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China Strategy

Finding the next multibaggers in China: When “Little”
becomes “Giant”

Every new cycle has new winners Kinger Lau, CFA
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in the right cycle has proven to be highly rewarding, as exemplified by the outsized Goldman Sachs (Asia) L.L.C.
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alpha from Commodity Cyclicals in the early 2000s, Financials in the late 2000s, and +é5292978_0200‘Si_fu@gs_com

Consumer/TMT stocks in the past decade. Goldman Sachs (Asia) L.L.C.

The recipe for multibaggers in Chinese equities

We examine 134 cases where individual names in the existing MSCI China universe
returned at least 10x within a rolling 5-year period over the past 2 decades and note
these common traits: 1) high realized growth rates; 2) strong small/mid-cap bias; 3)
favorable sector beta; 4) inexpensive starting valuations; and, 5) alignment with
top-down policy goals/directions. These five factors have collectively explained
almost 100% of the occurrence of these historical multibaggers.

All stars are aligned: Growing with Chinese “Little Giants”

Chinese “Little Giants” check many of the above boxes: They are emerging
companies handpicked by the authorities for explicit policy support. Sectorally, they
mostly reside in Cap Goods, (new) Materials, Tech Hardware, and Semi, which are
critical to Chinese national security, growth sustainability, and achieving “Common
Prosperity” In terms of market attributes, they are growthy small/mid caps trading at
historical-low and below-market valuations (PEG).

Introducing GS “Little Giants” Portfolio (GSSRCNLG)

Among the +700 listed “Little Giants’ we screen for 40 names with favorable
rankings in R&D intensity, management incentive plans, sell-side coverage, and
attractive growth/valuation profiles to gain targeted exposure to this compelling
story. They have an average market cap/ADT of US$4.5bn/US$61mn, trade at 25x
fP/E and 0.8x fPEG, and offer 36% 22-24E EPS CAGR. Our back-test shows that the
basket has risen 115% since 2020, outperforming MXCN/CSI300 by 146pp/123pp.

Investors should consider this report as only a single factor in making their investment decision. For Reg AC
certification and other important disclosures, see the Disclosure Appendix, or go to
www.gs.com/research/hedge.html.
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Every new cycle has new winners

® China’s economic achievements have been impressive since Deng Xiaoping
introduced “reform and openness/socialist market economy” in 1978 and made his
famous “Southern Tour” in 1992: China has delivered a GDP CAGR of 14% since
1990, become the second largest economy in the world (also 2nd largest in terms of
market value for equities and bonds globally), managed to grow its per capita
income to US$12,588 as of 2021 (US$19,170 in PPP terms), and has the largest
asset class in the world in its US$60tn residential housing market.

®  While the aggregate market cap of Chinese stocks (A shares and Offshore listed
combined) has also increased 17x since 2000, the realized equity returns at the
headline index level have significantly lagged the strong economic
performance: MSCI| China, HSCEI, SHCOMP have only gained 0%, -6%, and 3%
CAGR in USD terms (2% to 6% adding dividends) over the past 10 years during
which GDP growth was averaging 9% per annum. The realized market returns have
also trailed those from major equity markets globally, with SPX, SXXP TOPIX, and
Emerging Markets (MXEF) generating 14%, 6%, 6% and 2% total returns during the
same period despite slower macro growth in their respective home markets.

B In our recent Global Strategy Paper—The Asian Earnings Enigma—we discussed

some potential explanations for the disparity between equity gains and
economic growth in China, notably index composition shifts, shares dilution, and
compressing profitability due to various macro and sector specific reasons. At a
higher level, the issues around regulation tightening targeting the New Economy,

the increasing policy/socioeconomic pivot towards socialism and “Common
Prosperity” vs. pure market-driven capitalism, and other structural growth
headwinds such as a slowing property market, high systemwide leverage, and aging
population are also possible reasons for the lackluster equity returns.

m  While a simple buy-and-hold, beta-oriented strategy in the stock market may not be
the most efficient way to monetize the strong economic growth (potential) in China,
picking the right themes and sectors in the right cycle has proven to be highly
rewarding, as evidenced by the significant realized alpha from Commodity Cyclicals
in the early 2000s, Financials in the late 2000s, and Consumer/TMT stocks over the
past decade. Dividing the past 2 decades into 4 equal periods based on China’s
5-Year Plans, we note that the best-3 performing Industry Groups (GICS level 2) on
average gained 275% in each of the 4 cycles, outpacing the worst-3 performing
sectors by 311pp and the benchmark by 218pp. In our view, this underscores the
importance of embracing active investing (or dynamic tilt for passive investing) in
China and proactively shifting investment focuses as the economic and political
cycles evolve.
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Exhibit 1: China equity indexes have significantly lagged their
global peers in the past decade
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Exhibit 2: Strong fundamental growth hasn’t translated into equity
gains for Offshore-listed equities...
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Exhibit 3: ...as well as for A shares

Exhibit 4: Significant sector composition shifts in the benchmark
equity index over the past 2 decades

MSCI China sector weight over time (%)
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Exhibit 5: Significant rotation and return disparity across sectors over the past 20 years

MSCI China industry groups annual price return during past policy cycles

Policy cycles

10th 5YP
2001-2005

11th 5YP
2006-2010

12th 5YP
2011-2015

13th 5YP
2016-2020

14th 5YP

CAGR since

2021-now 2001/inception

MXAPJ 76% 55% -14% 61% -32% 4%
China 29% 127% -10% 82% -48% 4%
MXCN GICS Industry Groups
Capital Goods -4% 71% -27% -4% -22% 0%
Transportation 172% 69% -26% -14% -23% 4%
Autos & Components 164% 138% 13% 228% -51%
Consumer Durables 38% 54% -34% 257% -28% 6%
2 |Consumer Services - -28% 25% -64% 9%
% Commercial Services - - - 27% -36% 1%
9 Retailing - 153% -50% 11% -59% 0%
Software & Services -57% 144% 329% 315% -73% 8%
Media & Entertainment - - - -24% -52% -9%
Tech Hardware -36% 99% 10% 115% -60% 1%
Semiconductors - 67% -54% 162% -39% -3%
Energy 299% 140% -53% -18% _ 8%
Materials 312% 113% -52% 106% -28% 9%
Banks - 106% -17% 8% -22% 2%
-3l Diversified Financials -46% -35% -34% -46% -2%
Il Insurance - 423% -8% 24% -51% 7%
Real Estate 231% 108% 10% 45% -58% 7%
Telecom -15% 100% 7% -46% -28% -2%
Food & Beverage 118% 206% -43% 213% -36% 10%
Pharma & Biotech 57% -26% 16% 170% -51% 4%
Utilities 110% 24% 66% 18% -20% 7%
Health Care Equip & Svcs - - -16% 105% -58% -1%
Average of Top 3 281% 362% 140% 319% -1% 10%
Average of Bottom 3 -46% -10% -53% -35% -66% -4%
Gap 327% 372% 193% 354% 65% 14%

pricing as of Oct 3

Source: MSCI, FactSet, Goldman Sachs Global Investment Research
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The recipe for multibaggers in Chinese equities

Given the highly concentrated and dynamic nature of alpha distribution in China
historically, we examine the success cases in the stock market over a long run to
better understand the necessary conditions for generating excess returns, especially at
a time when the challenging global macro backdrop characterized by a worsening
growth/inflation trade-off, tightening policy, and elevated geopolitical tensions is
weighing on risk assets.

Specifically, we construct a study universe encompassing 134 names that were able to
generate at least 10x total returns within a 5-year rolling period (monthly) since 2000
based on the current MSCI China index constituents (721 stocks). On average, it took 47
months for these names to reach the 10x threshold, achieving a total return of 1900%
when they hit the peak price levels during their respective 5-year (or shorter)
outperfomance windows. In a nutshell, we observe the following common features
among those multibagger stocks:

1. High realized growth rates: 75% of the multibaggers managed to generate at least
40% revenue or profit growth during their outperformance periods. This reinforces
the core investing principle that earnings growth is the fundamental driver of equity
returns, and our belief that international investors have a structural preference for
Growth over Value in China (and in other developing markets more broadly) when
growth opportunities become increasingly scarce across the globe.

2. Strong small/mid-cap bias: Low base effect in most cases should be a favorable
condition for stock returns as far as market cap size and profit pool is concerned as it
simply implies larger headroom for growth, ceteris paribus. Additionally, the policy
emphasis of supporting SMEs in the real economy and capital markets, and the
regulatory restrictions regarding anti-trust and monopolistic behaviors should
theoretically bode well for small/mid caps over time. However, Size is far from a
sufficient condition for strong realized alpha empirically, with less than half of the
stocks in the universe embarking on their uptrend with an initial market cap below
US$500mn.

3. Favorable sector beta: As detailed in the bth edition of our China A Primer, China is
probably one of the best markets globally to trade/look for idiosyncratic alpha and
inefficiency arbitrage opportunities, reflected by its high intra-market return disparity

at both the sector and stock levels, a retail-dominated liquidity setup, and
still-limited/developing sell-side research footprint. The potential excess returns from
an active sector strategy approach could be significant as our previous analysis
shows that picking the “average” stocks (i.e. stocks with median returns) in the
“right” sectors (Industry Groups with top-quartile returns) would generate 25/34 pp
annual alpha over “outperforming” stocks (stock with top-quartile returns) in the

“underperforming” sectors (Industry Groups with bottom-quartile returns) in the
offshore/A-share market. Our study reveals that 66% of the multibagger cases took
place when their corresponding sectors outperformed in the rolling 5-year (or
shorter) periods.

11 October 2022 5
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4.

Inexpensive starting valuations: \\We note that 40% of the companies in our study
universe traded below 10x PE or 1x P/B before they eventually became
multibaggers. That said, the explanatory power of “low valuation” seems highly
linked to the market valuation cycles as 43% of the multibaggers took off when the
market was under significant stress, notably 2002-03, 2008-09, and 2015-16. It
suggests to us that valuation level might not be a sufficient condition to call a market
bottom nor a reason to derail a bull trend, but it does play an important role in
framing risk and reward, and driving excess returns in the long run.

Policy tailwinds: It is widely accepted/embraced by investors that it is critical to
align their portfolio with strategic policy goals and directions in China, especially
considering the regulatory shocks since late 2020 which have been mainly
responsible for the US$2tn erosion of market capitalization in the TMT sector since
then. As such, we leverage our news-searching tools with a specific focus on

articles from State-sponsored media outlets (e.g. Xinhua News, People’s Daily, and
China Daily, 2mn in total since 2005) to gauge the cyclical policy orientation at the
sector level over time. By mapping the relative strength of policy support per our
key-words analysis onto historical sector returns, we observe that the Policy factor
has coincided with 75% of the occurrence of multibagger cases since 2005.

While other (unobservable) factors might also be contributors to the strong returns, the
above five considerations have indeed collectively explained almost 100% (133 out of

134 cases) of the occurrence of historical multibagger stocks, with those satisfying

multiple conditions generally delivering higher absolute returns/alpha. Among them, Size

and Valuations have appeared to be less influential while Growth, Policy, and Sector have

been comparatively more dominant factors for the creation of multibaggers.

Exhibit 6: A very concentrated alpha distribution in Chinese Exhibit 7: China is still the place to look for organic Growth
eugities opportunities
Companies with >10% forward 3Y Sales growth
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Exhibit 8: “High growth” is a common feature of multibaggers

(#) Multibagger distribution by EPS/SPS CAGR
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Exhibit 9: Favorable bhase effect matters for ensuing returns as far
as Size is concerned

(#) Multibagger distribution by starting size
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Exhibit 10: Small/mid caps have outperformed large caps in the
past 15 years, but with significant ups and downs

Cumulative relative return in the past 15 years
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Exhibit 11: Historical multibaggers have been concentrated in
Materials, Cap Goods, and F&B
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Exhibit 12: Median stocks in top-quartile Industry Groups have
performed significantly better than top-quartile stocks in
bottom-quartile Industry Groups

Annual returns over the past 5 years for stocks and Industry Groups
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Exhibit 13: The occurence of multibaggers is negatively correlated
with prevailing stock valuations
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Exhibit 14: Low prevailing market valuations appear a necessary

condition for multibaggers
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Exhibit 15: Industry groups with more positive policy mentions from
official news tend to outperform those with fewer mentions

Average Industry Group Relative Performance by policy

2.5% 2.2% news mentions
2.0%
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Source: MSCI, FactSet, Goldman Sachs Global Investment Research

Source: Factiva, MSCI, FactSet, Goldman Sachs Global Investment Research

Exhibit 16: Our policy support heatmap based on news-searching technique

MXCN Industry Group policy news # from Chinese official media outlets

i 2008 2009 210 2011 212 2013 2014 2015 A6 2017 A01M8 2019 2020 2021 2022
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Y |Commercial Services (EF{R or FRIE{RAR) and (BRE or BBF or {Rif or FEM)
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Semiconductors (S or G4 and (£ or 887 or (B or RIR)
Energy (i or 461 or BEF) and (R or FEFF or {25 or BI#)
Materials (#ft or SRE or £ and (B or HiF or {Rif or Bk
Banks (ER4T and BE50) and (482 o IBF or (2HE or RIRD
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Source: Factiva, MSCI, FactSet, Goldman Sachs Global Investment Research

Exhibit 17: The five key common denominators of historical
multibaggers in the Chinese equity universe

# of stocks (out of 134 cases)

140 -, Note: 1)SPSg/EPSg CAGR >40% during outperformance period; 2)initial mkt

cap<US$500mn; 3)in sectors outperformed in the rolling 5Y periods; 4)initial P/E

120 | <10x or P/B<1; 5)in sectors with stronger policy support measured by articles
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Exhibit 18: The 5 conditions have collectively explained the
occurence of almost all 134 multibaggers in China in the past 20
years

Average Total Return
within 5Y (multiple)

# of criteria met # of stocks

0 1 11x
1 10 15x
2 27 18x
3 70 20x
4 24 24x
5 2 34x
Sum 134 20x

Source: MSCI, FactSet, Goldman Sachs Global Investment Research
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Exhibit 19: 134 names in the existing MSCI China universe had returned more than 10x within 5-year rolling periods over the past 20 years

Multibaggers in MXCN constituents: achieved over 10x total return within 5-year period”®
Max Total Industry Max Total
Name Industry Group Start Date End Date Retum within |Ticker Name Group Start Date End Date Return within
5Y (multipla) 5Y (multipla)

NTES UW NetEase Media Sep-01 Mar-08 152x 285 HK EYD Electronic IT Sep-12 Sep-17 14x
1268 HK MeiDong Auto Retaling Feb-16 Nov-20 8¢ (2338 HE  Weizhai Power Industrials Feb-06 Mov-10 1dx
2333 HK Great Wall Mator Autos Mov- 0B Oct-13 SV 1818 HK  Zhaoin Mining Industry Materials COct-08 Aug-11 14x
VIPS UN Vipshep Retalling Apr-12 Mar-15 33k [BGHE LWV BeiGene Health Care Jul-16 May-21 14x
316 HK Orfent Overseas (Int) Transpartation Sep-02 Jul-07 47 (135 He KunLun Ensrgy Utilities Qet02 QetL7 14x
1579 HK Yihai International Food Bev Jan-17 Jan-21 42 302 HK Huaneng Power Utilities Feb-00 Iar-04 14x
B00348 CG Inner Mongolia Yitai Coal Energy Sep-03 Oct-07 42¢ 503737 CG SKSHU Faint Malerials Dac-18 Jun-21 132
6365 HK Flat Glass. Semis Jul-1B Aug-21 A0k (3323 HK  Mational Building Material Materials May-06 DetL7 13x
NS UN HIQ Autos Qct-19 Jan-21 39x 002192 ©S YOUNGY Materials Qct-18 Aug-21 13z
700 HK Tenzent Madia Jan-05 Dec-02 38x (SDS U0 GDS Roldings IT May-17 Jan-21 13x
1066 HK Shandong Weigao Medical Healthcare Equip Apr05 Apr-10 37k 288 HK Kingdee Intemational IT Jun-16 Dec-20 13x
358 HiK Jiangxi Copper Materiats Oct-02 Sep-07 36x 322 HR Tingyi Cons Stpl Mar-05 Mov-08 13x
688 HK CoLl Real Estate Mar-03 Det-07 3dx 300601 CE Kangtai Biological Health Care May-17 Jul-20 13x
189 HK Dongyue Materials Feb-0B Jun-11 33 1819 HK  COSCO SHIPPING Industrials Cct-05 D7 13x
014 HKC Anbui Coneh Cament Materials Mov-02 Oet-07 33¢ 3008 HK  Bosideng Internatonal Cons Dise May-17 Aug-21 13x
1109 HK China Resources Land Real Estate Apr-03 Det-07 33k 501633 CG Great Wall Motor Cons Disc Dec-18 Oet-21 13x
2500 HK Aluminum Carp af China Materiale Sep02 Aug-07 32y (002460 C5 Ganfeng Lithium Matertals Jan-17 ALg-21 13x
2382 HK Sunny Optical Tech HW Sep-11 Aug-15 32¢ 5185 HK  CanSino Biclogics Health Care Aug-18 Jun-21 13x
1882 HK Hailian Intemationzl Hidgs Cap Goods Mov-08 Oci-13 31x 803798 CG Zhejiang Huayou Coball Materials Feb-16 Jan-21 131
2313 HK Shenzhou Int’l Cons Dur Oct-0B May-13 30x JOD0733 CS Zhenhua Science & Tech IT Dec-18 Jun-22 13x
2883 HK Zijn Mining WMaierats Aug-04 Oci-07 30x |303806 ©G First Apphed Material IT Jul-18 Aug-21 12x
200596 CS  Anhuai Gujing Distilery Food Sev Qet-08 Aug-11 30¢ 300347 TS Tigermed Consulting Health Cars Jana7 Jun-21 125
754 HK Hepson Development Real Estate Dec-02 Oct-07 23 3002309 ©C Wanhua Chemical Materials Mar-16 Feb-21 12x
300274 CS  Sungrow Fower Supply Cap Goods COct-18 Jul-21 209¢ 2628 HK  Chinza Life Insuranca Financizls Apro4d Cet-07 122
DO UN Dago Hew Energy Semis Apr-17 Fab-21 28« 2260 HK Wi Biclogics Health Cars Jul-17 Jun-21 12x
1211 HK BYD Autos Oct-05 Mar-10 2Bk [2BB3HK  Qilfield Senvices Erergy Apr-03 Det-07 12x
1548 HK Genscript Bictech Pharma Jul-15 Jun-21 27 503486 TG Ecowacs Robolics Cons Dise Mow-19 Jun-21 12x
61100 CG  Hengli Hydraulic Cap Goods. Feb-18 Jan-21 27k 148 HK Kingboard Holdings IT Qet-02 Sep-07 12x
B00309 C5 Ximghuacun Fen Wine Food Bey Feb-16 Dec-20 27w 002326 SS Zhejiang Yongtal Techrology Materials Jun-18 Oet-21 12x
300861 CE G Micro Semis Jul-17 Jul-21 25k 300015 CS Ajer Eye Hospital Health Care Mar-17 Jun-21 12x
TaL UN TAL Educaticn Cons Svcs Jan-13 Sep-1T7 25¢ 500438 ©G Tengwel Cons Stpl May-17 Aug-21 12x
BIDU Uw Baidu Media Apr0B Mar-11 24x |3883 HK  Kingsoft Comm Sves Feb.09 Jan-14 12x
2331 HK Li Ning Cons Dur Jul-18 Jun-21 24x 500480 CG Silan Microelectronics IT Jan-17 Jul-21 12x
257 HK China Everbright Int'l CommEFral Sves RAprd3 Det-07 2% |2020 HK ANTA Cons Dise Jul-18 Jun-21 12x
300014 CE EVE Energy Cap Geads Oet-18 Nev-21 23 1171 HK  Yanzhou Coal Mining Erergy Mar-00 Feb-05 12%
002709 CS  Tinel Materal Materials Qet-18 Oct-21 23k BILI W BiREil Media Bpr-18 Feb-21 12x
37T HK Ewgijing Enterprises Water Vtilities Feb-08 May-08 22¢ 1988 Hi China Taizing Insurance Insurance Jul-05 MNev-0@ 11x
002781 CS  Guangdong Kinlong Cap Goods Dec-18 Jul-21 21x 002920 G5 Desay SV Automotve Autos Dec-18 Jul-g2 11x
2018 HK LAC Technologies Tech HW Mov-0B May-13 20x 1368 Hi Xinyi Solar Semis Feb-16 Dec-20 11x
3311 HK China State Construction Cap Goods Aug-05 Jul-02 20k | 144 HK China Merchants Port Trans portation Dec-02 DetL7 11x
1772 HK Ganfzng Lithium WMaterials Aug-19 Aug-21 20¢ 2688 HK  ENN Energy Holdings Limited Utlities Ject-02 Sep-07 11x
1030 HK Seazran Group Real Eztate Sep-14 Jun-13 20x |26B9 HK  Nine Dragens Materials Oet-08 Nav-CD 11x
1177 HE Sino Biopharm Pharma Dec-0D Jun-03 20x HTHT UW  H Waorld Group Cons Svos Jun-13 May-18 11z
1044 HK Hengan HH Produets Dec-02 Nov-07 19¢ 2518 HK  Ping An Insurance Jul-04 SepL7 1%
002176 CS  Jiangwi Special Electriz Motor  Cap Coods May-20 Aug-21 19% 584 HK Eeijing Capitel Intemational Aiport  Trans poriation Qet-02 Sep-07 11x
002371 CE  NAURA Technelogy Sems May-17 Jul-21 i8¢ (11893 HK  China Resources Gas Utlities Cect-08 Apr-13 11x
603185 CG  Shangj Auternation Cap Goods Mov-10 Aug-21 10¢ [WB LW Weibo Media Sep-16 Jan-18 11x
002312CS  “Yunnan Energy New Material  Malerials Jan-17 Oci-21 18 ||386 HK China Peiroleum & Chemical Energy Hoy-02 Qe 07 11x
E012CG LONG| Green Ensrgy Sems Dec-18 Det.21 18¢ [3B08 HK  Sinotruk Hong Keng Cap Goods Jan-18 Jul-20 1%
831 HK Zhongsheng Groug Retailing Feb-16 Mov-20 18x [|551 HK Sany Heawy Cap Goods Sep-16 Aug-21 11x
2238 HK Guangzhou Aulomabile Autos Feb-00 Jan-04 18 |ZLAB UG Zai Lab Pharma Cet-18 May-21 1x
136 HK Ruyi Holdings Madia Mar-2D Fab-21 1Bx ||2669 KK China Ovarseas Real Estata Fab-16 May-20 11x
GATE3CG  Topchoice Medical Healthcare Equip Aug-17 Jun-21 18x 1985 HK  Ewer Sunshine Lifestyle Services  Real Estate Jan-18 Jan-21 11x
[B53 HK MicroPort Scientifie Healthcare Equip Feb-16 Jan-21 18k (2357 HE  AwiChina Cap Goods Dec-05 Det-10 11x
570 HK Trad Chi Med Pharma Oct-08 May-13 17x 500519 G Kweichow Moutai Food Bev Jan-16 Dec-20 11x
(000799 CS  Jiugui Liguor Food Bav Oct-1B Jun-21 17x | 300223 CS Ingeric Szmiconductor Semis DJet-18 Jul-21 11x
000926 CG  Becsight Software Software Feb-00 Jun-01 17x [958 HK China Suntien Green Energy Erergy De¢-16 Sep-21 10x
B57 HK PetraChina Energy Mov-02 Oct-07 17x [ 300750 &5 CATL Cap Goods Aug-18 Mov-21 10x
002568 C2  Shanghai Bairun Investment Food Bev Oet-18 Jun-21 17¢ 002128 CS TCL Zhonghuan Semis Oet18 Jun-22 10x
601828 CG  China Tourisrn Oroup Duty Free Retailing Dec-16 May-21 16x 158 HK Tsingtac Brewery Food Bev May-00 Oet-03 10x
1585 HK Yarlea Group Autos Jun-18 Jan-21 15¢ 002850 CS Kedali Autos Oet-18 Nawr-21 10x
3005905 CE  Ovetek China Healthcare Equip Jul-17 Jun-21 18x 500436 CG Fientzehuang Pharma Pharma Fak-16 Jan-21 10x
175 HK Geely Autos Oct-08 Oci-10 15¢ |000893 S5 Asia-Potash Int'l Materials Jul-18 Apr-22 10x
002714 €S Muyuan Foods Food Bev Jan-17 Feb-21 15x 300770 G Sichuan Swellfun Food Bev Sep-15 Mug-20 10x
300122CS  Zhifel Biokogicel Products Pharma Jan-17 Apr-21 13x 000155 G5 Sichuan New Energy Power Cap Coods Jan-19  Aug-21 10x
00132 CG Chongging Brawery Food Bav Jul-16 Jun=21 15¢ [E00346 COG Hengl Fetrochamical Materials Jun-18 Jdan-21 10%
384 HK China Gas Ulilities Qct-08 Jul-13 15« P00 UW  FDD Retaling Det-18 Dec-20 10

“hased an curren! constituents, calculated by monthiy dala since 2000

Source: MSCI, FactSet, Goldman Sachs Global Investment Research
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All stars are aligned: Growing with Chinese “Little Giants”

What are Chinese “Little Giants”? Since 2018, the Ministry of Industry and
Information Technology (MIIT) has selected more than 1Tmn SMEs and/or emerging
companies concentrated in the Technology and Industrial sectors as strategic
development focuses by 2025. Later on, the chosen companies were further
categorized into four main tiers—Innovative SMEs, SRDI (Specialized, Refined,
Differentiated, Innovative) SMEs, “Little Giants” and Niche Market Leaders—depending
on their size, industry positioning, business maturity, and technological competitiveness.
Among the four groups, the “Little Giants” cohort seems to have received the most
attention from the authorities from both the media propaganda and actual policy
implementation (e.g. specific measures at the Central and Provincial government levels)
standpoints. Out of the full “Little Giants” universe with a total 9119 companies as of
August 2022, 703 of them (or their parent companies/main subsidiaries) are listed in A
shares based on the mapping from WIND, mostly hosted by the ChiNext and STAR
boards.

Top down, listed “Little Giants” check many boxes that define the successful
formula of historical multibaggers:

®  From a policy alignment perspective, they are handpicked by the Chinese
authorities for explicit and comprehensive policy support, spanning
administrative measures, easier access to capital markets, to tax incentives and
direct subsidies.

m  Sectorally, the listed “Little Giants” mainly reside in Cap Goods, (new) Materials,
Tech Hardware, and Semi, all of which are critical to Chinese national security,
growth sustainability, and supply chain stability, in our view.

m  Thematically, they are well synced with, and are essential building blocs to, the
“Common Prosperity” vision considering their sector exposures/composition

according to our “Common Prosperity” framework.

B |n terms of market attributes, the listed “Little Giants” carry a strong small/mid-cap
flavor in the context of A shares, averaging Rmb76bn/US$1.1bn of listed market
cap, but with a reasonably strong liquidity profile of US$16mn of ADT.

®  Fundamentally, they realized 22% top-line and 21% of bottom-line growth in the
past 2 years on a median basis, and are expected by \Wind consensus to generate
35% EPS CAGR in the next 2 (2022-2024E) years vs. 21% by CSI300. Their
historical profit growth track record may not appear as strong as their STAR and
ChiNext peers, but they have similar profitability, ROE, and R&D statistics. They on
average trade over 21x fP/E on Wind consensus earnings (15x for CSI300), but look
attractively priced when their growth potential is taken into consideration, boasting
a PEG ratio of merely 0.6x.

11 October 2022 10
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Exhibit 20: “Little Giants” are handpicked by Chinese authorities for policy support, and appear strategically important to China in terms of
its growth sustainability and national security

r
»  Adhere to a certain link or product in - :“‘:“;:‘ ‘:f“d“:dq“"i""' nationwide ‘:"ith emphasis on
the supply chaly 4% ~ digitalization and green developmen
@ »  >3-year track record in the specific » At least one core business is supported by information
jalized market Refined systems in R&D, production, supply chain management, etc.
Spe: 'a":e »  Main business revenue / total revenue ¥ r Oblaingd _rleleun_t certification from developed cou.!ntfies
>=70% » Asset-liability ratio <=70% as of the end of the previous year
»  Average growth rate of main business
revenue >=5% # For enterprises with revenue >50mn and >100mn, R&D
e expenses should >6% and >3% of revenue respectively;
o - » >=10% nationwide market share by the - » For enterprises with revenue <50mn: paid-in amount
Oiferentated " ixdo productiis pecisgment L omaulfed vesors »80mn 14D epnses 30mn,
5 # High market reputation and influence .
: o:::: sell-dev;:uped brands with high . # Self-built or jointly established R&D institutions.
competitiveness g::;:;e:r:: ut:;:s lintellectual property rights related to
» (Waiver applies for nationwide innovation awards)
B
Niche market leaders (
Product J:;?: BRI, target #1K)
"R . y
» Manufacturing core basic components, key software, 3 "Little Glanu"{tﬁﬁﬁ“ MEA", target
advanced foundational technology, key basic #10k)

materials and industrial technology foundation
# Key fields in line with the national strategy of

manufacture, information infrastructure, core

technologies, data security, etc. °

SRDI SMEs(E TN 5 37 == /)» Ak, target #100k)

- >
Supply Chain f®\
i Q.9 o Innovative SMEs (BIFFEch/\ YL, target #1mn)
# Positioned at the key link 1
of the supply chain Rule: the Interim Measures for the Administration of the Gradient

Cultivation of High-quality Small and Medium-sized Enterprises

(4

Note:' All currency units are RMB. All June 2022
reQuirements must be met in the past 2 years

4 Rounds
9119 "Little Giants"
Announced by Area Policy Support Period
o OIS REPELIE OF S Subsidize RMB 6mn each (2mn each year) by national government; extra RMB 0.2-2mn by local
Fiscal government; Preferential tax policy (vary at local level): lower VAT, profit tax; tax deduction by
STATE TAKATION AMINISTRATION RE&D expenditure
Wew  OF THE PEDPLES REPWSLIC OF (oot
MIT Financing Broaden fi ing ch Is for SMEs, and prepare high-quality ones for IPOs
Q Valid for 3
Tinas Resource  Leverage market mechanism to allocate technology, h capital and data to these “Little years
Allocation Giants™ (eligible for
Regulation  Lower barriers to entry by streamlining administrative and regulatory power Jor 3 more
TRLRwY grorg

Digitalization Implement special action plans to enhance SMEs’ ability to use digital and design resources

NRDC
&S
Support service agencies to develop service projects for innovative “Little Giant™ enterprises,

Public Service i conduct extensive management consulting and talent training

Source: Wind, MoF, STA, MIIT, Data compiled by Goldman Sachs Global Investment Research
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Exhibit 21: Case studies: Policy support to Little Giants in Zhejiang and Guangdong

Zhejiang Guangdong
Fiscal An one-off extra reward of RMB 0.5-1mn An one-off extra reward of RMB 2mn
The "Zheke Loan" provided Little Giant
enterprises with an increase of >30% on the Proportion of the "little giant" enterprises
Financing mortgage-free guaranteed loan amount, an obtaining loans reached 74.3%, 30% higher
increase of the loan period for >1 year, and with than other enterprises

the best loan interest rate
Talents in the Little Giant Enterprise can apply
Resource for the senior professional titles and will be
Allocation provided supports in housing and children's

education
Establish pilot programs for digital
transformation. Each service platform should
complete the digitalization for >10 pilot
enterprises within a year

Each "Little Giant" enterprise in Guangdong will
own 2 quotas for talents on an one-time RMB
100,000 reward

Guangzhou gives 30% direct subsidy for the
digital transformation costs of Little Giant
enterprises

Digitalization

Zhejiang University has set up a number of | Guangzhou has spent >RMB 3 mn every year
ATICTIY I "Little Giant" talents cultivation and promotion  to purchase professional consulting services
projects for enterprise development since 2020

Source: Goverment websites, Data compiled by Goldman Sachs Global Investment Research

Exhibit 22: Media/policy emphasis on SRDI SMEs, notably “Little Exhibit 23: Many “Little Giants” are listed on ChiNext, followed by
Giants”, has been on a rise the STAR Board
Number of news articles in state-owned media with keywords # of "Little Giants" b
y Exchange/Board
120 @SRDI and "Little Giants" # Avg mkt cap
300 @Average mkt cap (US$bn) 16
100 BSRDI (Specialized, Refined, Differentiated, and Innovative) 256 :
® 14 1.4
250 .
1.3
80 0 ® 12 1 12
60 @ 09 e 1.0
150 0.8
40 122 06
100 90 X
“ Muala.ill e 2 [ o2
0 |m lﬁ @w I ®02 02
88&5&5&5&&&&&&&%&&&&%&& 0 0.0
2O At L Lo s 2O h Ll L LEL S5 ChiNext STAR  SZSE Main SSE Main BSE
T o = o T Qo =
§8§$§<§3,ﬁ2$oz‘382£§<§3—>2$ Board Board
Note: based on People's Daily, China Daily and Xinhua.net
Source: Wind, FactSet, Goldman Sachs Global Investment Research
Exhibit 24: Sectorally, “Little Giants” are mainly concentrated in Exhibit 25: Many “Little Giants” are small/mid caps and have
(New) Materials, Cap Goods, Hardware Tech, and Semi relativley thin liquidity at the tail end
Distribution of "LithI: Giants" Oth ICS Il Industry Group (USS$bn) Distribution of "Little Giants" (in percentile)  (Usgmn)
S 10 : 250
. - E
Equipment W23 302) 0 mlListed market cap 6M ADVT - RHS Mkt cap: $236n
Materials 213 8 : 200
7 1
6 1 150
1
5 1
4 1 100
3 1
1
Cap Goods 142 2 | Mkt cap: $550mn |||||||| 50
(23%) 1 1y —
Data label: Industry group [ .0
name + # of "Little Giants" Er 8888888588888 ¢8
+ market cap % T -
Source: Wind, FactSet, Goldman Sachs Global Investment Research Source: Wind, FactSet, Goldman Sachs Global Investment Research

11 October 2022 12



Goldman Sachs

China Strategy

Exhibit 26: “Little Giants” are expected by WIND consensus to deliver similar profit growth as their
ChiNext and STAR peers in the next 2 years

Fundmental Metric Comparison (based on median level of constituents)

GI';':':': STAR50  Chinext100  CSI300
# of stocks 703 50 100 300
Revenue 16% 31% 27% 14%
growth (yoy) 28% 51% 33% 24%
26% 76% 37% 20%
: 16% 49% 35% 24%
gr'f)awrtr:rzgzy) 36% 42% 31% 12%
38% 41% 30% 23%
31% 33% 26% 19%
Capex growth 30% 41% 39% 15%
(yoy) 56% 94% 64% 26%
RED Intensiy 5.6% 8.7% 6.0% 3.1%
5.7% 9.0% 6.0% 3.0%
profit margin 15% 17% 18% 15%
14% 18% 18% 16%
moE 11% 10% 14% 12%
10% 11% 15% 12%

AValues higher than peers are highlighted in green; earnings growth estimates based on Wind consensus

forecasts (median level of constituents with data available).

Source: Wind, Goldman Sachs Global Investment Research

Exhibit 27: “Little Giants” are trading on lower PE and PB relative to ChiNext and STAR stocks

12m fP/E(x) 12m fPEG(x)
—T High/low AMedian
50 - 2.0 -
1.8 -
40 1.6
31.2 1.4
30 4 A 1.2
212 214 1.0 W ols
A A 07
20 - 4 145 08 - L 06 4
A 06 A
10 - 0.4 -
B | 02 -
0 ; ; —— 0.0 —
g T 5 8 T T 5 8
< X @© » o 9
5 £ 2 8 b £ e ©
S £ S 5

based on median level of constituents

2021 P/B(x)
Interquartile range

14 -
12
10
8 -
6 2P aF
A
A 3|4
4
A 25
> A
0 . B
o o [2] o
Hn o £ o
e = & 2]
< X 5 O
o (O]
(‘7) £ [0} ©
£ =
© 3

Source: Wind
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Introducing GS “Little Giants” Portfolio (GSSRCNLG)

m  While the “Little Giants"” story seems compelling to us and could be a major source
of potential alpha generation in the years to come, it might not be a practical
theme for some investors given its broad universe (703 stocks, 57 sub-industries),
small/mid cap bias, limited sell-side footprint, and other corporate governance
concerns (e.g. accounting standards, ESG compliance).

B As such, we leverage various top-down growth, valuation, and R&D parameters,
corporate-governance related considerations such as the breadth of sell-side
coverage and management incentive plans, and accessibility factors (ADT and
Northbound eligibility) to distill the broad theme into a more confined universe.

m  The above conditions allow us to screen for 40 names (all Northbound Connect
eligible) from 17 sub-industries and form our GS “Little Giant” Portfolio
(GSSRCNLG), of which 13 are covered by our equity analysts. Sectorally, 85% of
the basket weights are concentrated in Tech (Hardware), Materials, and Health Care.
It has an aggregate/average market cap of US$180bn/4.5bn and ADT of
US$2bn/61mn, trades on 25x fP/E and 0.8x fPEG, and is expected by IBES
consensus to grow earnings by 36% CAGR over the next 2 years. While its absolute
valuations look high, the portfolio is trading on all-time lows in fP/E and fPEG terms,
both at -2.1 s.d. to their respective historical means.

Our back-test shows that the basket has gained 115% since 2020, significantly
outperforming CSI500, CSI300, and MSCI China by 109pp, 123pp, and 146pp
respectively. It has demonstrated a beta of 1.1 to CSI500, but only 1.0 to

CSI300/ChiNext and 0.8 to STAR, suggesting that it could be an effective vehicle to
buy Growth in China without taking excessive beta risk.

Exhibit 28: The constituents spread across 17 sub-industries, with a Exhibit 29: The basket has gained 115% since 2020, outperforming

strong “Hard Tech” flavor CS1500, CSI1300 and MXCN by 109pp, 123pp and 146pp respectively
GS "Little Giants™ Portfolio Performance index (rebased)
Comm Equip 2% Aerospace &  Others 4% 350

===GS "Little Giants" portfolio

Life Sciences Tools & Svcs Defense | L,
20/0

2% '
Electronic Components
‘0
HC Equip
0,

——CSI500
Comm 300

Chemicals CSI300

3% 21% 250 MXCN
215
4% 200
50/0 )

Biotech 150

Electrical Comp
6% Semis . - AMF\\,M\
- - 106
16% 100

Machinery 92
7% Biotech 50 69
8% o O O O o O = Y T = — N N N N N
Electronic Equip Pharma (::‘ o (\">, a@ ‘; CI 2 Q@ (:, o ‘; <: (:':‘ R (\">, a ‘;
© 3 © =] © =}
7% " Semi Equip 8% S=2°8§28=2°>8§238=2°>8

7%

Source: Wind, FactSet, Goldman Sachs Global Investment Research Source: Wind, FactSet, Goldman Sachs Global Investment Research
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Exhibit 30: The basket is trading at historically low valuations in Exhibit 31: The basket has been less volatile compared with
both PE and PEG terms ChiNext and STAR
PE (x) GS "Little Giants" Portfolio PEG (x) Beta of GS "Little Giants" portfolio
80 12m fPE  ===m12m fPEG - RHS 2.5 to benchmark indices Calculation based on
2.3 12 1.1 weekly returns since
70 2.1 o 1.0 1.0 2020
1.9 :
60
0.8x, 17 08 0.8
50 (21sd) 4 -
1.3
0.6
40 1.1
30 0.9 0.4
0.7
20 0.5 0.2
W 0 W 0w WO OO O OO0 O™ v v — NN NN
TUID R RT IR aqgao
A R R 00
S2356S28588 8238882558 88256 C€S1300 CSI500 ChiNext STAR
Source: Wind, FactSet, Goldman Sachs Global Investment Research Source: Wind, FactSet, Goldman Sachs Global Investment Research
Exhibit 32: The constituents of our Little Giants Basket (GSSRCNLG)
Top 50 (on avg %ile ranking) >3 >1bn >5mn

I'IIF;::U Revenue
(past 3y CAGR (past 3y
avg) (2021-23E) avg)

Ticker 3l sub-Industry

002812 CS  Yunnan Energy New Material Commadity Chemicals 5.0% 5% 51% 16% J 28 219 168

002042 CS  Unigroup Guoxin Microglectronics Semiconductors 50% 15% 2% 20%: 16 17.3 191
6058 Putailai New Energy Technalogy Specialty Chemicals 5.0% 5% 51% 13% J 17 109 =]
688063 GG Pylon Technologies Electrical Components & Equipment 5.0% % 109% 1% | 10 a7 133
300142 C5  Walvax Biotechnclogy Biotechnalogy S0% 17% 35% T4% [ 8.2 142
603290 CG  StarPower Semiconductor Semicondustors 5.0% T 48% 14% v 22 78 116
B03185CG  Wuxi Shangii Auiomation Industrial Machinery 4.9% 4% 1% % 4 74 188
002821 CS  Asymchem Laboratories Fharmaceuticats 4.5% 8% 2% 16%: J 20 67 139
300661 G5 36 Micro Semiconductors. 4.5% 17% 1% 215% J 2 B.7 77
300768 zgng nzheq) Llynaggnic  Cons Disc Cammaodity Chemicals 4.3% 5% 141% 26% J 14 B4 123
300699 CS  Weihai Guaremel Compodfés Commodity Chemicals 40% 11% 17% 18% J 12 B.1 56
BB8301 CG  Iray Technology Health Care Equipmant 36% 14% 28% 13% J 8 53 26
300604 CS  Changchuan Technolgy Semiconductor Equiprment 32% 24% 58% % | 7 49 85
002414 CS  Wuhan Guide Infrared Electronic Equipment & Instruments. 29% 15% 16% 17% [ 43 g1
688508 CG  KBC Corp. Lid. Class A Commodity Chemicals 26% 3% 8% 2% | 12 4.0 81
688188 CG  Shanghai Friendess Electronics Electronic Equipment & Instruments. 26% 13% 21% 17T% | 10 3% 1€
300357 CS  Wolwo Bio-Pharmaceubcal Pharmaceuticats 24% 1% 21% 2% 10 36 18
603127 CG  Joinn Laboratories Life Sciences Tools & Services 24% 5% 33% 0% 15 36 51
300487 C5  Sunresin New Materials Commaodity Chemicals 23% 6% 4B% 18% v 4 34 30
688200 CG  Huafeng Test & Control Technalogy Semiconductor Equipment 1.9% 13% 3% 14% | 18 28 41
300777 CS  Sinofibers Technology Commaodity Chemicals 1.9% 9% 2% 18% 5 28 45
003051 C5  Hebei Sinopack Electronic Technology Electronic Components 1.9% 13% 33% 10% [ 28 24
BBB019CG  Anji Microelectronics Technology Semicanductor Equipment 1.8% 21% 44% 13% J & 27 31
3007T5CS  Xian Triangle Defense Aerospace & Defense 1.T% 4% I6% 15% y 5 2.5 41
300035 CS  Hunan Zhongke Electric Industrial Machinery 1.4% 6% 5% 1% J 8 22 a2
688696 CG  Chengdu Xgimi Technology Cansumer Electronics 1.4% 5% 25% % V 14 2.1 32
300613CS  Fulhan Microslectronics Semicanductors 1.2% 20% 4% 12% | 7 18 43
300767 CS  QuakeSafe Technologies Canstruction Materials 1.1% 3% 105% 1% U 9 1.7 21
300841 CS  Kanghua Biclogical Products Biotechnalogy 1.1% 5% 43% 28% u T 16 24
300567 CS  Wuhan Jingce Electronic Electronic Equipment & Instruments 1.1% 16% 9% 14%: T 1.6 26
688016 CG  MicroPort Endovascular MedTech Health Care Supplies 1.1% 1% 30% 0% v ] 16 23
300638 CS5  Fibocom Wireless, Inc. Cammunications Equipment 1.1% 1% 33% 21% J 13 1.6 20
300394 CS  Suzhou TFC Optical Com C ications Equi 1t 1.0% 10% 265 18% | 14 1.5 25
300653 CS  Yantai Zhenghai Bio-Tech Bictechnalogy 0.8% 8% 23% 21% 4 1.4 19
300481 CS  Puyang Huicheng Electronic Matzrial Specialty Chemicals 0.9% T9% 21% 18% | [ 1.4 45
002810 CS  Shandong Head Group Commadity Chemicals 0.9% 45 354 2%, J 5 1.4 32
300811 €S8 POCO Holding Electronic Components 0.9% 5% 8% 13% J 5 1.3 13
300401 C5  Zhejiang Gerden Bio-chemical High-tech Pharmaceuticals 0.9% 6% 34% 17% 4 1.3 33
300685 C5  Amoy Diagnostics Biotechnalogy 0.9% 16% 18% 18% J 7 1.3 12
603666 CG_ Yijiahe Technology Industrial Machine: 0.8% 13% : ul 4 1.2 21

g
cdes: Prices as of Sep 30, 2022 Valuation ifems are VB/E/S consensws. Stocks that are not eligibie for Northbound Stock Connect have been sxcluded. "Baskel is marke! cap-weighted while weights of individual
companies have conducted managsment incentive plsns since 2016

Source: Wind, FactSet, IBES, Goldman Sachs Global Investment Research
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Appendix

Exhibit 33: Policy focuses are evolving in China as the economy grows, as exemplified by the four 5-Year Plans in the past 2 decades

Time period

Major objective

Key targets

- Average annual GDP growth at 7%

Realized GDP
growth and
unemployment rate

ith GDP
I Make the reform of the property rights system and fair

lcompetition system more complete

To build a relatively o - Registered urban unemployment rates at 5% v
complete social Quantitative f’er capita disposable income of residents increase by N Realized annual
security system and % annually _ GDP growth:
. make significant u Ra|_se_R&D funding to 1'50/." of GDP 9.8%
Tenth Five- 2001-2005 rogress in [ Optimize and upgrade the industrial structure Realized registered
Year Plan prog I Improve the national economy and social IT levels 9
establishing a modern X . . urban
enterprise system in Qualiative ;alf:liﬁ:—esstart the operations of more infrastructure unemployment rate:
state-owned . o 4.2%
enterprises. I Raise levels of qrbamzaﬂon
I Increase education enroliment rates
I Reduce natural population growth rate
- Average annual GDP growth at 7.5% v
- Urbanization rate up to 47% in 2010 v
Quantitative |- Registered urban unemployment rates at 5% v Realized annual
Obtimize and upgrade I Per capita disposable income of residents increase by N GDP growth:
El th Fi thz industrial stfgct re % annually 11.2%
Vear Plan | 2006-2010 | o e resource - Raise R&D funding {0 2% of GDP X Realized registered
utilization I Quality growth with focus on "greener” GDP urban
’ I Balancing growth and developing rural/inland unemployment rate:
Qualitative  jeconomies - 4.1%
I Preferring domestic demand over trade
I Further transition into a full market-based economy
- Average annual GDP growth at 7% v
- Urbanization rate increase by 4% v
Increase input in Quantitative o Eeglstelrteddt..lrban t:)r;employmerflt ratlzs att 5,% 5 v Realized annual
education and science ;%e;::gzlalel‘y Isposable income of residents increase by N GDP growth:7.8%
TvaeIfth Five- 2011-2015 and technology and I Raise research and development funding to more than Realized registered
ear Plan set goals for b 29 of GDP X urban
environmental - — unemployment rate:
protection. - Urbanization . 41%
Qualitative [ Household income increases R
I Housing reform
I Income redistribution and public service provision
- Average annual GDP growth at 6.5% X
- The value added of service increase to 56% X
- Registered urban unemployment rates at 5% v
Quantitative | Technological progress contribute to >60% of 3 Realized annual
leconomic growth GDP growth:
Thirteenth DOuFJling in(_;ome gO_al; [ Raise research and development funding to more than X 6:7% (20?9)
Five-Year Plan 2016-2020 |Use innovation to drive R.5% of GDP Realized registered
development. [ Encourage people to do business creatively and drive urban
innovation unemployment rate:
Qualitative [ Made in China 2025 ; 3.8%
I Economy needs a Rule of Law"
I National defense reform
I New national Urbanization
- Registered urban unemployment rates at 5.5% -
[ The added value of the digital economy industry
laccounts for 10% of GDP )
I Raise research and development funding gowth to
Quantitative |more than 7% ]
Strengthen the - Comprehensive food production capacity > 65mn tons -
Fil\:l:er:e eaernFt’:]an 2021-2025 I\;Ijglr:; e;:fgfgg:'s:‘i:é I Comprehensive energy production capacity > 460 mn : -
. tons of standard coal
common prosperity [ Average annual GEP growth in a reasonable range
I Keep the manufacturing industry proportion stable
Qualitative [ Ensure the disposable income growth broadly in line :

Note: Target data

hat is not available for fourteenth five-year plan is marked with "-".

Source: Xinhua.net, Reuters, Data compiled by Goldman Sachs Global Investment Research
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Exhibit 34: 134 names in the existing MSCI China universe had returned more than 10x within any 5-year periods over the past 20 years
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Exhibit 35: Distribution of multi-baggers by starting year & sector
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Source: MSCI, FactSet, Goldman Sachs Global Investment Research

Exhibit 36: Distribution of multi-baggers by ending year & sector
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