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CHINA’S “ZERO COVID” POLICY:
OPPORTUNITIES AND RISKS FOR
CHINA

Ligian Ren — Director of Modern Alpha
01/20/2023

China’s “zero Covid” has been quickly reversed.

The results of protests by Foxconn workers, Guangzhou residents and students were mixed
in many official pronouncements of Toosening. Historians will debate what factors
contributed to this shift, but financial markets have been ahead and more firmly
convinced of the opening than many political observers. The Chinese Communist Party’s
chief propaganda media, People’s Daily, has shown that even the Tlargest propaganda
machine can lag policy deliberation. China experienced a unique year in 2022 that could
shed Tight on future policies.

A few thoughts on this development:

1. 1t’s a feature, not a bug: China’s policies could take place or reverse in an
instant because it 1is a top-down political system. The continued political
uncertainty over the future of President Xi’s hold on power will increase these policy v
olatilities.

over one year, amid unprecedented negative Chinese headlines, MSCI china outperformed
the S&P 500. In the first week of 2023, we also saw dramatic performance for cChina
versus the U.S. market.
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Even though the one-year performance 1is similar, Chinese -equities experienced
significant volatility, largely due to social-media-driven headlines.
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Average Annual Volatility
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Sources: WisdomTree, FactSet, data as of 11/30/22.

2. Many China-related media headlines misread the Chinese government as well as
the public.

For example, as protests swept across Chinese cities, comparisons were drawn to 1989.
But the truth is, there 1is currently Tittle widespread chinese public sentiment
protesting the Party and central government. A significant majority of the people
support the Party, and there was strong support for Zzero Covid until Tate 2022.

China’s Tocal government has also become much nimbler 1in preventing protests from
becoming bigger events. This was less reported, as the successful resolution of many
daily protests does show some Chinese local government competency.

3. The 2023 china re-opening will lead to more travel and short-term consumption
splurges but much fewer long-term household investments 1like housing.

Zero Covid, particularly after omicron and Shanghai’s April 2022 lockdown, significantly
constrained people’s choices of consumption. Many households did end up with high cash
savings on hand. Many of those same households are also reluctant to put those savings
into 1investments T1ike housing or the stock market. So, overall chinese revenge
consumption will materialize in 2023. Its impact on many commodities will be positive,
though not necessarily for the commodities tied to the housing sector.

However, housing is still constrained by the “for 1iving and not for investment” mantra
from top Tleadership. A Tot of the current housing monetary policy support is for
finishing current projects and avoiding the ligquidity crunch of some failed developers—
not a stimulus for the housing sector. The Chinese public’s expectation of housing
continuing to have the never-ending_price appreciation of the last 20 years has ended.

China’s M2 money supply has grown faster than credit as a result of people simply saving
money instead of spending or investing it under Zero Covid.

China Monthly M2 vs. Total Social Financing Credit Growth
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4. Broad china investment 1is a better strategy for future U.S.-China
geopolitical competition.

China’s freewheeling capitalism of the last 20 years 1is coming to an end, with a new
constraint that puts china in broad competition with the U.S.

Government policies will also tilt toward broad sectors like high-end manufacturing, new
energy and health care. Private businesses will still dominate because the zero Covid
policy shift showed that the government realized it can’t achieve 1its goal of
competition with the U.S. without private businesses, which are more than half of the
Chinese economy and contribute most of the innovation and hiring.

MSCI China 2022 Sector Returns
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Source: WisdomTree, Factset, 2022,

Some China tech regulations are coming to an end, 1like the qinvestigation of several
platform companies. There is a high chance that the ride-sharing company DiDi, which
voluntarily delisted from the NYSE, will be allowed to 1list in Hong Kong or on the
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mainland again. But antitrust regulations, or regulation on systematic financial risk,
are not done and will continue.

In summary, there are points of optimism for Chinese equity, most importantly showing
that it is investable. Vviewing China in the same way as Russia underestimates China as a
competitor. 2023 will be a special year to observe, as President Xi will have only
Toyalists in his government for the first time, a rare situation in China since the
premier 1is usually arranged to counteract the presidency. Early March, when the new
administration is sworn in and the GDP, debt and deficit targets are set, could give an
indication of 2023’s economic trajectory.

We encourage investors to keep up to date on the risks and rewards of investing in China
through our blog, podcast and Twitter.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

volatility : A measure of the dispersion of actual returns around a particular average

Tevel.&nbsp.

MSCI China Index : A free float-adjusted, market capitalization-weighted equity index
designed to measure the performance of the Chinese equity market.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

Commodity : A raw material or primary agricultural product that can be bought and sold.

Monetary policy : Actions of a central bank or other regulatory committee that
determine the size and rate of growth of the money supply, which 1in turn affects
interest rates.

Liquidity : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high Tevel
of trading activity. Assets that can be easily bought or sold are known as liquid asset.

M2 money supply : Contains all funds deposited in checking accounts as well as funds
deposited in savings accounts and certificates of deposit. There are various ways to
measure the money supply of an economy. This one is meant to broadly account for the
majority of savings and checking accounts held by individuals and businesses across the
economic landscape.
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