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China’s late September stimulus measures, including cuts to its benchmark interest rate
and funding to boost share buybacks, surprised many investors. Misperceptions and
fears have convinced many that China is no longer an investable market. Beyond the
macroeconomic challenges and headlines, we believe that China remains a great hunting

Baijing Yu ground for quality growth companies.

Analyst/Portfolio Manager Since China’s reopening following the COVID-19 pandemic, the country
has faced a sluggish economic recovery.! Investor sentiment has soured
due to the government’s tepid measures to boost capital markets,
compounded by rising geopolitical tensions (see figure 1), demographic
pressures and signs of a worsening real estate market.? Concern has also
grown over the active role played by Beijing in shaping economic policy®
and whether tit-for-tat trade measures will continue to define US-China
relations in years to come.* For many investors, this macro environment
has proven too much to handle with some investors significantly
underweighting — and, in some cases, fully exiting — their positions in
China>

Figure 1. Breakdown of Americans’ opinion of China

Source: Comgest, PEW Research Center. Note: Those who did not answer not shown. Survey of U.S. adults conducted 20/26-
Mar-2023.
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Despite these macro challenges, our Comgest China Equities strategy
continues to unearth quality growth opportunities. Market commentary
involving China often focuses on politics and geopolitical competition
over company fundamentals. As long-term, quality growth investors, we
seek companies with competitive advantages, high barriers to entry and
pricing power that we believe makes them capable of sustainably growing
their earnings.

Based on our experience, these companies are typically well positioned to
face macro challenges and benefit from long-term secular growth trends.
In China, we believe that there are several growth opportunities related
to the country’s transition from an export-driven economy to one driven
by domestic consumption. As the world’s second-largest economy, China
continues to offer innovative, world-leading companies operating across a
wide variety of sectors, from green technology to retail brands.

CHINA’S STIMULUS SAVIOUR?

With growth slowing due to a property crisis, local government debt,
weak demand and unemployment, the Chinese government unleashed

its largest stimulus plan since the pandemic.® Announced by government
leaders at the end of September, the package includes cuts to the
country’s benchmark interest rate and establishes a lending pool to
support the equity market. The coordinated policy response by the
People’s Bank of China, the National Financial Regulatory Authority and
the China Security Council also reduced the minimum down payment for
housing purchases and existing mortgage rates, which were lowered for
the first time.”

Markets reacted swiftly to Beijing’s initial support package. Chinese
stocks experienced their best week of performance since 2008. The MSCI
China index of large- and mid-cap sized companies rallied 28% between
23 September and 2 October, accounting for most of its +36% year-to-
date performance.® Much of the rally was fuelled by bets on what sectors
of the Chinese economy would benefit the most from the new stimulus
package. Investors used this as an opportunity to shift away from
traditional state-owned enterprise sectors, such as banks and telecom
companies, to the more private-sector industries of healthcare and
consumer retail ?

Since then, the Ministry of Finance announced that it would raise the
debt ceiling and issue bonds to help local governments buy back idle land
and unsold housing inventory.” The government also detailed plans to
issue special-purpose bonds aimed at providing banks with more capital
so that they can lend more.* In our view, these policies will likely create
a base to support the ongoing deflation cycle. Despite recent market
volatility, we believe there are still long-term growth opportunities in
China.
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In our view, investors may
lose sight of potential
growth opportunities by
focusing too much on the
macro risks associated with
China.

Rather than spending our
time predicting China’s
highly unpredictable macro
environment, we tend to
focus on what matters

to us the most: company
fundamentals.
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WHY CHINA?

While Comgest is cautiously optimistic about Beijing’s stimulus, this
announcement does not change our long-term investment strategy. In
our view, investors may lose sight of potential growth opportunities by
focusing too much on the macro risks associated with China.

China’s investment landscape has always been complex and notoriously
hard to predict. Since 1978 when the country started its economic
reforms and opening-up, GDP growth has averaged 9% per year, lifting
almost 800 million people out of poverty.*?

Few predicted 40 years ago that China would transform itself from a
largely agrarian command economy into the world’s second-largest
economy with several of the most innovative and recognisable global
brands.

When it comes to China - or any market for that matter — there is

no crystal ball to reveal how the market will respond to stimulus
announcements, GDP growth forecasts, inflation, or monetary and
fiscal policy. Rather than spending our time predicting China’s highly
unpredictable macro environment, we tend to focus on what matters to
us the most: company fundamentals.

Beyond the prevailing headlines about China’s demise, we have observed
encouraging trends from the companies that comprise our Comgest
China Equities strategy. In recent years, China's global export rate
increased from 13% during the 2018 US-China trade war to 15.7% during
the COVID-19 pandemic.’* Today, China’s export rate has remained
consistent at around 15%.* While exports to the US have declined, China
has expanded its export market globally, particularly in sectors such

as electric vehicles, lithium batteries, solar cells, furniture and home
appliances.”

Despite investor concern over domestic consumption, there are several
sectors that have experienced growing consumption since the start of the
year. During first nine months of 2024, electric vehicle sales in China have
surged by 35% year-on-year'®, while air conditioner and washing machine
sales both rose by 11%." Excavator sales also saw a 21.5% year-on-year
increase as of September, signalling that construction projects could be
experlencing a rebound.’®

LONG-TERM TRANSFORMATION

The companies that comprise our Comgest China Equities strategy have
already weathered many of the macro challenges facing China.

We look for companies that have built deep competitive advantages based
on longevity, visible growth, robust free cash flow, barriers to entry and

a strong corporate culture. In our view, these companies tend to be well
positioned to overcome short-term volatility and grow over time. Our
strategy typically avoids sectors that are more susceptible to macro-

2“China Overview.” World Bank, April 2024.
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Figure 2. Electric Vehicles Sales Volume
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economic twists and turns and instead focuses on sectors with long-term
secular growth trends.
Many of these trends can be tied to China’s transition from an export-
driven economy towards a more domestic consumption-based model.
After nearly four decades of export-fuelled growth, China has established
an enormous domestic market of 1.4 billion people featuring an abundant
middle-class with high savings and rising wages.'” In our view, there are
several undervalued quality companies with deep-rooted competitive
advantages that are well positioned to benefit from this domestic
consumption.
We believe that China’s inward-facing transition, which we
refer to as “Transformational China,” is poised to unlock
several long-term growth opportunities across many

1200000 4% consumer categories, including sportswear, travel, home
1000,000 0% appliance, gaming, and electric vehicles (as shown in figure
35% 2). The consistent investment in innovation and strong
800,000 30% entrepreneurship designed to boost domestic production
25% efficiency is likely to serve as a catalyst for companies
600,000 . . . . . .
20% operating in key industries, like automation and healthcare,
400,000 15% and semiconductor in the coming years.
10%
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holiday on 7 October.?® Investors were anticipating
Net Elecric Vehicles sales ———Elecric Vehicles penetration (%) - . - e
additional stimulus measures, but as of the writing, Beijing
Source: Flight Master and Goldman Sacks estimates. Latest data as of 28-Jan- has not signalled any additional fiscal spending to boost

2024, 7-day average.

markets. During a press conference on 8 October, NDRC

chairman Zheng Shanjie reaffirmed the government’s
confidence in achieving their full-year economic growth target without
announcing any additional stimulus measures.

We anticipate that Chinese markets will continue to experience ups

and downs in the coming weeks driven by investor expectations over
potential stimulus measures. At Comgest, stimulus speculation will not
keep us up at night or cause us to reconsider our patient approach. As
bottom-up, quality growth stock pickers, we prioritise long-term growth
drivers and company fundamentals over short-term market fluctuations.

Geopolitical tensions, real estate woes and stimulus measures are likely
to continue to grab headlines and the attention of short-term investors.

In contrast, we tend to ignore any hype around macro developments

or government policy, preferring to remain steadfast in our long-term,
responsible investment approach. Moving forward, we believe that the
“Transformational China” story will continue to present world-leading
companies with innovative products and services. Investing in China

not only opens doors to these innovative companies but also enhances
portfolio diversification, mitigating risks associated with market volatility.

**Jun, Zhang. “How China Creates [ts Own Market: By Zhang Jun.” Project Syndicate, 4-Dec-2023.
20“China’s stock rally hits Speed Bump as investors await more stimulus.” Reuters, 9-Oct-2024.
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With this perspective, our priority remains clear: identify the quality
growth opportunities that rise above the noise of macroeconomic
headlines and trends. Leveraging our on-the-ground expertise in the
world’s second largest economy, our focus is capturing the opportunities
that we believe can deliver the sustained, long-term growth investment
approach that Comgest seeks for all of our clients.
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IMPORTANT INFORMATION
This document has been prepared for professional/qualified investors only and may only be used by these investors.

Not investment advice

This commentary is for information purposes only and it does not constitute investment advice. It should not be considered a solicitation to
buy or an offer to sell a security. It does not take into account any investor’s particular investment objectives, strategies, tax status or
investment horizon.

Not an investment recommendation

No discussion with respect to specific companies should be considered a recommendation to purchase or sell any particular security/
investment. The companies discussed do not represent all past investments. It should not be assumed that any of the investments discussed
were or will be profitable, or that recommendations or decisions made in the future will be profitable.

Comgest does not provide tax or legal advice to its clients and all investors are strongly urged to consult their own tax or legal advisors
concerning any potential investment.

Not investment research

The information contained in this communication is not an ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with MIFID II. This means that this marketing communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Performance disclaimer

Past performance is not a reliable indicator of future results. Forward looking statements, data or forecasts may not be realised.

Trademark and index disclaimer

Product names, company names and logos mentioned herein are trademarks or registered trademarks of their respective owners. S&P Dow
Jones Indices LLC (“SPDJI”). S&P is a registered trademark of S&P Global (“S&P”); Dow Jones is a registered trademark of Dow Jones Trademark
Holdings LLC (“Dow Jones”). These trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by Comgest. Comgest’s
fund is not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones and S&P, their respective affiliates and none of such parties make any
representation regarding the advisability of investing in the fund nor do they have any liability for any errors, omissions, or interruptions of the
index.

Information provided subject to change without notice
All opinions and estimates constitute our judgment as of the date of this commentary and are subject to change without notice.

Restrictions on use of information

This commentary and the information herein may not be reproduced (in whole or in part), republished, distributed, transmitted, displayed, or
otherwise exploited in any manner by third parties without Comgest’s prior written consent.

Limitation of Liability

Certain information contained in this commentary has been obtained from sources believed to be reliable, but accuracy cannot be guaranteed.
No liability is accepted by Comgest in relation to the accuracy or completeness of the information.

Legal entity disclosure

Comgest S.A is a portfolio management company regulated by the Autorité des Marchés Financiers and whose registered office is at 17,
square Edouard VII, 75009 Paris.

Comgest Asset Management International Limited is an investment firm regulated by the Central Bank of Ireland and registered as an
Investment Adviser with the U.S. Securities Exchange Commission. Its registered office is at 46 St. Stephen's Green, Dublin 2, Ireland.

Comgest Far East Limited is regulated by the Hong Kong Securities and Futures Commission. Comgest Asset Management Japan Ltd. is
regulated by the Financial Service Agency of Japan (registered with Kanto Local Finance Bureau (No. Kinsho1696)).

Comgest US L.L.C is registered as an Investment Adviser with the U.S. Securities and Exchange Commission. Comgest Singapore Pte Ltd, is
a Licensed Fund Management Company & Exempt Financial Advisor (for Institutional and Accredited Investors) regulated by the Monetary
Authority of Singapore.

The investment professionals listed in this document are employed either by Comgest S.A., Comgest Asset Management International
Limited, Comgest Far East Limited, Comgest Asset Management Japan Ltd. or Comgest Singapore Pte. Ltd

For UK only:

This commentary is not being distributed by, nor has it been approved for the purposes of section 21 of the Financial Services and Markets
Act 2000 (FSMA) by a person authorised under FSMA. This commentary is being communicated only to persons who are investment
professionals falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (the FPO). The
Investments are available only to investment professionals, and any invitation, offer or agreement to purchase will be engaged in only

with investment professionals. Any person who is not an investment professional should not rely or act on this commentary or any of its
contents. Persons in possession of this document are required to inform themselves of any relevant restrictions. No part of this commentary
should be published, distributed or otherwise made available in whole or in part to any other person.
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For Hong Kong only:

This advertisement has not been reviewed by the Securities and Futures Commission of Hong Kong.
For Singapore only:

This advertisement has not been reviewed by the Monetary Authority of Singapore.

For Australia only:

Comgest Far East Limited is regulated by the Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.
Comgest Far East Limited is exempt from the requirement to hold an Australian financial services licence under the Australian Corporations
Actin respect of the financial services that it provides. This commentary is directed at “wholesale clients” only and is not intended for, or to be
relied upon by, “retail investors” (as defined in the Australian Corporations Act).

Comgest Singapore Pte. Ltd. is regulated by the Monetary Authority of Singapore under Singaporean laws, which differ from Australian laws.
Comgest Singapore Pte. Ltd. is exempt from the requirement to hold an Australian financial services licence under the Australian Corporations
Act in respect of the financial services that it provides. This commentary is directed at “wholesale clients” only and is not intended for, or to be
relied upon by, “retail investors” (as defined in the Australian Corporations Act).
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