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OVERVIEW

CHINA'S ECONOMY

Since 1978, China's GPD has risen from
US$223 to US$7,603 per capita, while its
population grew by almost 400 million people.

From 1970 to 2010, the country's export
economy grew 954%. According to the World
Bank data, exports accounted for less than
3% of its GDP in 1970 and over 26% in 2010,
down from a high of 36% in 2006.

1978 2019

Source: Statista, China's Journey to a Service Society
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OVERVIEW

A BTal EaddBy THE TOTAL VALUE OF CHINA'S

DIGITAL ECONOMY

The economic value added to China's
digital economy reached 35.8 trilion RMB
($5.11 trillion) in 2019, accounting for
36.2% of GDP, according to CAICT's
White Paper on the Development of
China's Digital Economy (2020)

Source: CAICT, PWC China Economic Quarterly Q2/Q3 report
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OVERVIEW

CHINA'S DIGITAL ECONOMY

CONTRIBUTION OF THE DIGITAL ECONOMY TO GAP IN CHINA (2014-2019)

40%

35%

According to CAICT's 2020 White Paper
on the Development of China's Digital
Economy, since 2014, China's digital
economy has accounted for more than
50% of China's economic growth and
contributed around 67.7% of China’s
economic growth in 2019.
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Source: PWC China Economic Quarterly Q2/Q3 report
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OVERVIEW

CHINA'S DIGITAL ECONOMY THE SCALE OF CHINA'S DIGITAL ECONOMY
IN 2019

China's digital economy grew 15.6% in
2019, while the total economic growth
rate was only 6.1%. This comparison
shows that China's digital
transformation is accelerating.

China's digital economy was 12.7 times
bigger in 2019 than it was in 2005, while
its GDP over the same period only grew
4.3 times larger.

Source: PWC China Economic Quarterly Q2/Q3 report
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OVERVIEW

CHINA'S DIGITAL ECONOMY

HISTORICAL GROWTH IN GDP OF THE INTERNET MARKETS WITH OVER 100 MILLION
INTERNET USERS FROM 2010 TO 2019
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Source: iResearch China's Internet Economy Report
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OVERVIEW

CHINA'S INTERNET SECTOR

Business revenue generated by companies from the internet sector reached 472 billion RMB in H1 2020

GROWTH RATE OF INTERNET BUSINESS REVENUE
(2013-2019)

3% REVENUE BREAKDOWN
4% STRUCTURE OF CHINA'S ONLINE
6% ECONOMY IN 2019
0O
7% —~
44%
=
16% $ Do
@® Culture and Entertainment =
@ Internet Media =
@ Online Education
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19(y © Others
0
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Sources: .~ Business Income (Billion yuan) — Growth Rate

1) PWC China Economic Quarterly Q2/Q3 report
2) iResearch China's Internet Economy Report
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EXPERT BITES

Q: IN YOUR VIEW, WHAT WILL CHINA'S Q4 LOOK LIKE IN
TERMS OF DEMAND, E-COMMERCE AND GROWTH?

| think in Q4, we will finally see retail sales in China return to the levels they
were at in Q4 2019, but we are not likely to see significant YoY growth.

While e-commerce was already dominant in China before Covid-19, that
trend has only accelerated. I'd expect to see foot traffic to brick and mortar
stores still 30-40% lower than before, while e-commerce will continue to
grow.

BEN CAVENDER

Managing Director,
China Market Research Group

11


mailto:info@chozan.co

E : info@chozan.co W : www.chozan.co W : www.alarice.com.hk 12

EXPERT BITES

Q: IN YOUR VIEW, WHAT WILL CHINA'S Q4 LOOK LIKE IN
TERMS OF DEMAND, E-COMMERCE AND GROWTH?

The final quarter of the year will be marked by the still persistent trade
tensions between China, Australia and the U.S. All eyes are now on the the
presidential elections in the United States on Nov. 3. China’s economic
recovery has been gaining momentum with a pick-up in retail sales, robust
growth in investment, and buoyant exports.

Alibaba's 11/11 Singles' Day, which hit $38.4 billion in e-commerce sales last
vear, will easily set a fresh record in November, and serve as a testament to MARTINA FUCHS

the massive Chinese shopping and consumption power post Covid-19. TV Anchor and Business Journalist
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EXPERT BITES

Q: IN YOUR VIEW, WHAT WILL CHINA'S Q4 LOOK LIKE IN
TERMS OF DEMAND, E-COMMERCE AND GROWTH?

| think in Q4, things will finally be back to normal in China. After an anxious

Q1-Q2 and a recovering Q3, in many fields, Q4 will be even better than last
year's.

Especially for online industries like e-commerce, online education, food
delivery, and social media, as people got used to them during the epidemic.

ARTEM ZHDANOV

Founder of LaowaiMe

13
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EXPERT BITES

Q: IN YOUR VIEW, WHAT WILL CHINA'S Q4 LOOK LIKE IN
TERMS OF DEMAND, E-COMMERCE AND GROWTH?

With the Covid-19 pandemic under control, China's domestic economy
has bounced back with Q2 growth at 3.2%. This is in stark contrast to
the other major economies. Also, with the implementation of the new
infrastructure plan and the announcement of the dual circulation strategy,
which emphasizes China's enormous domestic market, domestic
demands will enjoy sustained growth.

The digital economy, including e-commerce, will outpace overall
economic growth as both 5G and government priorities continue to
power this shift.

ANDY MOK

CGTN Tech and Geopolitics Commentator
Senior Research Fellow,
Center for China and Globalization
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EXPERT BITES

Q: IN YOUR VIEW, WHAT WILL CHINA'S Q4 LOOK LIKE IN
TERMS OF DEMAND, E-COMMERCE AND GROWTH?

China’s Q4 will see a return to ‘China’s new normal.' There will be a more
modest growth rate, linked to an improved and more balanced economic
structure, with growth coming increasingly fromm domestic consumption and
Innovation, rather than from exports and state subsidies.

PASCAL COPPENS

Partner at nexxworks,
author of China's New Normal
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EXPERT BITES

Q: IN YOUR VIEW, WHAT WILL CHINA'S Q4 LOOK LIKE IN
TERMS OF DEMAND, E-COMMERCE AND GROWTH?

China managed the pandemic extremely well. Life is back to normal in
China. The Chinese economy recovered very quickly. In the first half of
2020, China’s GDP fell 1.6%, then increased by 3.2% in Q2. In Q4, | believe
the economy will grow steadily (particularly the domestic market), but fast
growth might not happen since international trade is facing challenges due
to the pandemic elsewhere In the world.

IMedia Research’s report shows that the market scale of live e-commerce Iin
China will reach 961 billion RMB (141 billion USD) in 2020. With support
from developed infrastructure and social media platforms (TikTok,
Xiaohongshu, Kuaishou, etc.), China’s e-commerce industry is entering into
a new disruptive victory, both in cities and in rural areas.

BO JI

Assistant Dean,
Chief Representative of Europe,
Cheung Kong Graduate School of Business
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COVID-19'S IMPACT

The World Bank expects China's growth to slow to 1.6 percent this year
and calls it the country's slowest expansion since 1976. Although China
has rebounded, it sees domestic and external demand as fragile.

Real GDP growth (%) 6.9 6.7 0.1 1.6 7.9

CPI (% change) 1.6 2.1 2.9 2.1 2.3

Current Account balance (% of GDP) 1.6 0.2 1.0 0.7 0.4
Augmented fiscal balance (% of GDP) -3.9 -4.6 -6.4 11.8 -5.4

*Notes: f=forecast

Source: World Bank Group, Leaning Forward Covid-19 and China's Reform Agenda
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OVERVIEW

COVID-19'S IMPACT

QUARTERLY GDP VALUES AND QUARTERLY AND ANNUAL GDP GROWTH RATE

30 15%

25 10%

Even though its growth rate
will be small, it has recovered
quickly and is one of the few
countries in the world with
positive GDP growth in
2020.
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1) PWC Recover, restart and regrow: How consumer trends ignite transformation in China's New Retail

OVERVIEW

COVID-19'S IMPACT

China’s gross domestic product
(GDP) for the first quarter declined by
6.8% year on year and grew by 3.2%
INn the second quarter of 2020.

In August 2020 there was a first
positive growth of retall sales,
estimated at 0.5% YoY growth
compare to last year.

Online consumption is driving the
recovery. From Jan-Aug 2020, online
retail sales reached US$727.36 billion
marking 7.3% YoY growth.

2) China Internet Watch, China saw its first positive growth in consumer retail sales

3) CNBC, China's retail sales rise for the first time in 2020
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CHINA'S ECONOMY H1 2020

19
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OVERVIEW

COVID-19'S IMPACT

While traditional retail sales of consumer goods
contracted by 17.9% YOY In the first half of 2020 In

nominal terms, online goods retail sales grew by 14.3 %
during the same period.

Source: World Bank Group, Leaning Forward Covid-19 and China's Reform Agenda
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OVERVIEW

COVID-19'S IMPACT

The COVID-19 pandemic has taken a severe human toll,
causing the deepest global recession in eight decades and
inflicting enormous damage on jolbs and welfare worldwide.

THE AUGUST UNEMPLOYMENT RATE FELL TO 5.6%
NATIONAL SURVEY UNEMPLOYMENT RATE (%)

It was estimated that in spring 2020, China's urbban
unemployment rate would hit 6.2%. However, with support
from the government and China's tech giants, the
unemployment trend is declining. As of August 2020, the rate
went down to 5.6%. 5 6%

2018/1 2018/7 2019/1 2019/7 2020/1 2020/7

Source: China's National Bureau of Statistics, August 2020
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OVERVIEW

COVID-19'S IMPACT

CHINA'S STREET ECONOMY PROPORTION OF PEOPLE PLANNING
After the government allowed street vendors to set up with AND NOT PLANNING TO OPEN STREET STALLS (BY AGE GROUP)

restrictions, 38-39% of post-80s to post-95s were already
- Don't have plans

preparing to set up stalls. " Preparing
B Thinking about it

By contrast, only 26% of post-00s had such plans and 56%
had no plans to open up stalls.

56 o/ 0 POST-00S

PLANS TO OPEN STALLS

Post-00s Post-95s Post-90-95s Post-80s Post-70s

Source: Randstad-Occupation report on the market under the new normal of the 2020 epidemic
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OVERVIEW

COVID-19'S IMPACT

E-commerce was widely used, especially CH I NAIS E'COM M ERCE
during lockdowns, by consumers to access EXPECTED MARKET SIZE IN 2024

products and services.

Even before COVID-19, China had one of the
largest and fastest growing e-commerce
markets in the world, with online sales of
goods and services accounting for over 20

percent of total retail sales in 2019. INCREASE IN USE OF CROSS-BORDER
E-COMMERCE IN H1

Sources:
1) World Bank Group, Leaning Forward Covid-19 and China's Reform Agenda
2)_China Internet Watch, China E-commerce Market
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OVERVIEW

COVID-19'S IMPACT PROJECTED IMPACT ACROSS SECTORS (%)
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EXPERT BITES

Q: WHAT EFFECTS WILL THE US-CHINA TRADE WAR HAVE ON
CONSUMER DEMAND IN CHINA?

Despite US-China tension, Chinese consumers are regaining optimism as
the country has so far contained Covid better than any other country, and the
white collar sector has not seen mass layoffs like it has in the US.

Expect consumers to spur a continued Q4 rebound in retail sales. China
will be the major growth driver for the world's largest firms in Q4 - with the
bulk of growth coming from new e-commerce avenues like livestreaming.

However, the battle for the hearts of Chinese consumers will be tough as
domestic brands, like Perfect Diary, gralb market share. Western brands will
need to localize marketing and design functions.

SHAUN REIN

Founder of China Market
Research Group

25
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EXPERT BITES

Q: HOW DO YOU THINK THE CHINA-US DECOUPLING WILL
INFLUENCE TECH AND STARTUP ECOSYSTEMS IN CHINA, THE
US AND THE WORLD?

The China-US rivalry creates risk and opportunities for startups and venture
iInvestment.

~or Chinese startups, it will be tough to operate in the US. More Chinese founders will
orioritize SE Asia before expanding to the US.

Chinese Investors won't invest in American startups as they'll be required to report
to CFIUS. Funds like Sequoia Capital, Qualcomm Ventures, and Matrix Partners will
continue to be active in investing in Chinese startups.

For US startups, it will continue to be tough to operate and expand in China,
although it's still a very lucrative market for many companies.

Since Chinese companies will not be welcomed in the US, we may start seeing more
and more “Copying from China” startups.

EDITH YEUNG

General Partner at
Race Capital
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EXPERT BITES

Q: WHAT’S THE POST COVID-19 NEW NORMAL IN CHINA? WHAT
SHOULD WE KNOW AND WHAT SHOULD WE DO DIFFERENTLY?

China’s New Normal (the title of my book ) post Covid-19 will leap beyond

convenience. China will evolve from a practical transactional mode to a more
human-centered approach. Chinese consumers will care more about purpose, life
journeys, pride, societal responsibility and happiness. China will evolve into a more

caring society post Covid-19 and take advantage of technology to replace humans
INn transactional processes.

PASCAL COPPENS

Partner at nexxworks
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EXPERT BITES

Q: HOW WILL THE US-CHINA-WORLD RELATIONSHIP DEVELOP IN
Q4 2020 AND Q1 2021?

| see increasing tensions, even after the US election. In this situation, we'd see a
flerce media war and the balkanization of the internet. While China will try to
increase its influence with One Belt One Road countries and other regions which

are not involved In this big game. For example, ASEAN is now a bigger trading
partner for China than the US!

ARTEM ZHDANOV

Founder of LaowaiMe

28
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EXPERT BITES

Q: HOW WILL THE US-CHINA-WORLD RELATIONSHIP DEVELOP IN
Q4 2020 AND Q1 2021?

Much depends on the process and outcome of the coming US election. |t seems
that the process of ‘decoupling’ between US and China is now irretrievable, at least in
the short term, but we can at least expect the style, rhetoric and urgency to be dialed
down if Joe Biden wins.

| expect the EU to step up and strengthen trade ties with China soon, and for
countries in the Asia Pacific region (including Australia where | live) to set aside
ideological differences to bolster their Covid ravaged economies. The two "spheres of
iINnfluence” will force middle and smaller countries to choose between the “US sphere”
and the “China sphere”.

DAVID THOMAS

China Expert and
Author of China Bites

29
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EXPERT BITES

Q: HOW WILL THE US-CHINA-WORLD RELATIONSHIP DEVELOP IN
Q4 2020 AND Q1 2021?

A lot is likely to hinge on what happens with the upcoming presidential
election in the US. In discussions that we've had with business leaders. there's
quiet hope that regardless of who wins the presidency that there will be a degree
of normalisation in the future. But, regardless of who wins, it's unlikely that
trade relations will return to what they were before 2016. China is now
promoting domestic trade and innovation and there's a feeling that the US
will be relied on less and less as a trade partner going forward.

BEN CAVENDER

Managing Director,
China Market Research Group


mailto:info@chozan.co

E : info@chozan.co W : www.chozan.co W : www.alarice.com.hk 31

EXPERT BITES

Q: HOW WILL THE US-CHINA-WORLD RELATIONSHIP DEVELOP IN
Q4 2020 AND Q1 2021?

The US animus towards China continues to reach new heights (or depths).
However, there is also some cause for optimism. Huawel and Bytedance
may e the first China tech companies to be the leaders in their sectors, but
they certainly won't be the last. The value these companies deliver to
customers and other parts of the supply chain means that the US hurts itself
more than China. The Oracle-TikTok deal may represent a new form of
geopolitical dealmaking with Trumpian characteristics and serve as a
template for future accommodations. As China outpaces US in technology,
unless the US finds a way to achieve a new modus vivendi with China, the
US will not only be left behind but may end up as a pariah state.

ANDY MOK

CGTN Tech and Geopolitics Commentator
Senior Research Fellow,
Center for China and Globalization
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EXPERT BITES

Q: IN WHICH WAYS IS CHINA MORE DIGITAL THAN THE
REST OF THE WORLD? HOW HAS THIS INTENSIFIED IN
THE POST-COVID ERA?

There are so many examples.

During the epidemic, robots were used in WWuhan hospitals to record data such as fevers,
generate paperwork and deliver food, water and medicine to patients. This reduced the
chances of infection and saved a lot of protective equipment. Smart voice activated
electronic medical records went online, saving nearly 2 hours of doctor's work time dalily.

Restaurant chain Haidilao pivoted quickly when people stopped showing up at their hotpot

locations and sold through online group buying and delivered ready-to-cook prepared
Ingredients with cooking instructions.

Livestreaming soared and became a sales winner. People went on virtual tours of locations
JACQUELINE CHAN , - : |
like Potala Palace that were hard for them to get to under normal circumstances. Even real

Project Director at Alarice & ChoZan estate sales went online.
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OVERVIEW

CHINA'S ONLINE CONSUMERS AT A GLANCE

In March 2020, China’s Internet penetration rate reached 6 4 5 0 / 43 0 /
64.5%, covering nearly two-thirds of the country’s citizens. m O O
Internet penetration rate in China Increase in rural Internet

In June 2020, the number of iIndependent devices reached users since 2014

1.426 billion units.

285 MILLION

Rural Internet users

Sources:
1) iResearch 2020 H1 China Mobile Internet Semi-annual Traffic Report

2) Hootsuite China Digital Report 2020
3) CGTN / CINIC, Oct. 5, 2020
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OVERVIEW

CHINA'S ONLINE CONSUMERS AT A GLANCE

AS OF JANUARY 2019
Total Number of Social Media Users Change in Social Media Mobile's Share of
Active Social Media in Proportion to China's User Numbers Total Internet Time
Users Total Population (Apr 2019 to Jan 2020)

1.04 BILLION 72% +15 MILLION 50.1%

Source: Hootsuite China Digital Report 2020
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OVERVIEW

CHINA'S ONLINE CONSUMERS AT A GLANCE

2019 & 2020 JUNE MOBILE INTERNET USERS MONTHLY NET GROWTH OF MOBILE
MONTHLY UNIQUE DEVICES IN CITIES INTERNET USERS BY CITY TIER IN CHINA,
(IN MILLIONS) 2020 Q2
150
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Sources: (’3
1) SCMP China Internet Report 2020 NZ

2) Questmobile, China Semi-annual Internet Advertising Report
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OVERVIEW

CHINA'S DIGITAL SPACE AT A GLANCE

Young people are understandably a huge part of the mobile
Internet audience. However, the middle-aged and silver-

haired groups have also seen an increase in mobile interest
users.

Sources:
1) QuestMobile China Internet Users Report 2020
2) iResearch 2020 H1 China Mobile Internet Semi-annual Traffic Report
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GROWTH IN MONTHLY MOBILE USERS BY
AGE SEGMENT, MAR 19 VS MAR 20

14%

3.1%
1%

24 and younger 25-40 41 and older

MONTHLY NET GROWTH OF MOBILE INTERNET USERS IN CHINA
BY AGE GROUP, 2020 Q2

124.2

Million

49.3

21.9 17.6 24
3.3 0.2

18 or below 19-24 25-30 31-35 36-40 41-45 46 or above
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The largest increase in monthly active users are observed in the "Work Productivity" app category - an increase of 308 million users - nearly the

population of the US.

MONTHLY ACTIVE USERS IN CHINA BY APP CATEGORY

Work Productivity
Utilities
Short Video 1 Zeh 870
Office Management
Video Editing

Communication

Web Browser

Games

Education

154 ~ Mar 2019 B Increase

Videos

Sources:
1) SCMP China Internet Report 2020
2) iResearch 2020 H1 China Mobile Internet Semi-annual Traffic Report

W PC

TOP FIVE ONLINE PLATFORM SERVICES USED MONTHLY ON

DIFFERENT DEVICES IN CHINA, 2020 APRIL

46.9% Videos 28% Videos 30.2%

18.9% Communication 14.1% Communication 21.6%

News Utilities

Games Games

Office Management News
B Phone
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OVERVIEW

CHINA'S DIGITAL SPACE AT A GLANCE

AVERAGE TIME SPENT ON INTERNET AMONG
MOBILE INTERNET USERS IN CHINA

" Hours per day 73

The average hours spent on mobile internet each day by Chinese users
are gradually increasing, while the total population of mobile internet
users grows. With such a disruptive device in the hands of users for more
than 1/4 of each day, it is essential businesses and brands to leverage
this exposure effectively.

2019-06 2019-09 2019-12 2020-03 2020-06

Source: QuestMobile China Internet Users Report 2020
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OVERVIEW

CHINA'S DIGITAL SPACE AT A GLANCE

ACTIVE MOBILE INTERNET USERS IN CHINA, 2020

Instant Communication 1,069
| | E-commerce
As Al and 5G technology rise, mobile
internet has merged with social Ol UeeE
communication, telecommunication, Short videos
videos, travelling, banking and other
Industries. The internet will be the engine
and foundation for economic development. Payments

Maps and navigation

Music streaming
Information
Browsers

E-banking

0 400 800 1200

Million
Source: QuestMobile China Internet Users Report 2020
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OVE RVI EW 5G SUBSCRIBERS IN CHINA

CHINA'S DIGITAL SPACE AT A GLANCE 600-500

2020 was the year of 5G. As of September 2020, China 350-400
reached 110 million 5G subscribers.

In August 2020, Shenzhen became the first city to be fully
covered by 5G.

160-175

By the end of 2020, China is planning to cover 350 cities by 7
increasing the number of 5G bases by 600,000. 2019 2020e 2021e 2025€

- 5G will account for almost half of China mobile
connections by 2025

- China is also estimated to have 40% share of the
total number of global 5G subscribers by 2025

Sources:
1) SCMP China Internet Report 2020
2) Pandaily, China Reaches 110 million 5G Users
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EXPERT BITES

Q: WHAT FOREIGN BRANDS AND IN WHICH INDUSTRIES CAN WE
EXPECT SEEING TO PUSH INTO CHINA IN Q4 2020 AND Q1 2021?

As global consumption remains impaired, China provides that glimmer of
hope. There is a high quantity and diversity of brands pushing into China, and
they are at a scale | have not seen since coming to China.

ELIJAH WHALEY

Chief Marketing Officer
PARKLU

42
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EXPERT BITES

Q: WHAT ARE CHINESE STARTUP COMPANIES AND TECH GIANT
ECOSYSTEMS FOCUSING ON IN 20217

They're focusing on:
e Applied Al / machine learning for all industries
e Semiconductors
. Healthcare
° Slotech
o —-COMMmerce
e \ideo and livestreaming (for everything)
o Enterprise software
e Fintech infrastructure support for digital currencies and electronic payments

EDITH YEUNG

(General Partner at
Race Capital
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EXPERT BITES

Q: WHAT CHINESE TECH ARE YOU MOST EXCITED ABOUT IN
2021?

5G! | didn't even notice how fast it had made it to the market. And in 2021,
there will be more areas with 5G coverage and more 5G smartphones, meaning
faster Internet and more options for tech companies to deliver their solutions
and content.

ARTEM ZHDANOV

Founder of LaowaiMe

L4
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EXPERT BITES

Q: WHAT DEVELOPMENT ARE YOU MOST EXCITED ABOUT IN
2020 IN CHINA? WHAT ABOUT 2021?

| believe 5G+loT will change the whole world, and China will lead that change 2-3
years ahead of the West. I'm excited to see all the new 5G applications to make
work and life so much easier. | expect the disruption to be bigger and faster than
China’s digital disruption.

I'm also excited for the upcoming blockchain and digital currency applications
in 2021 and beyond. The trend could help China create a more trustworthy society
from which everyone would benefit.

PASCAL COPPENS

Partner at nexxworks
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EXPERT BITES

Q: WHAT TECH ARE YOU MOST EXCITED ABOUT IN 2020 IN
CHINA? WHAT ABOUT 20217?

t's hard to name a specific technology, but given the challenging environment
(Covid, swine fever, etc.), | think we can expect interesting developments in
the foodtech space. I'm personally watching it closely.

JAN SMEJKAL
Founder of YCG&Co
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EXPERT BITES

Q: WHAT TECH ARE YOU MOST EXCITED ABOUT IN 2020 IN
CHINA? WHAT ABOUT 20217?

In 2021, China’s tech sector will focus on 5G and Al applications across all
iIndustries. I’'m most excited about AloT (Al + loT) services and applications
for 2021, and I'm curious to see how 5G impacts sectors like education,
smart cities, smart homes and entertainment.

DR. GANG LU

Founder of TechNode
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EXPERT BITES

Q: HOW DO YOU SEE THE MAIN CONSUMER GROUPS IN
CHINA? WHAT NEW GROUPS ARE GAINING POWER IN
20207?

Covid-19 has fueled online penetration, so new consumer groups, like the elderly and
middle-aged, referred to as the silver-haired generation, and young people in lower-tier
cities are more active online. We're also seeing the rise of consumption power among
women over 30, men over 40 and pet lovers. In spring this year, livestreaming for pet-
related products saw 375% year-over-year growth.

The pandemic has changed values as well, so we see consumption going in two directions.
One trend is toward family consumption. Millennials aren’t only buying for themselves but
also for their parents and children. On the other hand, more people are living solo. In 2019,
there were over 200 million single people.
ASHLEY DUDARENOK
Founder of Alarice & ChoZan, LinkedIn Top Voice, Surveys show that 93% of Chinese people now see personal health as the most important
3x Bestselling Author . o . . .

attribute in life with having a happy family and good mental health coming next.
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CONSUMER INSIGHTS

BACKGROUND

While growing into an upper-middle-income country and the world's second largest economy, China saw a 400% increase in the
average household income between 2002 and 2012. The average household income increased from $987 to $4,273 per year. In

2013, the increase was up to $4,806, almost five times as much as in 2002. The skyrocketed economy therefore not only built up,
but also improved the standard of living for millions of working class citizens.

AVERAGE HOUSEHOLD INCOME IN CHINA

1 400%

Source: Markets Insider. 11 mind-blowing facts about China's Economy.
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CONSUMER INSIGHTS

POST COVID-19 CONSUMERS

PER CAPITA DISPOSABLE INCOME (% CHANGE Q1 2019- Q1 2020)

1.9% 2%
_ I | .
-3.9% ©_, 24, 3.9% . > < . -41%
| -6.2% -6.7%
There was a bigger decrease in
. : 17.1%
household Spendmg than dlsposable YoY Growth Wages Business Property Transfer

iIncome in the first quarter of 2020.

Workers who make less than RMB
PER CAPITA HOUSEHOLD EXPENDITURE (% CHANGE Q1 2019- Q1 2020)
50,000 annually expected more £

significant decreases in their income (by | B

31%) and consumption (by 22%). 8.5/ . . . . .

-10.7% -11.29 -9.7% -10.5% -10.7%
12.5%% g 5o Py % 12.7% -13.3% -13.8%

-17.5%

-20.6%
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Source: World Bank Group, Leaning Forward Covid-19 and China's Reform Agenda Q,é \2@"’
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CONSUMER INSIGHTS

POST COVID-19 CONSUMERS PER CAPITA DISPOSABLE INCOME (% CHANGE Q2 2019- Q2 2020)

10.3%

6.2% 6.6%

1.7% .

4.4% 3.7%

Incomes improved in 2020 Q2, but
household expenses remained stagnant. D

YoY Growth Wages Business Property Transfer
While disposable incomes in rural areas
improved 4.4% compared to the previous
year, urban areas saw declining business

PER CAPITA HOUSEHOLD EXPENDITURE (% CHANGE Q2 2019- Q2 2020)

7.6% R
. . = a . 5% 5.5%
incomes and static wages, driving o € B | R ] &
continuously limited consumption, -5.6% 4.4% . 3.8% 2 l 1%
: ' ' : - - oo% 9% 10.6% e
especially in services and clothing industries ey S50
totalling a 8.6% decline in per capita 23.4%
Spending B National ™ Rural Urban
-42 4%
O . N
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CONSUMER INSIGHTS

POST COVID-19 CONSUMERS

CONSUMER-FACING SERVICES ARE RECOVERING GRADUALLY.

HOUSEHOLD DISPOSABLE INCOME AND CONSUMPTION RESTAURANT SERVICES (Y/Y% GROWTH,
EXPENDITURES (Y/Y% GROWTH, IN REAL TERMS) 7-DAY MOVING AVERAGE)
20
10
0
5
-20
0
-40
= Disposable income per capita
-5 m—— Consumption expenditures per capita
-60
= Restaurant visits
Operating restaurants
-10 _80
-15 -100
2019 2019 2019 2019 2020 2020 Jan Jan Feb Mar Apr May Jun Jul
Q1 Q2 Q3 Q4 Q1 Q2 1 30 28 28 26 25 23 22

Source: World Bank Group, Leaning Forward Covid-19 and China's Reform Agenda
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CONSUMER INSIGHTS

POST COVID-19 CONSUMERS

Key purchase drivers

Brands should be aware of their customers’ digital
enablement and their need to win customers' trust.
The key purchase drivers identified in the chart
progressed at the debut of COVID-19, and prove to
persist over time and geographically. These factors
pose significant combined impact on consumer
behaviours, meaning customers are now seeking
more direct and relevant benefits in their
purchases.

Value for money, ease of buying, trust in the brand
are the top 3 driving factors for purchases for post
COVID-19 consumers.

Source: KPMG International, Consumers and the new reality,
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CONSUMER INSIGHTS

POST COVID-19 CONSUMERS

Offline traffic is negatively affected by the COVID-19 COVID-19 PERIOD EMCG TRANSACTION GROWTH RATE
pandemic, but small formats and e-commerce have

gained positive traction and growth.

NEW RETAIL CHANNEL

X FRESHIPPO
+97% +15%

SHOPPERS FREQUENCY

Source: Kantar, Impact of Covid-19 on FMCG during Chinese New Year
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CONSUMER INSIGHTS

POST COVID-19 CONSUMERS

RETAIL ECOMMERCE SALES IN CHINA, 2019-2023
(TRILLION $ AND % CHANGE)

B Retail Ecommerce Sales
— % Change

25.9%

23.7%
20.1% —
R

2019 2020 2021 2022 2023

Source: eMarketer, Coronavirus's Impact on Consumers and Businesses in China
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CONSUMER INSIGHTS

MOBILE INTERNET AS A PRIORITY

ACTIVE MOBILE INTERNET USERS IN CHINA, 2020

1,069

934
857 852

822 296
Mobile internet users in China is a highly

potential consumer group. With access to
Instant communication, social media, and
entertainment that are diversified, mobile
Internet users embrace mobile communication
and e-commerce thanks to the accessibility,
mobility, and ease-of-use.

655 653 640

Million
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Online videos
Short videos
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Instant Communication

Source: QuestMobile 2020 China Internet Report
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OTHER GROUPS TO PAY ATTENTION TO
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From Alibaba’s data, Bain identified eight strategic segments of China’s online consumers that collectively account for 80% of FMCG platform
users and represent over 90% of gross merchandise volume:

Rookie White Collars
Wealthy Middle Class
Supermoms

Small Town Youth

Gen Z

Urban Gray Hairs

Small Town Mature Crowd
Urban Blue Collars

1965-1980

Labour is an honour
Loyal and patriotic
Phone, SMS

Desktop computer

1981-1995 1996-2010

Work-life balance Free and flexible life
Angry youth ({5 5), non-mainstream, slash Indoorsy, depressed, buddha-like
Internet, mobile network Mobile network
Tablets & Smart Phone Smart phone & 5G mobile phone
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EXPERT BITES

Q: HOW WOULD YOU DESCRIBE CHINA'S MAJOR CONSUMER
GROUPS IN 20207

Chinese millennials are authentic, while Gen Z is looking for playfulness.
China’s silver generation is not impressed with changes but are still open to
new technology. The middle aged group Is interested in quality of life and
orefers lifestyle brands. The wealthy middle class stay in mainland Chinese 5
star-notels and spas.

China’s powerful independent women are value-driven. Super mums and dads MATTHIEU
are adding soft and artistic skills to the education curriculum of their
/- A . DAVID-EXPERTON
children. Lower tier city and rural consumers are not considered enough by
T CEO and President at Daxue Consulting,
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EXPERT BITES

Q: WHAT’S YOUR FAVOURITE CONSUMER GROUP IN CHINA IN
20207?

It's fascinating to watch the shopping behaviour and live-streaming frenzy of
China's super mums, the silver haired generation, the sea turtles
(returnee Chinese) and the Tuhaos (China's nouveau rich), especially when
many of them are becoming more and more sophisticated and

demanding consumers.

MARTINA FUCHS

TV Anchor & Business Journalist
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CONSUMER INSIGHTS

CONSUMER GROUPS

There are dozens of distinct consumer groups in China and many believe they're the most sophisticated and demanding consumers in the
world. Here are a few of our favourite Chinese consumer groups:

Our Personal Favourites Dynamic Internal Progress Good to watch

in 2020-21

- The silver generation (65 and up) - Singles from higher tier cities
- Lower tier city youth (Tier 1-2)

- Sea turtles
(returnee Chinese)

- Gentle boys
- Wealthy Tuhao (new rich)

(Tier 3-5 cities) - Patriotic / domestic brand lovers
- Super mums - Guilt-free consumers

(eco-conscious)
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CONSUMER INSIGHTS

KEY CONSUMER TRENDS IN Q4, 2020

1 Personal hygiene products, fresh food and daily necessities will maintain high demand due to an
iIncreased attention in personal health.

ltems popular for stocking up during the pandemic, such as frozen food, bottled water and
household cleaning supplies.

ltems like beer, skin care products and pet food fell off during the pandemic but recovered quickly
after the number of cases came under control.

2
3
4

Non-essentials, such as cosmetics and confectionery items declined and are recovering gradually.

Sources:
1) People cn, Consumer Preferences During the Pandemic
2) Mintel, Impact of the Pandemic on Chinese Consumers
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EXPERT BITES

Q: WHAT WAS THE MOST INTERESTING CONSUMER TREND
YOU SAW IN Q3 20207?

Expanded digital lifestyles

One of the most important impacts on consumers due to the epidemic has been an
increase in online shopping. Online shopping has expanded from young people to
the entire population and includes everything from clothes to fresh food to financial
management and more.

Valuing health
The epidemic affected people’s values and health became the number one
concern. Consumers were more willing to spend money on their health, eager for
WENDY CHEN organic food and health supplements and living more health-conscious lives. They
Marketing Manager at were also willing to pay more for health-related products.

Alarice & ChoZan
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Il MILLENNIALS

China's 400+ million millennials represent a huge and
emerging consumer group with huge impacts on the
economy. Most millenials own smartphones that are
constantly used, and in more versatile ways, than their
counterparts in the West.

Millennials enjoy luxury brands. Forecasts expect them to
make up 40% of global luxury goods sales by 2024, with
around 58% of that group aged 18 to 30.

It is key for brands to understand the consumer behaviors
of the millenials group.

Source: China Today, "Hanfu" Reshapes Chinese Fashion Style, 2020 Photo © Afif Kusuma via Unsplash
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CONSUMER INSIGHTS

MILLENNIALS - INTRODUCTION

MILLENNIALS
Interesting Facts Shopping attitudes and behaviors AL L8 be_ I ] I
purchasing?
Chinese millennials are the Chinese millennials are digitally tech-savvy. Chinese millennials are 1) knowledge payment services
country's largest consumer the major driving power of luxury products. They rely heavily on 2) education trainings
group, currently with over 350 community recommendations. In coming years most of them wiill 3) health supplements
million people. 54% of Chinese have families, and it's expected that they will be a major consumer 4) pet products
millennials are Internet group for family consumption as well. 5) small home appliances

shoppers.
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CONSUMER INSIGHTS

MILLENNIALS

SHARE OF CHINA’'S URBAN CONSUMPTION BY THE MILLENNIALS VERSUS THE OLDER GENERATIONS

o CAGR of o o
2016-2021 by 2021
Chinese millennials are set to S 99, S A P —— y
become the dominant force and the 5 MILLENNIALS . :
. . ® ) " 11% 69% :
most influential consumer 2 (AGED 18-35) : :
segment in the consumer market. 2 217 |REEE B 4922 TTTTTTEEmmmmssssmmeEes )
=
S OLDER GENERATION
@) (0) 0)
5 (ABOVE AGED 35) 5% 31%
=)

2011 2016 2021

Source: Fung Business Intelligence, Understanding China’s new consuming class, Asia Distribution and Retail June 2017
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CONSUMER INSIGHTS

MILLENNIALS - TOP 4 CHARACTERISTICS IN 2020

1 Lifestyle Upgrade

With a rapid growth in service consumption and a pursuit for healthy lifestyles, millennials demand premium
goods and services that enhance their personal sense of well-being, and are inclined to spend on travel
experiences.

1 Prefer premium over mass 3 Rapid growth in service consumption

2 A growing healthy lifestyle 4 Spending on travel on the rise

2 Demand for Uniqueness

This demand for quality gives millennials a sense of superiority, as they purchase and own personalised products.

Source: Fung Business Intelligence, Understanding China’s new consuming class, Asia Distribution and Retail June 2017
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CONSUMER INSIGHTS

MILLENNIALS - TOP 4 CHARACTERISTICS IN 2020

3 Experience-oriented

With a larger portion of discretionary income spent on “retail-tainment” compared to older generations,
millennials are convenience-driven in the social, entertainment and e-commerce sectors. Their main purpose
and motivation for spending are the experiences.

4 Craze for Social Media

Social media and mobile shopping are the millennials' major consumption channels. They are the
heaviest social media users - from livestreaming to sharing, with fond trust on influencers and KOLs.

Source: Fung Business Intelligence, Understanding China’s new consuming class, Asia Distribution and Retail June 2017
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EXPERT BITES

Q: WHICH CONSUMER GROUP IN CHINA ARE YOU MOST
EXCITED ABOUT IN 2020 AND WHY?

Chinese millennials are without doubt the most exciting consumer group in China.
Aged between 22 and 38, they were the centre of attention, highly educated, and
mostly debt free. Millenials enjoy a high degree of financial freedom, are happy to
spend money, value quality, luxury and travel. China’s 400 million millennials deliver
high spending in skincare, hair care, clothing, accessories, bags, cosmetics, and
shoes.

The average age of Chinese luxury shoppers is about 35, 10 years younger than
those in developed economies, and represents 32% of global luxury sales.

DAVID THOMAS

China Expert and
Author of China Bites

(www.china-bites.com)

69
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EXPERT BITES

Q: WHAT’S YOUR FAVOURITE CONSUMER GROUP IN CHINA IN
2020? WHY?

Post-90’s Chinese are a generation redefining what it means to be a
‘'sophisticated consumer’. They are incredibly brand savvy, digital-first, with
a huge difference Iin spending from their parents' generation, compared to
their counterparts in the US or Europe. This generational gap poses a
challenge to foreign brands, but is also an incredible opportunity for those
who invest In resources to understand the post-90's group.

OLIVIA PLOTNICK
WeChat and China Marketing Specialist
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EXPERT BITES

Q: HOW DO YOU SEE CHINESE MILLENNIALS RESPONDING TO
THE RECENT EPIDEMIC?

Chinese millennials in 2020 are for the first time feeling the effects of
recession, something that is turning them into hyper-savvy, hyper-smart
shoppers.

JERRY CLODE

Founder of The Solution
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EXPERT

Q: WHAT’S YOUR FAVOURITE CONSUMER GROUP IN CHINA IN

2020? WHY?

My albsolute favourite
displays preferences
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BITES

IS the physically active consumer group, Who
'or healthy choices beyond fitness. Lots of growth and

opportunities in this s

Dace.

JAN SMEJKAL
Founder of YCG&Co

/2
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EXPERT BITES

Q: WHAT’S YOUR FAVOURITE CONSUMER GROUP IN CHINA IN
2020? WHY?

Chinese Millennials in 2020 are more accepting of diversified and
personalised products with digital user experience elements, and they
are more accepting of the rise of domestic brands.

EDWARD TSE

Chairman and CEQO,
Gao Feng Advisory
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Q: WHAT’S YOUR
2020? WHY?
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BITES

FAVOURITE CONSUMER GROUP IN CHINA IN

Social shoppers. Many local Chinese brands in recent years, especially C-

beauty brands, have
to harness social sho

peen born and nurtured online. They have a unique abillity

opers who prefer to skip e-commerce channels, and

shop directly from within social apps

NISHTHA MEHTA

Corporate Innovation Coach
Trainer
Change Facilitator
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EXPERT BITES

Q: WHAT TIPS DO YOU HAVE FOR MARKETING TO
MILLENNIALS?

Deliver brand value to show social responsibility.

Provide personal and customized product experiences.
Attract their attention with brief, entertaining, creative content.
Cooperate with social media KOLs trusted by Millennials.
Interact with them proactively and respond to them quickly.

STELLA ZHAN

Social Media Marketing Manager at
Alarice & ChoZan
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4 GEN Z

Post 95s, Gen Z, or dot com kids - they go by many
names and are a true global generation, shaped by
the technology of the 21st century.

e Gen Z will make up 27% of the population by 2025

e About half will earn an university degree

® [hey'll have an average of 18 jolbs across 6
careers and 15 homes

e Around 2,000,000,000 Gen Zs globally

Photo © Li Lin via Unsplash
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CONSUMER INSIGHTS

GEN Z - INTRODUCTION

THE POST-95s / GEN Z

Interesting Facts

This group of young consumers
represent the fastest-growing
consumer segment in many product
categories, from skin care &
cosmetics to fashion to daily
necessities.

According to McKinsey, China's
young generation will account for over
20 percent of total spending growth in
China from 2017 to 2030.

Shopping attitudes and behaviors

Because of the COVID-19 pandemic, there is a change in the purchase intention of
the post-95s. More than 70% of them are now buying for “their families” instead of
“themselves”. According to JD’s sales statistics, the young consumers mostly spent
on their kitchens during this year’s 618 Shopping Festival. There was a big increase
of sales of kitchen towels as well as cleaning & disinfecting products.

Data also shows that the post-95s are the major consumers of cosmetics and skin-
care products in China. The concept of “anti-aging” has become popular these
days, and there is a growing demand for "anti-aging” skin-care products, facials,
and hair treatment from these post-95s.

In terms of shopping behaviours, many post-95s are willing to spend on their
interests and entertainment, such as sports, gaming, and ACG. They, and their
purchase decisions are mostly influenced by their idols and KOLs. For instance, they
would want to have the same T-shirt worn by their idol.

What will they be interested In

purchasing?

1) travelling expenses

2) they love to try new products

3 )same products as stars and KOLs
4) animation

5) cross-border foreign products

6) guochan products
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CONSUMER INSIGHTS

GEN Z - Z TEENS

SUPER Z TEEN

Zuo - Flamboyant
Zui - Creative

Zing - Energetic

Zealous - Enthusiastic

Source: CBNData, 2020 Super Z Teen Report
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There is a group of super teens within Gen Z - the super “Zuo”, creative,
unique, and playful. Their imagination is out of the world. We classify this
group of enthusiastic generation Z as “Super Z Teens”.

SUPER Z TEEN AND THEIR ELECTRONIC DEVICES

88% 41% 33%

Owns a smartphone Owns a tablet Owns a smart watch/
learning device
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CONSUMER INSIGHTS

GEN Z - ONLINE HABITS

Incomes among Gen Z's are polarised - around 25% making more than 10,000 yuan per
month while 25.9% make less than 4,000, and over 30% have less than 60,000 yuan in savings. TREND AND GROWTH RATE OF 1990S USERS

(BY MILLION)
When it comes to e-commerce, Alibaba is becoming the most popular space for the post-90's.
Mobile Taobao comes in with 73.3% active penetration rate. Pinduoduo, the most used +%

shopping app, sees an average of 100 times the average usage a month. +8%

The top five penetration rates for shopping consumption lie with Taobao (73.3%), JD.com
(28.8%), Pinduoduo (22.4%), Xianyu (11.8%), and Vipshop (8.0%). Male shoppers are more
Inclined to use shopping guide and digital e-commerce, while female consumers are more

drawn to community e-commerce.

The most popular online video platforms are Mango TV and Bilibili, thanks to their active product
characteristics.

2018-07 2019-07 2020-07
The most heavily consumed platforms among post-90s users are definitely TikTok and

Kuaishou, averaging 250 sessions each month or 1,000 minutes a month.

Sources:
1) Pandaily, Gen Z becomes Largest Group of Internet Users in China

2) Source: Questmobile, 2020 Post 90s Report
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CONSUMER INSIGHTS

GEN Z - USER GEOGRAPHIC LOCATIONS

TOP 10 CITIES WITH MOST POST-90s USERS (JULY 2020)

While Gen Z mobile internet e-commerce and social media users are mostly
commonly seen in tier 1 cities such as Beljing, there is also a significant proportion of Beljing 2.4%

users growing in the lower tier cities. Shanghai 2 39,

Chongging 2.2%

Guangzhou 2.1%
RATIO OF POST 90s USERS BY CITY TIER (JULY 2020)

Chengdu 1.7%
Shenzhen 1.6%
Xian 1.2%
Tianjin 1.1%

Wuhan 1.19%

Tier 1 New tier 1 Tier 2 Tier 3 Tier 4 Tier 5 or below

Hangzhou 1.1%

Source: Questmobile, 2020 Post 90s Report
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CONSUMER INSIGHTS

GEN Z - CAREER AND INCOME

90S INCOME IN 2020 JULY

While Gen Z are still young and in the early stages of their careers, there is evidence of
motivation through hard-work and studies, as well as an element of independence.

90S OCCUPATION IN 2020 JULY

42.2%

90s All Ages
B 2000 RMB or below [l 2000-4000 RMB W 4001-8000 RMB
"l 8001-10000 RMB 10001-15000 RMB 15000 RMB or above

Source: Questmobile, 2020 Post 90s Report
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CONSUMER INSIGHTS

GEN Z - ONLINE PREFERENCES

Alibaba’s mobile shopping platforms have become the post 90s'
favourites, taking up five spots of the top ten platforms. Mobile Taobao has
also reached 73.3% penetration rate.

90S USERS IN VIDEO WATCHING PLATFORMS, 2020

JULY 90S USERS IN MOBILE SHOPPING PLATFORMS,

2020 JULY

49.5%

" Active users

" Active users

Source: QuestMobile 2020 Post 90s Report
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CONSUMER INSIGHTS

GEN Z - ON THE RISE

GEN Z ACTIVE USERS AND TIME SPENT ON INTERNET ACCESS,
2019 & 2020 JUNE

........ Mobile devices:
---- 4.24 Hours

As of June 2020, the single-day internet access of Gen Z mobile
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