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How do you see the concerns around
consumption downgrading?

Helen: Recently, consumption downgrade is a concern
widely held in the investor community. In my view, it reflects
the reality on the ground. On the demand side, incomes
are not growing in the near term, and on the supply side,
competition between companies is quite fierce at the
moment. But we also see some of the premiumisation
trends are still happening in China. For example, if we look
at higher-value consumption, such as luxury products, their
sales are decent even though the growth decelerated from
a high base. And for food and beverage, we can see some
of the premium liquor and premium beer brands are still
selling well.

It could be called a K-Shaped recovery. In other words,
consumption is holding up for the higher-end premium
and lower-end mass products. But the mid-end products
are more challenged. For example, for China Resources
Beer, Heineken and Snow Draft have both been selling
well. Similarly, Anta’s high-end brands like Descente,
Kolon Sport and Arcteryx are still selling quite well. But
meanwhile, some of the mid-end products, such as
SuperX under CR Beer and the Anta brand under Anta
sports are facing more competition.

So companies are fine-tuning their products to make them
more differentiated, in a bid to rejuvenate their growth.

We think consumer brands need to have more balanced
portfolios, with products catering to different needs.

They also need to manage the brands well to adapt as
consumer habits change.
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Tianyi: There are some ongoing trends for the consumer
sector. For example, younger people are willing to spend
more on travel and leisure, despite the weak macro
environment. Another interesting theme is many young
people are leaving the tier one and tier two cities to return
to their home town, or to live in the tier three and tier four
cities. As a result, demand in the lower-tier cities in China
has been growing quite strongly. And the people who
used to live in big cities are bringing the popular brands
to the lower-tier cities. Hence, there are opportunities

for multinational brands, as well as domestic brands, to
expand in those areas.

So regardless of the macro environment, there are interesting
consumption trends that could offer structural opportunities.

What is your view on Chinese internet and
gaming stocks?

Tianyi: The crackdown on the Internet sector started

in 2021 and there has been some back and forth in the
policies. | think we are close to the end of the policy
scrutiny. For the past two years, the focus for internet
companies was streamlining their business lines and
focusing on profitability instead of growth, and this trend
has started to reverse. Companies are turning more
positive on the policy direction, and more willing to invest
into new businesses. On the other hand, the very high
growth period of Internet companies is probably behind us.

Now the key is identifying companies with quality growth, rather
than those that expand the top line without much profit and
cash flow. Therefore, focusing on the people and their long term
strategy matters even more today compared to the past.

There are a few criteria we look for in terms of management
quality. The first is ownership and alignment. One example is
NetEase, the second-largest gaming company in China. The
founder, William Ding, owns around 45% of the company.
He only reduced his shares once in the 24 years'’ listed
history and remains fully committed to the operations. He
also has a strong focus on minority shareholder returns.

NetEase is one of the first Chinese internet companies to
buy back shares and pay dividends. It has a very consistent
dividend payout history, with the total shareholder return
(dividends plus buybacks) around 3% per annum. And

the company has a good board with only one executive
director, who is the founder, and the rest all being
independent directors. We think board independence is an
important feature to consider, especially in China, as the
maijority of these internet companies are still founder-led.

This company also has a strong focus on generating returns.
For example, in its history it sold the e-commerce business to
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Alibaba because it was a loss-making business. Even though
the growth rate was very strong, the management believes
focusing on the quality of returns matters more than the scale.
We think these kinds of companies share similar values as us,
and we feel aligned with their long-term strategy.

What opportunities do you see from
import substitution?

Winston: The Chinese economy started from a very low
base 30-40 years ago, and foreign companies have
gradually entered the market. As Chinese companies
learned new technologies, they gradually moved up the
value chain. At the same time, China also cultivated many
talented people and experienced engineers. So with

the capital, people, and capable companies, China has
reached a point where it can produce many things within
its own supply chain. We have seen this trend in many
areas, including medical devices, semiconductors, and
other industrial sectors like automation. It is one of the key
opportunities we see in the medium and long run.

One example is Shenzhen Mindray, a medical devices
company. It produces patient monitors, ultrasound
machines and other medical devices for hospitals in China.
Many years ago, the founder studied overseas and learned
the technology to produce patient monitors. When he
visited his doctor friend at a local hospital, he saw that the
patient monitors were all from foreign companies, and were
quite expensive. He made the decision then to produce
Chinese-branded medical devices. Over the years,
Shenzhen Mindray has reached around 30% market share
in different categories in China, and is expanding overseas.

What are some interesting opportunities
you saw in Taiwan?

Helen: The first is around artificial intelligence (Al), which
will make a lot of changes to how we live and operate in

the next 10-20 years. Taiwan has quite a few companies
which could benefit from such a trend. For example, Taiwan
Semiconductor (TSMC) benefits from the large increase in
demand for graphics processing units (GPUs). MediaTek,
despite its low exposure in the near term, can eventually
benefit from the opportunity in Application-Specific
Integrated Circuits (ASICS), and edge Al for smartphones,
tablets and PCs. But in the near term, there is a lot of
excitement around Al, and some of the valuations and
expectations have gone beyond what the companies can
deliver in the next few years. So we are quite selective in this
area and we try not to be overly excited.
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Secondly, we saw some recovery in consumer electronics
demand which can benefit some of the technology
companies. They expanded quite a bit in the up-cycle in
2021-22, and then suffered from the lower utilisation in
2023. Now demand is picking up, and they should benefit
from an increase in utilisation. So there is some recovery in
that area.

Thirdly some non-tech companies are becoming more
interesting because the expectations have been lowered
for some of the verticals, such as renewable energies and
autos. The valuations have also become more attractive,
with 4-5% dividend yields.

Geopolitical risk has grown and is likely to stay for some
time, so we need to incorporate it into our analysis on the
companies. But it also brings some opportunities. China

is keen to localise industries such as semiconductors, so
Chinese companies can benefit and grow their capabilities
to adapt to the changes.

For example, we have invested in some semiconductor
equipment companies which benefited from China’s
localisation trend. Their market share has more than doubled
and could potentially double again in the next couple of
years. And in other areas like industrial and medical, we also
see the localisation trend in China. So geopolitical risk could
be a catalyst which helps to accelerate import substitution,
with support from the government.

How do you think about investing in
electric vehicles (EVs)?

Winston: Globally, we can see the penetration of EVs has
been increasing rapidly over the last few years. In China,
we also want to identify some opportunities in the EV
supply chain. For the original equipment manufacturers
(OEMs), the competition landscape has been constantly
changing. At the current stage it's very difficult for us to
identify the final winner. Some of the newer players are
gaining market share, but are still loss-making businesses.
We also find the valuations unattractive.

That said, we have identified some opportunities in the EV
supply chain. In certain EV components, we can see some
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of the players have dominant market share in their specific
areas. We are more favourable toward these businesses
because their sectors have been consolidated and we can
expect stable margins given their dominant market share.
At the same time we can also benefit from the growth of
EVs overall.

Amid all the concerns, why should
investors still consider China?

Helen: Now people think that China is un-investable, but
2-3 years ago, China was the market darling. Our job is
to try to be a bit contrarian and invest when the market is
fearful. There are a few reasons that China can do well in
the next few years.

First of all, China has a very deep market, so there are
many companies in different industries for us to choose
from. And we believe we can find the winners if we pick
carefully. Secondly, many Chinese management teams are
very devoted to their businesses and they have long-term
vision to grow and strengthen their franchises.

For example, in its history China was a leader in terms of
developing its technology and internet sectors. Chinese
companies also managed to move up the value chain in
the industrial and medical fields, and there are a lot of new
companies emerging in China.

Tianyi: | think there are still reasons to be positive about
China. Firstly, China was the worst-performing major stock
market in 2023. However, China’s corporate earnings are
expected to outgrow the developed markets. So | think this
offers an interesting opportunity to buy some quality China
stocks at cheap valuations.

Secondly, China is still an innovation-driven country, home
to the largest number of engineers and scientists globally.
It's also a leader in certain technologies such as electric
batteries, solar panels, and drones. So there are still ample
opportunities for us to identify companies with cutting-
edge technologies that could grow over the long term. We
think it's important to be selective when investing in China,
and also important to be patient.
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Source: Company data retrieved from company annual reports or other such investor reports. Financial metrics and
valuations are from FactSet and Bloomberg. As at 8 March 2024 or otherwise noted.

Important Information

The information contained within this material is generic in nature and does not contain or constitute investment or
investment product advice. The information has been obtained from sources that First Sentier Investors (“FSI”) believes

to be reliable and accurate at the time of issue but no representation or warranty, expressed or implied, is made as to the
fairness, accuracy, completeness or correctness of the information. To the extent permitted by law, neither FSI, nor any of
its associates, nor any director, officer or employee accepts any liability whatsoever for any loss arising directly or indirectly
from any use of this material.

This material has been prepared for general information purpose. It does not purport to be comprehensive or to render
special advice. The views expressed herein are the views of the writer at the time of issue and not necessarily views of FSI.
Such views may change over time. This is not an offer document, and does not constitute an investment recommendation.
No person should rely on the content and/or act on the basis of any matter contained in this material without obtaining
specific professional advice. The information in this material may not be reproduced in whole or in part or circulated
without the prior consent of FSI. This material shall only be used and/or received in accordance with the applicable laws in
the relevant jurisdiction.

Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a
recommendation to buy or sell the same. All securities mentioned herein may or may not form part of the holdings of FSSA
Investment Managers portfolios at a certain point in time, and the holdings may change over time.

In Hong Kong, this material is issued by First Sentier Investors (Hong Kong) Limited and has not been reviewed by the
Securities & Futures Commission in Hong Kong. In Singapore, this material is issued by First Sentier Investors (Singapore)
whose company registration number is 196900420D. This advertisement or material has not been reviewed by the
Monetary Authority of Singapore. First Sentier Investors, FSSA Investment Managers, Stewart Investors and Igneo
Infrastructure Partners are the business names of First Sentier Investors (Hong Kong) Limited. First Sentier Investors
(registration number 53236800B), FSSA Investment Managers (registration number 53314080C), Stewart Investors
(registration number 53310114W) and Igneo Infrastructure Partners (registration number 53447928J) are the business
divisions of First Sentier Investors (Singapore).

First Sentier Investors (Hong Kong) Limited and First Sentier Investors (Singapore) are part of the investment management
business of First Sentier Investors, which is ultimately owned by Mitsubishi UFJ Financial Group, Inc. (“MUFG”), a global
financial group. First Sentier Investors includes a number of entities in different jurisdictions.

MUFG and its subsidiaries are not responsible for any statement or information contained in this material. Neither
MUFG nor any of its subsidiaries guarantee the performance of any investment or entity referred to in this material or the
repayment of capital. Any investments referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are
subject to investment risk, including loss of income and capital invested.
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