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Much like the global equity market, China’s equity market has been volatile over the past
few months. As we reach the midpoint of 2025, we believe global markets will remain
uncertain for the rest of the year amid evolving dynamics, while the outlook for China
equities may be shaped by an interplay of domestic and international factors.

Chinaandthe US have shown a willingness to re-engage in dialogue to reduce tariffs,
signaling a potential thaw in trade relations. While this is a positive step, we remain mindful
that the broader geopolitical landscape remains fluid. The path to acomprehensive
resolutionis still uncertain, and we believe investors should be prepared for intermittent
volatility as negotiations continue.

Supportive policies are boosting consumption

The Chinese government has reaffirmed its commitment to supporting economic growth,
targeting to achieve its GDP growth target for 2025. Policymakers have rolled out a series of
measures aimed at stabilizing and stimulating the economy. On the monetary policy front,
the People’s Bank of China has continued to lower the reserve requirement ratio (RRR) at
amoderate pace, ensuring sufficient liquidity in the banking system. At the same time,
fiscal policy has remained proactive, with increased investment in infrastructure projects
designed to bolster long-term productivity and employment.

Looking forward, a particularly important area of focus is domestic consumption.
Recognizing the need to boost consumer confidence and spending, the government is
expected to extend and expand last year’s successful consumption trade-in policy. This
initiative, which incentivizes the replacement of older consumer goods, expanded from
white goods and automobiles to include consumer electronics earlier this year. We believe
this supportive policy is likely to continue in 2H 2025.

China’s recent Labor Day holiday provided a timely snapshot of consumer resilience. Over
the five-day break, domestic tourism surged, with 314 million domestic trips recorded,
marking a 6.5% year-on-year increase according to the Ministry of Tourism.! Sales at key
retail and catering enterprises rose 6.3% year-on-year, while inbound and outbound travel
surged by 28.7%.2 These figures may signal the potential for consumption to serve as a key
driver of growth in the months ahead.

Global trade dynamics may pose challenges to exports

While China’s export data has shown positive year-to-date growth, we believe the

exports may face headwinds from both the lingering effects of trade policy and a broader
slowdown in global demand. Although the government continues to evaluate and adjust its
policy package to lower the impact of risks, the external environment remains challenging.
Volatile trading dynamics may hinder China’s export growth. We believe the global trade
environment is still uncertain and this uncertainty is likely to persist in the near term.

Looking ahead, the upcoming Politburo meeting at the end of July will be worth monitoring.
The meeting is expected to assess first-half economic performance and potentially fine-
tune the government’s policy stance accounting for the evolving dynamics. We believe the
timing, scope, and effectiveness of any new policy measures will be critical in shaping the
pace of economic recovery, especially as policy transmission to the real economy typically
takes time.

1. Reuters, dataasof May 2025.
2. HSBC, data as of May 2025.
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Navigating volatility: A bottom-up approach

Amid the macro uncertainty, we believe navigating China equities requires a disciplined
and selective approach. Rather than relying on broad sectoral themes, we believe
investors may adopt a bottom-up strategy, focusing on individual companies with strong
fundamentals, resilient earnings, and limited exposure to external shocks such as tariffs.
We believe this approach is particularly well suited to the current environment, where
volatility remains elevated, and macro signals are mixed. Adopting this strategy may
allow investors to have greater flexibility in navigating market volatility and identifying
long-term winners across sectors.

Supportive Southbound liquidity and attractive valuations

Southbound flows through the Stock Connect program remained robust in the first

half of the year, reflecting the supportive liquidity environment and strong interest in
Hong Kong-listed Chinese companies. Southbound investors account for US $78 billion
of net buying year-to-date, 75% of the full-year inflows for 2024. The market predicts
Southbound flows in 2025 will reach US $110 billion, a higher level than in recent years.?

Although concerns over US-listed China ADRs have resurfaced in recent months, the
continued strength of Southbound flows highlights the stabilizing influence of domestic
capital, helping to cushion potential outflows and support overall market resilience.

Valuations for Chinese equities remain undemanding, having reverted to their long-term
averages. The MSCI China P/E ratio is trading at around 11x as of April 2025, trading at a
significant discount of around 47% compared to US equities. This presents a favorable
risk-reward profile for long-term investors, making the current valuations of Chinese
equities look attractive.

Figure 1: Forward P/E of MSCI China versus MSCI US
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Source: FactSet, Invesco, data as of April 2025. Past performance does not predict future returns.

3. Goldman Sachs, dataas of April 2025.
4. FactSet, dataasof April 2025.
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Investmentrisks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the fullamountinvested.

Wheninvestingin less developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investmentin certain securities listed in China caninvolve significant regulatory constraints that may
affectliquidity and/or investment performance.

Important information

This documentis for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental
Europe (as defined below) and the UK; for Institutional Investors only inthe United States; for
Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabiaand the
United Arab Emirates; for AFPs and Qualified Investorsin Chile; for Qualified Clients/Sophisticated
Investorsin Israel; for Sophisticated or Professional Investorsin Australia; in New Zealand for
wholesaleinvestors (as defined in the Financial Markets Conduct Act); for Professional Investors
inHong 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 specificinstitutional investors in Thailand; for certain specific sovereign
wealthfunds 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 uponrequest;

for certainspecificinstitutional investors in Brunei; for Qualified Professional Investorsin Korea; for
certain specific institutional investorsin Indonesia; for qualified buyersin Philippines for informational
purposes only;inCanada, thisdocumentisrestricted toi) accredited investors and ii) permitted clients
asdefined under National Instrument 45-106 and 31-103 respectively. Itis notintended for and should
notbedistributedto or relied upon by the public or retailinvestors. Please do not redistribute this
document.

Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and
assumptions. There can be no assurance that actual results will not differ materially from expectations.

This is marketing material and not financial advice. Itis not intended as arecommendation to buy or sell
any particular asset class, security, or strategy. Regulatory requirements that require impartiality of
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions
totrade before publication.

By accepting this document, you consent to communicate with usin English, unless youinform us
otherwise. Dataas at 30 May, 2025, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, and
Switzerland.

Allarticlesin 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 particularinvestor.
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This publicationis notaninvitation to subscribe for sharesinafund norisit to be construed as an offer
tobuy orsellany financial instruments. As with allinvestments, there are associated inherent risks. This
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 provided by Invescoinaccordance with appropriate local legislation and regulations.

This publicationisissued:

inHong Kong by Invesco Hong Kong Limited = I[E1% & E 1B A FRAF], 45/F, Jardine House,
1Connaught Place, Central, Hong Kong.

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

- inTaiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managedindependently.

- inJapanby Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1
Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local
Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan
Investment Advisers Association.

- inAustraliaby Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

Thisdocument has been prepared only for those persons to whom Invesco has providedit. It should not
be relied upon by anyone else. Information contained in this document may not have been prepared or
tailored for an Australian audience and does not constitute an offer of a financial product in Australia. You
may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

Theinformationinthis document has been prepared without taking into accountany investor’s
investment objectives, financial situation or particular needs. Before acting on the information the
investor should consider its appropriateness having regard to their investment objectives, financial
situationand needs.

You should note that this information:

- may containreferences to dollaramounts which are not Australian dollars;

- may containfinancial information whichis not prepared inaccordance with Australian law or practices;
- may notaddress risks associated with investment in foreign currency denominated investments; and

- doesnotaddressAustraliantaxissues.

- inNewZealand by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street,
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number
239916.

Thisdocument isissued only to wholesale investors (as defined in the Financial Markets Conduct Act) in
New Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This
document has been prepared only for those persons to whomit has been provided by Invesco.

Itshould not be relied upon by anyone else and must not be distributed to members of the publicin
New Zealand. Information contained in this document may not have been prepared or tailored fora
New Zealand audience. You may only reproduce, circulate and use this document (or any part of it) with
the consent of Invesco. This document does not constitute and should not be construed as an offer

of, invitation or proposal to make an offer for, recommendation to apply for, an opinion or guidance on
Interests to members of the publicin New Zealand. Applications or any requests for information from
persons who are members of the publicin New Zealand will not be accepted.
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- inthe United States by Invesco Advisers, Inc., 1331Spring Street NW, Suite 2500, Atlanta, GA 30309,
USA.

- inCanadaby Invesco CanadaLtd. 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.

- inAustriaand Germany by Invesco Asset Management Deutschland GmbH, Ander Welle 5, 60322
Frankfurtam Main, Germany.

- inBelgium, Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway,
Portugal, Spainand Sweden by Invesco ManagementS.A., President Building, 37A Avenue JF Kennedy,
1-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- inDubai, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates by Invesco Asset
Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustagbal Street, DIFC, Dubai,
United Arab Emirates. Regulated by the Dubai Financial Services Authority.

- inthelsleof Man, Jersey, Guernsey and the UK by Invesco Asset Management Limited, Perpetual
Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. Authorised and
regulated by the Financial Conduct Authority.

- inSwitzerland by Invesco Asset Management (Schweiz) AG, Talacker 34,8001 Zurich, Switzerland.

- inlsraelbyInvesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-
Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority.
This document may not be reproduced or used for any other purpose, nor be furnished to any other
person other than those to whom copies have been sent. Nothing in this document should be
considered investment advice orinvestment marketing as defined in the Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice Law”).
Investors are encouraged to seek competentinvestmentadvice fromalocally licensed investment
advisor prior to making any investment. Neither Invesco Ltd. norits subsidiaries are licensed under the
Investment Advice Law, nor does it carry the insurance as required of a licensee thereunder.
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