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Trend reversal in China

Does the slowdown of economic growth in China mark the beginning of a major downturn or
the generally hoped-for soft landing? This was the big question that economists, investors —
and we — faced in 2011. When we travelled to Hong Kong last November, our itinerary
included talks with a number of economists covering China. Their concerns about the debt
crisis in Europe — China’s top trading partner — were palpable. Nonetheless, forecasts for
2012 economic growth ranged quite surprisingly, and quite uniformly, between 8 and 9
percent (provided the crisis in Europe will not escalate). The reason for this positive outlook —
and on this point the economists were pretty sure — is subsiding inflationary pressure. In the
years ahead, inflation is expected to run at only 5 percent on average.
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about a slowdown in growth
caused investors to withdraw their funds again from the stock markets. Based on earnings
estimates for the next 12 months, the Hang Seng Index is currently valued at a price-
earnings ratio of 9. This compares with its high of 16 in 2010.

The tightening measures proved effective: in November 2011, consumer prices were only 4.2
percent higher than the year before. This has increased the scope for measures designed to
stimulate the economy. The Chinese central bank has meanwhile eased the reserve
requirement ratio for banks a little, which may also be interpreted as a sign that China is
loosening its grip on the currency.
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ammunition to offset any decline in external demand.” level. Last November,
BCA Research exports were up 13.8
percent while imports
rose 22.1 percent year-on-year, which is clear evidence of robust domestic consumption
(despite a savings ratio of more than 50 percent!). Industrial production expanded by 12.4
percent and retails sales increased by 17.3 percent. Current purchasing managers’ indexes
for the manufacturing and non-manufacturing industries surprised on the positive side: they
rose more sharply than expected and clearly rebounded into expansionary territory.
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One of the main risks is still the real estate market. Prices
have been falling not only for new properties but also in
the secondary market. In this context, one must not
forget, however, that the Chinese government took tough
measures last year to cool the real estate market and that
a mild slow-down is desirable. The increase in non-
performing loans, on the other hand, is one consequence
that the government may be less comfortable with. This
involves not only loans that were granted by the banks
themselves but also loans extended outside the banking
sector.

To contain the damage to the economy, the government
may inject fresh liquidity. However, the real economy will
respond to monetary policy measures only with a time lag
of about six months.

These trends have to be watched carefully, but we
believe that the strategic opportunities outweigh the risks.
Stock market performance was weak last year not only in
China but throughout Asia. In view of reversing trends we
consider the investors' anxiety exaggerated. We have
increased our exposure to Asia and added to the
Gutmann Asien Portfolio. The fund pursues an active
bottom-up approach with a focus on stocks with top
dividend yields and top dividend growth, healthy balance
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We have carefully researched all the information, but we do not guarantee that such information is correct and complete or that
the predictions will come true and we assume no liability in this respect. Investing in investment funds is subject to market risks.
The future performance of an investment fund cannot be reliably predicted on the basis of past performance. Fees for issuing
and redeeming securities are not taken into account in the performance data. The latest versions of the Key Investor Information
Document (“KID”) in accordance with section 134 of the Austrian Investment Fund Act 2011 [InvFG 2011] or until the respective
implementation of the KID the simplified prospectus in accordance with section 198 (1) InvFG 2011 in combination with section
6 InvFG 1993 as well as the full prospectus in accordance with section 131 InvFG 2011 of said funds are available in German
language free of charge for interested parties at Gutmann Kapitalanlage AG and Bank Gutmann AG, both Schwarzenbergplatz

16, 1010 Vienna, Austria.
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