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With the first phase of a U.S. – China trade deal completed, we believe the economic growth prospects for China
will remain challenging as global growth remains subdued and China digests its growing debt burden. However,
structural shifts in China’s economy will allow for accelerated growth prospects once these challenges are
addressed. Ultimately, China is the engine for global economic growth and addressing phase two trade issues will
be important to getting the engine firing again.
China confirmed last week that its economy, the second largest in the world, grew at its slowest rate of growth in
the past 29 years. China’s GDP growth slowed to a pace of 6.1% year-over-year according to the release from the
National Bureau of Statistics as trade pressures and business confidence declined. The pace of growth, which was
lower than the 6.8% pace in 2018, still fell within the government’s established range of 6.0% to 6.5% for 2019.
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We expect this slow growth economy will translate to positive but lower returns for the china stocks. Given the
reduced amount of stimulus in the system last year, we expect the Heng Sang Index (HIS) to return 6% - 9% for the
year. The HIS is heavily weighted to the financial sector, and we expect regulatory changes in banking to weigh on
over all returns for China stocks.In addition, China’s economy and financial system is suppressed under the weight
of huge debt burden which further impacts growth and business activity.

China’s Debt Problem
Like the U.S. which has federal and municipal debt, China utilizes both federal and local debt to finance its
government programs and infrastructure spending. We estimate that gross federal debt has increased modestly to
roughly $6.0 trillion, while China’s local debt has ballooned an additional $6 trillion. While the general government
debt amounts to 50% of GDP, when combined with local debt the ratio surges to over 100% total debt as a percent
of GDP. Tax revenue and the returns on its infrastructure projects that were built with borrowed money aren’t
enough to pay down this debt. China has over $500 billion of debt coming due over the next two years that requires
refinancing of government, bank loans and local debt. If China is ever perceived to have trouble accessing the public
markets for its debt, it will increase borrowing costs.
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China Exposure in WCM’s Asset Allocation
We currently utilize the SPDR S&P China ETF (GXC) in our Tactical Allocation and Core Sector Series Models. GXC
has a .59% expense ratio and a 1.53% distribution yield. The top 10 holdings represent over 48% of the fund which
has 731 total holdings. Alibaba and Tencent Holdings are the two largest holdings representing 13.8% and 11.6%
respectively. The fund is invested in equities in Hong Kong and China representing 76.7% and 22.1% respectively.
This report is published solely for informational purposes and is not to be construed as specific tax, legal or investment advice. Views should not be considered a recommendation
to buy or sell nor should they be relied upon as investment advice. It does not constitute a personal recommendation or take into account the particular investment objectives,
financial situations, or needs of individual investors. Information contained in this report is current as of the date of publication and has been obtained from third party sources
believed to be reliable. WCM does not warrant or make any representation regarding the use or results of the information contained herein in terms of its correctness, accuracy,
timeliness, reliability, or otherwise, and does not accept any responsibility for any loss or damage that results from its use. You should assume that Winthrop Capital Management
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