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China’s equity market has seen positive momentum so far this year, rebounding by
over 30% since the trough in January. Both onshore and offshore Chinese equities have
recorded positive returns year-to-date, with materials, industrials, and communication
services sectors in positive territory.

China’s economy has also shown resilience. The country’s GDP grew by 5.3% year-
over-yearin Q1', surpassing market expectations. We expect the recovery to continue
through to Q2 and are seeing ongoing signs of this from economic data and travel
indicators. Industrial production has had robust growth year-to-date, and exports have
returned to positive territory. The positive factors that drove economic stabilization and
upward momentum in the first half of 2024 are expected to continue into the second half.

China’s economicrecovery

Looking ahead, we anticipate a continued recovery in China’s exports and domestic
demand over the second half of the year. On the manufacturing side, there was a positive
year-on-year change in exports in the first quarter of 2024, reflecting the increased
business activity and production momentum of Chinese companies. Exports to ASEAN,
Latin America, and Africa have risen, suggesting that Chinese companies have been
expanding their global market reach. We believe the increase in exports marks an
encouraging improvement in both domestic and overseas demand.

Figure1-China YoY change in exports (October 2022 - April 2024)
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Source: General Administration of Customs, data as of April 2024.

1. Goldman Sachs Global Investment Research, April 2024.

This documentis for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental Europe (as defined in the importantinformation at the end) and

the UK; for Institutional Investors only in the United States; for Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United
Arab Emirates; for Sophisticated or Professional Investors in Australia; in New Zealand for wholesale investors (as defined in the Financial Markets Conduct Act); for
Investors in Hong Kong; for Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/Sophisticated Investors; in Singapore for Institutional/Accredited
Investors; for Qualified Institutional Investors and/or certain specific institutional investors in Thailand; for certain specific sovereign wealth funds and/or Qualified
Domestic Institutional Investors approved by local regulators only in the People’s Republic of China; for certain specific institutional investors in Malaysia upon request; for
certain specific institutional investors in Brunei; for Qualified Professional Investors in Korea; for certain specific institutional investors in Indonesia; for qualified buyersin
Philippines forinformational purposes only; in Canada, this document is restricted toi) accredited investors and i) permitted clients as defined under National Instrument
45-106 and 31-103 respectively. Itis not intended for and should not be distributed to or relied upon by the public or retail investors. Please do not redistribute this

document.



4 Invesco

2024 Mid-Year Investment Outlook -
China equities

June 2024

In terms of consumption, key indicators are moving in the right direction, including
retail sales, travel data, and automotive sector performance. Consumer confidence is
alsorising and retail sales in China have had a close to 5% year-on-year increase 2. The
e-commerce sector in particular has expanded rapidly. We expect this consumption
momentum to continue for the rest of the year. After China’s reopening, we've seen
robust holiday and travel spending data, including a 13.5% year-on-year increase in
tourism revenue 2 during the recent Labor Day holiday, compared to pre-pandemic
levels. Looking ahead, we expect a steady increase in consumption for the upcoming
holiday season.

The government’s monetary policy stance has been supportive, and we expect further
cutsto the reserve requirement ratio (RRR), as well as interest rate cuts to accommodate
faster government bond issuance. We believe these measures will provide additional
stimulus to help revitalize China’s economy.

Potential investment opportunities

Going forward, we see ample investment opportunities in China equities centered
around the themes of reorganization of the global supply chain and the electrification
and energy revolution. We continue to expect these trends to benefit Chinese companies
in2H2024.

Chinese corporates are poised to benefit significantly by expanding their supply chain
and global footprint. In doing so companies can benefit from sustained local demand

in overseas markets to capture a larger share of the worldwide customer base. Chinese
firms currently enjoy a cost advantage stemming from their large domestic market and
economies of scale. We anticipate that these companies will have stronger earnings
growth and overall growth prospects in the years ahead. We believe China’s ongoing
efforts to strengthen its global market presence will unlock opportunities for investors to
engage in the country’s expanding international trade and investment landscape.

Chinese companies are also benefitting from the global transition towards clean energy
and are likely to play a key role in electrification and energy transformation trends.
Thisis due to their strong presence across the entire green supply chain as well as the
cost efficiencies gained from their large domestic market base. An example of one

such opportunity lies in a tap changer manufacturer with ongoing overseas expansion
plans that aims to build a full-scale industry supply chain. Currently, there are two

major tap changer manufacturers globally that account for a large proportion of the
overall market share. One is a privately-owned German company, and the other is the
Chinese manufacturer. As tap changers are a crucial component in transformers that are
seeing rising demand, investing in these companies could allow investors to capitalize
on the anticipated surge in interest. We expect companies like this to emerge as key
beneficiaries of the power grid upgrade trend.

Despite challenges, more clarity lies ahead

We believe investors considering China should also be mindful about potential
challenges. The property sector set back in the past few years has put pressure on
economic growth. We are seeing policies being put forward to stabilize the property
market on a gradual basis and need to wait for some time before we see the impact of
these measures. Such policies include guaranteeing the delivery of pre-sold homes,
cutting mortgage rates, and enacting minimum downpayment requirements. We
anticipate further policy stimulus for the property sector going forward. In terms of
the external macro environment, with the highly anticipated US presidential election
approaching before the year’s end, we believe the market can expect more headline
news that could result in short-term volatility.

2. Retail salesjump 4.7% year-on-year in Q1, showing a stable consumption expansion, Global Times,
April 2024.
3. ChinaMay Day holiday spending shows mixed picture on post-COVID recovery, Reuters, May 2024.
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China equities are trading at attractive valuations
At present, China’s equity market valuations are trading at relatively low levels both

in historical terms and compared to developed markets. In fact, the MSCI China Index is

currently trading at a significant discount of around 50% relative to the MSCI US Index.
We believe this presents an attractive opportunity for investors to potentially capitalize on.

Figure 2 - Sizeable valuation discounts of MSCI China Index against global comps
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Investmentrisks
Thevalue of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the fullamount invested.

Wheninvesting inless developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investmentin certain securities listed in China can involve significant regulatory constraints that may
affect liquidity and/orinvestment performance.
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Switzerland.

All articlesin this publication are written, unless otherwise stated, by Invesco professionals. Views and
opinions are based on current market conditions and are subject to change. This publication does not form
part of any prospectus. This publication contains general information only and does not take into account
individual objectives, taxation position or financial needs. Nor does this constitute arecommendation of the
suitability of any investment strategy for a particular investor.
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publicationis by way of information only. This document has been prepared only for those persons to whom
Invesco has providedit. It should not be relied upon by anyone else and you may only reproduce, circulate
and use this document (or any part of it) with the consent of Invesco. Asset management services are
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This publicationisissued:
- inHongKong by Invesco Hong Kong Limited S B3& & & B G BRAE), 45/F, Jardine House,
1Connaught Place, Central, Hong Kong. This document has not been reviewed by the Securities and

Futures Commission.

- inSingapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01Republic Plaza,
Singapore 048619.
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