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In this Q&A, China portfolio managers Charlie Awdry and May Ling Wee share their thoughts on the key
challenges and opportunities that investors in China may face in the year ahead and how 2019 has influenced
their outlook for the asset class.

Key Takeaways

= Trying to anticipate the nearer term outcome of the US-China trade talks is futile; the strategic rivalry
between the two nations remains an ongoing issue.

= The bedrock of the China investment case remains the consumer — the team sees opportunities in
internet services, healthcare and life insurance.

= 2019 has shown that China’s leading companies are able to perform well despite a weaker, more
challenging macro environment.

What are the main risks that investors in Chinese equities should be cognisant
of in 20207

Geopolitical risks: quid pro quo retaliatory action

There is ultimately no easy resolution to the strategic rivalry between the US and China. Re-escalation of the
trade and technology wars can happen at any time. As investors, this is a difficult issue to navigate, especially
when the US has many non-trade levers to pull. The trade war not only hurts China and the US, but also the
global economy, as well as portfolio inflows into Chinese investments.

Hong Kong and the Communist Party’s reaction

The China Politburo Standing Committee’s stance towards the challenge to their authority appears to have
hardened, suggesting that Hong Kong’s institutions and corporate sector could become more centrally
controlled than before. It could erode Hong Kong’s status as a separate jurisdiction under the ‘Basic Law'*and
its role as a global financial centre. The US Senate passing the Hong Kong Human Rights and Democracy
Act will only add more complications to US-China relations.

Banking sector — small bank bailouts

Smaller regional banks in China continue to face liquidity challenges especially in the aftermath of three
regional bank defaults this year; the implicit guarantee of previous bailouts has been removed. While China’s
large banks are relatively well capitalised, there is a possibility that they can be called upon to rescue failed
smaller regional banks. We do not own Chinese banks in our portfolios.
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What may be in store for 2020?

Growth at a reasonable price in mega cap internet stocks

Growth shares, especially in the Chinese healthcare and consumer sector have performed well year to date,
as investors seek out stable sustainable growth. Today, mega cap internet companies like Alibaba and

Tencent, which continue to innovate to meet the needs of the Chinese consumer and businesses are trading
at below average price-to-earnings multiples? since the listing of the companies.
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Source: Bloomberg, Janus Henderson Investors as at 26 November 2019. China ‘A’ shares are stocks that are
denominated in yuan and listed on the Shenzhen and Shanghai stock markets. Past performance is not a guide to future
performance.

Possible cyclical bottoming if easing steps up

While it is likely that China’s growth will slow into year end and early 2020, the expectation is for the
government to step up both fiscal and monetary easing3 to stabilise growth. Rate cuts (to lower borrowing
costs) have been put in place, but have yet to translate into an increase in the volume of credit. If credit
volumes return, infrastructure investments rise, and business confidence strengthens, we could see a
possible near-term cyclical bottoming in the economy. In our view, this is likely to be a more supportive
backdrop for the better value, leading industrial and consumer cyclical companies (that tend to be more
sensitive to changes in the economy) in China.

What are the key themes that you look to take advantage of when investing in
China?

Consumption and services

Our view remains unchanged — the Chinese consumer is the foundation of the investment case in China.
Companies that can provide the right products and services to the consumer win ‘mind and wallet’ share. The
Chinese consumer is becoming more discerning; innovation by the large internet service companies allows
them to meet the needs of the consumers that form China’s circa 850mn 'netizens'.

Opening up of financial markets

China wants to encourage foreign investments into its equity and bond markets. Global allocations to the
Chinese asset class are likely to increase given the inclusion of China 'A' shares in the MSCI Emerging
Markets Index last year. Through both the Shanghai/Shenzhen Stock and Bond Connect’, the Hong Kong
Stock Exchange (HKEX) continues to provide a convenient means to access local asset markets. HKEx could
also benefit if more Chinese companies choose to dual list (in both mainland China and Hong Kong);

Janus Henderson

—KNOWLEDGE. SHARED—



favouring HKEx as an alternative listing to American depositary receipts (ADRs)” where compliance with US
regulatory and securities requirements is mandatory. HKEx would then be the default overseas market, where
the global pool of capital is sufficiently deep for Chinese companies to raise funds. A case in point is Alibaba’s
decision to pursue its secondary listing in Hong Kong.

Ageing population: life insurance and healthcare

China’s ageing population’s collective wealth creates opportunities in service sectors such as life insurance
and wealth management. Insurance penetration is low in China. For the maturing workforce and China’s many
increasingly wealthy entrepreneurs, the desire for wealth protection and asset growth is becoming stronger as
these groups consider generational transfers of wealth and retirement needs. Likewise, the rising silver dollar
will be spent on healthcare products and services.

What lessons have you learned from 2019 and how has it shaped your outlook
for the year ahead?

2019 has made it evident that trying to second guess or anticipate the outcome of the trade talks is futile. The
market has been disappointed on a few occasions this year.

In our experience, investing in China is always a confluence of macroeconomic and microeconomic factors.
The CSI300 Index has gained 28% year to date (to 4 December 2019) while the MSCI China Index has risen
by 11% over the same periode. This has happened despite the continued and sustained downtrend in the
macro economy. It is the expectation of the government’s attitude and willingness to support the economy that
determines market sentiment.

This year, macro and micro appear to have decoupled again. It also reminds us that many of China’s leading
companies have done well, both operationally and in terms of stock market performance, despite a weak and
challenging macro environment.

While we acknowledge that China’s growth will slow after 30 years of rapid growth, we continue to find
opportunities in China’s corporate sector as China’s leading companies continue to innovate, develop new
market opportunities and better products and service offerings for their customers.

Notes:
! Basic Law: the ‘one country, two systems’ principle is enshrined in the Basic Law document, which applies to Hong Kong
until 2047. It protects rights such as freedom of assembly and freedom of speech and the territory’s governance structure.

2 plE multiple: price to earnings (PE) ratio is a company's share price divided by the amount of profit it makes for each
share (earnings per share, EPS) in a 12-month period. PE is expressed as a number or a multiple of EPS and is an
important indication of comparative value for investors.

3 Fiscal and monetary easing: relates to polices designed to stimulate the economy; this can either be fiscal where
governments spend more or tax less, or it can be monetary whereby central banks use tools such as lower interest rates
or asset purchase schemes.

4 Shanghai/Shenzhen Stock and Bond Connect: a collaboration between the Hong Kong, Shanghai and Shenzhen Stock
Exchanges and China’s interbank bond market. The market access schemes allow international and mainland Chinese
investors to trade securities in each other's markets through the trading and clearing facilities of their home exchange.

® ADR: a certificate representing shares of a foreign stock owned and issued by a US bank. ADRs facilitate the trading of
foreign-based companies’ shares in US stock markets.

® Source Bloomberg, index price returns from 31 December 2018 to 4 December 2019. Past performance is not a guide to
future performance.
Past performance is not a guide to future performance. The value of an investment and the income from it can fall

as well as rise and you may not get back the amount originally invested.

The information in this article does not qualify as an investment recommendation.
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Important information

The content herein is produced for information, illustration or discussion purposes only and does not constitute an
advertisement or investment advice or an offer to sell, buy or a recommendation for securities in any jurisdiction and do
not purport to represent or warrant the outcome of any investment strategy, program or product, other than pursuant to an
agreement in compliance with applicable laws, rules and regulations. Not all products or services are available in all
jurisdictions. Investment involves risk. Past performance cannot guarantee future results. Janus Henderson Investors is
not responsible for any unlawful distribution of this document to any third parties, in whole or in part, or for information
reconstructed from this document and do not make any warranties with regards to the results obtained from its use. It is
not intended to indicate or imply that current or past results are indicative of future profitability or expectations. In preparing
this document, Janus Henderson Investors has reasonable belief to rely upon the accuracy and completeness of all
information available from public sources. Unless otherwise indicated, the source for all data is Janus Henderson
Investors. This material may not be reproduced in whole or in part in any form, or referred to in any other publication,
without express written permission. Anything non-factual in nature is an opinion of the author(s), and opinions are meant
as an illustration of broader themes, are not an indication of trading intent, and are subject to change at any time due to
changes in market or economic conditions. It is not intended to indicate or imply that any illustration/example mentioned is
now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the information
supplied is complete or timely, nor are there any warranties with regard to the results obtained from its use.

Issued in (a) Singapore by Janus Henderson Investors (Singapore) Limited, licensed and regulated by the Monetary
Authority of Singapore. Janus Henderson Investors (Singapore) Limited Company Registration No. 199700782N, for use
only with institutional investors as defined in Section 4A of the Securities and Futures Act, Singapore. This advertisement
or publication has not been reviewed by Monetary Authority of Singapore. (b) Hong Kong by Janus Henderson Investors
Hong Kong Limited, licensed and regulated by the Securities and Futures Commission, (¢) Taiwan R.O.C by Janus
Henderson Investors Taiwan Limited, licensed and regulated by the Financial Supervisory Commission R.O.C.
Independently operated by Janus Henderson Investors Taiwan Limited. Suite 45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin
Yi Road, Taipei (110). Telephone: (02) 8101-1001. Approved SICE licence number 023, issued in 2018 by Financial
Supervisory Commission, (d) South Korea by Janus Henderson Investors (Singapore) Limited. In South Korea, this
material is issued for the exclusive use of the recipient who warrants by receipt of this material that they are Qualified
Professional Investors, (e) Japan by Janus Henderson Investors (Japan) Limited, regulated by Financial Services Agency
and registered as a Financial Instruments Firm conducting Investment Management Business, Investment Advisory and
Agency Business and Type Il Financial Instruments Business, (f) Australia and New Zealand by Janus Henderson
Investors (Australia) Institutional Funds Management Limited (ABN 16 165 119 561, AFSL 444266) and (g) the Middle
East by Janus Capital International Limited, regulated by the Dubai Financial Services Authority as a Representative
Office. No transactions will be concluded in the Middle East and any enquiries should be made to Janus Henderson.

For Other Countries/Regions in APAC: This material is provided for your information purposes only and must not be
distributed to other persons or redistributed. This material is issued for Institutional Investors only (or
professional/sophisticated/qualified investors as such term may apply in local jurisdictions).

Note to China (PRC), Africa and Colombia Readers: Janus Henderson is (a) not licensed, authorised or registered with the
China Securities Regulatory Commission for investment management business or investment consultancy business or
otherwise approved by any PRC regulatory authorities to provide investment management services or investment
consultancy services in the People’s Republic of China (the "PRC") (which, for such purposes, does not include the Hong
Kong or Macau Special Administrative Regions or Taiwan). Janus Henderson Investors makes no representation and
warranties that it is, and will be, in compliance with PRC laws.This document and the information contained in it is only
available to select targeted institutional investors in the PRC, (b) not authorised in South Africa for marketing and (c) not
authorised to market its products and/or services in Colombia or to Colombian residents unless such promotion and
marketing is made in compliance with applicable rules and regulations.

Janus Henderson and Knowledge. Shared are trademarks of Janus Henderson Group plc or one of its subsidiary entities.
© Janus Henderson Group plc.
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