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Thoughts from a China Bear — October 2024

Three years ago, we highlighted the long-term structural challenges facing China's economy: 1) Extended weak
domestic consumption, 2) A declining population, 3) A deep freeze in the property market, and 4) The exodus of manufacturing
supply chains and foreign companies. Two years ago, after China's chaotic COVID-19 reopening and continued sluggish
demand, we concluded that this country was entering a prolonged period of "Balance Sheet Recession," similar to that
experienced by Japan during the 1990s and 2000s. This foresight allowed us to steer away from the traps of “dead cat
bounces” that occurred following the peak of China's markets in 2021. Currently, China is attempting to restore market
confidence through significant monetary stimulus and ambiguous fiscal policies. The MSCI China Index rebounded from 40
on September 10th to 60 on October 7th, a 50% surge in just one month. Hong Kong's stock market's turnover increased to a
daily average of HKD350 mn from an average of HKD100 mn year-to-date. A sharp rise in A-share margin purchases (see
chart below) indicated an increase in participation from retail investors, while company insiders were attempting to offload

shares. Does this sudden rebound in demand for Chinese equities suggest that China has already bottomed out? We don't
believe so.

A-shares margin buying rose sharply above RMB 1.5tr, suggesting a continued pick-up in retail participation
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The four key structural challenges facing China are unlikely to be resolved quickly or easily. Given the significant
government intervention in the stock market and various industries, this rebound seems more like a trap set by the authorities
than a long-term opportunity. These measures may create an illusion of stability, but they fail to address the fundamental
issues that hinder sustainable growth. Firstly, China's property market, once valued at $65-75 trillion, has become perhaps
the largest bubble in history. Experts estimate that this crisis is at least five times larger than the 2008 U.S. housing collapse,
yet the rescue packages so far amount to less than one-fifth of the U.S. TARP and ARRA programs implemented in 2008.
Secondly, the decline in the property market is affecting over 50 million jobs and has triggered a “reverse wealth effect” (where
demand and consumption decline because investors feel poorer than they were earlier), meaning consumer confidence is
unlikely to recover — especially given the current political climate, which favors socialism and an expanded role for state-
owned enterprises (SOEs). Thirdly, while the demographic dividend has contributed to strong economic growth over the past
30 years, China's expired one-child policy is now the major factor contributing to the country's accelerating population decline,
intensifying pressure on its economic outlook. Drawing from Japan's experience with a balance sheet recession, monetary
stimulus alone cannot change pessimistic behavior, as businesses are reluctant to take on debt, increase leverage, and initiate
new investments or CAPEX. The more promising solution would be fiscal stimulus. However, with China’s total debt

(household, corporate, and government) now about four times its GDP, it faces significant challenges in leveraging more debt
for fiscal expansion.
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Foreign companies are increasingly pulling out of China, affecting not only the manufacturing sector but also other
industries that once capitalized on China's booming consumer market. This trend is evident in the sharp decline in U.S.-China
travel. Even after COVID-19 travel restrictions were eased, U.S.-China flight activity remains far below pre-pandemic levels.
During the first seven months of 2024, only 1.2 million travelers flew between the two countries, compared to 5.1 million in
2019. There were about 340 weekly flights between the U.S. and China pre-COVID, which is nearly four times more than the
current number. European airlines such as Virgin Atlantic, British Airways, and Lufthansa have significantly reduced their
services to China, discontinuing direct flights. Moreover, global businesses are also scaling back operations in China due to
weak consumer demand and geopolitical tension. Recent victims of this rising tension have been U.S. corporate diligence
firm Mintz Group and consulting firm Bain & Company, both of which have been targeted by Chinese authorities under the
country's Counter-Espionage Law. Vanguard, the world's second largest asset manager, recently exited China completely,
shutting down its Shanghai office and retreating from the country's $4 trillion mutual fund market. Luxury retailers like Coach
and L'Occitane have either delisted from Chinese markets or sought secondary listings abroad. Meanwhile, manufacturers
such as Samsonite and Foxconn are moving their supply chains to other Asian countries, and IBM closed its R&D operations
in China, affecting more than 1,000 employees. Microsoft has relocated employees, and Citi Bank sold its consumer wealth
portfolio to HSBC. Even world-famous restaurant Din Tai Fung is reducing its presence in China, closing 14 stores in the
Beijing region as the economy loses steam, further reflecting the broader trend of foreign companies reconsidering their
exposure to the Chinese market.

Owens Huang

Partner, Portfolio Manager
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DISCLAIMER

This document is provided for informational purposes only and does not constitute a solicitation of any shares in any investment vehicle managed by
Dalton Investments. Such solicitations can only be made to qualified investors by means of the private placement memorandums, which describe,
among other things, the risks of making an investment. Additionally, this presentation does not constitute investment advice of any kind.

All of the information in this document relating to Dalton Investments or its affiliates (collectively, “Dalton” or the “Firm”) is communicated solely by Dalton,
regulated by the U.S. Securities and Exchange Commission (SEC). SEC registration does not imply SEC endorsement. No representation or warranty
can be given with respect to the accuracy or completeness of the information, or with respect to the terms of any future offer of transactions conforming to
the terms hereof. Certain assumptions may have been made in the analysis which resulted in any information and returns/results detailed herein. No
representation is made that any results/returns indicated will be achieved or that all assumptions in achieving these returns have been considered or
stated. Additional information is available on request. Opinions and estimates offered constitute our judgment and are subject to change without notice,
as are statements of financial market trends, which are based on market conditions. Unless otherwise indicated, figures presented are preliminary,
unaudited, subject to change and do not constitute Dalton’s standard books and records.

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. THE VALUE OF THE INVESTMENTS AND THE INCOME FROM THEM
CAN GO DOWN AS WELL AS UP AND AN INVESTOR MAY NOT GET BACK THE AMOUNT INVESTED. THESE INVESTMENTS ARE DESIGNED
FOR INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE RISKS. PERFORMANCE MAY BE VOLATILE, AND AN INVESTOR
COULD LOSE ALL OR A SUBSTANTIAL PORTION OF ITS INVESTMENT.

Any estimates, projections or predictions (including in tabular form) given in this communication are intended to be forward-looking statements. Although
Dalton believes that the expectations in such forward-looking statements are reasonable, it can give no assurance that any forward-looking statements
will prove to be correct. Such estimates are subject to actual known and unknown risks, uncertainties and other factors that could cause actual results to
differ materially from those projected. These forward-looking statements speak only as of the date of this communication. Dalton expressly disclaims any
obligation or undertaking to update or revise any forward-looking statement contained herein to reflect any change in its expectations or any change in
circumstances upon which such statement is based.

Please note that neither the Funds/Composites nor the Investment Manager/Investment Advisor complies with the requirements of the Alternative
Investment Fund Managers Directive (“AIFMD”) of the European Union. No direct or indirect offering or placement of shares by or on behalf of the
Funds/Composites or the Investment Manager may be made to or with investors in member states of the European Union in breach of either the applicable
requirements under the AIFMD or the private placement regime in each relevant member state.

Dalton Investments, Inc. | 9440 West Sahara Avenue | Suite 215 | Las Vegas, NV 89117



