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Bourses cheer consumption rise

Investors chase
shares in food,
appliance,
hospitality, and
entertainment
companies

By WU YIYAO in Shanghai

yiyao@chinadaily.com.cn

China’s consumption
upgrade is bringing glad tid-
ings to the stock market as
shares in related companies
have been rising of late.

The uptrend is exemplified
by Kweichou Moutai, a maker
of baijiu, the iconic traditional
Chinese liquor.

Its shares trade around 560
yuan ($84) in Shanghai now,
up nearly 84 percent from 305
yuan a year ago.

For 52-year-old Shanghai-
based baijiu-lover Han Zhi-
guo, that is both good news
and bad news.

Good because consump-
tion-related shares offer good

investment opportunities
these days.
And bad because a bottle of

Kweichou Moutai’s premium
liquor costs much more than
600 yuan, or almost as much
as a share in the company.

“Liquor price has been ris-
ing steadily along with share
prices. Investors often joke
that buying liquor shares is a
good hedge against the rising
price of liquor itself;” Han said.

Not just retail investors
such as Han, even domestic
and overseas institutional
investors love shares in con-
sumer product companies
such as Moutai.

That’s because Chinese con-
sumers are spending more
than before to upgrade to bet-
ter or quality products that
they want to experience and
enjoy, analysts said.

Often, that upgrade takes
the form of demand for China-
made products as focus shifts
from overseas brands to
domestic suppliers — the lat-
ter’s reputation is improving,
thanks to their innovative
products.
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Workers inspect, label and box bottles of Moutai at Kweichow Moutai Company’s distillery in Maotai township, Guizhou province.
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Liquor price has
been rising
steadily along with
share prices.
Investors often
joke that buying
liquor shares is a
good hedge
against the rising
price of liquor
itself?”

Han Zhiguo, a baijiu lover

Bureau of Statistics data, con-
sumption’s share in China’s
economic growth grew from
47 percent in 2013 to 64.6 per-
cent in 2016.

The consumption uptrend
is expected to continue to
expand its influence on social
and economic development.

The week long break at the
beginning of October is usual-
ly an indicator of consumer
sentiment. This year’s break
showed that Chinese consum-
ers are willing to spend more
than in the past few years.

Overall revenue of retailers
between Oct 1 and 8 was 1.5
trillion yuan, up 10.3 percent
year-on-year, according Minis-
try of Commerce data.

Shares of companies that
produce quality food, bevera-
ges, health products or home
appliances, such as Midea and
Yunnan Baiyao, are among the
most popular stocks, accord-
ing to transaction data of the
Shanghai-Hong Kong stock
connect program and the
Shenzhen-Hong Kong stock
connect program.

Shares in both Midea and
Yunnan Baiyao attracted more
than 2 billion yuan each from
overseas investors so far this
year.

Since September, compa-
nies across the food and bever-
age sectors rose an average 10
percent, while home appli-
ance makers rose more than 6
percent, outperforming other
sectors in the A-share market.

The benchmark Shanghai
Composite Index rose nearly 1
percent in the same period.

Shares in baijiu makers
Gujing Gongjiu and Shanxi
Fenjiu, and retailer Yonghui
Supermarkets, rose more than
20 percent during the period.

According to a research
note from Hua Chuang Securi-
ties, consumption-related
companies are more “defen-
sive” because they are more
able to withstand cyclical pres-
sures than many other fragile
sectors that are sensitive to
external factors.

The Hua Chuang note said
that demographic changes,
like increasing number of resi-

dents holding more disposa-
ble income, would mean
consumption is going to
expand in terms of not only
quantity but quality.

“Added value of these com-
panies, net profit and returns
on shares will grow for compa-
nies offering quality products,”
it said.

According to Shenwan
Hongyuan Securities data, net
profit and ROE (rate of return
on equities) of food and bever-
age, home appliance and
healthcare companies have
been increasing steadily since
the beginning of this year, ris-
ing by an average 16 percent.

Consumption upgrade in
China is not limited to prod-
ucts but covers experiences
and services as well.

A research note from Shen-
wan Hongyuan Securities
said reputable companies “in
the leisure, hospitality and
entertainment sectors are
also likely to grow fast” if they
grasp the opportunities
brought by quality-conscious
consumers.

Chinese dairy
labels evolve
into big brands

By BLOOMBERG
and CHINA DAILY

Shares in Inner Mongolia
Yili Industrial Group Co and
China Mengniu Dairy Co
have soared to all-time highs
as the companies hunt
aggressively to build up their
milk supply chains through
foreign acquisitions.

With  China’s  dairy
demand forecast to grow 37
percent to $76 billion in five
years — overtaking the Unit-
ed States to become the
world’s biggest dairy market

To Haitong International
Securities analyst Nicolas
‘Wang, this means they have
gone from being the bed-
mates of agriculture compa-
nies and OEM
manufacturers to becoming
standalone brands chalking
up margins nearer to that of
household names Danone
SA and Nestle SA.

Yili’s been trying to build
up an upstream supply on
foreign grass: in 2013, it took
over Oceania Dairy in New
Zealand, after the previous
owners ran out of funds to

— the bull run may have fur-  build a dairy factory.
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Food Group Co is a distant
third with a 4.8 percent mar-
ket share.

Mengniu has spent about
$2 billion on acquisitions at
home since 2014, while Yili
has concentrated on shifting
its product mix into higher-
margin segments and boost-
ed its nationwide marketing.

Now the focus is moving
overseas: both have made
bids for Australia’s biggest
dairy producer, Murray
Goulburn Co-operative Co,
in a deal that may value it at
more than A$1 billion ($784
million) including debt.

Yili and Mengniu are cash-
rich — they posted 23.5 bil-
lion yuan ($3.6 billion) in
cash and equivalents com-
bined at last year’s end —
and hungry, thanks to their
success in pushing gross
profit margins past the 30
percent threshold.

The Oceania plant is cur-
rently being supplied by 67
farmers. Murray Goulburn,
the Australian cooperative
that both Yili and Mengniu
want, is supplied by 2,000
farmers. Acquiring such a
large, stable milk source and
dairy processing facility
could catapult their prod-
ucts to the next level in the
local consumer market.

Song Liang, aleading dairy
analyst in China, said the
acquisition of Murray Goul-
burn would give either Yili or
Mengniu an edge to secure
their dominant positions in
domestic market while facili-
tating their plans to expand
overseas with a strong estab-
lished international brand.

“But both of them are not
offering a price that is not
worthy of the deal,” said

Song.
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