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With China's equity markets trading at historic
valuation discounts to the U.S. equity markets and
recently showing signs of stabilization after years of
underperformance, many investors are asking: Has the
tide turned?

At Polen Capital's recent Hong Kong luncheon, our
China investment team—June Lui, Kevin Chee, and
Yingying Dong—shared their insights on the market's
inflection points, structural opportunities, and how they
identify sustainable growth companies in this complex
environment. Below, we address key questions from the
discussion, combining macro perspectives with bottom-
up investment insights.
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Q: Let's start with the big picture. June, do you believe
the recent China rally has legs?

June: When we look at the performance of the MSCI
China Index versus the S&P 500 over the past decade,
the divergence is startling. We're at historically wide
valuation gaps, which suggests that in China's equity
market, much of the bad news is being priced in.
However, rallies need fundamentals to sustain them,
not just cheap valuations.

What's encouraging is that we are finally seeing some
green shoots after a difficult period of property stress
and deflationary pressures. The policy shift in
September 2024 was important because it signaled to
markets that supporting growth is back on the
agenda.’ Recently, retail sales and industrial production
have been relatively robust. However, we're watching
closely to see if this momentum holds beyond the initial
stimulus bump.

Q: With the concerns of tariffs and policy uncertainties,
how should investors view China?

June: In a period of heightened volatility, we believe
active management is more necessary than ever to
navigate risks proactively. As we see it, the best way to
invest in China is to be very selective. We are very
cautious about potential geopolitical and tariff
impacts, and we avoid investing in businesses that are
directly affected by these risks. We invest in companies
that have competitive business models, which we
believe are positioned to grow earnings and cash flows
at an attractive rate.

We look for companies with wide and sustainable
competitive moats, long-term structural growth,
management teams who are capable and trustworthy,
who have demonstrated good capital discipline, and
business models that can self-finance growth. These
businesses usually have attractive financials, such as a
high return on invested capital, real organic revenue
growth, strong free cash flow, and healthy balance
sheets. We are very selective and identify what we
believe are the highest-quality 30 to 40 businesses for
investment in our portfolio.

TPolen Capital, Policy Pivot: China at a Crossroads, October 2024
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Q: Where do you see attractive investment
opportunities in China?

June: Through bottom-up fundamental research, we
are able to capture structural opportunities with a
long-term perspective.

In our portfolios, we have outstanding
companies that are leaders in industrial
automation, digitalization and Al, energy
transition and electrification, healthcare
improvements, and the fulfillment of evolving
consumption needs.

These companies have delivered robust annual earnings
growth of mid-to-high teens in the last couple of years,
even when the overall macro environment has been
challenging. Also, with their attractive cash flows and
balance sheets, these businesses have shown good
capital discipline in increasing dividend payouts and
doing more share buy-backs to improve shareholder
returns.

Q: Where are you seeing the most interesting
opportunities in consumption?

Kevin: The consumption story has fundamentally
changed post-pandemic. What's fascinating is how
quickly Chinese consumers have shifted from buying
things to buying experiences. Travel is one clear
example. Consumers are putting more budget on
traveling, but they are spending differently when they
travel. Instead of coming home with suitcases filled
with goods, they're shifting their priorities toward
unique experiences like concerts.

Trip.com is a prime example of a company benefiting
from the tailwind of the experiential consumption
trend.?2 The competitive landscape has also improved
vastly. Ten years ago, this was an industry where
venture capital funded fierce price competition. Now,
with high customer acquisition costs and ByteDance
unable to gain traction, the competitive dynamics have
rationalized significantly.

Q: What aspects should investors think about when
investing in consumer companies where China is a big
end market?

Kevin: Consumers are putting less budget toward their
normal routines and more on getaways. For example,
within sportswear, outdoor sneakers are growing fast
while basketball shoe sales are declining. Also,
consumers are now more open-minded in terms of
brands, putting considerations on factors like materials
and local aesthetics when making decisions. This opens
an opportunity for several domestic brands, while the
global brands that don't adapt lose relevance.

Q: Are you concerned about China's demographics and
the impact on long-term growth?

Yingying: Indeed, population aging and the shrinking
labor force are significant trends in many countries,
including China. However, challenges also bring
opportunities. For example, we believe automation is
an important structural trend in the coming decade. It
is a powerful tool to enhance productivity and ranks
among the top priorities for policymakers in China.
From 2020-2023, robot density grew at about 25%
CAGR in the country, much faster than the global
average of less than 10%. By annual installation, China
alone accounts for half of the volume globally.3

The automation industry is a sticky business and was
long dominated by foreign multinational corporations
in Europe and Japan. For example, the large-size
programmable logic controller (PLC) sector is fully
dominated by foreign players with Siemens alone
taking about half the market share.* As such,
localization, improved quality, and the reliability of core
components for international standards are all mission-
critical.

Chinese companies have put a lot of effort
into R&D and have gradually evolved from big
consumers of industrial robots to increasingly
meaningful producers of them. We believe
these companies will enjoy a long runway of
growth, benefiting from China's growing
auvtomation market and continued
localization.

2Trip.com was a holding in Polen's China Growth strategy as of 31 March 2025.

3|International Federation of Robotics, World Robotics 2024

4APLC is a specialized computer used to control and monitor industrial processes and machinery. It functions as the "brain”

of an automated plant.
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Q: How would you rate the competitiveness of Chinese
companies?

Yingying: For industrial robots, the core technology is
led by European and Japanese players, and China is
trying hard to catch up. However, this might no longer
be the case in humanoid robots, where China files
about two-thirds of patents globally.> In fact, a similar
story has already played out in electric vehicles. For
internal combustion engines (ICEs), global original
equipment manufacturers (OEMs) dominate China's
passenger vehicle market with over 70% share.® But
when the industry marched into electric vehicles (EVs),
the dynamics shifted dramatically.

Local OEMs take the opportunity of technology
disruption and become increasingly competitive,
accounting for 80% of EVs sold in the country. Today
China accounts for 60% of global EV sales and leads
penetration globally.” During this transition, we
witnessed the rise of a few highly competitive local
brands with impressive innovations on various fronts
rolling out rapidly. Recently, we have also seen an
accelerating adoption of Advanced Driver Assistance
Systems (ADAS) in China, which could potentially make
local OEMs more compelling than ICE incumbents
globally.

Q: Lastly, what would be your one piece of advice for
investors considering China today?

June: Look past the short-term market noises and
focus on business fundamentals. Some of the world's
best "compounding machines" are companies listed in
Hong Kong and China. When there is a pessimistic
outlook toward the region, it can offer patient investors
with a good understanding of the market the
opportunity to invest in wonderful businesses at
attractive prices. Doing the work to build that
understanding is essential, though.

Kevin: Dig deeper to understand what lies beyond the
headlines. For example, a simplistic narrative that
Chinese consumers are "not spending” misses how
profoundly spending patterns are evolving.

Yingying: Today, many Chinese local leaders are
becoming increasingly competitive in the global
context. This means overseas expansion could bring
further room for growth.

5Google Patents and Morgan Stanley Research, 2025
6 Chinese Association of Automobile Manufacturers, 2025
7 BloombergNEF, Electrical Vehicle Outlook 2024
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Key Takeaway for Investors

While China's economic transition creates volatility,
we're finding compelling opportunities in companies
that are innovating, gaining share, and returning
capital to shareholders. In our view, the key is being
selective. For active investors who have deep
knowledge of the fundamentals and exercise strong
investment discipline, we believe there are attractive
alpha opportunities in the China markets.
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Important Disclosures

This information has been prepared by Polen Capital without taking into account individual objectives, financial situations or needs. As
such, it is for informational purposes only and is not to be relied on as, legal, tax, business, investment, accounting, or any other advice.
Recipients should seek their own independent financial advice. Investing involves inherent risks, and any particular investment is not

suitable for all investors; there is always a risk of losing part or all of your invested capital.

No statement herein should be interpreted as an offer to sell or the solicitation of an offer to buy any security (including, but not limited
to, any investment vehicle or separate account managed by Polen Capital). This information is not intended for distribution to, or use by,

any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Unless otherwise stated, any statements and/or information contained herein is as of the date represented above, and the receipt of this
information at any time thereafter will not create any implication that the information and/or statements are made as of any
subsequent date. Certain information contained herein is derived from third parties beyond Polen Capital's control or verification and
involves significant elements of subjective judgment and analysis. While efforts have been made to ensure the quality and reliability of
the information herein, there may be limitations, inaccuracies, or new developments that could impact the accuracy of such information.
Therefore, the information contained herein is not guaranteed to be accurate or timely and does not claim to be complete. Polen Capital
reserves the right to supplement or amend this content at any time but has no obligation to provide the recipient with any supplemental,

amended, replacement or additional information.

Any statements made by Polen Capital regarding future events or expectations are forward-looking statements and are based on current
assumptions and expectations. Such statements involve inherent risks and uncertainties and are not a reliable indicator of future

performance. Actual results may differ materially from those expressed or implied.

There is no assurance that any securities discussed herein are currently held in a Polen Capital portfolio nor that they are representative
of the entire portfolio in which they are or were held. It should not be assumed that any transactions related to the securities discussed
herein were (or will prove to be) profitable or that any future transactions will equal the investment performance of the securities

discussed herein.

References to specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be, and

should not be interpreted as, recommendations.

The S&P 500° Index is a market capitalization weighted index that measures 500 common equities that are generally representative of
the U.S. stock market. The index is maintained by S&P Dow Jones Indices. The MSCI China Index is a market capitalization weighted
equity index that measures the performance of the large and mid-cap segments of Chinese market. The index is maintained by Morgan
Stanley Capital International. It is impossible to invest directly in an index. The performance of an index does not reflect any transaction

costs, management fees, or taxes.
Past performance is not indicative of future results.

This information may not be redistributed and/or reproduced without the prior written permission of Polen Capital.
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