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Young China drives consumer opportunity

While China might offer huge potential for health care and consumer goods companies and their
investors, doing businesson the ground can prove challenging and a new generation of
Chinese youth could present some unique marketing challenges, say Walter Scott investment
managers Lindsay Scott and Ashley-Jane Kyle.

While investor sentiment towards China has been impacted by geopolitical risk, economic and
trade tensions as well as concerns about the country’s internal governance and economic
health, from the perspective of the team at Walter Scott, the country remains a source of
potentially vast long-term investment potential.

Over the past few decades, a steadily rising middle class has fueled international investment
from a range of western companies, including health care providers and luxury goods and
sportswear brands. Revenue in the Chinese luxury goods market alone amounted to
US$48.91bn as of the end of June this year, with the market expected to grow annually by
5.22% in compound annual growth terms from 2022- 20272.

Walter Scott investment manager Lindsay Scott sees huge growth potential in the market but
adds an important caveat in that pursuit of that growth is not straightforward. In her view and
that of the Walter Scott team not every entrant has adopted the right initial approach to what can
be a complex and challenging marketplace.

“Chinarepresents an enormous opportunity in what constitutes a market of almost 1.5bn
people. That figure represents about 18% of the global population and the market also boasts
some really good, strong demographic trends. Despite some concerns around the robustness of
conspicuous consumption — where some consumers purchase goods or services with the
specific intent of displaying their wealth - what seemed to be a slight dip in sales growth last
year now appears to have corrected itself,” she says.

Commenting on the potential difficulties some companies can face when doing business in
China, she adds: “For all its potential, China can be quite a challenging market. While it is clear
Chinese consumers want much the same products as high-end consumers in the west, over the
years we have definitely seen examples of companies - including some of the world’s biggest
sportwear brands - struggle to get it right in terms of doing businesson the ground in China.

“Other companies have perhaps been too conservative in developing their Ecommerce
offerings, which are increasingly important in the market, particularly some of the high-end
luxury goods companies. Some have also found building the right retail footprint in the so-called
Tier 1, 2 and 3 Chinese cities? and in shopping malls across the country quite challenging. Just
getting that balance right can be difficult.”

Growing affluence and the rise of anew middle class are also having deeper and potentially
darker impacts on Chinese consumers. One example is the rise in in Chinese diabetes rates
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that has accompanied shifting lifestyles - particularly among wealthier sections of the Chinese
population.

As Walter Scott investment manager Ashley-Jane Kyle observes: “Rising wealth is having some
profound impacts on Chinawhich present both threats and opportunities, particularly in the
health care sector.”

“China now accounts for about a quarter of the global diabetes population. But it is a really
underdiagnosed market so the opportunities to improve people’s health and address health care
problems like this are becoming increasingly clear,” she adds.

Young China

While China, like many other leading economies, faces the challenge of arapidly ageing
population, a new generation of its young people have significant economic power and could
provide amajor fillip for consumer markets. Young people of this demographic, b orn after 1990
and dubbed ‘Young China’ by US writer and consultant Zak Dychtwald? are highly technology
savvy and will require adedicated tech friendly approach from consumer companies and
marketers, adds Kyle.

“The next generation of young Chinese is really important for many companies pursuing growth
in this market. But they are also a really hard generation to serve. They have had so much
access to information that previous generations simply didn’t have.

“One of the biggest differences you see with this generation is the rapid pace of accepting all
things digital — digital products, digital services and we have not seen that in any other countries
or with any other generations either. This means that for consumer facing businesses it is really
important to think about that in terms of how companies engage with those consumers and that
next generation,” she concludes.

! Statista. Luxury goods China. As of end June 2022.

% A classification of cities with “1” being the highest, most developed and “4” the lowest, according factors such as GDP, income,
and population.

% Dychtwald is also the founding CEO of Young China Global Group — a think tank and consultancy designedto create
understandingabout Easternand Western millennials
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Disclosures
All investments involve risk,including the possible loss of principal. Certain investments involve greater or unique risks
that should be considered along with the objectives, fees, and expenses before investing.

Recent market risks include pandemic risks related to COVID-19. The effects of COVID-19 have contributed to increased volatility in
global markets and will likely affect certain countries, companies, industries and market sectors more dramatically than others.

BNY Mellon Investment Management is one of the world’s leading investment management organizations, encompassing BNY
Mellon’s affiliated investment management firms, and global distribution companies. BNY Mellon is the corporate brand of The Bank
of New York Mellon Corporation and may also be used as a generic termto reference the Corporation as a whole orits various
subsidiaries generally.

Walter Scott & Partners Limited (“Walter Scott”) is an investment management firm authorized and regulatedin the United King dom
by the Financial Conduct Authority in the conductof investment business. Walter Scott is a subsidiary of The Bank of New York
Mellon Corporation.

This material has been provided forinformational purposes only and should not be construed as investment advice ora
recommendation of any particularinvestment product, strategy, investment manager or accountarrangement, and should not serve
as a primary basis forinvestment decisions. Prospective investors should consult a legal, tax or financial professional in orderto
determine whether any investment product, strategy or service is appro priate for their particular circumstances. Views expressed
are those of the author stated and do not reflect views of other managers or the firm overall. Views are current as of the date of this
publication and subject to change.

This information may contain projections or other forward-looking statements regarding future events, targets or expectations, and is
only current as of the date indicated. There is no assurance thatsuch events or expectations will be achieved, and actual re sults
may be significantly different from that shown here. The information is based on current market conditions, which will fluctuate and
may be superseded by subsequent market events or for other reasons. References to specific securities, asset classes andfinancal
markets are forillustrative purposes only and are not intended to be and should notbe interpreted as recommendations. Information
contained herein has been obtained from sources believed to be reliable, but not guaranteed. No part of this material may be
reproduced in any form, orreferred to in any other publication, without express written permission.
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