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A Four-Week Quarantine

Read more about Wenting’s travel experiences in China during the pandemic in our Out of Our Minds piece, “Going Home: An Account from China’s ‘Zero-COVID’ Frontline”
via hardingloevner.com/china-travel-log.

Wenting with a flight attendant 
wearing a Hazmat suit.

Two weeks in Room 919. Food 
delivery came 3 times a day.

Doorway seal at Wenting’s
family’s house in Xi’an –
another two-week quarantine. 

https://www.hardingloevner.com/china-travel-log
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We Met With a Broad Range of Companies
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Difficult Period for Chinese Equities
Market sentiment has weakened since 2H21

Chart shows performance of MSCI China All Shares Index and MSCI All Country World Index. Source: FactSet, MSCI Inc., and Harding Loevner. Data as of August 2022. Please read 
the disclosures, which are an integral part of this presentation.

Jul 2021: 
Leading Internet 
companies fined 

for anti-
monopolistic 

behavior

Jul 2021: 
After-school 

tutoring 
companies 

remanded to non-
profit businesses

Aug 2021: 
Common 

Prosperity 
emphasized 

as a key 
government 

priority

Sep 2021: 
Chinese firms 
with offshore 
structure now 

need approval for 
HK IPOs

Sept 2021: 
Power 

rationing 
announced 
in various 
provinces

Sept 2021: 
Fears over 
potential 

Evergrande default

Nov 2021: 
Marginal 

loosening of 
property 
market

Dec 2021:
Politburo shifts 

focus from 
deleveraging 

and regulatory 
crackdowns to 

supporting 
growth  

Jan 2022: 
Signs that 
China is 
easing 

(lowered LPR 
rate, 

loosened 
escrow rules)

Feb 2022:
Russia 
invades 
Ukraine

Mar 2022:
SEC 

identifies 
Chinese 

firms to be 
delisted 

Mar 2022: 
Premier Liu 
He supports 

decisive 
pro-growth 
measures

Jun 2022:
China drops 

total 
quarantine 
time to 10 
days (7+3)

Jul 2022:
Mortgage 
strikes by 
buyers of 

stalled projects 

Aug 2022:
Pelosi visit 

elevated 
worries 

across the 
Taiwan strait 

Aug 2022:
US-China 

reached stage 
one 

agreement on 
an audit deal
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Risks: ADR Delistings

Source: Goldman Sachs, Harding Loevner as of August 2022. 

Phase 1 audit deal has been reached but implementation remains the key

Jun 2021 
Senate passed 

HFCAA bill

Dec 2020
HFCAA was 

signed into law

Apr 2021
US SEC 

began to set 
rules for 
HFCAA

Dec 2021
US SEC finalized 
rules for HFCAA

Mar 2022 
First batch
of CII list 

Jul 2022 
Senate 
passed 
USICA 

Aug 2022 
PCAOB and 

CSRC signed 
an agreement
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Risks: Zero-COVID Policy Pressures Growth
China's open-up would be a step-by-step process

Left Chart: Source: Local Media, VariFlight, Morgan Stanley Research as of August 11, 2022. Right Chart: Source: NBS, Morgan Stanley Research. Data as of June, 2022.

Scale of China’s Lockdown in 2022
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Risks: Property Market Meltdown
Expect uneven impact on property companies

Left Chart: Source: CREIS, Morgan Stanley Research. Sales for 56 cities in China are shown, including 4 Tier 1 cities, 24 Tier 2 cities, and 28 Tier 3 cities. Data as of end June 2022. 
Right Chart: Source: Bloomberg, Morgan Stanley Research. Data as of August 10, 2022.
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Opportunities in China – Looking Beyond Near-Term Risks
Longer term opportunities remain attractive, while valuations have corrected from COVID-driven highs 

Source: FactSet, MSCI Inc. Data as of August 29, 2022. The portfolio holdings identified above do not represent all of the securities held in the portfolio. It should not be assumed 
that investment in the securities identified has been or will be profitable.

Carbon-Neutrality

• Transition from coal
• Electric vehicle supply chain

 ENN Energy
 Sanhua Intelligent 

Controls, Fuyao 
Glass

Data Security

• Cybersecurity software  Sangfor

Innovation

• Industrial automation & robotics
• Novel drug development

 AirTAC

 WuXi Biologics

Middle-Class Growth

• More purchasing power
• Financial services

 Midea Group, 
Shenzhou 
International

 AIA Group, Ping 
An Insurance

Industries Aligned to 
Government's Goals

Forward P/E by Select Industry Group
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Adaptation of Liebig’s barrel, which is used to explain Liebig’s law of the minimum, an agricultural principle developed in 1840 by Carl Sprengel and popularized by Justus von 
Liebig. The principle states that growth is not dictated by total available resources but by the scarcest resource (or limiting factor).  

China’s Policy Shifting to “Fill the Gap”

Highly-developed 
Industries

“Long Staves”

Under-developed 
Industries

“Short Staves”

Shifting attention 
from “intangible” 
to “tangible” part 

of the economy

“Fill the Gap”
Gaming

Semiconductors

Electronics
Automation

eCommerce
Social 
Media

Chinese government is seeking to focus on increasing growth in under-developed industries

China’s Liebig Barrel
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“Created in China for China” – a Strong Localization Trend
Supported by “Little Giants”

Industrials, 
33.6%

Technology, 
24.9%

Materials, 
19.7%

Health Care, 
13.6%

Consumer 
Discretionary, 

6.4%

Others, 1.8%

Little Giants - Sector Distribution

Source: Wind, as of December 2021.
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Disclosures

Any discussion of specific securities is not a recommendation to purchase or sell a security. It should not be assumed that investment in the securities identified has been or will be profitable. To 
request a complete list of holdings for the past year, please contact Harding Loevner.

The portfolios invest in foreign securities, which involve greater volatility and political, economic and currency risks and differences in accounting methods. They also invest in emerging markets, 
which involve unique risks, such as exposure to economies less diverse and mature than the US or other more established foreign markets. The portfolios may invest in smaller companies which 
involve additional risks such as limited liquidity and greater volatility. Economic and political instability may cause larger price changes in emerging markets securities than other foreign 
securities.

Investing in Chinese companies entails risks associated with investing in China and Hong Kong.

There is no guarantee that any investment strategy will meet its objective. Past performance does not guarantee future results. Investing involves risk.
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