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INVESTMENT PARTNERS

China vs. US Exceptionalism

Q12025 saw Emerging Markets (EM) rise 3% in a volatile quarter dominated by geopolitical concerns and trade
tariff headlines. Amongst large markets, China was the standout performer, rising 15%. China's performance
was in sharp contrast to the US market with the S&P 500 down 5% but was coming off lows over the past

3 years. What has accounted for the divergence and shift in investor sentiment between the world's two
largest economies?

Heading into the year, global investors broadly expected a continuation of U.S. exceptionalism. The country
had delivered strong nominal GDP growth, was home to companies at the forefront of the new wave of

Al innovation, and business sentiment was buoyed by optimism surrounding a potential second Trump

term, which many believed would further boost economic growth. As a result, the S&P 500 traded at 22x next-
twelve-month (NTM) price-to-earnings — a level well above both its historical average and that of most other
markets (chart 1)

Chart 1: Price to Next 12 Months Earnings
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As the quarter progressed, doubts emerged around the sustainability of the factors supporting elevated
valuations. The Trump administration’s policy stance, especially regarding tariffs and government spending
cuts raised concerns on the impact of such unpredictable policies to the U.S.'s economic performance.
Meanwhile, China's Deep Seek rose to prominence in the Al space, challenging the narrative that the

U.S. would maintain its dominance in innovation. Despite the S&P 500's poor performance in the quarter,
U.S. equities still trade at a substantial premium to both EM and global markets.

In stark contrast, Chinese markets began the year mired in the same challenges that have plagued them for
the past three years: persistent weakness in the property sector, subdued inflation, and fragile macroeconomic
momentum. Against this backdrop, business and consumer confidence remained weak. There was a prevailing
fear that companies would continue to compete destructively on price rather than innovation, in a
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deflationary environment offering little in the way of nominal growth. Unsurprisingly, the MSCI China index
was trading at just 10x NTM PE — a discount to its own history, and to the broader EM ex-China universe at 13x.

However, much of this pessimism began to reverse over the quarter as investors reassessed China's potential.
Deep Seek’s breakthrough in large language models (LLMs) renewed confidence in corporate China's ability to
innovate, despite the constraints imposed by U.S. chip sanctions. This breakthrough triggered a wave of
domestic adoption, and revitalized capital investment by major players such as Alibaba and Tencent, as new
monetization avenues emerged.

On the policy front, the Chinese government continued to implement countercyclical macroeconomic
measures. Since Q3 2024, authorities have rolled out a series of pro-growth initiatives, most notably a multi-
trillion renminbi local government debt swap and a broad easing of property purchase restrictions in higher-
tier cities. This quarter built on that momentum, highlighted by the introduction of a comprehensive 30-point
stimulus package aimed at boosting weak domestic consumption. Key measures include financial incentives
for childbearing, the extension of trade-in programs for consumer durables, and enhanced social welfare
support for migrant workers. These initiatives represent a meaningful shift away from the traditional reliance
on fixed asset and infrastructure-led investment, signaling a more targeted approach toward stimulating
demand-side growth.

To improve business sentiment, President Xi Jinping hosted a high-profile private business symposium, which
notably included Jack Ma, founder of Alibaba. In response to this renewed policy focus, as well as the
monetary and fiscal stimulus announced last year, some early signs of recovery began to emerge — with an
uptick in consumer sentiment and indications of an inflection in property prices in select cities.

Of course, the outlook for China is not without risks. The current U.S. administration has just announced
reciprocal tariffs for most of its trading partners, including traditional allies. This is a global macro-economic
shock that China's export economy is not immune to. However, unlike many other major economies, China's
experience during the first Trump administration spurred structural changes in its trade relationships.

(see Chart 2) Since the previous trade war, China has reduced its dependence on the U.S. and its allies, and
cultivated new trading partnerships, particularly with other EM countries. Further, the Chinese government has
acknowledged the external risks and appears prepared to deploy further countercyclical measures should
tensions escalate.

Chart 2: US Share of China'’s Exports
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In Q1, before the tariff announcement, China's equity market responded positively led by large Hong Kong-
listed tech companies. The rise in China equities in the quarter helped narrowed its discount relative to history,
with the MSCI China index now trading at 12x NTM PE, roughly in line with its 10-year median. Nevertheless,
China still trades at a discount relative to both the EM universe and the U.S. Looking ahead, it's important to
note that this improved backdrop has yet to translate into widespread earnings upgrades, with current 2025
earnings growth forecasted 7.8% (FactSet consensus). It is also important to acknowledge the persistent risks,
in addition to the new tariff regime — chief among them, the perception of China as an adversary by the U.S,
and uncertainties surrounding the effectiveness and execution of government policies going forward. That
said, we remain confident in the overall direction of travel, and see valuation as well as income to be key
underpinnings for many stocks in China

One particularly encouraging trend is the growing focus on shareholder returns and return on equity (ROE),
particularly amongst companies with net cash balance sheets. Private companies are beginning to follow the
lead of state-owned enterprises (SOEs) in increasing capital returns to shareholders. Within the China piece of
the Mondrian portfolio, approximately 80% of companies have increased either dividend pay-out ratios or
share buy backs for fiscal year 2024 with capital return to shareholders averaging 60% of net income.

The Mondrian EM strategy has benefited from China's resurgence, through an overweight positioning to China
at the beginning of the quarter. As technology and select consumer names rallied, we took the opportunity to
take profits in key outperformers, including Alibaba, Tencent, Tingyi, and Yum China. We redeployed capital
into lagging, more defensively oriented names within Ching, such as Guangdong Investment, a water utility,
and Beijing—Shanghai High-Speed Railway, both of which offer attractive risk adjusted return profiles.

Amongst emerging markets, China has the deepest investment universe and so even as some areas have
outperformed, there remains abundant opportunities for stock picking. Additionally, for EM investors, China's
renewed confidence in its technological and industrial base — set against the backdrop of a slowly recovering
domestic macroeconomic cycle — offers a compelling diversification opportunity, particularly as the narrative
of U.S. exceptionalism continues to come under pressure. This is further reinforced by attractive bottom-up
valuations and the ongoing improvement in shareholder returns.
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Disclosures

Views expressed were current as of the date indicated, are subject to change, and may not reflect current views. All
information is subject to change without notice. Views should not be considered a recommendation to buy, hold or sell any
investment and should not be relied on as research or advice.

This document may include forward-looking statements. All statements other than statements of historical facts are
forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” “expect”).
Although we believe that the expectations reflected in such forward-looking statements are reasonable, we can give no
assurance that such expectations will prove to be correct. Various factors could cause actual results to differ materially
from those reflected in such forward-looking statements.
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Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any
express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof),
and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or
fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall
MSCI, any of its affiliates or any third party involved in or related to compiling, computing, or creating the data have any
liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified
of the possibility of such damages. No further distribution or dissemination of the MSCI data is permitted without MSCl's
express written consent.

This material is for informational purposes only and is not an offer or solicitation with respect to any securities. Any offer of
securities can only be made by written offering materials. The information set forth herein is a summary only and does not
set forth all of the risks associated with the investment strategy described herein.

The information was obtained from sources we believe to be reliable, but its accuracy is not guaranteed, and it may be
incomplete or condensed.

It should not be assumed that investments made in the future will be profitable or will equal the performance of any
security referenced in this document. Examples of securities will represent only a small part of the overall portfolio and are
used to illustrate our investment approach. Any holdings are subject to change and may not feature in any future portfolio.
More information on holdings is available on request.

Unless otherwise stated, all returns are in USD.

All references to index returns assume the reinvestment of dividends after the deduction of withholding tax and
approximate the minimum possible re-investment, unless the index is specifically described as a “Gross” index

Past performance is not a guarantee of future results. An investment involves the risk of loss. The investment return and
value of investments will fluctuate.

Mondrian Investment Partners Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference
Number: 149507). Mondrian Investment Partners Limited is also registered as an Investment Adviser with the Securities and
Exchange Commission (registration does not imply any level of skills or training).

This marketing communication is for Professional Investors only. 4
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