CHINA’S ECONOMIC
STRATEGY
FOCUSES ON
SHORT-TERM GAINS

CAN THE NATION’S LEADERS

ENGINEER SUSTAINABLE
LONG-TERM GROWTH?

Commentary as of April 2016

A more-stable U.S. dollar

has helped reduce recession
worries in the U.S,, but some
demand assistance from the
emerging markets (particularly
China) would provide additional
relief. In fact, the entire global
economy could use some help
from an unleashed consumer
sector in China. But getting to
that point may take some time,
as China’s government resorts
to familiar interventionist
strategies designed to boost
short-term gross domestic
product (GDP), rather than
focusing on long-term
sustainable economic reforms.

Edward Trafford, Northern Trust’s basic
materials and industrials analyst believes
China’s transition from an investment-
led, low-cost manufacturing and export
economy (which benefited from low-
cost labor) to a consumer, services,
and innovation-driven economy will
prove challenging. For example, we
believe recent government intervention
—including restructuring state-owned
enterprises (SOEs) and shuttering
underperforming manufacturing
companies that were plagued by
overcapacity —is likely to increase
unemployment and social unrest.
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LEADERS STRADDLE THE FENCE

It appears China’s government may be
straddling the fence. That is, its leaders
are articulating a shift to a sustainable
long-term economic model while
reverting to the nation’s previous strategy
for generating near-term economic
growth—infrastructure spending and
overly accommodative monetary policy.

Earlier this year, China’s government lifted
the fixed asset investment growth target
for 2016 to 10.5% versus the 9.6% it
reported in 2015. Recent gains in sales of
heavy-duty trucks and excavators suggest
further infrastructure improvements are
in store during 2016. Sales for such heavy
equipment declined in 2015.

We do not view government intervention
as a driver of long-term, sustainable
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economic growth. Instead, to gauge
true economic growth, we examine
fundamental data points, including
power generation, freight volumes,
truck sales, cement production, and
private construction activity — stats the
government is less able to manipulate.
While manufacturing activity and retail
spending growth recently have slowed,
government-related infrastructure-
activity inflected upward.

GOVERNMENT INTERVENTION
AND MANUFACTURING EXCESS

A key element of China’s long-term
growth strategy is the “one belt, one
road” initiative the nation’s government
launched in October 2013. This policy
aims to increase trade by leveraging the
domestic manufacturing and labor force
to sell products and services into globall
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markets. Recently, one of China’s SOEs
invested capital to build manufacturing
capacity in a high-cost region. This
practice may reflect an increased focus
on short-term growth at the expense of
long-term sustainable economic reform.

We believe pursuing projects in regions
that lack a competitive advantage,

such as low-cost labor or the ability to
export competitively, only compounds
China’s excess manufacturing capacity
problem. It also does little to address
another key concern—increasing
unemployment.

SHORT-TERM OPTIMISM,
LONGER-TERM UNCERTAINTY

In early March, China’s premier
targeted a GDP growth rate of 6.5%
to 7.0% for 2016. We have increasing
confidence that China will hit the
upper end of this range in the second
half of 2016, supported by shorter-
term growth and stability initiatives
which rely on infrastructure spending,
accommodative monetary policy, and
government involvement in the stock
and real estate markets. Nevertheless,
we question whether this will translate
into sustainable economic activity.

Although we remain optimistic toward
China’s near-term growth outlook, we
are concerned about the nation’s ability
to meet the longer-term 6.5% GDP
growth target outlined in China’s 13th
Five-Year Plan (2016-2020). With legacy
industries (low-value-add manufacturing,
infrastructure, commodity mining/
refining) comprising a larger component
of GDP than new industries (private
enterprise, technology, medicine, etc),

it currently remains unclear how China
will reach this longer-term target.
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Northern Funds will deliver summary prospectuses to
shareholders in July. If you have more than one fund, we'll
combine the summary prospectuses into a single mailing.

Alternatively, you may receive your summary prospectus, and other Northern
Funds reports, via e-delivery. Once you register for e-delivery, you'll receive
an email when the document is available. The email will contain a link that
will take you directly to the document. To sign up for e-delivery, please visit
northernfunds.com/e-delivery and choose “Sign Up for e-Delivery.”

Investors eager to participate in the
growth potential of China and other
emerging markets may want to consider
the Northern Emerging Markets Equity
Index Fund. The Fund seeks to provide
investment exposure and results similar
to the MSCI Emerging Markets® Index.
The Fund offers broad exposure to
several emerging economies represented
in the Index, including: Brazil, Chile,
China, Colombia, Czech Republic, Egypt,
Greece, Hungary, India, Indonesia, Korea,
Malaysia, Mexico, Peru, the Philippines,
Poland, Qatar, Russia, South Africa,
Taiwan, Thailand, Turkey, and the United
Arab Emirates.

Among their compelling characteristics
for investors, emerging markets typically
offer higher GDP growth potential than
developed markets. An expanding
middle class, large and often younger
populations, and vast natural resources
are among the factors likely to help
support potentially stronger growth
rates in the emerging market economies.
Of course, investors must be willing to
accept the greater risks associated with
investing in emerging markets, including
currency fluctuations, less market
liquidity, more market volatility, and
political instability.
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To learn more, including information
about specific risks and fund expenses,
please call 800-595-9111, or visit www.
northernfunds.com.

Past performance is no guarantee of
future results. Investing involves risk
including the possible loss of principal.
There can be no guarantee that any
investment strategy will be successful.

Equity Risk: Equity securities (stocks) are
more volatile and carry more risk than
other forms of investments, including
investments in high-grade fixed-income
securities. The net asset value per share
of this Fund will fluctuate as the value

of the securities in the portfolio changes.

Emerging Markets Risk: Emerging
market investing is subject to additional
economic, political, liquidity and
currency risks not associated with more
developed countries.

Index Fund Risk: The performance of the
Fund is expected to be lower than that
of the Index because of Fund fees and
expenses. It is important to remember
that there are risks associated with index
investing, including the potential risk

of market decline, as well as the risks
associated with investing in specific
companies.

Please carefully read the prospectus and summary
prospectus and consider the investment objectives,
risks, charges and expenses of Northern Funds
before investing. Call 800-595-9111 to obtain

a prospectus and summary prospectus, which
contains this and other information about the funds.

NOT FDIC INSURED

May lose value / No bank guarantee
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