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Market environment
The MSCI China Index (USD net return) fell 1.9% 
in the third quarter, as investor sentiment remained 
cautious amid soft momentum of Chinese economic 
recovery and concerns over the real estate 
slowdown. Despite good earnings results, stock 
prices drifted lower in the quarter. Investors await 
catalysts from further positive government policies 
to support the real estate market and the economic 
recovery.

Among sectors, energy, consumer discretionary 
and healthcare outperformed the most. Utilities, 
information technology, industrials and real estate 
lagged the most. 

Performance
GAM China Evolution Equity declined 2.0% (USD 
C-shares) in the quarter. The fund’s performance 
was driven by the following factors.

•	 Sector allocation had a slightly positive impact 
in the quarter. The overweight in consumer 
discretionary and the underweight in consumer 
staples and utilities had a positive impact. 
However, the underweight in energy and 
the overweight in communication services 
detracted from the performance. 

•	 Stock selection had a positive impact in 
consumer discretionary but a negative impact 
in healthcare, communication services and 
information technology.  

Since the fund’s inception on 2 December 2013, 
the fund’s USD C-shares have registered a return 
of 60.3%, versus the 9.1% return of the MSCI China 
Index during the same period.

Performance contributors

•	 New Oriental Education rallied in the quarter 
on continuing recovery in sales and earnings 
growth following the company’s repositioning 
away from after-school tutoring.

•	 Retail company Miniso Group rose nicely in 
the quarter as the company delivered solid 
earnings results with record high profit margin.
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•	 E-commerce company PDD Holdings 
outperformed in the quarter on better-than-
expected revenues and earnings.

Performance detractors

•	 Smart home appliance manufacturing company 
Ecovacs Robotics declined in the quarter on 
slowing demand.

•	 37 Interactive Entertainment fell in the quarter 
following the previous rally. 

•	 Leading e-commerce player JD.com 
underperformed on concerns over intensifying 
competition.  

Positioning
The fund’s strategy remains focused on industries 
that benefit disproportionately from China’s 
evolution towards a consumer and innovation-
driven economy.

Sector exposure 
Consistent with the fund’s investment focus 
and based on the bottom-up opportunities we 
find, the fund has large exposures to consumer 
discretionary, communication services and 
financials. In the quarter, we reduced exposure to 
financials, industrials and communication services 
and increased exposure to consumer discretionary 
and information technology.

Listing types and currency exposure 
The portfolio has circa 40 stocks diversified across 
listing types. We currently favour Hong Kong-listed 
Chinese stocks over A-shares, as A-shares trade 
at circa 40% premium over Hong Kong stocks. The 
fund invests circa 16% in Chinese A-shares, 12% in 
US-listed Chinese American Depositary Receipts 
(ADRs) quoted in the US dollar, with the remainder 
invested in Hong Kong-listed Chinese shares 
(H-shares). 

Jian Shi Cortesi   
Manager of GAM China 
Evolution Equity

Past performance is not an indicator of future performance and current or future trends. The 
performance is net of commissions, fees and other charges. The mentioned financial instruments are 
provided for illustrative purposes only and shall not be considered as a direct offering, investment 
recommendation or investment advice. Allocations and holdings are subject to change. The views are 
those of the manager and are subject to change.
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Outlook
Looking at the MSCI China Index historically, the index is 
currently trading at the very low end. It is currently more 
than 50% below the previous peak. The MSCI China Index 
has delivered little performance for 10 years despite the fact 
that both the economy and corporate earnings have grown 
significantly over the decade. Yet stock prices have not risen 
in line due to valuations contracting. We find many companies 
trading at the lowest valuations we have seen in more than a 
decade. 

Weak confidence has been holding China equity back. The 
confidence over China equity is the lowest we have observed 
since the Asian financial crisis in 1998. Confidence is weak due 
to the softening economic growth momentum, real estate drag 
and the US-China tensions. In addition, policy stimulus has 
been below expectation, as the government is trying to balance 
the need to support the economy in the short-term while not 
creating problems for the long-term, in our view. Finally, every 
time sentiment is already low on China, investors raise the 
structural headwinds such as ageing populations. Looking at 
these factors, investors have not been in a hurry to allocate to 
China equity.

When looking at the MSCI China Index’s performance relative 
to the MSCI World, China has underperformed dramatically 
since 2021. Behind that underperformance was the contraction 
of valuations. The price of sales of the MSCI China relative to 
MSCI World was about 1.1x a decade ago. Today that ratio is 
approximately 0.5x, showing how much China has derated. The 
price-to-book ratio of MSCI China is also close to the historic 
lows. Underlying these low valuations are the investor concerns 
previously referenced. 

Given the counter-cyclical nature of Chinese policy, we believe 
the Chinese government will roll out further supportive policies 
for property and to support growth recovery. This would be 
necessary to help China break out of the confidence trap. We 
have already seen a number of supportive measures. There 
has been a mortgage rate reduction and the relaxation of 
home purchase restrictions. Chinese home owners remain in 
good financial health, with mortgage delinquency rate at 1.2% 
in 2022. We believe speeding up the bankruptcy process and 
asset liquidation process of the troubled developers will help the 
real estate market return to a healthy state.

In our view, the more certain driver for stock prices would be 
earnings growth. Looking at earnings growth projections, the 
fastest earnings growth this year would come from service 
sectors, not surprisingly after the post-Covid reopening. The 
overall EPS growth estimate is in mid-teens. We continue to see 
many of our portfolio companies deliver good earnings results. 
While some of these results were ignored by the market and 
not yet reflected in the stock prices, we have seen some stocks 
started responding positively to improvements in earnings, such 
as education companies. In the short-term, stock prices are 

driven by perceptions. In the long-term, earnings growth drives 
stock prices. It is a matter of time before investors notice the 
earnings improvement, in our view.

In terms of investment opportunities, we see opportunities in:

•	 The technology cycle is showing signs of bottoming out in 
China. AI is coming as a timely catalyst. Our portfolio has 
exposures geared to AI-related names, such as Chinese 
internet names with AI exposure.

•	 The China re-opening theme, including travel platforms, 
sportswear, restaurants. 

•	 Clean energy: In the last 12 months we have seen much 
stock price correction in clean energy related names, which 
could provide attractive entry points.

For more information, please visit GAM.com

Please, read the legal information on the following pages.

Past performance is not an indicator of future performance and current or future trends. The performance 
is net of commissions, fees and other charges. The mentioned financial instruments are provided for 
illustrative purposes only and shall not be considered as a direct offering, investment recommendation or 
investment advice. Allocations and holdings are subject to change. The views are those of the manager and 
are subject to change.
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Important legal information

Credit Risk / Structured Products: Should the counterparty to a structured note default, the value of those structured notes 
may be nil.

Currency Risk: The value of investments in assets that are denominated in currencies other than the base currency will be

affected by changes in the relevant exchange rates which may cause a decline.

Liquidity Risk: Some investments can be difficult to sell quickly which may affect the value of the Fund and, in extreme market 
conditions, its ability to meet redemption requests.

Currency Risk: Non Base Currency Share Class: Non-base currency share classes may or may not be hedged to the base

currency of the Fund. Changes in exchange rates will have an impact on the value of shares in the Fund which are not

denominated in the base currency. Where hedging strategies are employed, they may not be fully effective.

Market Risk / Emerging Markets: Emerging markets will generally be subject to greater political, market, counterparty and

operational risks.

Single Country Risk: Investment in companies of a single country may be subject to greater political, social, economic and tax 
risks and may be more volatile than investments in more broadly diversified funds. Local tax law may change retrospectively and 
without notice.

Special Country Risk / China: Changes in China’s political, social or economic policies may significantly affect the value of the

Fund’s investments. China’s tax law is also applied under policies that may change without notice and with retrospective effect.

Equity: Investments in equities (directly or indirectly via derivatives) may be subject to significant fluctuations in value.

Onshore Renminbi Currency Risk: Currency control decisions made by the Chinese government could affect the value of the 
Fund’s investments and could cause the fund to defer or suspend redemptions of its shares.

Shanghai-Hong Kong Stock Connect / Shenzhen Connect Risk: The Fund may be investing in China A Shares via the 
Shanghai – Hong Kong Stock Connect / Shenzhen Connect which may entail additional clearing and settlement, regulatory, 
operational and counterparty risks.

Capital at risk: All financial investments involve an element of risk. Therefore, the value of the investment and the income from it 
will vary and the initial investment amount cannot be guaranteed.

Source: GAM, unless otherwise stated. (Where applicable and, unless otherwise noted, performance is shown net of fees, on a 
NAV to NAV basis).GAM has not independently verified the information from other sources and GAM gives no assurance, 
expressed or implied, as to whether such information is accurate, true or complete.

This material is confidential and intended solely for the use of the person, persons or entities with nationality of or respectively 
with their residence, domicile or registered office in a State or Country in which such distribution, publication, making available or 
use is not contrary to laws or other regulations, and may not be reproduced, copied or given, in whole or in part, to any other 
person. It is aimed at sophisticated, professional, eligible, institutional and/or qualified investors/ intermediaries appointed by 
GAM who have the knowledge and financial sophistication to understand and bear the risks associated with the investments 
described. 

Nothing contained herein constitutes investment, legal, tax or other advice, nor is it to be solely relied on in making an investment 
or other decision. This document qualifies as marketing material.

The views expressed herein are those of the manager at the time and are subject to change. The price of shares may go down as 
well as up and the price will depend on fluctuations in financial markets outside GAM’s control. As a result an investor may not get 
back the amount invested. Past performance is not indicative of future performance and reference to a security is not a 
recommendation to buy or sell that security. 

This document is a mere advertisement and not an invitation to invest in any GAM product or strategy. Investments should only be 
made after a thorough reading of the current prospectus, the collective investment agreement (contractual funds), the articles of 
association/investment regulations/company agreement (corporate funds), the Key Investor Information Document (“KIID”, “BIB” 
or similar) and the current annual and semi-annual reports (the “legal documents”), as well as after consulting an independent 
finance and tax specialist. The legal documents can be obtained in hard copy and free of charge from the addresses indicated 
below.

Some of the sub-funds may not be registered for sale in all jurisdictions. Therefore, no active marketing must be carried out for 
them. Subscriptions will only be received and shares or units issued on the basis of the current fund prospectus. 

Shares of the fund have not been registered under the US Securities Act of 1933, as amended (the “Securities Act”) and the fund 
is not registered under the US Investment Company Act of 1940, as amended (the “Company Act”). Accordingly, such shares 
may not be offered, sold or distributed in the United States or to US persons unless an exemption from registration under the 
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Securities Act and the Company Act is available. In addition, certain GAM products are closed to all US investors.

This material/presentation mentions one or several GAM Funds domiciled in Luxembourg, registered office at 25, Grand-Rue, 
L-1661 Luxembourg, each an umbrella investment company with variable capital and segregated liability between the sub-funds, 
incorporated under the laws of Luxembourg and authorised by the CSSF as a UCITS Fund in accordance with the Directive 
2009/65/EC. Management Company is GAM (Luxembourg) S.A., 25, Grand-Rue, L-1661 Luxembourg. DENMARK: This document 
is destined exclusively for professional or institutional investors in Denmark and shall not be passed on to third parties. 
Particularly, this document shall not be used as advertising material for distribution to retail investors or any other kind of public 
offering of the funds, their sub-funds or share categories. The English version of the prospectus, the articles of association and 
the most recent published annual- and semi-annual report, as well as the Danish version of the KIID, can be obtained free of 
charge on the internet at www.funds.gam.com. FRANCE: The prospectus, the annual report and the most recent half-yearly report 
in English and the KIID in French can be obtained free of charge from the centralising agent in France, CACEIS Bank, 1-3, place 
Valhubert – 75013 Paris or on the internet at www.funds.gam.com. GERMANY: The legal documents in English and the KIID in 
German can be obtained free of charge, from the information agent GAM Luxembourg S.A.Zweigniederlassung Deutschland 
Bockenheimer Landstraße 51-53 60325 Frankfurt am Main Germany or on the internet at www.funds.gam.com. Paying Agent is 
DekaBank Deutsche Girozentrale, Hahnstrasse 55, D-60528 Frankfurt am Main. ICELAND: The English version of the prospectus 
and the Icelandic version of the KIID can be obtained, free of charge, on the internet at www.funds.gam.com. ITALY: This 
document is destined exclusively for internal use by intermediaries appointed by GAM and/or institutional or qualified investors 
and shall not be passed on to third parties. Particularly, this document shall not be used as advertising material for public 
distribution or any other kind of public offering of the funds, their sub-funds or share categories. The Prospectus, the Key Investor 
Information Document – KIID, the annual, the semi-annual reports as well as the subscription form and the Italian distribution 
partners’ list of each subfund are not included in the above mentioned restriction. The English version of the prospectus and the 
Italian version of the KIID can be obtained, free of charge, on the internet at www.funds.gam.com. LIECHTENSTEIN: The legal 
documents in English and the KIID in German, can be obtained free of charge from the paying agent Liechtenstein LGT Bank AG, 
Herrengasse 12, FL-9490 Vaduz or on the internet at www.funds.gam.com. LUXEMBOURG: The legal documents in English can 
be obtained free of charge, from GAM (Luxembourg) SA or on the internet at www.funds.gam.com. NETHERLANDS: The English 
version of the prospectus and the Dutch version of the KIID can be obtained free of charge on the internet at www.funds.gam.
com. SPAIN: The legal documents can be obtained in English, respectively for the KIID in Spanish, free of charge, from the Paying 
Agent in Spain, ATL 12 Capital Inversiones A.V., S.A., Montalbán 9, 28014 Madrid or on the internet at www.funds.gam.com. 
SWEDEN: The English version of the prospectus and the Swedish version of the KIID can be obtained free of charge from the 
Paying Agent, MFEX Mutual Funds Exchange AB, Linnégatan 9-11, SE-114 47 Stockholm or on the internet at www.funds.gam.
com. SWITZERLAND: The legal documents can be obtained in German, free of charge, from the Swiss Representative: GAM 
Investment Management (Switzerland) Ltd., Hardstrasse 201, Postfach, CH-8037 Zurich or on the internet at www.funds.gam.com. 
Paying Agent is State Street Bank International GmbH, Munich, Zurich Branch, Beethovenstrasse 19, CH-8027 Zurich. UNITED 
KINGDOM: As far as UCITS described herein are recognised schemes under section 264 of the Financial Services and Markets 
Act 2000: Copies of the legal documents can be obtained in English, free of charge, from the Facilities Agent GAM Sterling 
Management Limited, 8 Finsbury Circus, London EC2M 7GB (authorised and regulated by the FCA) or on the internet at www.
funds.gam.com. Investments in the funds are not protected by the Financial Services Compensation Scheme. HONG KONG: In 
Hong Kong, this material is restricted to professional investors (as defined in the Securities and Futures Ordinance (Cap 571)) 
only. JAPAN: In Japan, the funds mentioned herein are not registered for public sale or private placement (except for some of the 
funds, if applicable) pursuant to the Law on Investment Trusts and Investment Companies and shall not be disclosed publicly 
pursuant to the Financial Instruments and Exchange Law (the “FIEL”). Therefore, none of the Shares of the funds mentioned 
herein may be solicited in Japan or to residents in Japan. This material is intended for circulation to professional, institutional and/
or qualified investors only. Any person in receipt of this material is not allowed to distribute it to residents in Japan nor 
communicate to residents in Japan about the funds mentioned herein. ASIA PACIFIC: In other countries in Asia Pacific, this 
material should only be distributed in accordance with the applicable laws in the relevant jurisdiction. SINGAPORE: In Singapore, 
shares of the fund may only be offered to institutional and accredited investors (as defined in the Securities and Futures Act 
(Cap.289)) (‘SFA’) and this material is limited to the investors in those categories. Within the UK, this material has been issued and 
approved by GAM London Ltd, 8 Finsbury Circus, London EC2M 7GB, authorised and regulated by the Financial Conduct 
Authority.
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