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China is undergoing a significant economic transformation, shifting its
focus from traditional manufacturing and investment to a consumer
and service-oriented market. This pivotal change, catering to the
demands and preferences of an expanding middle class, is reshaping
the investment landscape and may offer new opportunities and
challenges for investors. While recent market fluctuations are
noteworthy, they do not diminish the long-term trajectory of this
economic evolution. This paper examines how the S&P China
Consumption Index is strategically positioned to reflect these ongoing
developments.

Executive Summary

— The expansion of China's middle class (expected to grow by 80
million by 2030) and service sectors (now accounting for 50% of
GDP) underscore how China's economic shift signals the need
for a more focused index-based investment strategy.

— Government policies fostering innovation in business models
have been instrumental in the transformation in consumer
behavior.

— The S&P China Consumption Index reflects these trends, and
the index historically outperformed broader Chinese indices by
focusing on the sectors and industries most affected by these
changes.

— Outperformance was driven by sector allocation effects, as the
index strategically emphasizes Consumer Discretionary,
Communication Services and Consumer Staples, while
excluding traditional sectors like Energy and Materials.
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China's Economic Growth Story

The economic climate in 2023 and the beginning of 2024 was characterized by increasing
interest rates and lingering inflation, and major economies worldwide have been navigating
varied challenges and recovery paths. Within this context, China's narrative still stands out.
Despite facing its own set of challenges, China's economy, once driven by manufacturing and
investment, is transitioning toward a more consumption-centric and service-driven model.: 2
This shift is evident in the IMF’s forecast growth rate for China of 5.4% in 2023,2 poised to
surpass the more modest growth expectations for the U.S. (2.1%) and Europe (0.7%), where
recession risks loom.*

China is witnessing a significant expansion of its middle class, which is projected to grow by 80
million by 2030, establishing an affluent consumer segment.®> Further fueling this evolution,
over one-half of China's GDP is now attributed to the services sector, signifying a substantial
deepening of the consumer market.®

The evolution in Chinese consumer behavior, alongside the robust economic growth trajectory
of the world’s most populated country, offers a unique opportunity for investors. Recognizing
the need for a nuanced, adaptive approach to take full advantage of this ongoing economic
growth, the introduction of the S&P China Consumption Index comes at a crucial point in time.
The index focuses on subtle shifts in the Chinese consumer market, providing a sophisticated
tool to measure China's dynamic economic landscape.

China's Evolving Consumer Market: Challenges and Innovations

The Chinese consumer market has faced growth challenges but has also witnessed rapid
innovation in consumption patterns and business models. The government's policies have
been instrumental in expanding domestic demand and encouraging new forms of
consumption, thereby driving high-quality growth. This reflects a significant phase in the
development of China's consumer market.” Post-pandemic, Chinese consumers have become
more pragmatic, emphasizing product quality and value. This shift has favored domestic
brands, viewed as more cost-effective and attuned to Chinese consumer habits.

1 Chen, Xilu, Guangyu Pei, Zheng Song and Fabrizio Zilibotti, “Is China Becoming a Service Economy?” VoxChina, Oct. 12, 2022.

2 Zeng, Liyu, Priscilla Luk and Sun Yan, “China’s New Economy Sectors: How Are They Doing?” S&P Global, Jan. 9, 2020.

3 Whiting, Kate, “China's growth forecasts upgraded, Eurozone recession fears and other economy news to read this week,” World Economic
Forum, Nov. 24, 2023.

4 Reid, Jenni, “IMF hikes U.S. growth forecast for 2023, leaves global outlook unchanged,” CNBC, Oct. 10 2023.

5 Chen, Cinthia, Stacey Li, Florence Li and Ben Chen, “The Next Chapter in China’s Consumer Story,” Boston Consulting Group, June 22,
2023.

& Mullen, Andrew, “China’s services sector: what is it and why is it important to the economy?” South China Morning Post, March 3, 2021.

7 Deloitte, “2023 China Consumer Insight and Market Outlook,” March 3, 2023.
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Technological advancements and policy incentives have helped foster innovation in business
models. New retail channels like live streaming and instant retail have seen increased
adoption, with a significant rise in the “home economy” driven by leisure consumption at
home.® Increasing evidence suggests that China's push for sustainable development is
influencing consumer behavior, with some showing a willingness to pay more for eco-friendly
products.”’

The strategic positioning of the S&P China Consumption Index, with its focus on consumer-
driven sectors, aligns well with these trends. By offering comprehensive market coverage and
focusing on China’s evolving economy, the index presents a unique measurement of China's
dynamic economic landscape.

Key Constituents in the S&P China Consumption Index

In the evolving landscape of China's economy, five companies within the S&P China
Consumption Index distinctly demonstrate the trends shaping this evolution.® These
constituents reflect China's current market dynamics, but also signal its future economic path,
demonstrating a shift toward technological dominance, digital evolution and financial
sophistication.

AlA Group (8.1% weight): AIA Group is a multinational insurance and financial services
company and the largest publicly listed life insurance group in APAC.

Tencent (10.8% weight): Tencent is a large conglomerate with a diverse range of digital
services, including social media, online gaming and various internet-related services. lItis a
well-known entity in the digital and technology areas.

Alibaba (9.7% weight): Alibaba is a leading e-commerce company in China with a strong
presence in digital payment solutions. It is one of the key players in the online retail and
technology market.

JD.com (3.6% weight): JD.com is a major online retailer and technology company, known for
its direct sales model and a wide range of products spanning from electronics to apparel. The
company is also involved in logistics and technology-driven services, playing a significant role
in the e-commerce landscape of China.

Zipser, Daniel, Daniel Hui, Jia Zhou and Cherie Zhang, “2023 McKinsey China Consumer Report: A Time of Resilience,” McKinsey &
Company, Dec. 8, 2022.

Current Constituents and Weights as of March 28, 2024. The methodology rules dictate eligible constituents as of each rebalance and the
above is illustrative of the composition at the specified date.
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BYD (2.6% weight): BYD specializes in the manufacturing of electric vehicles and battery
technology with a strong presence in the automotive and renewable energy sectors. The
company overtook Tesla as the largest electric car manufacturer in Q4 2023.1°

Understanding Stock Selection and Weighting in the
S&P China Consumption Index

The S&P China Consumption Index, comprising certain companies from the S&P Total China
& Hong Kong Domestic BMI, is designed to be a broad representation of China's evolving
consumption-driven economy. The index primarily includes stocks that are listed in China and
Hong Kong, focusing on companies domiciled in these regions. It encompasses both A-shares
and offshore listings of Chinese companies on the Hong Kong exchange.

Key criteria for inclusion are:

— Eligibility: Companies must have a free-float market capitalization (FMC) of at least USD
2.5 billion, with multiple share classes combined to measure the company's FMC. A
three-month average daily value traded (ADVT) of at least USD 8 million, and an
investable weight factor (IWF) of at least 15% are also required. Stocks designated as
Special Treatment (ST and *ST) by the Shanghai or Shenzhen stock exchanges are
ineligible.

— GICS® Classification: Eligible stocks must fall within the specified Global Industry
Classification Standard (GICS) categories listed in Exhibit 1.

— China A-Share Inclusion: China A-shares are capped at 15% and must be accessible
through the Stock Connect program to be eligible, ensuring representation of accessible
A-share companies to foreign investors.

— Selection and Weighting: The index selects the largest 100 stocks by FMC, with a 20%
buffer. 1t employs an FMC weighting, with a single stock weight cap of 10% and a
cumulative weight cap for A-shares at 15%, maintaining diversification and
accommodating foreign ownership limits.

— Rebalancing Schedule: The index undergoes semiannual rebalancing, effective after the
close of the third Friday of June and December, with the reference date being the last
trading day of the previous month.

10 He, Laura and Chris Isidore, “China’s BYD is selling more electric cars than Tesla,” CNN, Jan. 2, 2024.
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Exhibit 1: S&P China Consumption Index GICS Inclusion Criteria

GICS Sector Consumption Focus Index Weight (%)
Consumer Discretionary Consumer Discretionary 40.03
Communication Services Communication Services 22.67
Financials Insurance 13.66
Consumer Staples Consumer Staples 10.05
Health Care Health Care 6.26

Electrical Components & Equipment
Air Freight & Logistics

Passenger Airlines
Industrials 4.74
Rail Transportation

Airport Services
Marine Ports & Services

Software & Services
Information Technology 1.31
Communications Equipment

Utilities Independent Power and Renewable Electricity Producers 1.28

Source: S&P Dow Jones Indices LLC. Data as of March 28, 2024. Table is provided for illustrative purposes.

A Focused Approach to Chinese Market Dynamics

Comprehensive Market Coverage: By including major Chinese share classes such as A-
shares and Hong Kong listings, the S&P China Consumption Index offers a thorough
representation of the Chinese market. The exclusion of non-China- and non-Hong Kong-listed
stocks ensures a focus on companies primarily engaged in the Chinese and Hong Kong
markets, providing a more direct reflection of the region’'s economic activities.

Focused Insight into China's Evolving Economy: The index's adherence to the outlined
GICS sectors and selected industries helps align it with China's shift toward a consumption-
centric economy. This targeted approach offers investors a unique perspective, differentiating
it from traditional benchmarks that may be heavily concentrated in sectors like Financials.

Enhanced Liquidity and Accessibility: The selection of the largest 100 stocks by FMC,
subject to liquidity thresholds, ensures that the index comprises large, liquid stocks. This
characteristic facilitates more efficient market replication, which could be beneficial for passive
investors seeking exposure to specific segments of China's economy. Additionally, the index's
semiannual rebalancing schedule allows it to adapt and stay current with market
developments.
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Risk Management through Diversification: The index's weighting methodology, which
includes a single-stock weight cap of 10% and a cumulative weight cap for A-shares of 15%,
prevents over-reliance on individual stocks and helps maintain diversification. This approach
seeks to mitigate risk and could align with the investment strategies of those seeking a
balanced measurement of the Chinese market.

Strategic Positioning: S&P China Consumption Index versus Leading
Chinese Market Indices™

To evaluate and highlight the unique performance and composition features of the S&P China
Consumption Index, we performed a comparative analysis with other market indices targeting
the Chinese stock market. As benchmarks, the MSCI China Index and FTSE China 50 Index
are selected as both are among the largest China-focused indices as measured by their linked
assets under management (AUM).12 The MSCI China Index offers a broad view of the
Chinese stock market, covering a wide range of company sizes and equity types that account
for about 85% of the Chinese equity universe.** Meanwhile, the FTSE China 50 Index
provides a focused look at the top 50 Chinese companies by market capitalization listed on the
Hong Kong Stock Exchange, representing the performance of some of the largest and most
well-known Chinese companies.!*

While each is focused on the Chinese market, the three strategies tell a different story of
market focus and strategy. The S&P China Consumption Index, with an annual total return of
2.9% through its full back-tested history® (see Exhibit 2), demonstrated a preference for
consumer sectors, as evidenced by its significant allocation to Consumer Discretionary (40%),
Communication Services (23%), Consumer Staples (10%), Financials (14%) and Health Care
(6%), while excluding companies from the Energy, Materials and Real Estate sectors.

11 As proxies for these indexes, the performance and composition of the iShares MSCI China ETF, representing the MSCI China Index, and
the iShares China Large-Cap ETF, corresponding to the FTSE China 50 Index, are used, with FactSet data as of Dec. 29, 2023.

12 VettaFi, data as of end of October 2023.
13 MSCI China Index Factsheet, March 29, 2024.

1 FTSE China Index Series: FTSE China 50 Index Review Changes Overview - March 2020.
15 From Dec. 17, 2010, to March 28, 2024.
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Exhibit 2: Historical Performance
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Source: S&P Dow Jones Indices LLC and FactSet. Data from Dec. 17, 2010, to March 29, 2024. Indices rebased to 1000 on Dec. 17, 2010.
The S&P China Consumption Index was launched on March 19, 2024. All data prior to such date is back-tested hypothetical data. Index
performance based on total return in CNY. Chart is provided for illustrative purposes and reflects hypothetical historical performance. Please

see the Performance Disclosure at the end of this document for more information regarding the inherent limitations associated with back-
tested performance.

In contrast, the FTSE China 50 Index, including all sectors, allocated a substantial 29% to
Financials, 34% to Consumer Discretionary and a modest 1% to Consumer Staples. Its annual
total return over the same time period was -0.68%'¢ (see Exhibit 3). Meanwhile, the MSCI
China Index offered a diversified size distribution, including 80% in mega and large caps, 19%

in mid caps, and 1.4% in small caps. Its performance, however, lagged the S&P China
Consumption Index, with an annual total return of only 1.18%.%7

The different sector weightings and size distributions across these indices underscore the
distinct investment philosophies they represent. The S&P China Consumption Index, with its
focus on consumer-driven sectors, appears well-positioned to reflect the nuances of China’s

evolving economic landscape, contrasting with the more diversified or financially oriented
approaches of the FTSE and MSCI indices.

16 hitps://www.blackrock.com/us/individual/products/239536/ishares-china-largecap-etf (as of Dec. 31, 2023)

17 https://www.blackrock.com/us/individual/products/239619/ishares-msci-china-etf
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Exhibit 3: Sector Weight Comparison
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Source: S&P Dow Jones Indices LLC and FactSet. Data as of March 28, 2024. Chart is provided for illustrative purposes.

Conclusion

The transformation of China’s economy signals the need for a more nuanced indexing
approach, as traditional strategies may not effectively track new market dynamics. The S&P
China Consumption Index offers a sophisticated perspective by reflecting consumer and
service-oriented sectors observed to be at the forefront of this evolution. Its strategic emphasis
aligns well with the changing consumer behavior in China, where a growing preference for
quality, value and sustainable products can be found.

Innovations in consumption patterns and business models, driven by technological
advancements and government policies, are also reshaping China's consumer market. These
changes are reflected by the constituents in the S&P China Consumption Index that focus on
technological dominance, digital innovation and financial sophistication.

The S&P China Consumption Index thereby presents a strategic tool to engage with the
dynamic and evolving economic landscape of China. Its focused approach aligns with the
country's shifting economic priorities and offers a valuable perspective for those looking for an
index tracking the burgeoning sectors of the Chinese economy.
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Performance Disclosure/Back-Tested Data

The S&P China Consumption Index was launched on March 19, 2024. All information presented prior to an index’s Launch Date is
hypothetical (back-tested), not actual performance, and is based on the index methodology in effect on the index launch date. However, when
creating back-tested history for periods of market anomalies or other periods that do not reflect the general current market environment, index
methodology rules may be relaxed to capture a large enough universe of securities to simulate the target market the index is designed to
measure or strategy the index is designed to capture. For example, market capitalization and liquidity thresholds may be reduced. In addition,
forks have not been factored into the back-test data with respect to the S&P Cryptocurrency Indices. For the S&P Cryptocurrency Top 5 & 10
Equal Weight Indices, the custody element of the methodology was not considered; the back-test history is based on the index constituents
that meet the custody element as of the Launch Date. Also, the treatment of corporate actions in back-tested performance may differ from
treatment for live indices due to limitations in replicating index management decisions. Complete index methodology details are available at
www.spglobal.com/spdji. Back-tested performance reflects application of an index methodology and selection of index constituents with the
benefit of hindsight and knowledge of factors that may have positively affected its performance, cannot account for all financial risk that may
affect results and may be considered to reflect survivor/look ahead bias. Actual returns may differ significantly from, and be lower than, back-
tested returns. Past performance is not an indication or guarantee of future results.

Please refer to the methodology for the Index for more details about the index, including the manner in which it is rebalanced, the timing of
such rebalancing, criteria for additions and deletions, as well as all index calculations. Back-tested performance is for use with institutions only;
not for use with retail investors.

S&P Dow Jones Indices defines various dates to assist our clients in providing transparency. The First Value Date is the first day for which
there is a calculated value (either live or back-tested) for a given index. The Base Date is the date at which the index is set to a fixed value for
calculation purposes. The Launch Date designates the date when the values of an index are first considered live: index values provided for
any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as the
date by which the values of an index are known to have been released to the public, for example via the company’s public website or its data
feed to external parties. For Dow Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013, was
termed “Date of introduction”) is set at a date upon which no further changes were permitted to be made to the index methodology, but that
may have been prior to the Index’s public release date.

Typically, when S&P DJI creates back-tested index data, S&P DJI uses actual historical constituent-level data (e.g., historical price, market
capitalization, and corporate action data) in its calculations. As ESG investing is still in early stages of development, certain datapoints used to
calculate S&P DJI's ESG indices may not be available for the entire desired period of back-tested history. The same data availability issue
could be true for other indices as well. In cases when actual data is not available for all relevant historical periods, S&P DJI may employ a
process of using “Backward Data Assumption” (or pulling back) of ESG data for the calculation of back-tested historical performance.
“Backward Data Assumption” is a process that applies the earliest actual live data point available for an index constituent company to all prior
historical instances in the index performance. For example, Backward Data Assumption inherently assumes that companies currently not
involved in a specific business activity (also known as “product involvement”) were never involved historically and similarly also assumes that
companies currently involved in a specific business activity were involved historically too. The Backward Data Assumption allows the
hypothetical back-test to be extended over more historical years than would be feasible using only actual data. For more information on
“Backward Data Assumption” please refer to the FAQ. The methodology and factsheets of any index that employs backward assumption in the
back-tested history will explicitly state so. The methodology will include an Appendix with a table setting forth the specific data points and
relevant time period for which backward projected data was used.

Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices maintains the index
and calculates the index levels and performance shown or discussed but does not manage actual assets. Index returns do not reflect payment
of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are intended to track
the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of the
securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000 investment
for a 12-month period (or US $10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the investment plus
accrued interest (or US $1,650), the net return would be 8.35% (or US $8,350) for the year. Over a three-year period, an annual 1.5% fee
taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US $5,375, and a
cumulative net return of 27.2% (or US $27,200).
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General Disclaimer

© 2024 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, SPX, SPY, The 500, US 500 , US 30, S&P 100, S&P COMPOSITE 1500,
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, DIVIDEND
MONARCHS, BUYBACK ARISTOCRATS, SELECT SECTOR, S&P MAESTRO, S&P PRISM, GICS, SPIVA, SPDR, INDEXOLOGY, iTraxx,
iBoxx, ABX, ADBI, CDX, CMBX, MBX, MCDX, PRIMEX, HHPI and SOVX are trademarks of S&P Global, Inc. (“S&P Global”) or its affiliates.
DOW JONES, DJIA, THE DOW and DOW JONES INDUSTRIAL AVERAGE are trademarks of Dow Jones Trademark Holdings LLC (“Dow
Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or
in part are prohibited without written permission of S&P Dow Jones Indices LLC. This document does not constitute an offer of services in
jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones or their respective affiliates (collectively “S&P Dow Jones Indices”)
do not have the necessary licenses. Except for certain custom index calculation services, all information provided by S&P Dow Jones Indices
is impersonal and not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in
connection with licensing its indices to third parties and providing custom calculation services. Past performance of an index is not an
indication or guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide
positive investment returns. Index performance does not reflect trading costs, management fees or expenses. S&P Dow Jones Indices makes
no representation regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any
such investment fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. S&P
Dow Jones Indices is not an investment adviser, commodity trading advisor, commodity pool operator, broker dealer, fiduciary, promoter” (as
defined in the Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) or tax advisor. Inclusion of a
security, commodity, crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold
such security, commaodity, crypto currency or other asset, nor is it considered to be investment advice or commodity trading advice.

These materials have been prepared solely for informational purposes based upon information generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, THAT THE CONTENT’'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the
possibility of such damages.

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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