China Macro Economy and Equity Market Outlook for Q1 2025

March 2025

b Sumitomo Mitsui DS Asset Management



y

Contents

Macro economy

1. Balance Sheet Recession
2.  Decoupling and FDI
3. Service Deflator
4. Macro Outlook
Market Outlook
1. Market outlook
2. Earnings
3. Valuation
4. Liquidity

Monitoring Points & Investment Theme

1. Property Market Transaction

2. Quarterly Investment Theme

Page 2

Page 6

Page 10

b Sumitomo Mitsui DS Asset Management



” Quarterly Macro Highlight (1) : Much Lower Demand Phase
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results.

Demands contribution sharply decelerated to 2.7ppt in 2H24 under insufficient demand phase.

Frontloading exports as well as downside imports should cause net exports contribution to accelerate in 4Q24.
Suppression over exports caused by potential higher tariff should cause a critical downside factor for economic growth.
Lower housing price should cause insufficient demand via balance sheet recession of household.
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Quarterly Macro Highlight (2) : De-coupling and FDI

B Gross outward Foreign Direct Investment (FDI) from China should last under de-coupling.
B Net bank loan position should be hit to the down side under de-coupling.
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results.
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Quarterly Macro Highlight (3) : Deflationary Pressure

B Feb CPI inflation should decelerate due to base effect after acceleration of Jan reading due to seasonality.
B Actual inflation should be lower than CPI inflation, which is Laspeyres index.
B China steel industry still exports deflation to overseas.
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be

subject to change without notice. Those do not guarantee future trends or results. ﬁ SU m itomo M itSUi DS ASSEt Ma nagement 4
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China Macro Economy Outlook

B GDP deflator dropped 0.7% yoy in 4Q24, contraction for the seventh consecutive quarter.
B  We judge continuous deflation phase until 4Q26.
B Low nominal GDP growth outlook suggested low corporate sales outlook.
B Tension should mount between Sino-US.
2023 2024 2025 2026 [ 1Q24 2Q24 3Q24 4Q24 | 1Q25 2Q24 3Q24 4Q24 | 1Q25 2Q25 3Q25 4Q25 2025 2026
F) __(F) A F® F® ®E F® FF consensus
Real GDP (%) 5.2 5.0 41 4.0 5.3 4.7 4.6 54 4.3 41 4.1 4.1 3.9 4.0 4.0 4.0 4.5 4.2
Consumption 8.3 3.9 3.8 3.8 NA NA NA NA NA NA NA NA NA NA NA NA NA NA
Investment 3.5 3.2 5.2 4.1 NA NA NA NA NA NA NA NA NA NA NA NA NA NA
Net exports (contribution) -0.8 1.5 -0.1 04 NA NA NA NA NA NA NA NA NA NA NA NA NA NA
Nominal GDP (%) 4.6 4.2 3.8 3.8 4.2 4.0 41 4.6 3.8 3.7 3.8 3.9 3.7 3.8 3.8 3.7 NA NA
GDP deflator (%) -0.5 -0.7 -0.3 -0.2 -1.3 -0.6 -0.5 -0.7 -0.5 -04 -0.3 -0.2 -0.2 -0.2 -0.2 -0.3 NA NA
Industrial production (%) 4.5 5.8 4.2 4.2 6.1 5.8 5.0 5.7 4.0 4.2 4.4 4.3 4.0 41 4.3 4.2 4.7 4.2
PPl inflation (%) -3.0 -2.2 -1.4 -0.5 -2.7 -1.6 1.7 -2.6 -2.5 -1.5 -1.0 -0.5 -0.3 -0.5 -0.5 -0.5 -0.9 1.0
CPl inflation (%) 0.2 0.2 0.3 0.2 0.0 0.3 0.5 0.2 0.3 0.3 0.3 0.3 0.1 0.2 0.2 0.2 0.8 1.3
7D reverse repo rate (%) 180 150 120 1.10f 180 180 150 150, 150 130 120 120/ 110 110 1.00 1.00 1.20 1.05
CNY/USD 710 7.30 7.50 7.40 7.22 7.27 7.02 7.30 7.30 7.40 7.45 7.50 7.50 7.45 7.40 7.40 743 7.35
(Note) Gothic figures for actual
YoY growth expect for next exports and interest rates
(Source) SMDAM, CEIC and Bloomberg
Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results. a Su m itomo M itSUi DS ASSGt Ma nagement 5



Outlook for China A-Share Equity Market (CSI300)

B Current CSI300 valuation has already been at discounted level. Under our base case scenario, near term index upside is
very limited as 2024 earnings growth is subdued and lack of catalyst for sharp uptick of discounted valuation.

CSI1300 Outlook
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results. SI.I m itomo MitSUi DS ASSEt Management



12 month forward EPS forecast for CSI300

B Earnings Expectation had remained lackluster throughout 2024. Overall earnings growth was decelerating under the
backdrop of prolonged deflation. Recovery needs further fiscal support from Chinese government.

CSI1300 Outlook 12M Forward EPS
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results. Sumitomo MitSUi DS ASSEt Management



Earnings multiples* for CSI1300

) ) ) * Price-to-earnings ratio based on 12 month fo.rward EPS
B 12 month forward PER stands at 11.6 times, which is below its Long Term Average. Our base case assumes there will be

slight uptick in this discounted valuation due to the stabilization of sentiment upon potential government support on goods
trade-in program and equipment upgrades.

Price to Earnings ration for CSI300
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results. Sumitomo MitSUi DS ASSEt Management



Monitoring Point: Property Market

B Property Market remains one of the most important industry for Chinese Economy. In Jun 2024, transaction showed signs of

demand recovery due to the Government Stimulus Policies including accelerating de-stocking and promoting housing
delivery upon existing down payment reduction and Mortgage Rate Cut. However transaction slowed down in Jul.
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be
subject to change without notice. Those do not guarantee future trends or results.
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Quarterly Investment Theme: Exporters

B Traditional Chinese Home Appliance players especially AC players have built up very strong competitiveness in global market
after years of accumulation. Many have gained very high market share both domestically and globally. Thus, these leading Air
Conditioner exporters shall benefit the most upon the restocking in US and other overseas market.

China Air Conditioner Overseas Sales (Monthly)
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Note: The above views represent SMDAM’s forecast as at the date of this presentation and may be

subject to change without notice. Those do not guarantee future trends or results. ﬁ SLI m itomo M itSUi DS ASSEt Management 1 O
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Disclaimer

Please read this disclaimer carefully.

This material is for non-Japanese institutional investors only.

The research and analysis included in this report, and those opinions or judgments as outcomes thereof, are intended to introduce or
demonstrate capabilities and expertise of Sumitomo Mitsui DS Asset Management Company, Limited (hereinafter “SMDAM?”), or to provide
information on investment strategies and opportunities. Therefore this material is not intended to offer or solicit investments, provide investment
advice or service, or to be considered as disclosure documents under the Financial Instruments and Exchange Law of Japan.

The expected returns or risks in this report are calculated based upon historical data and/or estimated upon the economic outlook at present, and
should be construed no warrant of future returns and risks.

Past performance is not necessarily indicative of future results.

The simulated data or returns in this report besides the fund historical returns do not include/reflect any investment management fees,
transaction costs, or re-balancing costs, etc.

The investment products or strategies do not guarantee future results nor guarantee the principal of investments. The investments may suffer
losses and the results of investments, including such losses, belong to the client.

The recipient of this report must make its own independent decisions regarding investments.

The opinions, outlooks and estimates in this report do not guarantee future trends or results. They constitute SMDAM'’s judgment as of the date
of this material and are subject to change without notice.

The awards included in this report are based on past achievements and do not guarantee future results.

The intellectual property and all rights of the benchmarks/indices belong to the publisher and the authorized entities/individuals.

This material has been prepared by obtaining data from sources which are believed to be reliable but SMDAM can not and does not guarantee
its completeness or accuracy.

All rights, titles and interests in this material and any content contained herein are the exclusive properties of SMDAM, except as otherwise
stated. It is strictly prohibited from using this material for investments, reproducing/copying this material without SMDAM'’s authorization, or from
disclosing this material to a third party.

Registration Number: The Director of Kanto Local Finance Bureau (KINSHO) No.399
Member of Japan Investment Advisers Association, The Investment Trusts Association, Japan and Type II Financial Instruments Firms Association
© Sumitomo Mitsui DS Asset Management Company, Limited

b Sumitomo Mitsui DS Asset Management



