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. Characteristics

Highly volatile, with government policy being a key source of influence

«  Dominated by short-term trends

«  Dominated by retail investors

. Institutional investors remain dormant

«  Other parameters such as issuance approvals, corporate governance, information disclosure are
key areas for improvement
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. Key Drivers

. Structural trends
>  Macroeconomic

» Industrial and corporate development

e«  Short-term
»  Market liquidity

»  Investor driven
«  Government policies

»  Affect both short-term liquidity changes and long-term fundamentals

»  Have become a dominant force influencing market trends
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Economic Transformation

China’s Growth Engines

(YTD YoY%)
E Ko . Final consumption (%)

989.6 9.5 93— GDP growth (%)

C— Gross capital formation (%)

R 1 Net exports of goods & services (%)

From Manufacturing to Service

% share of total GDP, 4gma

i 50 - Tertiary
A 8.178777977767778 74 .
E E 5 o e 7474 737071696967 6.76.7 48 4 industry
5 | 46 -/\'\f—\
[ ' 44 4
0 -
© <+
= o 42 =
Secondary
(5) 40 industry
OO0 0O O0OmH MM AN NNMMMMST T T T 0D DN g O A
mow g R el e el el o oy o o e e i 38
= c 0 £ e O = c 0 e e - cQ = c 0 = c ' ' ' ! ' '
] g & g & ol 0 & g & g & =
233c2330238053$0238053$a:3§ - 06__ 08 10 12 14 16
Source: NBS, CEIC, CLSA Source: NBS, JPMorgan
Consumption to Contribute More —in Time
60% - Private final =—lorea (T=1990) Taiwan (T=1988) r 45%
consumption as % China (T=2012, RHS)
of GDP ==China (T= .
L 44%
58% - _ _ °
i h
1 . L 43%
56% | : 56% /1
H : L 42%
1
54% | 1 . L 219
' 53% |
5294 : : L 40%
1
1 : - 39%
50% -| : 1
o In Korea and 1 | 389
50% : 38% private consumption 1
48% - became increasingly : o
37 1 significant after GDP per - 37%
°: capita exceeded US$6,0001
AR, ——_——_——————t 36%
F — N O s 0 O~ 00 O O — NS W0 O~ 0 000 — NN SN W
+ + + + + F 4+ F F = - - = = — N oo oo e N e oY
Fh kbR + + + + + 4+ + + L

Source: Haver Analytics, Deutsche Bank Strategy Research

Al rights reserved. No contents can be reproduced without prior agreement with Fullerton Fund Management Company Ltd.



AN\

. Fixed Asset Investment

Accelerating Local Government Debt Swaps SOEs vs Private
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. Population and Labor Market Trends

Population Aged 65 Years and Above Working Population Secular Trend
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* In 2012, the population aged 65 or above in China stood at 117 million; this number is
expected to grow to more than 330 million by 2050.

*  The population will start to age between 2015-2035, similar to Japan’s experience between
1970-1990.
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Investment Themes

= Urbanisation

= Manufacturing Upgrade
= Consumption Upgrade
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Urban Disposable Income and Expenditure

1. Urbanisation
- Growth in national real disposable income

Real growih rale (% vy, Bmma)
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+ Disposable income growth remains positive

Rural Income and Expenditure

Real growth rate (3 'y, Gmma)
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«  Driven by government policies supporting income growth, lowering corporate financing costs and
sustaining employment levels

*  Expect real consumption growth to persist
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1. Urbanisation

Fundamental anchor for housing demand

Urbanisation Rate
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Ample Upgrade Demand

spedrban households distribution by housing construction date
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Urbanisation will support the property sector
and promote consumption upgrade

Development tilt to lower tier cities
Rural reform to let farmers move to cities

Government support to improve living
standards in rural areas
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Hukou Urbanisation vs Residents Urbanisation

1. Urbanisation
Improving equality and social welfare
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Expanding Social Safety Net
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« 13" Five Year Plan focuses on improving equality, reducing poverty and expanding social welfare
coverage

*  Objectives: to lift current 56 million rural population with an annual income of less than RMB 2,300

(at 2010 price) out of poverty by 2020 and establish targets to improve social safety net, create
basic pension system and health care insurance program, as well as social security funds
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2. Manufacturing Upgrade
B

ecoming a player in the global value chain

Contribution to Global GDP (PPP terms) World’s Top Exporters, 1995-2014
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0 *  From import substitution to industrial transfer

* Having increased the share of imported
components in her exports, China has benefitted
from investments in infrastructure and resources
to become a factory of the world.
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Source: China Customs, JPMorgan « One Belt, One Road to be the next driver of trade
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2. Manufacturing Upgrade
- Driving innovation

Smart Phone Unit Shipments Market Share
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* Innovation has emerged as an alternative
driver of China’s development, propelling the
country up the industry value chain.

«  Shenzhen, with the highest R&D spending
as a percentage of GDP by the private
sector among Chinese major cities, is a
good model as the city embarks on its
journey to become China’s innovation
leader.

R&D Expenditure in China
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R&D Intensity: Shenzhen vs World
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. 3. Consumption Upgrade

Retail Sales Growth
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* As anindicator of China’s consumption
upgrade, we have seen an increasing

number of Chinese tourists and a booming
box office.

« Akey driver has been the rapid growth of

labor income alongside China’s urbanisation
progress over the years.
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3. Consumption Upgrade

Internet age

Internet Users

E-commerce Penetration: China vs US
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China Online Retail Market Size (B2C and C2C)
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International Schools’ Market Size (2009-2014)
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Conclusion

Market valuation has become more reasonable following this year’s correction but stock
selection remains key

A sound understanding of sector dynamics and positioning the portfolio accordingly to
participate in changing sector characteristics (resulting from macro policy implementation) will
be just as important.

Opportunity set
» Investable themes: urbanisation; manufacturing upgrade; consumption upgrade

» Sustainable growth stocks, with core competitive advantages, which are still trading at
reasonable valuations, existing particularly in the consumer, healthcare and advanced
manufacturing industries

» Growth stocks benefiting from the change in economic structure and reforms, e.g. clean
energy/environmental protection
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Disclaimer

This publication is for information only and your specific investment objectives, financial situation and needs are not considered
here. The value of units in the Fund and any accruing income from the units may fall or rise. Any past performance, prediction or
forecast is not indicative of future or likely performance. Applications must be made on the application form accompanying the
prospectus, which can be obtained from Fullerton Fund Management Company Ltd (UEN: 200312672W) or its approved
distributors. You should read the prospectus and seek advice from a financial adviser before investing. If you choose not to seek

advice, you should consider whether the Fund is suitable for you.
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