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The investment case for China has long been on the minds of the
international investment community.

Through myriad reports and articles surrounding the nation’s latent potential (or
burgeoning, depending on your view), China has often been cited as the ‘next big
thing’ in investment markets. And while many investors have taken notice and aptly
upped their exposures, most likely via an Asia-Pacific fund or similar, few have been
allowed to feel the nation’s true investment capability.

In some ways, the situation international investors have historically faced when
investing in China has mirrored that of the nation’s cuisine, or rather, the
international interpretation of it. Chinese restaurants are a popular component of
the global diet, however, while many of the tones and flavours may be indicative of
true Chinese fare, the international version has been irrevocably skewed toward the
Western palette, meaning those that have sampled may have enjoyed a different
experience to having eaten within mainland China.

This sentiment carries true to the Chinese investment story, where much of the
exposures available have been broad brush or simplified to accommodate the
restrictions of an international investment portfolio, while the nation’s more attractive
domestic stories have laid tantalisingly out of reach.

This is beginning to change.

China A Shares have been in circulation since 2002, albeit in limited supply due to
the nation’s more protectionist approach to foreign investment. China A Shares
afford investors direct access to the Chinese economy, with equity in Chinese
companies via the Shanghai and Shenzhen stock exchanges, and are denominated
in the local currency, the Renminbi.
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There are several benefits of this approach. Rather than the sweeping
exposures of other vehicles, China A Shares allow investors to directly access
the country’s two premier stock exchanges, crucially in their domestic currency,
thereby cutting much of the noise from international markets and allowing
investors to analyse companies based on their true fundamentals. Additionally,
China A Shares have shown a significant decorrelation to broader investment
markets, providing additional diversification to a balanced investment portfolio.
This may be of particular interest to investors following the events of 2022 in
which stock and bond markets alike endured an indiscriminate sell-off and, as a
result, tumbled in lockstep for much of the year.

So, why is this important?

Following a prolonged period of city-wide lockdowns due to the Covid-19
pandemic, the Chinese economy finds itself in a unique position, having re-
opened at a significantly slower rate than much of the global economy. While the
US, UK and Europe have each felt the wrath of pent-up inflation following the
pandemic (which was exacerbated by Russia’s invasion of Ukraine in February of
last year) in the interim, China’s then-closed borders left it relatively well
insulated from the fallout. Central banks across the developed economies have
spent much of the last year tightening their respective monetary policies, while
China now finds itself at an entirely different point in its economic cycle.

In fact, in stark contrast to many other economies, China is now entering a phase
of looser monetary policy, underpinned by a revised economic strategy from its
government, targeting domestic growth and a softer stance toward international
investment.

The Communist Party of China outlined its objectives at its Central Economic
Work Conference in December 2022, where the key pillars centred around
expanding domestic demand, accelerating construction and modernising of
manufacturing, equal treatment for private and state-owned businesses,
attracting foreign capital and improved management of economic and financial
risks.

Having released the valve in what was an overtly defensive approach to
managing the Covid-19 infection rate, the Chinese government has enacted a
pro-growth strategy aimed, in part, at harnessing the pent-up demand for goods
and services, both domestically and internationally. In addition, there is a desire
to support domestic innovation and entrepreneurialism while the economic
picture remains in a more supportive position than elsewhere in the world.

At a time of slowing global economic growth, by using China A Shares,
international investors now have an opportunity to directly access this unique
domestic growth story and find exposure to the companies poised to benefit from
the unleashed potential of the Chinese consumer.
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General Disclaimer
This material is for general information purposes only without regard to any particular user's investment objectives or financial
situation. It is educational in nature and should not be interpreted or constituted as an offer, solicitation or recommendation or advice
to buy or sell securities or pursue any particular investment strategy or investment product in any jurisdiction or country, nor is it a
commitment from Sumitomo Mitsui DS Asset Management Company, Limited or any of its subsidiaries (“SMDAM Group”) to
participate in any of the transactions mentioned herein. Any examples used are generic, hypothetical and for illustration purposes only.
No representation or promise as to the performance of funds or the return on any investment is made. Any forecasts, figures, opinions
or investment techniques and strategies set out are for information purposes only, and are based on certain assumptions and current
market conditions that are subject to change without prior notice.
The material is correct to the best of our knowledge at the date of issue and subject to change without notice. We do not guarantee its
accuracy, completeness, fairness or timeliness, and make no representations or warranties, express or implied, as to the accuracy or
completeness of the statements or any information contained therein and any liability for any error, inaccuracy or omission is
expressly disclaimed. This material does not contain sufficient information to support an investment decision and it should not be
relied upon by you in evaluating the merits of investing in any securities or products. Nothing in this material constitutes accounting,
legal, regulatory, tax or other advice.
It should be noted that investment involves risks, including the possible loss of the principal amount invested, and the value of your
investment may rise or fall. Past performance and yields are not necessarily indicative of current or future results.
This material is issued by the following entities:
In the European Economic Area, this product is not available, nor available to any EEA domiciled investors.
In Japan, by Sumitomo Mitsui DS Asset Management Company, Limited. It is for non-Japanese institutional investors only and is not
intended to offer or solicit investments, provide investment advice or service, or to be considered as disclosure documents under the
Financial Instruments and Exchange Law of Japan.
In the United Kingdom, by Sumitomo Mitsui DS Asset Management (UK) Limited. It constitutes a financial promotion for the purposes
of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is
directed at Guidance.
In Hong Kong, by Sumitomo Mitsui DS Asset Management (Hong Kong) Limited. The contents of this material has not been reviewed
by the Securities and Futures Commission.
In Singapore, by Sumitomo Mitsui DS Asset Management (Singapore) Ptd. Ltd. It is only for accredited investors and institutional
investors as defined in the Securities and Futures Act 2001 (“SFA”). You may wish to seek advice from an independent professional
and financial advice before investing in any investment, and if you choose not to seek such advice, you should consider carefully
whether the investment is suitable for you.
In the United States and Canada, by Sumitomo Mitsui DS Asset Management (USA) Inc. Some statements contained in this material
concerning goals, strategies, outlook or other nonhistorical matters may be forward-looking statements and are based on current
indicators and expectations. These forwardlooking statements or opinions of the author speak only as of the date on which they are
made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking
statements are subject to risks and uncertainties that may cause actual results to differ materially from those contained in the
statements. The Company and/or its affiliates may or may not have a position in any financial instrument mentioned and may or may
not be actively trading in any such securities.
The organizations and/or financial instruments mentioned are for reference purposes only. The content of this material should not be
construed as a recommendation for their purchase or sale. Charts and graphs are provided for illustrative purposes only. This
document may not be copied, redistributed or reproduced in whole or in part without prior written approval from Sumitomo Mitsui DS
Asset Management (USA) Inc. The content of this document should not be interpreted as a solicitation for business and is intended as
background information for professional institutional investors only. Please contact us should you require further information. Both
Sumitomo Mitsui DS Asset Management Company, Limited and Sumitomo Mitsui DS Asset Management (USA) Inc. are registered as
investment advisory firms under the US Investment Advisor’s Act of 1940.
General Terms
The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized entities/individuals. The
material itself or the contents of the material may not be copied, redistributed, reproduced or relied upon by any person, in whole or in
part, without prior written approval from SMDAM Group. All rights, titles and interests in this material and any content contained herein
are the exclusive properties of SMDAM Group, except as otherwise stated.
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