
 
Profiting from  

China’s Social Reform  
– Thematic Approach to Investing  

in China  
 

Vincent Lam 
Chief Investment Officer 

 

10 April 2013, Hubbis Forum, Zurich 



                              Agenda 
 

1) Social Issues 
- A need for a greener environment 
- Declining birthrate and ageing population 
- Emergence of the middle class 
- Rising labour cost  
  
2) Future Trends 
- Natural gas and other green energies  
- Healthcare and babycare 
- Consumption upgrade 
- E-commerce and automation 
 

3) Conclusion 
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Current issues: 
  

Pollution 
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Source: BeijingHoliday 

Beijing Tiananmen Square: THEN 



Source: Greenpeace 

Beijing Tiananmen Square: NOW  



PM2.5 levels could deteriorate further  
if we do nothing 

Source: DB, WHO, NASA 
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Current issues:  
 

- Declining birth rates  
-rising labour cost 
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New born in China has yet to rebound  
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New born in China（'0000） 

Source: China National Bureau of Statistics 
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Annual increase in new workers will 
turn to negative soon 

Source: Hu Ying (2010), “demographic changes in 12th five year plans,” Social 
Science Literature Press 

10 



Future trends: 
 

A Greener China  
 

Not just a Need, but a Necessity 
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Composition of PM2.5 in China 

PM - particulate matter 
 
Source: DB 
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Natural gas share of total primary  
energy consumption 
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China Natural Gas Demand has been 
outpacing supply since 2007 
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Source: BP Statistical Review of World Energy June 2012 
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Clean energies as % of total consumption 

Source: DB, BP Statistical Review 
15 



As % of total energy consumption:  
coal down, natural gas up 
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Source: NDRC, BP Statistical Review  
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Future trends: 
 

Consumption upgrade 
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Source: Mckinsey Insights China – Macroeconomic model update  

Middle income class will represent 51% of 
total urban households in 2020 
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Source: The Yearbook of China Tourism Statistics, CICC 
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Number 
Tourists visit per year 2776 billion 

Torusits per day 22.8 million 

Accomodation demand 12.9 million 

Demand 

High end luxury 310304 2.40% 

Mid-scale and economy 5339807 41.30% 

Low-scale and guesthouse 7279204 56.30% 
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Monthly income 
distribution for 
tourists (RMB) 
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Rising mass travel to benefit budget hotels 
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The abolishment of 1-child policy? 

  

To be, or not to be?  

that is the question! 
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US$m 2005 2006 2007 2008 2009 2012E 

CAGR (05-
09) 

China 1751 2285 3055 4192 4986 8051 29.9% 

US 5573 5815 6212 6392 6504 6381 3.9% 

France 1481 1554 1781 1980 1829 1968 5.4% 

Japan 995 928 914 1065 1026 982 0.8% 

Germany 879 902 1028 1117 1007 995 3.5% 

UK 730 767 871 893 906 964 5.6% 

South 
Korea 537 560 562 472 465 415 -3.5% 

India 243 256 305 319 332 396 8.2% 

Source: Euromonitor International 

China is the fastest growing babyfood market 
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The more expensive, the better 

Source: Euromonitor International 

China Infant formula 
market 2005 2006 2007 2008 2009 2012E CAGR (05-09) 

RMB m 12388 15845 20316 25497 30346 51783 25.1% 

Price/900g 

> RMB300 Supreme  248 317 437 688 1214 2770 48.7% 

201-300 High-tier 4509 5831 7527 9765 11501 20014 26.4% 

101-200 Mid-tier 4769 6211 8086 10454 12624 21594 27.6% 

<100 Low-tier 2862 3486 4266 4590 5007 7405 15.0% 
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Future trends: 
 

Rising healthcare expenditure 
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RMB billion Growth 

National security 720.2 10.7% 

Social security and jobs 655.1 13.9% 

Agriculture 619.6 12.8% 

Education 413.2 9.3% 

Healthcare 260.3 27.1% 

Technology 253 10.4% 

Environmental protection 210.1 18.8% 

     A closer look at China 2013 work report:  
    healthcare and environmental protection 

Source: 12th National People’s Congress 
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Source: Frost & Sullivan report 
28 



17.3% 

12.5% 
11.1% 10.8% 

9.4% 8.9% 8.6% 8.5% 8.4% 

4.6% 

0.0% 

2.0% 

4.0% 

6.0% 

8.0% 

10.0% 

12.0% 

14.0% 

16.0% 

18.0% 

20.0% 

Healthcare spending as a percentage of 
GDP in 2011: Still low in world standard 

Source: Frost & Sullivan 
29 



17.8 21.5 
29.3 

36.2 
44.6 

58 

69.5 

83.1 

98 

115.4 

136 

0 

20 

40 

60 

80 

100 

120 

140 

160 

2006 2007 2008 2009 2010 2011 2012E 2013E 2014E 2015E 2016E 

CAGR (2006-2012): 25.5% 

Pharmaceutical market in China  

Source: The medical market: China,  2012; ISI Emerging Markets 

US$ billion 

30 



    Future trends: 
 
  Online shopping 
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“With just a mouse click, you can buy 
quality stuff online at much cheaper 
prices, so why bother to go shopping 
malls in the freezing weather and spend 
more?”  
 
a 31-year-old employee of an advertising 
company in Beijing 
 
Source: Xinhua 



Low prices and easy price comparison are 
main reasons to buy online 

Source: Alphawise, Morgan Stanley Research 
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Source: AliResearch 

Online shopping has become  
more important in China 
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Internet penetration still low compared to 
70-80% in the US and Japan 

Source: CNNIC 
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Taobao (C2C) 
•Launched in 2003 
•More than 800 million products 
•More than 500 million users 
 
 

Tmall (B2C) 
•Launched in 2008 
•More than 70000 brands 
•Brands like Uniqlo, Nike, P&G,  
    Panasonic, Lego, Gap, L’Oreal 
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• If Alibaba is an economy, it would have ranked 48th based on 

2011 GDP 

Ranking Economy USD million 

40 Israel      242,929  

41 Singapore      239,700  

42 Portugal      237,374  

43 Egypt, Arab Rep.      229,531  

44 Philippines      224,754  

45 Ireland      217,275  

46 Czech Republic      217,027  

47 Pakistan      210,216  

48 Alibaba Group      190,627  

48 Algeria      188,681  

Source: World Bank, Alibaba, VL 
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  Future trends: 
 
     The end of cheap labour 
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                            What to do:  
          Automation and move high-end 

 
-Honhai has 1.2 million workers but they will 
add 1 million robots in three years, both for 
replacement and new functions.  
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Conclusions 
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Winners Losers 

1) A greener China Natural gas Coal 

Wind 

Highly-polluted 
industries 

Nuclear 

2) Rising labour cost  
Consumption upgrade, 

automation 
Labour-intensive 

industries 

    Higher disposable income Budget hotels, babycare Department stores 

E-commerce 

3) Higher healthcare  Pharmaceuticals 
     Healthcare equipment 

Pediatric products 

4) Corruption Low-end consumption high-end consumption 

eg: affordable luxury < 
RMB3k 

eg: luxury watches, 
Moutai 
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Disclaimer 
1. This document and all the information, material and data contained herein (collectively “the Document”) may contain confidential and/or privileged material and is/are rendered on an 

entirely without prejudice basis. Any review, retransmission, dissemination, copying, reproduction or other use of, or taking of any action in reliance upon, the Document or any part thereof 
by any person or entity other than the intended recipient is strictly prohibited. The Document shall not in any way affect or prejudice the respective rights, obligations and liabilities (if any) 
of VL Asset Management Limited, VL Asset Management (Cayman) Limited and VL Champion Fund Limited (collectively “the Group”) and any entity or party named, mentioned and/or 
referred to herein (if the context so permits or requires and where not inapplicable, the Group refers to VL Asset Management Limited). Any rating, certification or award as mentioned 
and/or appearing in the Document may belong to a particular entity as specified in the Document. Further, we make no representation or warranty as to the accuracy or completeness of 
the Document or any part thereof. We shall not be responsible for and expressly disclaim any liability whatsoever for any loss or damage howsoever arising [including without limitation 
such loss or damage (if any) arising from the use of or reliance upon, or intended use of or reliance upon, the Document or any part thereof, whether or not arising from any error or 
omission in compiling the Document or any part thereof. 

 

2. The Document has been prepared for reference only and neither the information, nor any opinion contained herein constitutes a distribution, an offer to sell or the solicitation of an offer 
by the Group or its affiliates to buy or sell any securities, futures, options or other financial instruments or to provide any investment advice or service. 

 

3. Without prejudice to the generality of the foregoing, the Document does not constitute, and may not be used for the purposes of, an offer or solicitation to anyone in any jurisdiction or 
country in which such offer or solicitation is not authorized or to any person to whom it is unlawful to make such offer or solicitation or where such offer or solicitation would be contrary to 
law or regulation or which would subject the Group or its affiliates to any registration requirement within such jurisdiction or country. 

 

4. The Group and persons associated with it may have positions in and/or engage in transaction related to the markets referred to in the Document. The Group may have relationship with any 
entity or party named, mentioned and/or referred to herein. Managers of the underlying portfolios may have an equity stake in the underlying portfolios which they manage. Conflicts of 
interest cannot be ruled out at the level of the underlying portfolios. 

 

5. To the best of the knowledge, information and belief of the Group, all information contained herein is accurate as at the date of publication. Neither the Group nor its affiliates and any of 
their directors, officers and employees warrant the accuracy, adequacy or completeness of the information and material contained herein and each of the Group and its affiliates and each 
of their directors, officers and employees expressly disclaims liability for any errors or omissions in the information and material contained herein. No warranty of any kind, implied, express 
or statutory, including but not limited to the warranties of non-infringement of third party rights, title, merchantability, fitness for a particular purpose is given by the Group or its affiliates 
in conjunction with the information, material, products or services contained herein. 

 

6. Under no circumstances may the information contained herein, or any part thereof, be copied, reproduced or redistributed without the express permission and written consent of the 
Group. 

 

7. The price of shares/units and the income from them may go down as well as up and past performance figures shown are not indicative of future performance. The performance figures 
shown or indicated in the Document may refer to a particular class of the fund only. 

 

8. The information contained herein should not be considered to be legal, tax, investment or other advice and each prospective investor should consult their own stockbroker, financial 
Adviser, bank manager, solicitor, accountant or other professional Adviser in respect of matters concerning their investment. Investment in the funds offered by the Group involves special 
considerations and risks and is suitable only for sophisticated investors for whom an investment in the funds of the Group does not represent a complete investment programme and who 
fully understand and are capable of assuming the risks of an investment in the funds offered by the Group. 

 

9. If you are in any doubt about any of the information contained herein, you should consult your stockbroker, financial Adviser, bank manager, solicitor, accountant or other professional 
Adviser. The information is current as at the date of publication but is subject to change without notice. 
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