stifled approximately 20% of the world
population’s ability to spend, constrained the global supply chain,
and increased inflationary pressures. On the technology front,
new laws limiting the screen time of individuals under 18, record
setting anti-monopoly fines, and increased scrutiny of e-
commerce platforms have stifled growth, investment, and
innovation in big-tech (four stocks represent 28% of the China
Index). According to the US, China has historically imposed laws
and regulations that impeded the US Public Company
Accounting Oversight Board (“PCAOB”) from obtaining audit-
related documentation of the approximately 260+ Chinese-
domiciled companies listed on US exchanges.

Potential Catalysts for China

In October, President Xi won an unprecedented third term as the
leader of the ruling Communist Party and filled his cabinet with
close political allies. The initial market reaction was negative on
fears that the consolidation of political power would provide the
ability to maintain hardline policies. However, since Xi’s reelection,
China has announced waves of policy easing measures.

In early December, Xi announced a policy shift from “Zero Covid”
to “20 measures for optimizing Covid control” by reducing
quarantine periods, reopening major cities, allowing citizens to
quarantine at home vs. at a state facility, and removing tracking
of close contacts. In late December, China announced it would
drop the quarantine requirements for international travel in early
January 2023, reopening travel to/from the rest of the world after
approximately three-years of severely constrained travel.

Regulations on tech companies are likely to remain, however the
government has indicated it will modify policies to support the
economy, including its internet platforms and online
marketplaces. Since June, China has approved over 60 online
games, eased restrictions on the tech IPO market, and allowed
previously restricted companies to resume new user registrations.

From a transparency perspective, the US PCAOB announced in
December that they have gained full access to inspect and
investigate Chinese-domiciled companies listed in the US for the
first time.

Chinese consumer confidence was at 10-year highs prior to the
Zero Covid policy in 2020. Recent steps to reopen the economy
have slowed the pace of declining consumer confidence.

ACG’s Position

Despite the recent slowdown, China remains a key driver of the
global economy and the emerging markets index. Short-term risks
remain around reopening the economy, but recent shifts in policy
may prove to be a catalyst for future growth. For investors who
are underweight emerging markets, we believe it may be an
opportunity to rebalance back to a neutral stance relative to their
respective policy.
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▪ Through rapid growth in fixed investment and trade, China has become interwoven into the global economic landscape

▪ In recent years, hard line policy stances have stifled economic growth

▪ A pivot in late 2022 toward easing of policy stances may prove to be a catalyst for future growth
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China’s Increasing Importance in Emerging Markets

China’s Slower Real GDP Growth Still 4x US Expectations

Source: ACG Research, Bloomberg

Massive Drop in Chinese Consumer Confidence has Slowed

Source: ACG Research, National Bureau of Statistics of China
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contained herein.
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The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
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financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates

may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in

deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to

which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual

investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any

estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in

existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,

inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will

experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future

producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes

only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
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