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Access the opportunities.

China in 2019:
Pursuing a middle-income
growth model



Natural slowdown, bigger global contribution

=  We believe China’s economy is bound to slow as it matures and relies more on consumption — similar to what happened with regional peers

= China’s contribution to global growth will still remain significant, in our opinion

China Has High Real GDP but Low Per Capita Income China Has Been a Major Contributor to Global Growth
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Source: VanEck; Bloomberg. GDP: gross domestic product. PPP basis: Adjusted based on purchasing power parity, which accounts for differences in price levels.
*Although not shown, china accounted for 100% of Global Real GDP in 2009.
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Innovation, economic complexity ahead of peers

= We believe China’s innovation record is impressive

= Economic complexity is significantly above the peer group

China Has a Diverse and Sophisticated Economy
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Source: VanEck, Bloomberg LP (left). The Economic Complexity Index (ECI) is a holistic measure of the productive capabilities of large economic systems, usually cities, regions, or countries. In particular, the
ECI looks to explain the knowledge accumulated in a population and that is expressed in the economic activities present in a city, country, or region. To achieve this goal, the ECI defines the knowledge available in
alocation, as the average knowledge of the activities present in it, and the knowledge of an activity as the average knowledge of the places where that economic activity is conducted.
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Secular transformation to consumption-based economy

= Rising middle class drives secular transformation to consumption-base economy — higher incomes are
associated with a higher share of services in GDP

= The share of GDP driven by investment is slipping below 30% and services account for nearly 60% of fixed

investments
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As Income Rises, so Does Services Share China’s Growth Increasingly Driven by Consumption*
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Source: Bloomberg LP. GDP: Gross Domestic Product.

*Consumption refers to activities that directly provide utility to people, and investment refers to the accumulation of capital goods
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Transformation has costs — widening macro imbalances

» China accumulated multiple macroeconomic imbalances while getting richer

= China’s leverage — including corporates - is among the highest in the world

=  Sois M2/GDP ratio
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Price deflation reignited debt concerns

= Even though the producer price index (PPI) is driven mostly by commodity prices...

= ...it pushes nominal GDP lower, worsening China’s debt/GDP ratio
PPI and Oil Prices are Highly Correlated Decreasing Prices Have Pushed Down Nominal GDP
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Source: VanEck Research, Bloomberg LP. PPI: Producer Price Index.
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Price deflation has implications for corporates

= Lower PPl and nominal GDP growth may eat into corporate profits...

= ...which can be problematic as debt servicing ratios remain high
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Dealing with imbalances is painful

= China has begun to address some of the most pressing issues — high leverage and shadow banking

= However, the deleveraging drive hit the private sector and smaller companies the hardest in our opinion, while State Owned Enterprise

(“SOE”) borrowing costs remained almost untouched

China Lending: New Loans Up, Shadow Banking Down
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Source: VanEck, Bloomberg LP (left); UBS (right). SOE: State-Owned Enterprise. Shadow banking comprises private credit intermediation occurring outside the formal banking system.
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Some traditional policy tools appear less effective

We believe the transmission mechanism is not working properly in 2018, as past policy moves (2018 RRR cuts) failed to ease China’s

financial conditions as they had in the past easing cycles

= The PBoC, however, persevered, and the “drip stimulus” approach is finally bringing fruit

Citi China Financial Conditions Index
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Fiscal stance remains stimulative

= Authorities are relying more on policy support through fiscal channels, in our view
= China’s budget deficit was at historic wide in 2018...

= ...albeit not as wide as it was in the U.S. after the global financial crisis

China Fiscal Balance, % GDP

<
<

"'"'Il“l“' '|l'lIIl“l
<

o

<

Fiscal Balance as % of GDP
N

-10 <
-12
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

m China Fiscal Balance, % GDP < U.S. Fiscal Balance, % GDP

Source: Bloomberg.

0 Vaniek’




China growth forecasts becoming less pessimistic

= Downward revisions to GDP growth forecasts appear to have bottomed out

=  We believe drip stimulus is kicking in

China Growth Forecast Revisions Show Drip Stimulus Effect
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Services look fine and manufacturing may be turning

We believe China’s manufacturing investments are rebounding

Services look steady and new orders are rebounding

China Manufacturing PMIs China Services PMIs
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Important policy buffer: household balance sheets

=  We believe household balance sheets are currently in good shape

However, property comprises a large portion of household assets and consumer confidence shows strong correlation with housing sector

A sustained drawdown in housing prices could have an outsized impact on consumer confidence and spending

Balance Sheets Have Grown Steadily Consumer confidence and housing prices are

closely linked
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Geopolitical considerations to grow in importance
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Trade dispute with the U.S. is affecting trade flows and confidence

China establishing alternative geopolitical networks/structures

US-China Trade: Exports to China
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Sources: Bloomberg as of 1/25/2019. Past performance is not indicative of future results.
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We believe geopolitical issues will not disappear any time soon as U.S. demands strike at the heart of China’s growth/social model
Some supply chains may shift out of China
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U.S. currency demands may create problems down the road

The U.S.” “CNY stability” demand is in contradiction with fundamentals (slower growth, smaller current account surpluses)

= Renminbi appreciated a lot relative to regional peers and other reserve currencies in the past several years

Past Current Account Surpluses Have Disappeared CNY Levels Contracted with Fundamentals
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Disclosure

Please note that Van Eck Securities Corporation (an affiliated broker-dealer of Van Eck Associates Corporation) may offer investments products
that invest in the asset classes and country included in this presentation.

This is not an offer to buy or sell, or a solicitation of any offer to buy or sell any of the securities mentioned herein. The information presented does not
involve the rendering of personalized investment, financial, legal, or tax advice. Certain statements contained herein may constitute projections, forecasts
and other forward looking statements, which do not reflect actual results, are valid as of the date of this communication and subject to change without
notice. Information provided by third party sources are believed to be reliable and have not been independently verified for accuracy or completeness and
cannot be guaranteed. The information herein represents the opinion of the author(s), but not necessarily those of VanEck.

All investing is subject to risk, including the possible loss of the money you invest. As with any investment strategy, there is no guarantee that
investment objectives will be met and investors may lose money. Diversification does not ensure a profit or protect against a loss in a declining
market. Past performance is no guarantee of future results.
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