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2025 Outlook Series: Greater China Equities

In 2024, Greater China equities closed higher due to a series of
stimulus measures which catalysed the underlying structural
momentums and growth trends. In this 2025 outlook, the

Greater China Equities team will elaborate on four reasons for

more upside potential going into 2025 despite potential US tariff concerns and geopolitical headwinds,

as well as investment opportunities based on the 4As positioning for Greater China equity markets.

Powering up on technology,
localisation and globalisation

In 2024, Greater China equity markets closed higher
(see Chart 1) on the back of_stimulus and easing
policies spanning monetary and fiscal measures, as
well as the property and equity markets.

Despite near-term market volatility and uncertainty
driven by the US and geopolitical headwinds, there
are four reasons why we believe that Greater China
markets have more upside potential going into 2025.

1) New fiscal policy initiatives

2) Mainland China can navigate tariff situations
via different methods

3) Mainland Chinese corporates are “valuing up”

4) Mainland China/Hong Kong markets can re-
rate with better fiscal policy execution

1) New fiscal policy initiatives

The Chinese government's economic intentions
have changed drastically, and its policy actions have
been significantly stepped up since the end of
September 2024 (see Chart 2). Previous rounds of
fiscal policies were more supply-side driven versus
the predominantly demand focus of this round, which
is useful to drive a demand recovery. Fiscal spending
is expected to increase in 2025, with augmented
fiscal deficits set to rise. This will facilitate property
de-stocking, which should drive a recovery in the
property market. Local government debt swaps
should help reduce concerns about bad debts in local
government financing vehicles (LGFVs),
recapitalisation should make banks stronger, and
other consumption stimulus programmes will boost
and stimulate consumption growth.

Chart 1: 2024 global equity market performance (%, in US dollar)
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Furthermore, mainland China encourages parent
companies to buy back shares, which is positive for
the A-share equity market.

With concrete execution going into 2025, we believe
mainland  China’s  multi-pronged,  concerted
approach should set the stage for a further visible
economic recovery next year.

Chart 2: Summary of major fiscal policies

Area Details

Equipment e RMB150 billion of ultra-long-term special

renewal treasury bond funds have been fully allocated to
more than 4,600 projects as of late September
2024.

Consumer . e RMB150 billion of ultra-long-term special

goods trade-in treasury bond funds have been fully allocated.

Local e On 9 November 2024, the Ministry of Finance

government (MoF) allocated a one-off RMB6 trillion debt

debt swap ceiling increase to local governments.

o A RMBIO0 trillion package to reduce the amount

of local government debt.
Property e On 12 November 2024, MoF, the State

Administration of Taxation and the Ministry of
Housing and Urban-Rural
Development (MoHURD) jointly announced
lower property-related taxes.

e On 15 November 2024, MoHURD and MoF
announced that the urban village renovation
program would be expanded to nearly 300
cities from the previous 35.

Source: Manulife Investment Management

Chart 3: Local governments are increasingly
spending more on logistics, energy and new
infrastructure
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2) Mainland China can navigate tariff situations
via different methods

Tariff actions are not new. They were first
implemented by the Trump administration in 2018.
Since then, mainland China’s exports to the US have
declined while exports to the rest of the world have
risen. For instance, in 2017, mainland China’s
exports to the US (as a percentage of its export
share) stood at 19%. This figure had reduced to
14.8% by end-December 2023. Meanwhile, exports
to the rest of the world rose from 20% in 2017 to
23.5% in 2023. Therefore, mainland China has
effectively diversified its export destinations,
especially over the past few years.

Chart 4: Mainland China has exported less to the US
but more to the Euro Area, Vietnam, Mexico and the
rest of Asia
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Import substitution in the works

In addition, we believe that mainland China is
progressing well on import substitution, another way
to navigate geopolitical headwinds.

For example, in recent years, the US has announced
various regulations relating to semiconductor/chip
tools/artificial intelligence (Al) memory in mainland
China. However, the rules have not stopped
mainland China’s semiconductor industry from
growing. In fact, mainland Chinese semiconductor
manufacturers have accelerated their capital
investments in the domestic market to mitigate

2
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Chart 5: Mainland China accelerates on its technology roadmap

Key changes 2022 2023 Change 2024E Change Remarks

Overall: increasing production locally irrespective of the demand downcycle (2023) or upcycle (2024)

I_Fl Total number of IC 39 35 6% / / Increasing number
design companies (k) ' ' of players
—_—
China IC production (bn units) 324 351 8% 414 18% Increasing local

production*
China IC import (bn units) 538 480 -11% 518 8% Recovery in imports*

Technology: Logic to 7nm, DRAM to 18.5nm/LPDDRS

0 Q@ @

Logic 14nm =—» 7nm 7nm 7nm -
3 Faster progress in logic
19nm | 19nm 18.5nm Vs memory

@ memory LPDDR4 | LPDDR4 LPDDR4 | 2:2nM

*2024E is estimated based on the monthly run rate of in the first six months
Source: Company data, China Customs, China NBS, SIA, China SIA, Gartner, SEMI, October 2024
Note: lllustration is adapted from GS research
export controls over the past few years. For instance, 3) Mainland Chinese corporates are “valuing

global equipment makers’ revenue exposure to up
mainland China increased to between 32% and 50%
in the second quarter of 2024, as mainland China
procured more semiconductor production equipment
to localise operations.

Mainland Chinese corporates are “valuing up”.
During the first nine months in 2024, total dividends
and buybacks are on track to reach RMB 3 trillion this
year. Nearly 600 companies announced interim

In addition, the number of integrated circuit (IC) dividends in 2024, reaching new highs. As the
design companies in mainland China increased from Chinese government encourages companies to
3,200 in 2022 to 3,500 in 2023 despite the improve shareholder value, such moves are positive
semiconductor demand downcycle in 2023. for shareholders. We favour companies with growth
Mainland China’s IC production increased by 8% at a reasonable price (GARP) yield, improving
year on year (y/y) to 351 billion units in 2022-23 and earnings growth and payout ratios.

may reach 414 billion units in 2024, growing at 18% Chart 6: Total dividends and buybacks are on track to
yly. The mature nodes are import substitution reach RMB 3 trillion in 2024

capable (e.g., power semis, contact image sensor  Storo buybarks = Dividends

(CIS), radio-frequency (RF) and deposition tools), Share bugbacks/Divdends for o Ghinz isted uriverse (Rmb bn)

leading to a larger domestically built percentage of - avm
the value chain despite lithography remaining a :mm f’?m
bottleneck. Furthermore, mainland China is making wz; ZD:
significant strides in logic development (from 14 o
nanometres to 7 nanometres) and memory . II 1;00
development (2024E: to 18.5 nanometres low-power o I e
double data rate) (see Chart 5). OE!E!!!!!llohmmﬂﬁmm .

2024YTD

In short, mainland China is ready to strategically
navigate tariff situations given its robust local and Source: Wind, FactSet, GS research, as of September 2024. Note: 2024E

lobal | hai K based on companies with available consensus estimates for dividends;
global supply chain network. otherwise 2023 actual numbers were used; Share buybacks in 2024E
included YTD actual buybacks as estimates data were generally not available.
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4) Mainland China/lHong Kong markets can re-
rate with better fiscal policy execution

Overall, we saw some modest green shoots in the
October data, which set the stage for potential
growth acceleration of gross domestic product (GDP)
into 2025. Following mainland China’s monetary and
fiscal policy announcements, major macro data
improved in October 2024. For example, the Caixin
China Purchasing Managers’ Index (PMI)
Manufacturing survey improved to 51.5, and the
Caixin PMI Services survey improved to 51.5 in
November (the second consecutive time both have
been above 50" since April 2024).

Despite mainland China/Hong Kong markets rallying
by around 15-33% this year (see Chart 1), the
valuation of the MSCI China index is still trading at
10.5x-11x forward price-earnings (P/E). Even though
near-term earnings will likely be affected by tariff
concerns, the valuation of the MSCI China index can
expand with a sustainable corporate earnings
recovery. For instance, if earnings growth can reach
10-15% yly coupled with a sustained recovery, we
believe it can be re-rated to 12x-15x, depending on
earnings.

Investment process and framework: GCMV + Catalyst

Analytical framework - GCMV Investment framework
Growth Management @)

- Pricing power - Management track
- Cost efficiency record _ .
- New product cycles - g:;“:r‘]:gfﬁ;m" Valuation
- ESG risks & - inavft

gap

opportunities psstnent
PP - Governance structure

Top down &
iT Bottom up
ELENVEH

Cash-flow Valuation Catalyst
generation

- Value creation
- Cost & margins - Fair value analysis
- Capital structure - Secular ESG trends —
- Ability to finance growth
- Overall financial
strength

- What has been —
priced in?

Share price re-rating

Source: Manulife Investment Management

" A reading above 50 indicates an expansion in manufacturing activity,
while a number below that reflects a contraction. SSE.

Our investment process

Our investment team uses the GCMV (growth, cash
generation, management, valuation) + catalyst
framework to conduct investment research.

This framework is applied for all company analysis
and helps to identify companies with competitive
advantages, strong financial profiles, earnings
catalysts, and management teams that have created
value for shareholders. Despite this focus, the
investment team believes earnings alone are not
sufficient to build conviction on a stock.

When we assess the growth potential (the “G”) of a
company, we first identify the key drivers of growth
and determine the sustainability of growth. This
growth should be supported by the company’s ability
to generate healthy cash flow (the “C”), which the
management can use to reinvest on expansion and
sustaining growth. We also assess the quality of
management (the “M”). We believe good managers
will be able to allocate capital efficiently, drive the
business forward and capture good growth
opportunities. Once we have identified companies
that have satisfied these criteria, we determine the
valuation of equities (the “V”). We will also identify
the catalyst(s) that will close the valuation gap
between the price and intrinsic value of the stock.


https://english.sse.com.cn/news/newsrelease/voice/c/c_20241203_10765367.shtml
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4As positioning

For Greater China’s 4As positioning, we believe that
there are four megatrends (i.e. the 4As) that present
growth opportunities, which the team invests in via
the GCMV lens.

Greater China’s 4As positioning remains intact
in 2025

A cceleration:

Consumption may further
improve on mainland China’s
pro-growth policies

Advancement: A utomation:

Advancement in tech in mainland
China continues with new development
e.g. Edge, Al, VR glasses

Automation for manufacturing
of high value-added products
such as EV, IT products

Source: Manulife Investment Management

e 15t A — Acceleration
e 2" A - Aboard

e 39 A - Advancement
e 4t A — Automation

e 15t A — Acceleration

Mainland China’s recently announced monetary and
fiscal policies are powerful which may help
accelerate domestic consumption demand.

First and foremost, mainland China’s excess savings
are holding up well in 2024. If policy execution in
2025 remains intact, corporate earnings may further
improve, boosting consumer confidence and a
willingness to spend. We favour service-oriented and
niche consumption sectors, including:

e Technology, media and telecommunications
(TMT) and platform companies (e.g food
delivery, online music)

e Education

e Tourism

e Home appliance (e.g. smart appliance)

Mainland China online music

Mainland China has a significant total addressable
market (TAM) upside in music sales as its online
music industry remains under-monetised and
underpenetrated.

Music is the third most popular interest for the
mainland Chinese youth user group, according to
Quest mobile. Therefore, we see large growth
potential in terms of mainland China’s music revenue
scale as of nominal GDP proven (see Chart 7).

Chart 7: Top interests by share of active youth users
(February 2024)
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Chart 8: Music revenue scale as of nominal GDP
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Mainland China's music subscriber level is now at
130-140 million, just about half the total number of
video subscribers (250-300 million).

We favour players who can achieve margin
expansion by leveraging music content cost and
increasing self-produced content with stable
operating capital expenditure. Key catalysts include
the average revenue per paying user (ARPPU)
cycle, broader content and greater monetisation.
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Below is an investment case for an online music
player via the GCMV plus catalyst lens:

Investment case: A mainland Chinese online
music platform company

Growth (G) - The duopoly structure of mainland China’s
music streaming industry with limited
competition

« Rising penetration of paid subscribers with
monetisation opportunities in mainland China

« Improving product mix with the launch of
premium membership with a higher average
selling price (ASP).

Cash Flow (C) +  Positive operating cash flow (OCF) with a
recurring subscription-based revenue model
« Net cash
Management » The chairman has been with the group since
M) 2008.

«  Stable shareholder structure, with two major
stakeholders accounting for more than 60% of

shares

Valuation (V) « Trading below a five-year historical average on
P/E

Catalyst » Rising ARPPU

(Catalyst) « Narrowing promotion discounts

Chart 9: A mainland Chinese online music platform
company outperformed
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vs MSCI China Communication Services -7%

350

300

250

200

150

Price Index rebased to 100

100

50

0

2020
2020
112022
04/2022
07/2022
10
01
0

2022
2023
2023
2024
2024

S B S . T B T e S BT S S S . T S T Sl
o o

10/2020
2021
2021
2021

04
07
07/2023
102023
01
04/2024
07/2024

10/2021
10

04
07

MSCI China Communication Services
——A Chinese online music platform company

For illustrative purpose only. Source: Manulife Investment Management,
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total return of the position in the representative portfolio.

Mainland China education

We believe the mainland China education sector's
demand for non-academic services remains strong,
independent of macro trends. Following the industry
consolidation that has taken place since 2021

(‘double _reduction’), the overall competitive
landscape has become more favourable.

The total addressable population is now more
targeted towards elementary school students in tier
1-2 cities (26.1 million) instead of the total after-
school (K12) population of 184.2 million. The
‘survivors’ in the industry benefit from a higher
average selling price (ASP) per class and better
margins from new business model innovation (aside
from ‘traditional classes’).

We favour leading players with brand reputations
and rich experience with tutoring while leveraging
their strong research and development and teaching
systems (e.g. smart tablets) to gain market share.

Chart 10: Mainland Chinese student population

College: «
19.7m

Gaokao (College Entrance Exam)

High school:
27.1m

" :
Zhongkao (High School Entrance Exam)

Middle school:
51.2m ‘—L

No Entrance Exam

Primary school:
107.3m

Target market for non-academic AST

Source: National Bureau of Statistics, population as of 2022.

We also see education and online music/gaming as
relatively safe havens from a bottom-up perspective.

e 2" A _ Abroad

Mainland China remains a leader in the global supply
chain, commanding dominant market positions in
major product categories. For example, the country
is a leading supplier of air conditioners (75% of global
supply), solar modules (86% of global supply),
lithium batteries (81%), electric vehicles (66%),


https://www.chinadaily.com.cn/a/202309/01/WS64f1677fa310d2dce4bb35ed.html
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Chart 11: Mainland China remains a leader in global supply chain
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=

Air Solar Lithium Electric Power Steel Construction
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Overview - China’s global supply position, changes in domestic demand and exports

China supplies 75% of global supply ~ 86% of global supply  81% of global supply

Mkt share 2023A 55% ex-China 72% ex-China 65% ex-China

Source: Company data, GS research, 6 August 2024

power semiconductors (insulated-gate
transistors) (29%) (see Chart 11).

bipolar

Over the last few years, most of the aforementioned
categories have achieved more significant market
share and growth than three years ago (see Chart
12&13). Therefore, mainland China is progressing
well on many fronts with localisation and overseas
markets.

We prefer leading companies with strong innovative
capabilities and global footprints in the healthcare,
industrial, electric vehicle and consumption sectors.
Some early movers have established research and
development centres and production plants
overseas and localised their operations to mitigate
tariff headwinds. For healthcare, we favour
biopharmaceutical companies with strong pipelines
and out-licensing opportunities with global foreign
players. We also prefer mainland China’s leading
medical device players with an extensive global
footprint that are innovative leaders in the
manufacturing of advanced medical equipment.

66% of global supply

26% ex-China

of global supply  54% of global supply ~ 33% of global supply

ex-China 16% ex-China 21% ex-China

Chart 12: Market share of mainland Chinese exports
in ex-mainland China (%)
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Chart 13: Market share changes in mainland China’s
domestic demand and exports 2020-23 (%)
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e 39 A - Advancement

We believe in the advancement of technology
innovation. Going into 2025, we see more Al
adoption, with a proliferation of Al devices, such as
Al personal computers (PCs), Al smartphones, Al
smart glasses, etc.

What is Edge Al? Who are the key beneficiaries?

Edge refers to computation at the ‘edge’ of a
network, such as running Al algorithms locally on
hardware devices rather than from the cloud via
centralised data centres (see Chart 14). In other
words, it is closer to the point at which the data is
generated, which saves costs, reduces latency
(“delay”), rationalises bandwidth, enhances privacy,
and allows for real-time processing at the point
where the data is collected.

Chart 14: Edge Al: Ecosystem Diagram

The Cloud

Source: Manulife Investment Management

Edge Al is not new (see Chart 15). ‘The Edge’ has
historically been loosely interchangeable with the
‘Internet of Things’ (1oT) or ‘Industrial 10T’, which has
been through its own hype cycles over time. The
investment case for Edge Al brings opportunities,

Chart 15: Leading companies’ Al technologies
Key interactive feature Comment

Company A’s Richer language understanding
Al technology Onscreen awareness

including (1) battery and power consumption, (2)
processing power and memory, (3) form factor and
(4) applicable use cases.

Solution providers (the ‘enablers’) of Edge Al (see
Chart 16) will need to expand their battery capacity,
reduce the power consumption of components,
improve the processing power of devices, free up
space for upgraded hardware and leverage
developer kits to build killer apps for constrained
devices.

Wider adoption of Edge Al benefits many areas,
including (1) smartphones and autos, (2) PC and
wearables/loT, (3) augmented reality (AR)
and virtual reality (VR) and drones, and (4) autos and
wearables/IoT.

Chart 16: Enabler stocks for the Edge Al shift

Constraint Urgency Key product beneficiary

Battery & power consumption Smartphone & auto

Processing power & memory PC & wearables/loT
Applicable use cases AR/VR & drone
Form factor Autos & wearables/loT

Source: MS research

In terms of investment opportunities, we favour the
following areas:

e Al wearable devices
e Al smartphone supply chain
e Autonomous vehicles

Release date

More natural communication and understanding the conversation’s context June 2024
Action taken with things shown on the screen

Understanding the apps referred to by the request and proceed with the task

Take actions in and across apps without lifting a finger

Company B’s Environmental interaction

Al technology the voice assistant

Say “Hey Company B’s Al technology” or tap the glasses to awaken April 2024

New update allows the glasses to automatically listen further after a response,
thus making the conversation more natural

Message reminder

Company C’s Human-like voice

Al technology

Source: HSBC Qianhai Securities, September 2024

Adapts to user’s speech patterns and responses more succinctly

Message reminder like smartwatches but with a voice response

March 2023 8
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e Al wearable devices

Al smart glasses are emerging. According to
Euromonitor and International Data Corporation
(IDC), the total addressable market (in terms of
volume) for eyewear and sunglasses reached
around 14.5 billion units and 402 million units in
2023, versus total global smartphone shipments of
around 1.2 billion units in 2023.

The inflection points are around the corner as the
cost of Al devices /glasses becomes more affordable
and closer to the prices of regular sunglasses (e.g.
around USD300). Al smart glasses paired with
microphones or cameras, chipset, voice recording,
storage and WiFi can achieve some Al functionality.

We favour the Al smart glasses supply chain — e.g.
optical module makers, Al glasses manufacturers,
cameras, lenses., etc. New functions, such as object
identification and voice recognition, are required. As
such, supply-chain players (speakers, microphones,
camera sensors and chipsets) drive opportunities for

the component supply chain (see Chart 17).
(tr)
Antenna

Chart 17: Components of Al smart glasses

O] S 7

Chipset Memory Wi-Fi

LED/LED | Audiochip

driver

)
Speaker

Battery Lens/front
/temple

Source: Manulife Investment Management

¢ Al smartphone value chain

Furthermore, the smartphone supply chain benefits
from (1) the global smartphone recovery and (2) the
replacement cycle as leading technology companies
roll out new Al-enabled applications. Going into
2025, mainland Chinese and Taiwanese smart
phone component manufacturers will benefit from a

global leading US smartphone’s replacement
demand (see Chart 18).

Chart 18: Mainland Chinese and Taiwanese smart
phone component manufacturers should benefit

Product Country/Region
FPC Taiwan Region
FPC/PCB Taiwan Region
Assembly Taiwan Region
Assembly Taiwan Region
Lens Taiwan Region
Lens Taiwan Region

IC substrate/PCB
IC substrate/PCB
IC substrate/PCB Taiwan Region
Touch module Taiwan Region
LCM Taiwan Region
AP foundry Taiwan Region
3D sensor wafer processing Taiwan Region
Power choke Taiwan Region
Passive components Taiwan Region
PA epiwafer Taiwan Region
VCSEL and PA foundry Taiwan Region
Driver IC packaging Taiwan Region
Acoustics/haptics Hong Kong SAR
Precision components Mainland China
Acoustics/wireless charging/cable Mainland China

Taiwan Region
Taiwan Region

Metal casing Mainland China
UWB/WiFi/ALS/mmWave modules Mainland China
Acoustics Mainland China
Cover glass/casing Mainland China
OLED display Mainland China

Lens Hong Kong SAR
Source: Manulife Investment Management

Below is an investment case of a mainland Chinese
smartphone leader with the integration of Al and
autonomous driving via the GCMV plus catalyst lens:

Investment case: A mainland Chinese
smartphone company
Growth (G)  The company strives to build an loT

ecosystem by diversifying its revenue
streams beyond smartphones to non-
smartphone businesses, e.g.
loT/Internet/electric vehicles.

« The adoption of Al drives the global
smartphone replacement cycle.

+ The company gained overseas market share
in Latin America, Central and Eastern Europe
and the Middle East and North Africa via its
low-cost, high-performance strategy.

Cash Flow (C) + The company invested in
upstream/downstream component
companies, enabling it to achieve better cost
optimisation than its peers.

» Net cash with positive cash flow from
operations (CFO) and free cash flow (FCF)

Management (M) .« The visionary founder is the company's
controlling shareholder, with around 29% of
its shares.

+ Experienced management team with most
members working at the company for more
than 10 years
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Valuation (V) « Discounter cash flow (DCF)-based valuation
Catalyst « Faster adoption of Al smartphones
(Catalyst) « Narrowing the loss of its non-smartphone
business
Chart 19: A Chinese smartphone company
outperformed
+162%*
vs MSCI China Information Technology +57%
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MSCI China Info Tech —— A China smartphone company

For illustrative purpose only. Source: Manulife Investment Management,
Bloomberg, as of December 2024. *Transaction-based holding period
total return of the position in the representative portfolio.

Chart 21: Technology roadmap

e Autonomous driving?

Autonomous vehicles are beneficiaries of Edge Al
development. According to China Insights
Consultancy (CIC), mainland China’s autonomous
driving market size is forecast to grow at an 85%
compound annual growth rate (CAGR) from USD 29
billion in 2025 to USD 639 billion in 2030 (see Chart
20).

Chart 20: Mainland China’s autonomous driving

market size
HLl WL2L3 M|mL4

2025E 2030E

85% CAGR

—

Source: MS research, 19 November 2024

In terms of the technology roadmap (see Chart 21),
it is forecast that intelligent-connected vehicles
(ICVs) with partial automation (PA) L2 and
conditional automation (CA), L3 features will account

L2&L3

L4 &L5

C-v2Xx

Development
2020-2025

Intelligent-connected vehicles
(ICVs) with PA (partial
automation, L2) and CA
(conditional Automation, L3)
features will account for over
50% of China new car sales
by 2025.

ICVs with HA (high automation,

L4) start to enter market.

50% of China new vehicles
will carry C-V2X (cellular
vehicle-to-everything) system
by 2025.

Promotion
2026-2030

ICVs with PA and CA
features will account for
over 70% of China new
car sales by 2030,

ICVs with HA will account
for 20% of China new car
sales by 2030,

CN2X system to achieve
popularization by 2025,

L EYITEN]
2031-2035

All kinds of highly
autonomous, connected ICVs
will run across China.

Source: MS research, 19 November 2024

2 L0 = no automation, L1/2 = partial automation, L3 = conditional
automation, L4 = self-driving, L5 = fully autonomous
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for over 50% of mainland China’s new car sales by
2025. ICVs with high automation L4 are estimated to
account for 20% of mainland China’s overall new car
sales by 2030.

We believe that autonomous vehicle component
manufacturers should benefit from the growth trends,
and we favour component players — e.g. a system on
a chip (SoC) that handles the data processing of
vehicle sensors (i.e. drive without human
interaction), auto original equipment manufacturers
(OEMSs), cameras and sensors, etc.

e 4 As — Automation

Investment in automation has generally bottomed in
mainland China. Some sub-segments have
recouped growth faster than others in 2024 due to a
recovery in consumer sectors.

We prefer strong, advanced manufacturing leaders
with robust research and development capabilities.
These companies benefit from the domestic growth
recovery while at the same time riding on overseas
market strength due to strong pricing and margins in
overseas markets.

Chart 22: Impact of autonomous driving
B Increased content Il Change of design

Ultrasonic sensors Control units Steering
Optical/camera B Data storage . Braking
Short/long range radar Chips Lamp
LiDAR PCB Transmission
Night vision T
TPMS Software & algorithms

Connectivity
& V2X
High definition HMI/
maps/GPS infotainment

Electrical

Connectors

Wire harness

Source: MS research, November 2024
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Conclusion

Despite the macro and geopolitical uncertainties that
may lie ahead in 2025, Greater China is equipped to
address the challenges with strong monetary and
new fiscal policy initiatives. More demand-driven
stimulus may be rolled out in 2025 to support the
economy.

The country remains on the pathway to accelerate its
technology roadmap while building domestic
capabilities via import substitution and boosting self-
sufficiency.

We see structural growth opportunities, ranging from
Edge Al and autonomous driving to advanced
manufacturing. Domestically, corporates are valuing
up while returning more returns to shareholders. We
also see sleeping giants in niche consumption
sectors, e.g. travel, online music, and education,
which continue to be the driving force for the
industries.

In terms of positioning, we reiterate a pro-growth
stance while adopting a barbell approach (i.e. invest
in companies with dividend growth potential/dividend
companies with a strong ability to buy back) while
investing in firms with structural growth opportunities.

In the next section, we detail our thoughts on Taiwan
equities going into 2025.

Chart 23: MSCI China valuation
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Source: Manulife Investment Management, Bloomberg, as of 31 December 2024.
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Going into 2025, we believe Taiwan Region’s
economy will remain strong, driven by a robust
export and technology cycle. That said, potential
near-term challenges, such as trade slowdown and
tariff risks, remain.

However, over the next few vyears, the next
generation of Al supply chain, Al inference
beneficiaries, the expansion of Al data centres, a
recovery in ftraditional tech cycles and central
processing unit (CPU) upgrades continue to present
medium-to-long-term  growth  opportunities for
Taiwan Region.

Chart 24: Taiwan Region’s GDP growth year-on-year
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Source: Taiwan Budget Office, MS research

Chart 25: Taiwan Region’s trade balance and exports
continue to improve, which boosts its trade surplus
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Potential tariffs over the next few years may impact
the supply chain. However, over the past five years,
Taiwan Region’s exports to the world have further
diversified (i.e. exports to mainland China have
reduced while exports to the US have increased
significantly). For Taiwan Region, total investment in

the US has also risen sharply, jumping to US$23
billion in 2023 from US$10 billion, on average, over
the previous seven years due to re-investment in the
US. In addition, Taiwanese companies’ capacities
are globally diversified, which helps mitigate any risk
factors. The potential downside risks are: (1) a
slowdown in global information technology (IT)
capital expenditure and Al demand.

Chart 26: Taiwan Region: export to top five
destinations (% share to total exports)
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Source: Taiwan Ministry of Finance, MS research

Regarding positioning, we remain overweight in
information technology and underweight in non-tech
sectors like insurance. The Taiwan equity investment
team focuses on stock selection via the Growth,
Cash, Management and Valuation (GCMV) +
Catalyst lens and alpha generation via an overweight
in mid-cap and small-cap names.

e 39 A - Advancement
Foundries: Advanced nodes take all

Taiwan Region is a global leader in advanced node
foundries and has a unique technology supply chain
spanning the upstream (i.e. foundry), mid-stream
and downstream sectors. Leading foundries are key
beneficiaries of Al inference driven by strong growth
from Al semiconductors, personal computers (PCs)
and smartphones. A doubling of Chip on Wafer on
Substrate (CoWoS) and hikes in the average selling
price (of wafers due to increased orders from US
customers also help fuel growth.
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Next generation of the Al supply chain

We are still in the early years of a multi-year Al cycle
and believe that the next generation of the Al supply
chain continues to benefit from the trend.

The evolution of data centre infrastructure

The USS$ 1 trillion installed base of general-purpose
CPU data centre infrastructure is expected to be
modernised to a new “graphics processing unit
(GPU)-accelerated” computing paradigm. New types
of data centres and Al factories are expanding the
data centre footprint to US$ 2 trillion.

The demands of a leading US company’s product
platform “B” allow corporates to run real-time
generative Al on trillion-parameter large language
models with up to 25x less cost and energy
consumption than its predecessor. The new GPU
architecture also enables accelerated computing,
which will help unlock breakthroughs in data
processing, engineering simulation, electronic
design automation, computer-aided drug design,
quantum computing and generative Al.

As a result, the adoption of accelerated computing is
expected to create a wave of opportunities for
component manufacturers, for example, concise
common language (CCL), CPU and GPU substrates,
printed circuit boards (PCB), computer boards, multi-
node liquid-cooled, rack-scale system, and network
switches, etc.

Chart 27: Accelerated computing
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Chart 28: A world-leading US semi company’s major
product supply chain
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Chart 29: A world-leading US semi company’s major
product related offerings + rack system assembly
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PC: Al PC adoption may take off

The PC market had two consecutive years of double-
digit shipment declines in 2022-23, with demand
finally stabilising. The PC market should recover in
the next 1-2 years, driven by an enterprise
replacement/upgrade cycle and rising Al PC
adoption.

Memory: Server Dynamic Random Access
Memory (DRAM) to Compression Attached
Memory Module (CAMM) 2 to proliferate

The proliferation of high bandwidth memory (HBM)
technology is mainly used for applications that
require high-performance computing, such as
graphics cards, Al and supercomputers. We believe
HBM players are the key beneficiaries of the trend.

15



2025 Outlook Series: Greater China Equities

Conclusion

Although Taiwan Region is an export-oriented
economy and may be subject to potential US tariff
hikes, Taiwanese companies have been investing in
overseas markets (e.g. the US) more aggressively
over the last few years and diversifying their export
destinations. Hence, any potential negative impact
has been reduced.

The major potential risks for the Taiwan Region
going into 2025 are (1) a potential slowdown of
developed-market economies (as a result of
technology demand), (2) uncertainty surrounding
tariff policies, etc.

For the medium-to-long term, we believe the next
generation of Al development continues to present
many structural opportunities across foundries, the
next generation of Al, data centres, and HBM, etc.

Chart 30: TAIEX valuation
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Important Information

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material is intended for the exclusive use of recipients in jurisdictions
who are allowed to receive the material under their applicable law. The
opinions expressed are those of the author(s) and are subject to change
without notice. Our investment teams may hold different views and make
different investment decisions. These opinions may not necessarily
reflect the views of Manulife Investment Management or its affiliates. The
information and/or analysis contained in this material has been compiled
or arrived at from sources believed to be reliable, but Manulife
Investment Management does not make any representation as to their
accuracy, correctness, usefulness, or completeness and does not accept
liability for any loss arising from the use of the information and/or analysis
contained. The information in this material may contain projections or
other forward-looking statements regarding future events, targets,
management discipline, or other expectations, and is only current as of
the date indicated. The information in this document, including
statements concerning financial market trends, are based on current
market conditions, which will fluctuate and may be superseded by
subsequent market events or for other reasons. Manulife Investment
Management disclaims any responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained here. All overviews and commentary are intended
to be general in nature and for current interest. While helpful, these
overviews are no substitute for professional tax, investment or legal
advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against the risk of loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the brand for the global wealth and
asset management segment of Manulife Financial Corporation. Our
mission is to make decisions easier and lives better by empowering
investors for a better tomorrow. Serving more than 19 million individuals,
institutions, and retirement plan members, we believe our global reach,
complementary businesses, and the strength of our parent company
position us to help investors capitalize on today’s emerging global trends.
We provide our clients access to public and private investment solutions
across equities, fixed income, multi-asset, alternative, and sustainability-
linked strategies, such as natural capital, to help them make more

informed financial decisions and achieve their investment objectives. Not
all offerings are available in all jurisdictions. For additional information,
please visit manulifeim.com.

This material has not been reviewed by, is not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective
jurisdictions. Additional information about Manulife Investment
Management may be found at manulifeim.com/institutional

Australia: Manulife Investment Management Timberland and
Agriculture (Australasia) Pty Ltd, Manulife Investment Management
(Hong Kong) Limited. Canada: Manulife Investment Management
Limited, Manulife Investment Management Distributors Inc., Manulife
Investment Management (North America) Limited, Manulife Investment
Management Private Markets (Canada) Corp. Mainland China:
Manulife Overseas Investment Fund Management (Shanghai) Limited
Company. European Economic Area Manulife Investment
Management (Ireland) Ltd. which is authorised and regulated by the
Central Bank of Ireland Hong Kong: Manulife Investment Management
(Hong Kong) Limited. Indonesia: PT Manulife Aset Manajemen
Indonesia. Japan: Manulife Investment Management (Japan) Limited.
Malaysia: Manulife Investment Management (M) Berhad 200801033087
(834424-U) Philippines: Manulife Investment Management and Trust
Corporation. Singapore: Manulife Investment Management (Singapore)
Pte. Ltd. (Company Registration No. 200709952G) South Korea:
Manulife Investment Management (Hong Kong) Limited. Switzerland:
Manulife IM (Switzerland) LLC. Taiwan: Manulife Investment
Management (Taiwan) Co. Ltd. United Kingdom: Manulife Investment
Management (Europe) Ltd. which is authorised and regulated by the
Financial Conduct Authority United States: John Hancock Investment
Management LLC, Manulife Investment Management (US) LLC,
Manulife Investment Management Private Markets (US) LLC and
Manulife Investment Management Timberland and Agriculture Inc.
Vietnam: Manulife Investment Fund Management (Vietnam) Company
Limited.

Manulife, Manulife Investment Management, Stylized M Design, and
Manulife Investment Management & Stylized M Design are trademarks
of The Manufacturers Life Insurance Company and are used by it, and
by its affiliates under license.
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