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Exhibit 1: Mean Absolute Revisions to US Real GDP
Growth
Revisions to GDP growth are much smaller in the US than in China.
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Note: Based on data between 1992 and 2013.
Source: Investment Strategy Group, BEA.

Exhibit 2: Difference Between Provincial and
National GDP Levels

The sum of local GDP levels does not match the national
reported data.
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Source: Investment Strategy Group, CEIC, NBS.
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Exhibit 3: Measures of Economic Activity in China
Alternative measures of economic activity exhibit more
volatility than China’s reported GDP.

% YoY, 3-Month Moving Average

Real GDP Growth
B Emerging Advisors Group China Activity Index
Goldman Sachs China Current Activity Indicator

2000 2002 2004 2006 2008 2010 2012 2014

Data through Q4 2015.
Source: Investment Strategy Group, Emerging Advisors Group, Goldman Sachs Global Investment

Research, NBS.
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Exhibit 4: Chinese Share of Global Demand
for Commodities

China accounts for a significant share of demand for
many commodities

% of Global Production
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Note: 2015 estimates except for natural gas (2014) and steel (2013).

Source: Investment Strategy Group, Bloomberg, British Petroleum, US Energy Information
Administration, Goldman Sachs Global Investment Research, US Department of Agriculture, World
Bureau of Metals Statistics.
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Exhibit 5: Exports to China as a Share of GDP

The impact of a China slowdown on developed and emerging markets has been overstated.
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Exhibit 6: Exports to China
Exposure based on value-added exports is lower than gross
exports imply.

% of GDP
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Data as of 2011 (latest available).
Source: Investment Strategy Group, OECD.

Exhibit 8: Banking Sector Exposures
US and German banks are not meaningfully exposed to China.

Foreign Claims (% of GDP)
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Source: Investment Strategy Group, Bank for International Settlements, Federal Reserve.
* Claims on Greece, Ireland, Italy, Portugal and Spain.

Exhibit 7: Banking Sector Exposure to China
Loans to China are only a relatively small share of developed
market banks’ assets.

% of Bank Assets
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Data as of Q2 2015.
Note: Based on consolidated claims on China on an ultimate risk basis as a share of total assets.
Source: Investment Strategy Group, Bank for International Settlements.
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Exhibit 9: Sales Exposure to China
US companies are less reliant on China than their developed
market peers.

% of Index Sales
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Data as of 2014.
Source: Investment Strategy Group, Goldman Sachs Global Investment Research.

Exhibit 10: Impact of a 1% Reductionin Chinese
GDP on US Real GDP at End-2016

Financial conditions will ultimately determine the drag on
the US economy.

Effect on US GDP (%)
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Source: Investment Strategy Group, Goldman Sachs Global Investment Research.

I A7 25 [ A A M AT 0 Hh 2% P R 56 (exposure) o

RIS 2 W) AT i (K S5 AE ARl B R B L S
A s XA AIE IR SRR Y E e A
GG BRI R T 4 R G A2 08, R

RTINS, ISR Al e

BATGIRKI [ FHHI F £ ZE R T 48 HO0PAl A =11
BYEEIERS . WIEXhIDItOFT N, M3 [ 1) 29% 3 f [H 5
BRI 10%A4A 5. BRATUAHEE, KA
MR IR MERG A Al TR DM [ A ) A Ao 7 K X 4
EEHTIH, RAg|RE, prod E XS
iflio FIFE, BAMEIXIEAE, AT G
] FUSC N TR A S R R B () Ay e RS . IXRE R 45
RAHELE N, SEEN0.7%, HA3%.

ATV, HIATHB IR 42 5% Ask o) o 6 L
P 5 1) 42 N 6 V0 K B B JE B2 ) 3 B4 G A OR 4
AT A IR

H ] 502 1) B ARG I B 0t i 5 T 3 RN B X
BB RIS . RS “REFETIE S RiEA
%, AR B, FRAIGIRA [ 2K E s 1
XM A 5 DR SR 443803, A
SE R EAEN, Bl O, AR, Bl
X ER A A AR B AR I R A R M T E R H O
1 Exhibitl0FT7~, BLEERZMFEIT [R50 ()81 . fix
HIER), XA AR LTS B — i
Ko KRS B S X AR Tz SEmi
NI, BIAE L [E GDPREL1% H 2 i {2 [
GDP0.11%, s RiE, $1%0.47%. XFiEIE
N, K Rl S A (R SRR 2 L ERAT R RN 22 5 Ak
2o [ s e A TR L4t

SE AR MBI R AN, BT
SO A RE R T 2ur A . 8 A o R R P 7 SR g
KPR 290K 4 2 A BRI K B 11K0.33%18 24F /e A -

Insight \ Investment Strategy Group

| 13



Exhibit 11: Correlation Between US and Chinese
Equities

The correlation has risen to levels last seen during the
financial crisis.
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Data through January 2016.
Source: Investment Strategy Group, Datastream.

Exhibit 12: Chinese Imports of Crude Oil
Imports have increased steadily over the last several years.
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Source: Investment Strategy Group, US Department of Energy.
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Exhibit 13: Chinese Demand Growth vs. Oil Prices
Qil prices have fallen despite healthy demand from China.
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Exhibit 14: Industrial and Retail Sales in China

Growth in industrial sales has slowed sharply in recent years.

% YoY, 3-Month Moving Average
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Data through November 2015.
Source: Investment Strategy Group, CEIC.

Exhibit 15: Passenger and FreightTurnover in China
Freight traffic is declining while passenger traffic is still
growing at healthy rates.

% YoY, 6-Month Moving Average
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Source: Investment Strategy Group, CEIC.
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Exhibit 16: Electricity Consumption by Industry
Electricity consumption is contracting in the industrial sector,
but rising in the service sector.

% YoY, 3-Month Moving Average
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Data through November 2015.
Source: Investment Strategy Group, CEIC.
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Exhibit 17: 2015 Growth in Chinese Demand for
Commodities
Demand for industrial commodities is weak.
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Exhibit 18: Selected Countries—Average Growth vs.
GDP per Capita

Growth in other Asian countries decelerated after a period of
rapid growth.
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Data through 2015.
Source: Investment Strategy Group, Conference Board, IMF.

Exhibit 19: Breakdown of Chinese GDP
by Expenditures
China’s economy remains “imbalanced.”
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Source: Investment Strategy Group, Datastream, NBS.
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Exhibit 20: Investment as a Share of GDP
China’s investment ratio is higher than the peak reached in
other export-driven countries.
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Source: Investment Strategy Group, Datastream, IMF, OECD, national statistical agencies.

Exhibit 21: Private Consumption as a Share of GDP
Chinese household spending is low by international standards.
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Source: Investment Strategy Group, Datastream.
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Exhibit 22: China’s Incremental Capital-Output Ratio Exhibit 23: Scenario 1—GDP Growth and
China needs an increasing amount of investment to generate  Investment Share of GDP

the same rate of GDP growth. Faster TFP growth would support a more gradual decline in
GDP growth rates.
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Services are a growing share of the Chinese economy, while the industrial sector’s share is
steadily declining.
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Exhibit 24: Scenario 2—GDP Growth and
Investment Share of GDP

Slow progress on reforms would lead to a sharper
deceleration in GDP growth.
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Source: Investment Strategy Group, NBS.

Exhibit 25: Two Scenarios for China’'s Debt-to-GDP
Ratio

Debt will continue to increase from already high levels in
both scenarios.
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Exhibit 26: China’s Debt-to-GDP Ratio
China’s debt burden has risen rapidly, especially since the
2009 stimulus.
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Data through 2015.
Source: Investment Strategy Group, Bank for International Settlements, IMF.

Exhibit 28: Change in Credit/GDP vs. Change in GDP
Growth Rates

Credit booms are typically followed by a financial crisis or a
prolonged slowdown in GDP growth.
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Exhibit 27: GDP per Capita vs. Debt-to-GDP Ratio
China’s debt is high compared with its low GDP per capita.
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Exhibit 29: Total Gross Debt and Cumulative 8-Year
Increase

China’s increase in debt relative to GDPis among the highest
in recent history.
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Source: Investment Strategy Group, Bank for International Settlements, IMF.

Exhibit 30: Comparison of Gross National Savings
at Crisis
China’s high savings rate stands out.
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Data through 2015.
Source: Investment Strategy Group, IMF.
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Exhibit 31: Pillars of the ISG’s Investment Philosophy
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Exhibit 32: China Real GDP Growth vs. Stimulus
Measures

We expect Chinese authorities to continue to provide stimulus
to prevent rapid deceleration.

Real GDP Growth
1 4

%YoY

PBOC conducts open market . %QoQ, SAAR

operations, NDRC accelerates
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10

"Mini Stimulus"
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5 - Reserve requirement ratio RRR and interest rate cuts,

project approvals and social housing  and other measures

4
Q42010 Q42011 Q42012 Q42013 Q42014 Q42015

Data through Q4 2015.
Source: Investment Strategy Group, Datastream, Bloomberg.

Exhibit 33: Recent Policy Stimulus vs. Post-Global
Financial Crisis (GFC) Stimulus

Measures adopted over the last several months are in line
with the post-GFC stimulus.

Cumulative Rate Cuts (Basis Points)
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Data through November 2015.
Source: Investment Strategy Group, Datastream, CEIC.
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Exhibit 34: Return on Assets of Nonfinancial
State-Owned Enterprises
SOE profitability is very low, especially at the local level.

Return on Assets (%)

Total
—— Central
6 4 =— === Local

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Data through 2014.
Note: Based on all ~150,000 SOEs in China, regardless of size.
Source: Investment Strategy Group, Ministry of Finance, Gavekal Dragonomics estimates.

Exhibit 35: Return on Assets of Industrial Enterprises
Excluding government subsidies, the profitability of China's
SOEs is negative.

Return on Assets (%)
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Data through 2013.

Note: Based on 18,197 SOEs and 334,349 non-SOEs with revenue from principal business greater than
RMB 20 million ($3 million).

Source: Investment Strategy Group, NBS, Unirule Institute of Economics.
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Exhibit 36: Shareholding of Jiangxi Salt After Mixed-Ownership Reform
Jiangxi's mixed ownership does not include any private capital — only more state entities.
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Data as of December 2015.
Note: The percentages denote each entity's ownership stake in Jiangxi Salt Group.
Source: Investment Strategy Group, Gavekal Dragonomics.
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Exhibit 37: Average Management Scores by Country
China ranks low in corporate management practices.
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Source: Investment Strategy Group, World Management Survey.
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Exhibit 38: Capital Account Openness Index
China has among the strictest capital controls in the world.
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Data through 2013.

Source: Investment Strategy Group, Menzie D. Chinn and Hiro Ito, “What Matters for Financial
Development? Capital Controls, Institutions, and Interactions,” Journal of Development Economics,
Vol. 81, Issue 1, October 2006.

el E i1

LGRS ITBOTE,  E O g R % 5T RIEM
B WIE R . HEHTNSCEER, ARRATK
IR E A A7 BRI %, D ZRET(E R TT, B
AN, FHBCAUR b AT .
Chinn-1to B2 A P TR B W] 1 i Bl FR 3 o )
RS S X 5 % A L (WL EXhibit 38) .

R bRl i B s A

et A m i es VKR RE—H T
U = e Z HFAT R T ARIATAT K
JAANL - B 28 7 A AN R B I A Bk
7o XA AR ILAE UL LT T

FIZE B B NREVTRICT LR BER, S80h| 2
FRRF20134E7 HHGH . KFA7F3FIZ, FIKE H
G MELET2012426 H , I 4 fo ViV 8l 2 RE i)
115, F20154F10H, fEFIE FIRET T2
WA LA TR E . A RRAT R R50
FNRAAER TN T AR, XA ESH0R R T
H AT 5 99% K

BAFEFE, REFERAEENTEHENL
FIE Bk, 20154210H, ANRMBATENATK, SN
VLB “ T 13 BRI 2 O A T AL
By 8. IXFEMIMRR 5IMF AT B AL L
AR A, 5 R RS B I 4R S RE
73t AR A0

T E Bk N20044E T 48, BT BRIR 2K E Ik
PR B r) A B AV 2R T AR, RIS
BAPTHOFICEE, BB I 2 AN T[] 2 L2
WX A, ZRBRATEE. R RAET
20144F3H, XX [HY REH]+/-2%.

Hp [ — B R R AN IMFRRE B AL
(SDR) {57, iy A AL HE VU AP E R R 2 e 3%
g6~ Kot #EBES5HIC. 2015458 H3H, IMFH
i — s, BT LA S I A\ SDRIFHAE X
A XIS RN, ARMICEREET Y,
AR A RERATRE AN RS, BHEE8H 11
H, N RERATH [ 52 bR R 1.9%, 3210 2% )
PR, M SESELNIK T EREXE “—
VR, FEHICEREEANLE T R, 52
K, NREUTHIEANRTZME. HEHGT—RA
BIE) “— M R, XA ZEEEN T, A
BHEREANRTTYE, FI8H25H AR MICEML
PATEE— IR AE 75 B 2 F 1264.8%.

N BRARAT e B e AR AT 4 i i 78 T N T
Iy LA/ IN IR FO ] g V2 (Rl 22 00, sk /N Y
A AMEISIC R 20, REE AR mfaes.
SRIM, 20154F12H11H, WIHPiEIGER, 24
ANREATH T ENAEAA T NS —BETkm
AR TICRIEE, HFHHERTIHS S5 EE
RN B AR F 220 N0aIE % (B BIA
RMETERID) XA R 5 medE 2.

30 \ Goldman Sachs \ january 2016



N ERARATWIE 7225 4R Bodb AT [ 58 VA2 B A
Bk, TR LR A i 5 DRI A T E
P, IR T N REASNG . WS S BUGT
il

N—, {LERABLMERENS Y. —H
M, NREBATIHS 725 X H2RE g
] V2R [ e AL BRI U R T IMF 44
ITHEF 2 T20155E11 R N R 44 A 2016410 H
AR ISDRIE 183,

S—J5 M, M2015E8 AL, ‘& E 1T LAk

NEGEE LR . e AN 7 AR, L.

U1120% A 1HE 26 <2 75 SR DA R ARG ] P 328 391 B T 52 5 1) g
7.

TEICTE AR P e ]t F 4 ) 8 A 5 2 A 11 [
FKZ—o BTN ST 50t 41 & #0852 Bl s
il SRS E BB (QFIN 5 A &A% 41
MU (RQFINE A BUE B S LR, #%if
SR E s E A B 15 (QDINA ERR . B A
5 [EHIE SR RAT 59 AME R 75 225 ik WExhibit
38N, R B A T IR H020.16, H7%
midn ChEERSN 2041, RikWigel.

XPER SR B B AN . A
T20154F11H B AR, ZROLKWITLE — KN
IR S, BIEINIZ G “HUNARAT” i
FHEEATF AR M410012 (62012370) . %
FAMOF AL FHUMRAT Y, B 5 &H
AR 51612 (7912350)

Exhibit 39: Approved Quotas for Offshore
Investment Programs
China has loosened capital account controls since 2013
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Data through December 2015.
Source: Investment Strategy Group, Bloomberg, State Administration of Foreign Exchange.
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Exhibit 40: Chinese Urban Population Growth
China’s biggest cities continue to have the fastest-growing
populations, driven largely by migrant workers.
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Source: Investment Strategy Group, CEIC, NBS.
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Exhibit 41: Carbon Dioxide Emissions
China’s carbon dioxide emissions are double those of the US.
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Data through 2014.
Source: Investment Strategy Group, Emission Database for Global Atmospheric Research.

Exhibit 42: Mean Annual Exposure to PM, . Pollution
China’s air quality is among the worst in the world.
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Note: PM, ; are fine particles that pose health risks as they can accumulate in the respiratory system.
Source: Investment Strategy Group, World Bank.
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Protester in Beijing asks “where have the blue skies gone?”
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Man takes water from a polluted pond in Xiangyang, Hubei province.

Polluted corn farm near a power plant in Shanxi province.
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Exhibit 43: Number of Bad Air Days in
Key Chinese Cities
Unhealthy levels of emissions are becoming less frequent.
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Data through December 31, 2015.
Note: Bad air days defined as those with PM,, concentration above 55.4 pg/m?°.
Source: Investment Strategy Group, Bloomberg, StateAir, Mission China.
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Exhibit 44: Real GDP Growth
Chinese growth has been on a downward trend since 2007.
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Data through 2015.
Source: Investment Strategy Group, Datastream, NBS.
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Exhibit 45: Contributions to Annual Real GDP Growth
Investment has been the main driver of the slowdown in China.
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Note: ISG forecasts for 2015 and 2016.
Source: Investment Strategy Group, Datastream, NBS.

Exhibit 46: Chinese Real Estate Indicators
A greater slowdown in real estate is the main downside risk
to our growth view.
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Source: Investment Strategy Group, CEIC, NBS.
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Exhibit 47: Housing Prices in China
Prices have moderated lately.
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Data through December 2015.
Source: Investment Strategy Group, China Index Academy, Datastream, NBS.

Exhibit 48: Measures of Real Estate Inventory
in China
There is a wide range of estimates for residential inventories.
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Source: Investment Strategy Group, CEIC, IMF, NBS.
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Exhibit 49: Measures of Unemployment in China
Alternative estimates show a weakening in Chinese labor

markets, in contrast to official data.
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Data through Q4 2015.

Note: The GIR China Employment Growth Tracker is based on a series of high-frequency labor market
indicators in China. It is presented as a diffusion index, where lower readings point to deteriorating
labor market dynamics.

Source: Investment Strategy Group, Goldman Sachs Global Investment Research, NBS.
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Exhibit 50: China’s Basic Balance of Payments
China’s current account surplus is expected to persist over
the next several years.

% of GDP
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Data as of October 2015.
Source: Investment Strategy Group, IMF.
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Exhibit 51: Deviation of Debt Service Ratio from Its
Long-Run Average
We expect Chinato breach the high-risk threshold this year.

Percentage Points
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Data as of 2015.
Note: ISG forecast through 2027.
Source: Investment Strategy Group, Bank for International Settlements, IMF.

Exhibit 52: ISG Scenarios for Real GDP Growth
Implementing reforms would allow for a smoother slowdown
in Chinese growth.
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Note: ISG forecast through 2027.
Source: Investment Strategy Group, CEIC.
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Exhibit 53: ISG Scenarios for Debt-to-GDP
We expect debt to continue to rise faster than GDP under
both scenarios.
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Data as of 2015.
Note: ISG forecast through 2027.
Source: Investment Strategy Group, Bank for International Settlements, IMF.
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Exhibit 54: Implied Interest Burden
Interest payments as a share of GDP have jumped in China.

Exhibit 55: Credit Growth vs.Nominal GDP
Debt s growing twice as fast as GDP in China.
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Data through 2015. Data through 2015.

Note: ISG estimate for 2015. Includes financing costs of bank loans, medium-term notes, short-term
financing bills, corporate bonds, trust assets and commercial bills.
Source: Investment Strategy Group, CEIC, Datastream, UBS.

Note: ISG estimate for 2015.
Source: Investment Strategy Group, Bank for International Settlements, Datastream.
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Exhibit 56: Breakdown of Total Chinese Debt

Most of the debt is owed by the corporate sector and LGFVs.
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Note: ISG estimate for 2015.
Source: Investment Strategy Group, Bank for International Settlements, IMF.
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Exhibit 57: Manufacturing Cost-Competitiveness
Index

Higher costs are causing China to lose competitiveness
among major exporters.
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Data as of 2015.

Note: The BCG Manufacturing Cost-Competitiveness Index measures changes in direct manufacturing
costs based on manufacturing wages, productivity, energy costs and exchange rates.

Source: Investment Strategy Group, BCG.
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Exhibit 58: Labor Productivity
Low productivity will hamper China’s longer-term prospects.
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Data as of 2015.
Note: Based on 2015 GDP per person employed (using Geary-Khamis PPPs).
Source: Investment Strategy Group, Conference Board.

Exhibit 59: Government Spending on Education
China spends relatively little on education.
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Source: Investment Strategy Group, IMF, World Bank.
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Exhibit 60: Enrollment in Tertiary Education
Relatively few Chinese pursue higher education.
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Data as of 2013.

Note: The total enrollment in tertiary education, regardless of age, is expressed as a percentage of the
total population of the 5-year age group following the end of secondary school.

Source: Investment Strategy Group, World Bank.

* Data as of 2012.

** Data as of 1972.

*** Data as of 1991 instead of 1973.
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Exhibit 61: Ease of Doing Business Indicators
China ranks just above average among 189 countries.
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Data as of 2015.

Note: Range includes Brazil, China, India, Indonesia, Mexico, Russia, South Africa and Turkey. The 75th
percentile includes all the data (189 countries).
Source: Investment Strategy Group, World Bank.

Exhibit 62: Worldwide Governance Indicators
China scores very poorly in terms of governance.
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Data as of 2014.

Note: The range includes Brazil, China, India, Indonesia, Mexico, Russia, South Africa and Turkey.
The 75th percentile includes all the data (215 countries).
Source: Investment Strategy Group, World Bank.
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Exhibit 63: Working-Age Population Projections
China’s demographics today are even less favorable than
Japan’s in 1990.

Start Date = 100
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Data as of 2015.
Source: Investment Strategy Group, United Nations Population Division.

Exhibit 64: Median Age of the Population
The Chinese population is expected to age at a rate similar to
that of Japan since 1990.
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Source: Investment Strategy Group, United Nations Population Division.
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Exhibit 65: Investment as a Share of GDP
China has a big rebalancing task ahead.

% of GDP
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Data through 2015.
Note: ISG estimate for China in 2015, IMF estimate for Japan.
Source: Investment Strategy Group, Datastream, IMF.

Exhibit 66: GDP Growth vs.Investment in Key Asian
Countries

Growth slowed markedly after a sharp decline in investment
relative to GDP.
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Data through 2015.
Note: Based on data for Malaysia, Singapore, South Korea and Thailand.
Source: Investment Strategy Group, Datastream, IMF.
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Exhibit 67: GDP per Capita and Debt-to-GDP
In our base case scenario, China would reach Japan’s 1990
debt-to-GDP level in 2021.
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Data through 2015.
Source: Investment Strategy Group, Bank for International Settlements, Datastream, European
Commission, IMF.

Exhibit 68: Total Factor Productivity Growth
One positive for China is that its current TFP growth rate is
higher than Japan’s in 1990.
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Data through 2015.
Note: Smoothed using an HP filter.
Source: Investment Strategy Group, Conference Board, Penn World Tables.
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Exhibit 69: Real GDP Growth and Equity Market
Characteristics
China’s faster GDP growth hasn't produced higher returns
than the US.
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Data through Q4 2015.

Note: Based on MSCI China and S&P 500 total returns and using data since the inception of the MSCI
China Index on December 31, 1992.

Source: Investment Strategy Group, Datastream, MSCI.
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Exhibit 70: Overview of Key Chinese Equity Indexes

Start Stock Trading Number Market Cap PE
Index Description Date Exchange Currency  of Stocks  (US$ Billion)  Ratio
Shanghai Composed primarily of stocks from the financial (33%)
d and industrial (20%) sectors. Includes several SOEs and 12/19/1990 Shanghai RMB 1,061 3,670 15.2
A Shares Index . °
government-linked companies.
Includes stocks with typically lower government ownership
Shenzhen than the Sha}nghal A $ha}yres Index. It also offers greater 2/3/11991 Shenzhen RMB 1717 2808 420
A Shares Index exposure to “New China” sectors such as consumer
discretionary (17%) and IT (21%).
Commonly known as “China’s NASDAQ,” it is primarily
ChiNext Index composed of growth and technology stocks that trade on the 6/1/2010 Shenzhen RMB 100 293 61.4
ChiNext Board of the Shenzhen Stock Exchange.
Hang Seng China - o
Enterprises Index }ncludﬁs Ifhe 40. Ielirgesot and(;nost liquid H share?], primarily 8/8/1994  Hong Kong HKD 40 463 6.1
(HSCEI) rom the financial (73%) and energy sectors (11%).
Composed primarily of mid- and large-cap H shares. In Hong Kong and
MSCI China December 2015, 14 Chinese Amerlgan erosnory Receipts 12/31/1992 New York HKD and 157 1712 93
(ADRs) from the IT and consumer discretionary sectors were (ADRs) usb

added to the index.

Data as of January 15, 2016.
Source: Investment Strategy Group, Bloomberg.
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Exhibit 71: Equity Returns in 2015

There was wide dispersion of returns among key Chinese indexes.
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Data as of December 31, 2015.
Source: Investment Strategy Group, Bloomberg.

Exhibit 72: Price Returns Since 2005
Shenzhen A Shares have significantly outperformed their
counterparts.
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Exhibit 73: Chinese Equity Turnover by Type of
Investor
Retail investors account for the bulk of domestic equity trading.
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Source: Investment Strategy Group, Hong Kong Stock Exchange, Shanghai Stock Exchange.
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Exhibit 74: Normalized Emerging Market (EM)
Equity Valuations
EM equities are still not cheap enough.
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Data as of January 15, 2016.

Note: Based on data since 1994 for price/forward earnings, price/book value, price/cash flow, price/
earnings-growth ratio, dividend yield and return on equity. Numbers in parentheses denote the
country’s weight in MSCI EM.

Source: Investment Strategy Group, Datastream, I/B/E/S, MSCI.

Exhibit 75: Discount of Chinese Equities to US
Equities
Chinese valuations could deteriorate further relative to the US.
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Data through January 15, 2016.
Note: Based on MSCI indexes and price/earnings, price/book value and price/cash flow data.
Source: Investment Strategy Group, Datastream, MSCI.
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Exhibit 76: Renminbi Deviation from Fair Value
The renminbi is no longer undervalued.

Deviation (%)
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Data as of January 15, 2016.
Note: Based on the onshore renminbi exchange rate.
Source: Investment Strategy Group, Bloomberg, Goldman Sachs Global Investment Research, IMF.

Exhibit 77: Financial Leverage Ratio of Chinese
Equity Indexes
The ratio of debt to equity has risen across all indexes.
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Source: Investment Strategy Group, Bloomberg.
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Exhibit 78: Return on Assets
China’s ROA has declined dramatically since the Goldilocks
era of emerging markets.
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Exhibit 79: Correlation With Chinese Equities
Emerging markets’ high correlation makes them vulnerable to
elevated volatility in China
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AlIB: Asian Infrastructure Investment Bank
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BCG: Boston Consulting Group
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bps: basis points

BRICS: Brazil, Russia, India, China and South Africa

CASS: Chinese Academy of Social Sciences
CFFEX: China Financial Futures Exchange
CPC: Communist Party of China

CSRC: China Securities Regulatory Commission
DM: developed market

EAG: Emerging Advisors Group
EM: emerging market
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FX: foreign exchange

GDP: gross domestic product
GIR: [Goldman Sachs] Global Investment Research

GSDEER: Goldman Sachs Dynamic Equilibrium Exchange Rate

HKD: Hong Kong dollar
HSCEI: Hang Seng China Enterprises Index

ICOR: incremental capital-output ratio
IEA: International Energy Agency
IMF: International Monetary Fund

IPO: initial public offering
LGFV: local government financing vehicle(s)

MEP: Ministry of Environmental Protection

MSCI EAFE: MSCI Europe, Australasia and the Far East [Index]
MSCI EM: MSCI Emerging Markets [Index]

NBER: National Bureau of Economic Research
NBS: National Bureau of Statistics of China
NDRC: National Development and Reform Commission

NPL: nonperforming loan
OECD: Organisation for Economic Co-operation and Development

PBOC: People’s Bank of China
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PPP: purchasing power parity

QDII: Qualified Domestic Institutional Investors
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RMB: renminbi
ROA: return on assets
RQFII: Renminbi Qualified Foreign Institutional Investors

RRR: reserve requirement ratio

SAAR: seasonally adjusted annualized rate
SASAC: State-Owned Assets Supervision
and Administration Commission

SDR: Special Drawing Rights

SFTZ: Shanghai Free Trade Zone

SOE: state-owned enterprise

TARP: Troubled Asset Relief Program
TFP: total factor productivity

USCC: US-China Economic and Security Review Commission

WTI: West Texas Intermediate
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