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Could the China trade make a comeback? That was a
question for investors to mull this week as Washington
and Beijing signed a trade deal that appeared to
formalise an earlier handshake agreement.

Over the past four years, global capital has chased the relative safety and
performance of the US tech sector. In contrast, investors have viewed Asia —
and India, Taiwan and China in particular — as increasingly un-investable.

The macroeconomic headwinds, regulatory overhang, and geopolitical
tensions made it easy for investors to stay away — and many did. The rise of
'‘GEMs ex-China’ strategies has been a clear signal: investors haven't just
been underweight China; they have actively excluded it.

Fast forward to today, however, and the narrative appears to be shifting — at
least in Hong Kong. The Hang Seng Index has surged 23.2% year-to-date

(YTD), marking its strongest relative outperformance versus the CSI 300, the
mainland China blue-chip Index, since 2008, which has delivered 2.2% YTD."

This divergence is striking and speaks volumes about where investor
confidence lies within the broader China complex.

Figure 1: How the Hang Seng soared
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China remains a contrarian trade,
with global investors still cautious amid
macro, regulatory, and geopolitical
headwinds.

Hong Kong is outperforming: The
Hang Seng Index is up +23.2% YTD?,
its strongest relative run versus onshore

China since 2008.

Mainland investors are driving the
rally, rotating into Hong Kong via
southbound Stock Connect — which
allows mainland Chinese investors to
access the Hong Kong market — amid
concerns over China’s domestic outlook.

Foreign institutional flows remain
light, with hedge funds leading activity
— signalling a tactical, not structural, re-
engagement.
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Source: Bloomberg as at 24 June 2025.
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Data suggests that the rally in Hong Kong has been driven not Yet, despite the rally, foreign institutional investors remain

by foreign inflows, but by domestic capital — specifically, largely on the sidelines. Flows have been predominantly from
mainland investors accessing the territory’s market via hedge funds - tactical, short-term capital - rather than long-
southbound Stock Connect, which allows mainland Chinese only money making a structural return, the scars from past

investors to access the Hong Kong market (see Figure 2 below).  drawdowns run deep.

It reflects a mounting concern over China's domestic Even the excitement around China’s Al ambitions, briefly
economy, meaning investors are looking outward, with Hong reignited by DeepSeek’s GenAl launch in January, has been
Kong's tech-heavy listings and recovering IPO pipeline offer a tempered by a series of geopolitical flashpoints: ‘Liberation’
compelling alternative. Mega-caps like Tencent and Alibaba —  Day’ tariffs, and uncertainty as the end of the 90-day tariff
listed in Hong Kong and the US, but not onshore — have pause looms.

become key vehicles for this rotation. Alibaba’s September

listing upgrade, which made it eligible for southbound flows, In short, Hong Kong is rallying - but it's not a broad-based
was a pivotal moment. vote of confidence in China. It's a tactical trade, driven by

domestic capital and selective optimism. For foreign
investors, the bar for re-engagement remains high.

Figure 2: Hong Kong - southbound fund inflows vs. HIS
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Source: Bloomberg, as of 26 June 2025. MacroMicro. Southbound Stock Connect, part of the Stock Connect programme, allows mainland Chinese investors to trade
eligible Hong Kong-listed stocks.
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The value of investments and income from them may go down as well as up, and you may not get back the original amount
invested. Any investments overseas may be affected by currency exchange rates. Past performance is not a reliable indicator of
future results and targets are not guaranteed.

Investments in emerging markets tend to be more volatile than those in mature markets and the value of an investment can move
sharply down or up.

For professional investors only. This is a marketing communication. The views and opinions contained herein are those of James
Cook, Investment Director, Emerging Markets, and may not necessarily represent views expressed or reflected in other communications,
strategies or products. The information herein is believed to be reliable, but Federated Hermes does not warrant its completeness or
accuracy. No responsibility can be accepted for errors of fact or opinion. This material is not intended to provide and should not be relied
on for accounting, legal or tax advice, or investment recommendations. This document has no regard to the specific investment objectives,
financial situation or particular needs of any specific recipient. This document is published solely for informational purposes and is not to be
construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Figures, unless otherwise indicated, are
sourced from Federated Hermes. Whilst Federated Hermes has attempted to ensure the accuracy of the data it is reporting, it makes no
representations or warranties, expressed or implied, as to the accuracy or completeness of the information reported. The data contained

in this document is for informational purposes only, and should not be relied upon to make investment decisions. Federated Hermes shall
not be liable for any loss or damage resulting from the use of any information contained on these pages. This document is not investment
research and is available to any investment firm wishing to receive it. The distribution of the information contained in this document

in certain jurisdictions may be restricted and, accordingly, persons into whose possession this document comes are required to make
themselves aware of and to observe such restrictions.

Issued and approved by Hermes Investment Management Limited (“HIML") which is authorised and regulated by the Financial Conduct
Authority. Registered address: Sixth Floor, 150 Cheapside, London EC2V 6ET. HIML is a registered investment adviser with the United
States Securities and Exchange Commission (“SEC"). Distributed in the EU by Hermes Fund Managers Ireland Limited which is authorised
and regulated by the Central Bank of Ireland. Registered address: 7/8 Upper Mount Street, Dublin 2, Ireland, DO2 FT59.
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Federated Hermes

Federated Hermes is a global leader in active, responsible investing.

Guided by our conviction that responsible investing is the best way to create long-term wealth, we provide
specialised capabilities across equity, fixed income and private markets, multi-asset and liquidity management
strategies, and world-leading stewardship.

Our goals are to help people invest and retire better, to help clients achieve better risk-adjusted returns and, where
possible, to contribute to positive outcomes that benefit the wider world.

Our investment and stewardship

capabilities:

@ Active equities: global and regional

@ Fixed income: across regions, sectors and the yield curve

@ Liquidity: solutions driven by five decades of experience

@ Private markets: private equity, private credit, real estate and infrastructure

@ Stewardship: corporate engagement, proxy voting and policy advocacy

For more information, visit www.hermes-investment.com or connect with us on social media: m
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