China’s need for higher consumption

Amélie Thévenet, Fund Manager, Emerging Markets

Amélie Thévenet examines the growth dynamics of Chinese consumer spending and discusses
the need for China to accelerate its rebalancing towards a domestic-focused, consumption-led
economic model. If they can achieve that, then the benefits for domestic companies — already
fast-growing businesses — should be significant.

The Chinese consumer is the most important thing in the world economy, said Jim O’Neill, former
Goldman Sachs Chief Economist and coiner of the term ‘BRIC’, earlier this year. That is a comment
that underlines the pivotal role that Chinese spending power now plays on the global stage.

For many international companies, the bulk of sales growth comes from their Chinese/Asian divisions.
Swiss luxury goods conglomerate Richemont already generates 22% of global sales from China and
Hong Kong alone, with the rest of Asia adding another 16%. Asia is also the fastest-growing region for
sales.! Likewise, the Greater China region is by far Nike’s fastest-growing geography (triple the growth
of its core North American market), representing 16% of global sales.

Nike, Inc. Revenue (USD, millions)

Division 12m ending 31.05.2019 | % of Total | YoY % Growth
North America 15,902 11% 7%
EMEA 9,812 25% 6%
Greater China 6,203 16% 21%
Asia Pacific & LatAm 5,254 13% 2%
Other 1,941 5% -3%
Total 39,117 100% 7%

Source: Nike, ‘Fiscal 2019 Fourth Quarter and Full Year Results’ to 31.05.2019

Arguably, the growth profile of these international companies is hampered by exposure to their
mature legacy markets in the West. Domestic Chinese companies, by contrast, are naturally a purer
play on the theme, and with a domestic market that is so strong the trade war need not stand in the
way of their medium-term growth. In the sportswear sector for example, Anta and Li Ning, the two
largest domestic brands, have seen their consolidated sales increase by 35% and 33% YoY respectively
in the first six months of 2019. The trade war, which is a headwind for so many companies, may in fact
benefit these companies as the mood in China shifts towards a preference for domestic goods for
patriotic reasons encouraged by the government.

How to spend it

That is only part of the story, however. As the Chinese economy slows, so too has the pace of
household expenditure growth — albeit less so than other parts of the economy such as manufacturing
and exports that are more impacted by the trade war.

1 Source: Richemont, FY19 Annual Results presentation
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https://investors.nike.com/investors/news-events-and-reports/?toggle=earnings
https://www.richemont.com/investor-relations/results-presentations.html
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China’s per capita household expenditure has more than doubled in the past 10 years, but the

pace of growth has slowed
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The Chinese government seems to recognise the need to rebalance its economy into a more domestic-
focused, consumption-led model. Some progress has already been made on that front and the trade
war may even provide an incentive for them to accelerate that plan, since domestic consumption is
easier for them to stimulate than other measures that are more at the mercy of international markets

and cross-border trade.

The scope to increase expenditure and consumption is
significant. In common with many other Asian and Middle
Eastern countries, China’s savings rate is high at 45.7%. The
trend is downwards (in 2010 China’s savings rate was 51.5%) but
if that reduction can be accelerated it could be dramatic given
the size of the domestic Chinese market. Achieving Western
levels of savings rate may be unrealistic, but if China can get
anywhere near the 27.0% level of neighbouring Japan in future
the impact should be significant.

Country/Region Gross Savings Rate
Macau 67.1%
Qatar 62.2%
Ireland 57.5%
Luxembourg 52.4%
Mepal 51.7%
Brunei 49.4%
UAE 48.3%
Singapore 47.7%
China 45.7%
Mongolia 43.8%
Japan 27.0%
UK 17.5%
United States 17.3%
Source: CEIC
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The gradual process of rebalancing China’s economy towards consumption has already begun,

but arguably needs to accelerate
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Key areas of opportunity

Greater spending by Chinese consumers would have a knock-on impact on many areas of the market,
leaving plenty of room for active investors to seek out the most appealing opportunities and areas
where the positive change potential has so far gone underappreciated.

As shown in the table below, there are a few powerful trends in the consumer space in China.

Net % of consumer survey respondents in China who plan to increase consumption in the next 12
months (May 2019 survey)

Sport/Body exercise/Gym

Education

Domestic or outbound traveling
Medical/Healthcare

Food and beverage items

Daily necessities

Cosmetics and skincare

Clothes and wearables

Elderly-care service

Telecom/Mobile phone/Telecom services

SRRLEERR

Source: UBS Evidence Lab © UBS 2019. All rights reserved. Reproduced with permission. May not be
forwarded or otherwise distributed.

Chinese consumers are becoming more health conscious, which means that they are spending more
on sport-related items and health food supplements. It is estimated that the scale of sports industry
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will exceed RMBS trillion by 2025.2 Education is also an area where parents spend a lot and is very
resilient to economic downturn, especially in after-school tutoring.

In my view, Chinese consumer companies are well placed to cater to these consumption needs,
although it is important to be selective — for example, in food, beverages and cosmetics Chinese
consumers tend to favour foreign brands which they still trust more.

Li Ning — a sportswear domestic champion

Appetite for foreign goods was resilient to the practical and political effects of the trade war, although
the longer and more bitter the dispute with the US becomes the more likely it is that there will be a
patriotic shift towards domestic Chinese brands. | see sportswear company Li Ning as well placed to
benefit from any such shift, as it has already launched a new product line that plays up the patriotic
side of being Chinese. Even aside from that, Li Ning is in my view well placed to benefit from future
increased consumption of sportswear goods, and the ongoing operations restructuring ensures a
healthy increasing cash flow generation (operating cash flow increased by 107% in H1 2019)

Health and Happiness — providing adult and baby nutrition
Owing to safety and sanitation scares in the past, Chinese consumers still trust foreign brands more
when they buy infant milk formula.

China is the world’s largest IMF market (2017)
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Health & Happiness (H&H), a Hong Kong based company, is particularly well placed as they are a
Chinese company, but they source key raw ingredients from France and the US for their premium
infant milk formula (IMF), and from Australia for their adult health supplements. They have a deep
understanding of the domestic market and command 5.5% market share of the Chinese IMF market,
which | expect to rise as they are exposed to the premium market which is growing faster. They have
an internationally diverse management team which | view as a key asset to succeed in their industry
in the long run.

2 Source: Li Ning, 2019 Interim Results presentation
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New Oriental Education — after-school tutoring

New Oriental Education is one of the leaders in private after-school tutoring in China, and also
provides language training and test preparation courses. Education is one of the most resilient
household expenditures in China, as parents want the best education possible for their children. Even
in lower tier cities, families do choose to pay for after-school tutoring in the hope that their children
would get into the best universities. New Oriental Education has an increasing presence in after-school
tutoring, both offline where they are one of the two leaders, and online to capture the rural markets.
Despite being one of the largest providers, and growing revenues at above 30% YoY, they only have
2% market share as the industry is very fragmented. We expect that the K12 offline business should
grow at a rate close to 40% during the company’s financial year ending May 2020, driven by capacity
expansion and rising fees, as well as higher retention and capacity utilisation.

An engine of change

The Chinese consumer continues to wield power over global consumption trends. While there is a
slowdown in Chinese consumption growth, the long-term trends of household consumption growth
in China are very resilient and, in my view, there are attractive opportunities in pockets of the sector
where growth potential is higher. The Chinese government is keen to boost private consumption and
reduce the household saving rates — | believe it is reasonable to expect that they will support
consumption with ad hoc measures should the slowdown be more pronounced and focus on
rebalancing the economy away from too much reliance on infrastructure spending and industrial
growth.

Furthermore, aspirations of Chinese consumers are changing as they focus on a healthier lifestyle. The
younger generation seeks different experiences through travel and entertainment rather than
accumulating foreign luxury goods. While some trends evolve, some trends remain ever more
powerful, like spending on children’s education. Overall, the growing power of Chinese consumers will
remain an important engine of change delivering potentially attractive investment opportunities for
the Jupiter Global Emerging Markets team.

Important Information

The information contained in this press release is intended solely for members of the media and
should not be relied upon by private investors or any other persons to make financial decisions.

The fund invests a significant portion of the portfolio in emerging markets, which carry increased
liquidity and volatility risks. This fund invests mainly in shares and it is likely to experience fluctuations
in price which are larger than funds that invest only in bonds and/or cash. Quarterly income payments
will fluctuate. All of the fund's expenses are charged to capital, which can reduce the potential for
capital growth. The Key Investor Information Document, Supplementary Information Document and
Scheme Particulars are available from Jupiter on request.

The fund uses derivatives, which may increase volatility; the fund’s performance is unlikely to track
the performance of broader markets. Losses on short positions may be unlimited. Counterparty risk
may cause losses to the Fund. This fund invests in securities issued or guaranteed by the United
Kingdom which may exceed 35% of its value.The Key Investor Information Document, Supplementary
Information Document and Scheme Particulars are available from Jupiter on request.
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This communication, including any data and views in it, does not constitute an invitation to invest or
investment advice in any way.

This document is for informational purposes only and is not investment advice. Market and exchange
rate movements can cause the value of an investment to fall as well as rise, and you may get back less
than originally invested. [Suitability retail]. Initial charges are likely to have a greater proportionate
effect on returns if investments are liquidated in the shorter term.

Company examples are for illustrative purposes only and are not a recommendation to buy or sell.

The views expressed are those of the Fund Manager at the time of writing/preparation, are not
necessarily those of Jupiter as a whole and may be subject to change. This is particularly true during
periods of rapidly changing market circumstances.

Every effort is made to ensure the accuracy of the information but no assurance or warranties are
given. It is not an invitation to subscribe for shares in the Jupiter Global Fund (the Company), or any
other fund managed by Jupiter Asset Management Limited. The Company is a UCITS fund incorporated
as a Société Anonyme in Luxembourg and organised as a Société d’investissement a Capital Variable
(SICAV).

This information is only directed at persons residing in jurisdictions where the Company and its shares
are authorised for distribution or where no such authorisation is required.

The sub fund(s) may be subject to various other risk factors, please refer to the Prospectus for further
information.

Prospective purchasers of shares of the sub fund(s) of the Company should inform themselves as to
the legal requirements, exchange control regulations and applicable taxes in the countries of their
respective citizenship, residence or domicile. Subscriptions can only be made on the basis of the
current prospectus and the Key Investor Information Document (KIID), accompanied by the most
recent audited annual report and semi-annual report. These documents are available for download
from www.jupiteram.com. The KIID and, where required, the Prospectus, along with other advertising
materials which have been approved for public distribution in accordance with the local regulations
are available in English, Dutch, French, Finnish, German, Italian, Portuguese, Spanish and Swedish.
Before subscribing, please read the Prospectus. Hard copies may be obtained free of charge upon
request from any of:

The Company Custodian and Administrator: JP Morgan Bank Luxembourg S.A, 6 Route de Treves,
Senningerberg, L-2633, Luxembourg; and from certain of the Company’s distributors; Austria: Jupiter
Asset Management International S.A., Austrian branch, Goldenes Quartier, Tuchlauben 7a, 1010
Vienna, Austria; Belgium: BNP Paribas Securities Services, Boulevard Louis Schmidt 2, 1040 Brussels,
Belgium; France: CACEIS Bank France, 1/3 Place Valhubert, 75013 Paris, France; Germany: Jupiter
Asset Management International S.A., Frankfurt branch, whose registered office is at: RoBmarkt 10,
60311 Frankfurt, Germany; Italy: BNP Paribas Securities Services, Milan branch, Piazza Lina Bo Bardi,
3 20124 Milano, Italy. Allfunds Bank, S.A.U., Milan Branch, Via Bocchetto 6, 20123 Milano, Italy. The
Fund has been registered with the Commissione Nazionale per le Societa e la Borsa (CONSOB) for the
offer in Italy to retail investors; Luxembourg: the Company's registered office: 6 Route de Treves,
Senningerberg, L-2633, Luxembourg; Netherlands: Jupiter Asset Management International S.A.,
Netherlands branch, , Kennedy Toren, Kennedy Plein 200, 5611 ZT Eindhoven, Netherlands. Chamber
of Commerce number: 71812393; Spain: Allfunds Bank, C/ La Estafeta 6, Edificio 3, 28109 Alcobendas,
Madrid, Spain. For the purposes of distribution in Spain, the Company is registered with the Spanish
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Securities Markets Commission — Comision Nacional del Mercado de Valores (“CNMV”) under
registration number 1253, where complete information, including a copy of the marketing
memorandum, is available from the Company authorised distributors. Subscriptions should be made
through a locally authorised distributor. The net asset value is available on www.jupiteram.com.
Sweden: Jupiter Asset Management International S.A., Nordic branch, 4th Floor, Strandvagen 7A, 114
56 Stockholm, Sweden; Switzerland: Copies of the Memorandum and Articles of Association, the
Prospectus, KIIDs and the annual and semi-annual reports of the Company may be obtained free of
charge from the Company’s representative and paying agent in Switzerland, BNP Paribas Securities
Services, Paris, Succursale de Zurich, whose registered office is at Selnaustrasse 16, 8002 Zurich,
Switzerland; United Kingdom: Jupiter Asset Management Limited (the Investment Manager),
registered address: The Zig Zag Building, 70 Victoria Street, London, SW1E 6SQ, United Kingdom,
authorised and regulated by the Financial Conduct Authority.

Issued by The Jupiter Global Fund and/or Jupiter Asset Management International S.A. (JAMI, the
Management Company), registered address: 5, Rue Heienhaff, Senningerberg L-1736, Luxembourg
which is authorised and regulated by the Commission de Surveillance du Secteur Financier.

No part of this document may be reproduced in any manner without the prior permission of the
Company or JAMI.
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