#Retirementforinvesting #UpstartA-shares
#Morechoices #A-sharesSeries1-5

Active is:
Sharing Insights

China A-Shares Add Color and

Diversification to Your Retirement

Investments

October 2021

Considered one of the most successful investors in the world, Warren Buffett’'s number one rule
when investing is “Never lose money”. In reality, however, it's impossible to dodge the twists and
turns of the economic cycles and short-term fluctuations in financial markets. How should we

manage the downside risks of our hard-earned money?

As with all investment strategies, diversification is an integral part of a
retirement portfolio. One way to diversify risk is to consider adding some
low-correlation assets to the portfolio. For example, China A-shares are less
correlated to other stock markets.

Lower Correlation with Other Markets

Correlation is also known as the correlation co-efficient. In the financial
world, correlation is often used to indicate the relationship of price
movements of different assets. If the correlation between stock A and stock
B is +1, this means that they are moving in the same direction. Conversely,
if the correlation between stock A and stock B is -1, it means that they are
moving in opposite directions.

Data shows that the correlation between China A-shares and Hong Kong-
listed Chinese stocks was 0.59 as of March 31. Meanwhile, the correlation
of A-shares with European and US equities was as low as 0.20 and 0.15,
respectively. What is the explanation for the relatively low correlation of
A-shares with the major markets? We suggest two possible reasons.

First, the nascent mainland A-share market is dominated by retail investor
trading while global institutional investors play a secondary role. As a result,
China’s unique economic, political and monetary policy directions stand

to be more influential in moving capital market prices rather than global
macro trends.

Key takeaways

— Diversification of risks is an
integral part of retirement
investing

- One way to diversify risk is to
gauge the correlation between
assets in a portfolio

— China A-shares are not highly
correlated with other major
markets (including Hong Kong
and US stocks)

— A-shares are primarily driven
by China’s unique economic
and monetary policies, rather
than global macro trends.
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Low correlation between A-shares and other asset classes helps diversify retirement portfolio risk*
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Domestic Revenue is the Powerhouse of A-share companies
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Second, companies listed in the A-share market are active in the new economy sector, targeting the domestic consumer
base. In fact, most of the revenue streams of these companies are generated within China. Thus, the Sino-US trade
situation has less obvious impacts on the A-share market. The domestically-facing revenue base shields A-share compa-
nies from global macroeconomic changes. Instead, the policy direction set by the Chinese authorities and the People’s
Bank of China proves to be more material. Traditionally, China sets fiscal and monetary policies at its own pace, with little
correlation to European and US policies.

In other words, adding A-shares to a retirement portfolio
will help employees tap into different markets and sectors,
especially the "new economy” sectors that enjoy structural
growth. Meanwhile, the correlation of portfolio assets will
play a part to balance risk, and ultimately improve long-
term risk-adjusted potential return.
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* Source: Bloomberg, Allianz Global Investors, as of 31 March 2021. Correlation is based on historical weekly returns (in USD) of the respective MSCI
indices over the past 10 years.

Information herein is based on sources we believe to be accurate and relioble as at the date it was made. We reserve the right to revise any information
herein at any time without notice. No offer or solicitation to buy or sell securities and no investment advice or recommendation is made herein, or
provide any investment advice or recommendation. In making investment decisions, investors should not rely solely on this material but should seek
independent professional advice. However, if you choose not to seek professional advice, you should consider the suitability of the product for yourself.
Investment involves risks including the possible loss of principal amount invested and risks associated with investment in emerging and less developed
markets. Past performance of the fund manager(s), or any prediction, projection or forecast, is not indicative of future performance. This material has
not been reviewed by any regulatory authorities. This material has not been reviewed by the Hong Kong Securities and Futures Commission.

Issuer: Hong Kong — Allianz Global Investors Asia Pacific Ltd.

Admaster: 1816983



