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We expect China's private consumption to more than double to about US$13trn 
by 2030,  matching the size of the US market now, with changes in income, 
distribution, and technology. We lay out how this will reshape consumption 
into four distinct segments: emerging,  expanding, evolving, and ex-growth.
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By 2030, China will have a different consumer landscape than the 
one we see today. Fundamental trends that are already under way 
will, we believe, create an economy in which services overtake goods 
in terms of value and share of GDP.

We expect household per capita income to double by 2030,  while 
purchasing power will be dominated by the 35-44 and 55+ age groups 
– baby boomers born in the 1960s and their children –  and will move 
from a 'young consumer' focus now to a 'family demands and retire-
ment planning' focus' in 2030. Consumption that targets emotional 
wellbeing and self-fulfilment will rise in prominence, and consumers 
will look to an evolved and often automated service sector to sup-
port their daily lives. We think the average Chinese consumer will be 
a driver of change rather than merely a recipient of Western con-
sumption trends. Part of that change will be informed by certain cul-
tural values and consumption needs to support those values. These 
include strong family ties and the prioritization of education. 

In this report, we look 10 years into the future to try to understand 
how different forces will shape the domestic consumption land-
scape. The growth of service-based consumption will likely continue 
to well outpace that of goods, with its share of private consumption 
reaching 52% by 2030 (vs. 45% today). The Chinese government is 
prioritizing the domestic economy in a world of 'slowbalization' , and 
we expect policy, household income, technology, and demographic 
change to more than double the size of the private consumption 
market to US$12.7trn (48% of GDP) by 2030.

Changes in the consumption landscape will require different 
responses from different industries. For example, old-economy 
industries will look to digitalization to facilitate household consump-
tion, while evolving lifestyles in smart supercities will help create 
new consumption demand. 

In the following pages, we highlight key  drivers of change, classify 
industries into four categories to help investors understand their 
likely development paths, and create an investment framework to 
identify which industries and stocks are most likely to benefit. We 
expect stock debates to  move from brand and channel to technology 
and service.

China Consumer

Consumption 2030: 
At Your Service

We expect China's private consumption to more than double to about US$13trn 
by 2030,  matching the size of the US market now, with changes in income, 
distribution, and technology. We lay out how this will reshape consumption 

into four distinct segments: emerging,  expanding, evolving, and ex-growth.

Industry View

China/Hong Kong Consumer — In-Line
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Investment framework:  As China's consumption market moves pri-
marily from goods-driven to service-driven growth, and the focus 
shifts to family demands and retirement planning from young con-
sumers, we expect industries to perform differently. We categorize 
them into four groups based on product offerings and industry 
dynamics: Expanding (service-related sectors mostly fall in this cate-
gory); Evolving (driven by new businesses rather than traditional 
formats); Emerging (a combination of technology and services will 
likely be driving forces for these sectors); and Ex-growth (as changes 
in demography and technology disrupt mature industries). 

The above categorization of industries based on the next decade's 
outlook lays the foundation for our stock selection methodology  
from a top-down perspective. However, we further break out catego-
rization to four  elements that constitute our new individual stock 
analysis framework – brand,  channel, technology, and services – to 
determine a company's competitiveness versus industry peers. 
Brand and channel have been the key factors driving the stock debate 
over the past decade. In the future, we believe the ability to differen-
tiate via service and innovation  with fast technology adoption will 
become more important. On that basis, we derive our industry top 
picks.

Investment conclusions: We expect institutional services (educa-
tion, integrated platforms, healthcare, retirement services, health 
insurance, and supply chain management), smart living (digital 
property management, smart appliances, and EVs), and life-experi-
ence-enhancing services/goods (emotional companionship cate-
gories, such as pets and toys, rehabilitative medical services, service 
robots, and social platforms) to see robust growth. But offline plat-
forms such as traditional autos and home appliances are likely to face 
disruption. We may also see demand growth slow for products that 
have good growth currently, such as mid- to low-end alcoholic bever-
ages, basic necessities, and traditional household items. We list the 
top picks from our industry teams in Exhibit 7 .

Executive Summary
New forecasts: In this report we update our forecasts for China’s pri-
vate consumption market based on changes in household income 
and policy initiatives. We expect average household income to 
increase from US$6,000 to US$12,000 in 2030, driven by 
Urbanization 2.0, economic opening-up to retain supply chains, and 
reforms to attract capital inflows. While an aging population will 
mean a natural increase in the consumption rate, China's policy-
makers  are  also endeavoring to adopt a 'domestic  circulation 
strategy' in the face of a multipolar post-Covid world, with digitaliza-
tion and reforms resolving consumption bottlenecks (such as logis-
tics, taxes on imported consumer goods, and Hukou) and unleashing  
China's consumption potential.

We thus expect China's private consumption market to more than 
double in the next decade, to US$12.7trn in 2030, 30% higher than 
our previous forecast of US$9.7trn made in 2017. This means private 
consumption growth would be sustained at 7.9% annually  over the 
next decade, one of the highest levels in the world, and we estimate 
its size will match  the current US market by 2030.  

A key feature of China's consumption market over the next decade 
will be service consumption taking the lead from goods. We now 
expect the share of services in private consumption to rise to 52% by 
2030 from 45% today, with a services CAGR of 9.2% outpacing 6.7% 
from goods consumption. Unlike in Western economies, where the 
pace of service share gain in total consumption tends to plateau 
when household per capita income reaches US$8,000-10,000, we 
see a steady increase in China's service consumption share on the 
back of its unique demographic structure and high digitalization. 

https://ny.matrix.ms.com/eqr/article/webapp/21d2b410-95a6-11e6-bbca-0d3f4c3c288a?ch=rpint&sch=sr&sr=5


M

MORGAN STANLEY RESEARCH 7

M
Exhibit 1:
China Consumption 2030

Source: Morgan Stanley Research. 
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Exhibit 2:
Five drivers of Chinese consumption

xxx

Income Demographics

• Digitalization of old-economy 
industries.

• New lifestyle in smart super-cities.

Technology Policy Culture
• Supply side: To boost new 

infrastructure, upgrade HSR, and 
facilitate consumption reshoring

• Demand side: To enhance social 
security coverage, reduce income 
inequality, and promote vocational 
training

• Value familial ties and willing to 
provide substantial financial 
support

• Spend with long-term aspirations 
in mind

• Notable lifestyle differences 
between the older and the younger

• China’s per capita household disposable income could 
double in the next decade.

• People aged 35-44 and 55+ will see most incremental 
growth in population and income.

• Population contribution from 25-34 and 45-54 will 
decline.

Source: Morgan Stanley Research estimates 
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Source: AlphaWise, Morgan Stanley Research
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Exhibit 3:
Four business categories and their outlook 

Source: Morgan Stanley Research 
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Exhibit 4:
Consumer spending lifecycle (bars in gray and yellow show the size of each age group's total disposable income (US$ bn))
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What's New?

Exhibit 5:
China's private consumption market to reach US$12.7trn by 2030… 
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Exhibit 6:
…and its CAGR will likely sustain as one of the highest in the world 
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We are turning more bullish on the size and growth pattern of China's 
consumption through 2030. China will continue to be a global con-
sumption powerhouse, with the size of private consumption 
matching the current US market by 2030. Meanwhile, material shifts 
in consumption patterns are likely to take place, from young con-
sumer focused  to household demand  driven, which will incremen-
tally require a higher proportion of services in consumption. We see 
two key conclusions:

(1) Bigger size than we thought – China to become a 
global consumption powerhouse by 2030, matching 
the size of the current US market

We expect China's  private consumption to reach  US$12.7trn by 2030, 
30% higher than our previous forecast of US$9.7trn. A key driver will 
be resilient household income growth on the back of Urbanization 
2.0, economic opening-up to retain supply chains, and reforms to 
attract capital inflows. Meanwhile, in the face of an emerging multi-
polar post-Covid world, China's policymakers are promoting the 
domestic consumer market as part of its 'domestic circulation' 
strategy, with digitalization and reforms resolving consumption bot-
tlenecks (such as logistics, tax on imported consumer goods, and 
Hukou). This should unleash households' consumption potential and  
enhance e-commerce penetration for both goods and services, 
enabling consumption anytime, anywhere.  As a result, the CAGR of 
China's private consumption will likely sustain at 7.9% in CNY terms 
over the next decade, one of the highest in the world, and its size will 
match  the current US market by 2030, on our estimates.
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(2) Shifting focus  in the consumer market – services 
to overtake goods with meaningful shifts in con-
sumption patterns

China is becoming the world's largest consumption market for goods, 
but we expect  services to move into pole position to lead overall con-
sumption growth, overtaking goods in terms of value and share of 
GDP by 2030. Meanwhile, changes in the  mix of service consumption 
bear watching. 

We expect services' share of private consumption to rise to 52% 
in 2030 from 45% in 2019

While international experience suggests  that the pace of service 
share gain in total consumption tends to plateau when household per 
capita income reaches US$8,000-10,000, we see steady increases in 
China's service consumption share over the next decade. This would 
be spurred by 1) the former 'one-child policy', which means a higher 
elderly care burden for the prime-age population and thus more ser-
vice consumption demand and 2) high digitalization, which would 
make services more accessible. We thus expect service demand to 
surpass goods consumption by 2030 at an income per capita of 
US$12,000, lower than US$15,000 as suggested by other major 
economies. 

Consumption will be led by household and retirement services, 
shifting away from young consumer-focused demand

Young consumers primarily aged between 20 and 35 have been a 
major consumption growth driver in the past five years or  so, and 
they have also been the key focus area for most consumer compa-
nies.  This trend may  continue  for several years, and we still hold a 
positive view on the current momentum towards that age group, 
which supports  short-term stock calls. However, when we look out 
to 2030, we see greater population growth in two age groups, 35-44 
and 55 and older – baby boomers born in the 1960s and their children. 
Analysis of income by age group shows a similar growth pattern. 
Hence, we draw the conclusion that, over the next decade, consump-
tion will shift away from young consumer-focused demand towards 
household and retirement services.

Drivers of China's consumption towards 
2030

We see five drivers for China's consumption market size and shifting 
consumption patterns over the next decade:

(1) Income – Becoming a high-income country with a 
steady increase in service consumption

Household income is the key determinant for consumer purchasing 
power. Based on our calculations, disposable income per capita will 
double from US$6,000 today to US$12,000 by 2030. While interna-
tional experience suggests that the service share gain in private con-
sumption tends to plateau when disposable income per capita 
reaches US$8,000-10,000, we believe the CAGR of China's service 
consumption could reach 9.2% over the next decade, well outpacing 
6.7% from goods consumption, with share in private consumption 
rising to 52% by 2030 from 45% today, on the back of two factors: 

l China's  former one-child policy has led to a rapidly aging popula-
tion and a higher elderly care burden for the prime-age popula-
tion, which will likely translate into more service consumption 
demand.

l Services are becoming more accessible with broad-based tech-
nology adoption. 2020 likely marked an inflection point for tech 
adoption, as Covid-19 appears to have prompted higher public 
receptiveness toward big-data applications, as public health con-
cerns are being prioritized over personal privacy issues.

(2) Demographics – The most significant genera-
tional shifts are in 2-3 years

This 'elephant-in-the-room' type of factor can be easily ignored if we 
only consider a 2-3 year investment horizon. People aged above 20 
years old have been the key consumption group across the life of a 
consumer. In theory, this means that the consumer demographic pat-
tern in 2030 can be roughly depicted based on the current status in 
2020, but that would not take into account meaningful changes that 
we expect in demographic structure. Therefore, based on the life-
cycle of a consumer, we have created five stages: 0-19, 20-34, 35-44, 
45-54, and above 55 years old. We have identified the following 
demographic trends, based on UN estimates: 
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l Population numbers for age groups 20-34 and 45-54 will decline 

63.5 million (about the population of the UK in 2019) and 50.8mn 
(about the population of South Korea in 2019) from 2020 to 
2030, respectively.

l Population numbers for age groups 35-44 and above 55 will 
increase 25.3mn (about the population of Australia in 2019) and 
123.9mn (about the population of Japan in 2019) from 2020 to 
2030, respectively.

Young consumers are classed as the 20-34 age group, while people 
aged between 35-44 are more family focused. People aged above 55 
represent the aging population and retirement. Demographic change 
will be one of the key drivers for overall consumer behavior in the 
next 10 years. Based on that, we draw the conclusion that China 
will move from a 'young consumer focus' in 2020 to a 'family 
demand and retirement planning focus' in 2030.  

We include the disposable income by age group, drawing a similar 
conclusion to the population distribution, therefore, based on our 
calculations, age groups 35-44 and 55-64 will represent the highest 
income share within the total population by 2030, and posses the 
highest purchasing power among the different age groups.

(3) Technology - This makes China's consumption 
path unique

Digitalization is another angle that argues for a consumption-driven 
economy in China. Essentially, higher penetration of digitalization in 
China has improved operational efficiency for consumer corporates 
as well as interactions between consumers and sales channels. 
Digitalization is also in-line with policymakers' ambitions for urban-
ization that features smart supercities focusing on faster, safer, 
greener, and more livable communities enabled by digital technolo-
gies, such as 5G, cloud, big data, IoT and AI. Specifically, we see two 
distinguishing trends that could boost private consumption:

l Digitalization of old-economy industries: This  improves overall 
operational efficiencies and enhances households' consumption 
capabilities.

l New lifestyles in smart supercities: The wide adoption of 
next-gen technology – such as  super apps, IoT-based smart home, 
AI and big data analysis – could  facilitate consumption anytime, 
anywhere.

(4) Policy – Government support to unleash con-
sumption potential

China's 2021-25 Five-Year Plan (14th FYP) centers on pursuing 
domestic demand-driven sustainable growth in the face of structural 
challenges in a post-Covid multipolar world, and doubles down on  
'domestic circulation' by unleashing consumption potential. Unlike 
Japan, which had a high  urbanization rate of 77% and a relatively low 
household saving rate of 17% when its demographic tide turned in 
early 1990s, China still has a lower urbanization ratio of 61% and a 
high household saving rate of 35% today, suggesting there remains 
tremendous consumption potential. We thus expect more supply-
side  (such as  measures to boost new infrastructure, upgrade high-
speed railway networks, and facilitate consumption reshoring)  and 
demand-side (to enhance social security coverage, reduce income 
inequality, and promote vocational training) measures to resolve 
consumption bottlenecks  in the coming years.

(5) Culture - Impact from consumers' values and 
aspirations

Culture can be a key differentiator of consumers in different coun-
tries. What to buy, where to buy, and how to buy may differ for 
Chinese consumers versus their peers in Western countries or even 
other Asian countries. Although globalization has introduced foreign 
elements into contemporary Chinese lifestyles, we still see Chinese 
consumers as grounded in distinctly local values:

l Valuing familial ties and willing to provide substantial financial 
support.

l Spending with long-term aspirations in mind.
l Notable lifestyle differences between older and younger genera-

tions (e.g., use of online platforms and travel aspirations).
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Paths forward for industry categories

Looking out to 2030, we expect to see sectors performing differ-
ently, based on our assumption that China's consumption market 
moves primarily from goods-driven consumption growth to service-
driven growth, and the focus shifts to family demand and retirement 
planning from young consumers. We thus categorize sectors into 
four groups based on product offerings and industry dynamics:

l Expanding: We expect structural growth for these sectors in the 
coming years. We believe that service-related sectors will mostly 
fall in this category based on our conclusions about the future 
consumption outlook. 
¡ Property management
¡ Healthcare services
¡ Retirement home and accompanying health-related services
¡ Health insurance
¡ Education
¡ China domestic travel and inbound travel
¡ Travel retail, particularly duty-free
¡ Household convenience and local services

l Evolving: Sectors in this category will experience structural 
change in the coming years, such as via business models and 
product offerings. Sector growth will be driven by emerging busi-
ness rather than traditional formats.
¡ Evolving operations:

n Integrated platforms
n Supply chain management and sales channel services
n Implementation of C2M business model
n Wider AI, alternate reality (AR), and virtual reality (VR) 

adoption
¡ Evolving business focuses:

n Home appliances – smart appliances
n Auto – new energy vehicles (NEV)

l Emerging sectors: This is the potentially most exciting category. 
Sectors in this category have limited existence in 2020 but could 
have a significant business impact by 2030, experiencing the 
fastest growth. A combination of technology and services will 
likely be the key driving forces for these sectors.
¡ Emotional companionship, such as pets and toys
¡ Rehabilitative medical services
¡ Service robots (professional and personal/domestic use)
¡ Marriage and matching services
¡ Consumer focus on ESG

l Ex-growth: For some mature or well developed sectors, future 
change in demography and technology could disrupt their growth 
profiles. This could make some sectors to underperform sectors 
at expansion, evolving, or emerging stages. 
¡ Low-end alcoholic beverages
¡ Basic necessities
¡ Traditional autos
¡ Traditional home appliance

Stock Investment Framework

The above categorization of industries based on the next 10 years' 
outlook lays out the foundation for our stock selection methodology  
from a top down perspective. Having said that, we further break out 
categorization to four  elements to constitute our new individual 
stock analysis framework – brand,  channel, technology and services 
– to determine companies' competitiveness versus their industry 
peers. Brand and channel have been the key factors driving stock 
debates in the past decade. In the future, we believe the ability to 
differentiate via service and innovation  with fast technology adop-
tion will be incrementally important. On that basis, we list out our 
top picks from our sector teams.
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Exhibit 7:
Stock selection by Morgan Stanley industry teams  

Sector name Category Stock pick
Auto Evolving Brilliance (1114.HK)

Auto sales Ex-growth BAIC (1958.HK)
Auto aftermarket Expanding GAC (2238.HK)
NEV Evolving Dongfeng (0489.HK)

Li Auto (LI.O)
NIO (NIO.N)
Zhongsheng (0881.HK)
Minth (0425.HK)
Sanhua (002050.SZ)
Huayu (600741.SS)

Bank Ex-growth China Merchant Bank (3968.HK, 600036.SS)
Ping An Bank (000001.SZ)

Consumer staples Ex-growth
Food&Beverage CRB (0291.HK)

BUD APAC (1876.HK)
Mengniu (2319.HK)
Yili (600887.SS)
Nongfu (9633.HK)
Haitian (603288.SS)
Yihai (1579.HK)

Super-premium (luxury) liquorExpanding Moutai (600519.SS)
Consumer discretionary

Cosmetics Expanding Proya (603605.SS)
Yatsen (YSG.O)

Sportswear Expanding Anta (2020.HK)
Li Ning (2331.HK)

OEM/supply chain Evolving Shenzhou (2313.HK)
Tectronic (0669.HK)

Restaurant Evolving YUMC (YUMC US)
Smart appliances Evolving Xiaomi (1810.HK)

Haier Smart Home (600690.SS)
Midea (000333.SZ)
Gree Electric (000651.SZ)

Healthcare Expanding Innovent Biologics (1801.HK)
Jiangsu Hengrui (600276.SS)
Hansoh Pharmaceutical (3692.HK)
WuXi Biologics (2269.HK)
WuXi AppTec (603259.SS, 2359.HK)
Tigermed (300347.SZ)
Ali Health (0241.HK)
Ping An Healthcare (1833.HK)

Hotel and Lodging Evolving Jin Jiang (600754.SS)
Huazhu Group (HTHT.O)

Tourism and Travel Retail Evolving China Tourism Group Duty Free (601888.SS)
Accommodation Expanding China CYTS Tours (600138.SS)
Recreation & others Expanding

Education Expanding TAL Education (TAL.N)
K12 after school tutoring Expanding New Oriental Education (EDU.N)
Vocational education Expanding Yuhua Education (6169.HK)
Private K12 education Ex-growth Offcn Education (002607.SZ)
Private college and university Expanding China East Education (0667.HK)

Insurance Expanding Ping An Insurance (2318.HK)
PICC Group(1339.HK)
ZhongAn (6060.HK)

Internet (e-commerce) Expanding Pinduoduo (PDD.O)
Entertainment Evolving Tencent (0700.HK)

Online entertainment Expanding NetEase (NTES.O)
Video games Expanding iQiyi (IQ.O)
Live-streaming Evolving Bilibili (BILI.O)
Video Expanding Tencent Music (TME.N)

     China Literature (0772.HK)
Offline entertainment Ex-growth IMAX China (1970.HK)

Wanda Film (002739.SZ)
Internet (local service) Expanding Alibaba (BABA.N)

Meituan (3690.HK)
Tencent (0700.HK)
Baidu (BIDU.O)
Tongcheng-Elong (0780.HK)
Trip.com (TCOM.O)

Logistics Expanding SF Holding (002352.SZ)
DADA (DADA.O)

Property Ex-growth KWG Group (1813.HK)
Property management Expanding Shimao Group (0813.HK)

Sunac China (1918.HK)
CIFI (0884.HK)
Country Garden Services (6098.HK)
Ever Sunshine Lifestyle Services (1995.HK)
Greentown Service (2869.HK)

Macau Gaming Ex-growth Sands China (1928.HK)
Gaming Ex-growth Galaxy Entertainment (0027.HK)
Non-gaming Evolving Melco Resorts & Entertainment (MLCO.O)

Wynn Macau (1128.HK)

StockSector

Source:  Morgan Stanley Research
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Where could we be wrong?

l Antitrust campaign on technology and integrated platforms: 
The swift adoption and penetration of service related consump-
tion is highly dependent on integrated technology driven plat-
forms. While the government already started to release policies 
that prevent a monopoly of big tech companies to promote 
healthy competition in the market, overly aggressive policy 
restrictions might delay the growth of service-related consump-
tion.

l Aggressive tightening in  consumer credit: While policymakers 
have stepped up financial regulation of online micro lending and 
consumer credit platforms recently, we believe the impact on con-
sumption should be modest given a healthy household balance 
sheet. That said, private consumption could face headwinds from 
more aggressive tightening on consumer credit via both bank and 
non-bank channels.

l Slow progress in social security reform:  We believe universal 
and unified social security coverage, particularly in key city clus-
ters, would effectively help households reduce precautionary 
saving and increase consumption. Hence, slower-than-expected 
reforms on these fronts could exert a drag on consumption poten-
tial.

l Privacy concerns regarding big data: One advantage China has 
in developing smart cities is fewer hurdles in consumer data col-
lection. However, should social concerns over data privacy 
increase significantly, or international coordination of data regula-
tion intensify, it could lead to more restrictions and hinder new 
technology adoption, which relies heavily on big data analysis. 
That said, the wide adoption of location-based tracing and digital 
barcodes during Covid-19 might have further enhanced the gen-
eral public's receptiveness toward big-data applications and IoTs, 
reducing this risk.

l Unintended social issues: The wide adoption of automation and 
AI could lead to larger-than-expected job losses, particularly in 
construction and lower value-added manufacturing sectors. 
While we believe vocational training and China's developing ser-
vice sector could help mitigate this problem, frictional unemploy-
ment could still increase if high-tech adoption takes place at a 
faster pace, hampering consumption.
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What Will Drive Growth and Change in 
Chinese Consumption?

Exhibit 8:
China's private consumption market to reach US$12.7trn by 2030
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China to become a global consumption 
powerhouse by 2030

In our China BluePaper in early 2017, we estimated China could attain 
high-income status by 2027, while later  in the same year we revisited 
this topic and advanced the timing by two years to 2025, in view of 
its steady progress in cleanup of overcapacity and the financial 
system. Over the past three years, the policy initiatives of 
Urbanization 2.0,  supply chain upgrading, and RMB asset internation-
alization – all supply-side enablers – have further affirmed our posi-
tive view on China's long-term growth outlook. 

Today, private consumption is also becoming center stage as a 
key growth driver, as the emergence of a post-Covid multipolar 
world has meant increasing importance for China to foster 'domestic 
circulation' by unleashing consumption potential with digitalization 
and reforms. Meanwhile, we believe China's next phase of urbaniza-
tion (the marriage of mega-city clusters and digitalization) will 
enhance the agglomeration effect of supercities and provide a boost 

China's private consumption market size could more than  double  over the next decade to US$12.7trn (48% of GDP) in 2030, 
almost equivalent to the size of US consumption today. Meanwhile, the focus of consumers will likely shift from goods to family 
demand and retirement planning, with services representing the key driver of consumption growth. We believe China is reaching 
an inflection point that will see service consumption accelerate, with its share in total private consumption rising to 52% by 
2030 from 45% today. This will be supported by five factors: (1) wealthier households; (2) rising household and retirement 
preparation demand amid changing demographic landscape; (3) easier access to services with the rise of smart supercities; (4) 
consumption-oriented policy; and (5) family-orientated nature of Chinese culture.

to household income. Moreover,  high penetration of e-commerce 
and rapid adoption of advanced technologies (such as 5G, cloud, big 
data, the Internet of Things, and artificial intelligence) will connect 
every aspect of consumers' daily lives, enabling people to spend any-
time, anywhere. 

In this context, we revise up our forecast for China's private con-
sumption market size to US$12.7trn by 2030 (or 48% of GDP) 
from our initial estimate of US$9.7trn three years ago. This estimates 
China's private consumption to more than double from US$5.6trn (or 
39% of GDP) in 2019, and almost reach the US's current consumption 
market size by 2030. While we believe consumption growth will be 
supported by steady household income growth, China's Urbanization 
2.0, and policy initiatives, the focus of consumers will shift from 
goods to family demand and retirement planning due to the nation's 
demographic shift and unique culture values. We believe China is 
reaching an inflection point that will see service consumption accel-
erate, with its share in total private consumption rising to 52% by 
2030 from 45% today. 

Exhibit 9:
Service share in private consumption to rise to 52% by 2030 from 45% 
today
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https://ny.matrix.ms.com/eqr/article/webapp/392512fc-c7c5-11ea-90f5-fb533a5db444?ch=rpint&sch=sr&sr=1
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1. Richer households, faster transition to 
service-led consumption

China's per capita household disposable income 
could double in the next decade

In our  China BluePapers – Why We Are Bullish on China (Feb 13, 2017) 
and The Rise of China's Supercities, New Era of Urbanization (Oct 10, 
2019) – we argued that China would avoid a financial shock and attain 
high income status by 2025. Developments over the past three years 
have affirmed our view: In addition to financial cleanup and supply-
side reforms in 2017-19, which improved the debt-inflation dynamics, 
China's 'first in, first out' economy during the Covid-19 disruption has 
shown the resilience of its manufacturing capacity. In addition, we 
believe China will adopt three initiatives – Urbanization 2.0, eco-
nomic opening up to retain supply chains, and reforms to attract cap-
ital inflows – to mitigate the secular drags of demographics, debt, 
and US-China disassociation in the post-Covid multipolar world, sus-
taining productivity growth at a healthy level. We thus expect China's 
annual per capita income to almost double from US$10,110 today to 
US$18,500 by 2030.

While the above discussion is concentrated on national income 
per capita, we believe household disposable income per capita 
will register a similar pace of improvement over the next decade. 
Indeed, economic theory suggests that the share of wage income in 

GDP (which accounts for 85% of China's household disposable 
income) tends to be stable if wage growth matches labor produc-
tivity growth. The slippage in China's wage share in GDP from 54% in 
1999 to 48% in 2007-2011 was mainly due to large surplus labor in 
rural areas during the initial stages of industrialization, as well as 
massive layoffs of SOE workers in the late 1990s. For more on this, 
please see IMF Working Paper: Explaining China's Low Consumption: 
The Neglected Role of Household Income (July 2007).

That said, this trend has reversed in recent years owing to 1) the aging 
population (the working age population started to shrink from 2015), 
and 2) the rising share of services in GDP from 43-44% in 2007-11 to 
54% in 2019, which is more labor-intensive than industrial sectors. 
The combination of reduced labor supply and increased labor 
demand has kept household wage growth consistently higher than 
nominal GDP growth, lifting the wage-to-GDP ratio to 52% in 2017 
(latest data available), exceeding that of the G10 ex-China from 2013 
and approaching the US's level (53%). This has lifted household dis-
posable income per capita to US$6,350 from only US$2,235 a decade 
ago. 

In this context, if we assume the wage-to-GDP ratio rises back to the 
late 1990s' level of 54% in the next couple of years and stabilizes 
there, and if non-wage household income maintains the past decade's 
average of 10%, we believe household disposable income per 
capita will also  double from US$6,000 today to US$12,000 by 
2030. 

Exhibit 10:
China's wage-to-GDP ratio has rebounded since 2011 … 
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Exhibit 12:
… and a rising share of labor-intensive services in GDP
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Exhibit 11:
… due to reduced labor supply amid an aging population … 
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Exhibit 13:
We expect per capita household disposable income to  double in 
the next decade
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Service consumption to overtake goods at a lower 
per capita income level than other major economies

According to Maslow's hierarchy of needs, with an increase in dispos-
able income, a consumer's preference would gradually move from 
meeting basic needs (such as general food and beverage, and 
apparel) to psychological needs (high-end products, leisure, health 
and wellness, and travel), and  finally to self-fulfillment needs. This 
suggests that the share of services in total private consumption 
will rise as income grows. 

As mentioned, we expect China's household disposable income per 
capita to double from US$6,000 today to US$12,000 by 2030, and 
reach US$8,000 by 2023. While international experience suggests 
that the pace of service share gain in total consumption tends to pla-
teau when household per capita income reaches US$8,000-10,000, 
we see a steady increase in China's service consumption share over 
the next decade, to 52% by 2030 from 45% today, with a services 
CAGR of 9.2% outpacing 6.7% from goods consumption. This means 
service demand will surpass goods consumption by 2030 at an 
income per capita of US$12,000, lower than US$15,000 as sug-
gested by other major economies. This will be driven by two factors: 

Exhibit 14:
Maslow's hierarchy of needs and related consumer subsectors

Source: Morgan Stanley Research

Exhibit 15:
Contribution of different income groups (sampled by country) to services and goods consumption  in 2019 
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(1) China's rapidly aging population due to the former one-child 
policy: While per capita income level is a key variable for service con-
sumption growth, demographic structure also matters, if not more. 
In particular, service demand for the elderly (aged 65+) tends to be 
higher than prime working age population (aged 25-54), primarily 
driven by healthcare, entertainment, and personal care. In China, the 
adoption of a one-child policy in 1979-2015 led to a sharp decline in 
the total fertility rate (defined as the number of offspring a woman 
is expected to bear) from 2.75% to 1.67%, an even faster decline than 
that of Japan during 1970-90. In turn, the uptrend in old age depen-
dency ratio (i.e. number of working age population aged 20-59 / 
elderly people aged 60+) has accelerated since 2013, now reaching 
the level of the US in mid-1970s at about 3.3x, suggesting that  service 
growth is about to take off. 

Moreover, as over 55% of the prime working age population in China 
today was born under the former one-child policy, they do not have 
siblings to share the elderly care burden and may increasingly seek 
to outsource that burden to domestic helpers or care facilities to 
maintain a work-life balance, leading to additional service consump-
tion.

(2) Services are becoming more accessible with tech adoption: 
China has seen remarkable developments in e-commerce. Today, the 
online shopping market has reached US$1.5trn in China, 2.5 times 
that of the US, and  China's mobile payment penetration is the highest 
globally at 86% (vs. a global average of 34%), leading the way 
towards a cashless society. Moreover, China has a significant advan-
tage in big data and AI adoption, as it faces fewer hurdles to doing so 
than its Western counterparts when it comes to issues such as con-
sumer data collection. This could eventually expand today's digital 
payment and e-commerce ecosystems to connect every aspect of 
consumers' daily lives and enable people to spend anytime, any-
where, significantly widening the scope of service consumption (see 
Exhibit 17  for a hypothetical illustration of a typical day of a con-
sumer in 2030). 

While the vision of around-the-clock consumption may remain years 
away, 2021 could mark an infection point in tech adoption. Indeed, 
Covid-19 appears to have led to higher public receptiveness toward 
big-data applications, as public health concerns are being prioritized 
over personal privacy issues. In recent months, China has imple-
mented contact-tracing apps to better manage the epidemic, 
including health barcodes that signal exposure risks based on travel 
history, duration of time spent in risky areas and relationship to 

Exhibit 16:
China's fertility rate declined at a faster pace than Japan's
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Exhibit 17:
China's old age dependency has reached the US's level in mid-1970s
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Exhibit 18:
Strong penetration of E-commerce and mobile payment in China

Source: China NBS, US Census, UNCTAD, Vodafone, eMarketer, PwC, Morgan Stanley Research. Note: US 
mobile payment penetration data come from eMarketer “US Mobile Payment Users 2019” report, while 
penetration data for China and the world come from PwC “2019 Global Consumer Insights Survey"

potential carriers. Embedded as a mini-app within existing super 
apps, health barcodes have been universally adopted in China, a key 
driver behind the fast recovery in domestic travel. This means the 
progress of digitalization will likely accelerate post the epidemic, fur-
ther facilitating consumption. 
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2. Demographics  to drive structural 
changes in consumption

By 2030, those aged 35-44  and those 55 and above will make up 
China's largest demographic groups, according to the National 
Bureau of Statistics. The 35-44 age group will increase by 25mn, or 
13%, between 2020 and 2030, while people aged 55 and above will 
increase by 124mn, or 36%.  The flipside is that, by 2030, people aged 
20-34 and 45-54 will decline by 64mn and 51mn, respectively (both 
down 21%). We expect new consumption patterns to emerge as a 
result of these demographic changes.

China's "Baby Booms" – 1960s and 1980s

Exhibit 19  shows the number of annual new births in China since 
1950. The exhibit shows two peaks in births over the last 70 years – 
1963-67 (28mn  per annum) and 1986-90 (24mn  per annum). In our 
view, the growth of these two generations formed China's consump-
tion landscape of the past 20 years and will also lead consumption 
through 2030. 

Exhibit 19:
Births in China since 1950
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The 1963-67 generation

This was the first baby boom after the foundation of the People's 
Republic of China in 1949, with roughly 140mn total births. Using 
Western countries' demographic definitions, China's 1963-67 genera-
tion falls mostly into Generation X (born between 1965 and 1980). 

This generation has experienced two events that significantly 
changed their household income  and wealth: 'Reform and Opening 

Up' from 1978 and accession to the World Trade Organization (WTO)  
in 2001. The fast growth of the Chinese economy from 1980 to 2008 
supported the wealth accumulation of this generation at ages 20-45 
– the key age group for career development and wealth growth. This 
generation has been the key beneficiary of China's economic growth 
and it is the first generation to support fast-growing consumption.

The 1986-90 generation

This was the second baby boom, with about 120mn total births. This 
generation is typically the children of people born in the first baby 
boom. Using Western countries' demographic definitions, China's 
1986-90 generation falls into the category of Generation Y (or 
Millennials), born between 1981 and 1996.

This is a unique generation, not only in Chinese history but also in a 
global context. Children born from 1986 to 1990 were the only chil-
dren in their families, in compliance with the government's 
'One-Child Policy'. China started the policy in 1980 and ended it in 
2015, allowing two-child families. As the only children, they tend to 
have strong financial support from their parents, who were generally 
richer than prior generations. However, by 2030, as this generation 
reaches the ages of 35-45, they will come under pressure to raise 
their own children as well as taking care of elderly parents with no 
support from siblings.

Other generations

The consumption patterns of other generations are also important  
to depict the overall profile of Chinese consumption. However, in our 
view, they are less important than the two baby boom generations. 
For example, Gen Z, born between 1997 and 2012, has a total popula-
tion of 250mn, on average 17mn per annum (30% fewer than in 
1986-90 on an annual basis). While we agree that Gen Z will have 
stronger purchasing power and new consumption formats compared 
with prior generations, the impact on overall consumption will likely 
be less important than the baby boom generations.

Morgan Stanley Consumer Demography Framework

We split a typical consumer's lifetime into five stages, according to 
career development and family obligations. We believe that different 
stages have different consumption patterns.
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Stage of life Age Consumer profile Typical sectors

Raised by parents 0-19

This age group has no income nor wealth; this group's 
consumption  is supported by parents. Education and 
basic F&B are the key demands of this group.

Education, dairy, infant milk formula 
(IMF), F&B

Early career and family 
building

20-34

Consumers  at this stage have just started careers and  
families. They are the primary group to purchase their 
first residential properties and have the first child of the 
family.

Property (purchase or rent), dairy, 
IMF, travel

Mid-career and family 
support

35-44

These consumers have established  careers with stable 
income flows and sound wealth positions.  They are most 
responsible in the family for children's education and par-
ents' retirement.

Luxury goods, travel, family 
demands, property replacement, 
housing decoration

Peak career 45-54

These consumers are at a later career stage and hold 
more senior positions. They have less pressure from 
raising children and more pressure from caring for their 
parents. They are the key consumers of high-end prod-
ucts. 

Luxury goods, high-end liquor

Retirement planning/
retirement

above 55

These consumers are reaching or are at the retirement 
stage. Though people above 55 have different patterns of 
life, they feature 1) more free time, 2) elderly care needs, 
and 3) limited incremental income.

Healthcare, elderly care, travel

Changes to China's demographic structure over the next 10 years will have implications for overall consumption patterns. To see this, we 
calculated the income and wealth of each age group. We calculate that the largest increase in spending power over the coming decade will 
center on age groups 35-44 and over 55; in contrast, the relative importance of age groups 45-54 and 25-34 will likely diminish.

Based on our estimates, we forecast the change in population, disposable income, and total wealth of each age group.

Age
Population contribution in 
2020 (%)

Population contribution in 
2030 (%)

Population change 
from 2020 to 2030 
(mn)

Population change equivalent of each 
group, as of 2019 

0-19 23.4% 21.7%  (22.2) Taiwan

20-34 21.8% 17.1% (63.5) United Kingdom

35-44 13.6% 15.3%  25.3 Australia

45-54 16.9% 13.2%  (50.8) South Korea

above 55 24.2% 32.7%  123.9 Japan
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Exhibit 20:
China's population by age group
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Exhibit 22:
China's disposable income by age group
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Exhibit 23:
Share of China's disposable income by age group
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Exhibit 21:
Contribution of age groups to China's population
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Exhibit 24:
China's household wealth by age group
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Exhibit 25:
Share of China's household wealth by age group
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Implications of income and wealth for different age 
groups

From 2020 to 2030, the 35-44 age group will see the most significant 
wealth growth, bringing improved purchasing power. We therefore 
conclude that Chinese consumption will move from a 'young single 
consumer focus' in 2020 to a 'family demand focus and retirement 
planning' in 2030. We expect a more service-driven consumption 
market to emerge as we head towards 2030.

Raised by parents –  ages 0-19. Consumers at this stage are 
receiving education and may be at the early stage of their careers. 
Though the number of people in this group will decline to 22mn by 
2030, or a drop of 7%, it will still represent 22% of the population. 
They receive most of their financial support from parents.

Early career and family building –  ages 20-34. We will expect this 
age group to experience the most significant population decline in 
the next 10 years, down 64mn or 21%. People aged 20-34 are the 
main consumers now, forming the 'young-focused' consumption 
trend. However, by 2030 this group will only represent 17% of the 
population. In view of wealth transfers from their parents, however, 
such as in the form of helping with property purchases, we believe 
their wealth contribution will remain stable.

Mid-career and family support –  ages 35-44. People born from 
1986 to 1990 will be heading into this age group by 2030. The total 
number of people will increase by 25mn, or 13%, between 2020 and 
2030. We believe the most obvious wealth accumulation will occur 
in  this age group, with their share of wealth climbing to 23% in 2030 
from 18% in 2020. This group of consumers should be in charge of 
the expenses of their young children and old parents. They are the 
backbone of family consumption.

Peak career –  ages 45-54. The number of people at this stage will 
decline by 51mn, or 21%, from 2020 to 2030, with the group's wealth 
share falling to 18%. People in this age group are at the peak of their 
careers, with strong purchasing power and stable consumption pat-
terns.

Retirement planning/retirement –  ages above 55. Heading into 
2030, the rise of this age group is the most obvious trend. Based on 
our estimates, the group's population will increase by 123mn from 
2020 to 2030, forming the largest age group by then. The expansion 
of this age group will support the growth of the elderly care industry.

What we learned from our US 
consumption survey in 2019
We refer to our US consumption survey from 2019 to 
understand the consumption patterns of different age 
groups. Based on our analysis, by age, the services 
portion of consumption increases with age, primarily 
driven by higher demand for healthcare services and 
personal care. Elderly people spend more on health 
insurance than young people. For general insurance, 
classified as financial investments, young consumers 
spend more than the elderly. For people aged above 55, 
we see higher consumption from healthcare, 
entertainment, and personal care. Education, another 
service category, see higher spending  from people 
younger than 25 years old.

Exhibit 26:
US consumption survey in 2019: Consumption split between services 
and goods. Older people have higher service consumption than young 
people
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Services Goods (excl. housing shelter, vehicle)

Source: US Census Bureau

Aging populations are associated with lower spending. 
Consumption tends to rise as people reach their late 20s 
and peak around the ages of 45-55 before falling again. 
Compared with the US, however, we believe Chinese 
consumers aged 55 or older will see a flatter curve.
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Exhibit 27:
US Census consumer survey: Income and expenditure curve in 2014
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Exhibit 28:
US Census consumer survey: Income and expenditure curve in 2019
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Exhibit 29:
US Census consumer survey: Expenditure/income ratio comparison between 2014 and 2019 
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To illustrate how demographic change affects the consumer 
industry, we checked historical data for the last 10 years. From 2010 
to 2020, China's population increased from 1.34 billion to 1.4bn. In 
these 10 years, two age groups saw the most significant population 
growth: 25-34 year olds and 45-54 year olds. This is in line with what 
we have observed in past years. 

People aged between 25 and 34 are driving the consumption of 
sportswear, cosmetics, online gaming, and other goods and services 
(see China/Hong Kong Consumer Strategy: What We've Learned 
from 2019). This also explains the increase in IPOs of apparel, cos-
metics, and e-commerce companies from 2015 to 2018. People aged 
between 45 and 54 are key consumers of liquor (baijiu). From 2010 
to 2020, Chinese liquor experienced significant growth, becoming 
the largest market cap contributor in the China consumer space.

https://ny.matrix.ms.com/eqr/article/webapp/c1c2a5b0-f3b4-11e9-b412-32858880c134?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/c1c2a5b0-f3b4-11e9-b412-32858880c134?ch=rpint&sch=ar
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3. Smart supercities to support 
consumption boom

As discussed in The Rise of China's Supercities, New Era of 
Urbanization (10 Oct 2019), China is  shifting  to  Urbanization 2.0. 
During Urbanization 1.0, the focus was on meeting basic needs. For 
example, transportation infrastructure facilitated the development 
of logistics, the spread of the internet led to e-commerce and online 
gaming, and a leap forward in higher education resulted in more 
sophisticated and diversified consumer demand. While Urbanization 
1.0 brought unprecedented economic growth over the past decades, 
certain bottlenecks are showing the limits of the old model, such as 
big city problems including traffic congestion, pollution, social 
issues, and  policy constraints on labor mobility. 

In view of this, policymakers have been piloting towards the next 
phase of urbanization featured by smart supercities, which will focus 
on making cities faster, safer, greener, and more livable by embracing 
structural reforms and a new era of digital technologies (such as 5G, 
cloud, big data, the Internet of Things, and artificial intelligence). This  
shift in urbanization strategy will make  a notable difference on all 
aspects of the economy, from the focus of public infrastructure to 
personal lifestyle and consumption preferences ( Exhibit 30 ). We 
believe Urbanization 2.0 could bring in another 220mn urban 

dwellers over the next decade and boost the overall productivity of 
the economy, making "anytime, anywhere" consumption possible 
over the next decade. 

Specifically, we see two distinct trends that can  boost private con-
sumption:

1. Digitalization of old-economy industries: We expect tech-
enabled shared mobility, auto driving, and smarter logistics 
networks to increase efficiency and save households time for 
shopping and entertainment. Meanwhile, the development 
of smart cities should effectively improve the penetration 
ratio of both household credit and commercial insurance 
with AI and big data analysis identifying potential demand, 
improving risk assessment, and providing more customized 
products. This will help enhance households' consumption 
capabilities. 

2. New lifestyles in smart supercities: Digitalization is on 
course to enable consumption anytime, anywhere. For 
instance, the rise of super apps and IoT-based smart homes 
will help households meet daily goods and services demand 
with a single click on their mobile phones. Meanwhile, the 
development of smarter education and healthcare systems 
on the back of AI and big data analysis will help meet the 
needs of rising populations in supercities. 

Exhibit 30:
From Urbanization 1.0 to 2.0

Source: Morgan Stanley Research

https://ny.matrix.ms.com/eqr/article/webapp/8575c6b8-addd-11e9-845e-9fbc8c414042?ch=rpint&sch=sr&sr=8
https://ny.matrix.ms.com/eqr/article/webapp/8575c6b8-addd-11e9-845e-9fbc8c414042?ch=rpint&sch=sr&sr=8
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4. Policies to boost consumption

While policymakers have gradually shifted focus from boosting 
physical infrastructure capex to enhancing consumption over the 
past few years, the rising secular challenge of "deglobalization" has 
added to the sense of urgency for such a transition. The 2021-25 
Five-Year Plan (FYP) centers on productivity and domestic demand, 
and doubles down on the importance of fostering a "domestic circula-
tion" by unleashing consumption potential. Unlike Japan, which had 
a high  urbanization rate of 77% and a relatively low household sav-
ings rate of 17% when its demographic tide turned in the early 1990s, 
China still has a low urbanization ratio of 61% and a high household 
savings rate of 35%, suggesting there remains significant consump-
tion potential to release. 

We expect more supply-side efforts to resolve the consumption 
bottleneck... On the supply side, policymakers have ramped up sup-
port for new infrastructure this year, which includes 5G base stations, 
industrial IoT, AI, datacenters, ultra high voltage (UHV) power grids, 
intercity HSR and rail transit, and electric vehicle charging stations. 
We estimate new infrastructure capex could reach US$180bn annu-
ally in 2020-30, almost doubling from the past three-year average. 
Meanwhile, Beijing announced an HSR upgrade plan in August 2020, 
aiming to double the length of the high-speed smart rail network to 
70,000km by 2035. These measures will likely provide another push 
to Urbanization 2.0, and make it possible to consume anytime, any-
where. 

In  addition, to facilitate the structural trend of consumption  
reshoring amid slowbalization, the State Council released detailed 
guidance on developing Hainan into a duty-free island in June. We 
expect further measures to encourage consumption domestically, 
such as (1) lowering consumption taxes on certain luxury goods and 
cosmetics to narrow price differences between home and abroad, 
and (2) further opening up key service sectors such as financial ser-
vices, healthcare, education, and entertainment to increase competi-
tion and enhance service quality. We thus expect consumption 
reshoring could amount to US$140-165bn in 2020 and US$70-130bn 
annually in 2021-23, lifting domestic consumption growth by 1-2ppt.

...and further demand-side measures to unleash consumption 
potential in coming years: The 2021-25 FYP has pledged to improve 
the social safety net, strengthen employment protection, promote 
quality vocational education, and roll  out national initiatives to miti-
gate the impact of the aging population. We believe measures like 
enhancing vocational education, promoting more labor-intensive 
service sectors, and raising the retirement age could help increase 
labor's share of GDP, while continued hukou reforms and a more com-
prehensive social safety net could help lower precautionary savings, 
releasing more money for spending. 

Policymakers have lowered wage-related personal income taxes 
over the past decade, and we think taxes on higher income groups 
could be increased over the next decade in the form of property and 
capital gains taxes. Such tax reforms could help reduce income 
inequality and  support consumption, as lower-income groups tend 
to have higher marginal propensity to consume than higher-income 
groups.   

Exhibit 31:
Summary of Policy Incentives

Source: Morgan Stanley Research

https://ny.matrix.ms.com/eqr/article/webapp/fde7764e-19b8-11eb-86c1-4b50abb8bdf5?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/fde7764e-19b8-11eb-86c1-4b50abb8bdf5?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/c7648ec6-bf69-11ea-93be-26f74aa9c36f?ch=rpint&sch=ar#/section=5
https://ny.matrix.ms.com/eqr/article/webapp/880c4e0c-e0ee-11ea-9538-4149e58d9e35?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/c7648ec6-bf69-11ea-93be-26f74aa9c36f?ch=rpint&sch=ar#/section=5
https://ny.matrix.ms.com/eqr/article/webapp/c7648ec6-bf69-11ea-93be-26f74aa9c36f?ch=rpint&sch=ar#/section=5
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5. The Chinese Consumer: Family-oriented 
and frugal, with a modern tilt among the 
young

While globalization in the past two decades has introduced foreign 
elements to China's contemporary lifestyles, social science studies 
and our proprietary AlphaWise survey of 4,000 urban residents 
aged 16-54 last September suggest that the Chinese consumer 
remains grounded in distinctively local values. These include an 
attachment to collectivistic ethos  and traditional long-term values, 
which in aggregate imply that the Chinese consumer could provide  
their children more than what necessity calls for, especially in educa-
tion; wealth transfers across generations are also relatively plausible  
compared to other cultures.  We outline these differentiating traits 
below and their implications on consumer behavior. 

(1) Value familial ties and willing to provide substantial financial 
support: Even though we see a growing emphasis on individualism 
in consumption patterns nowadays – a predominantly Western influ-
ence –  Chinese consumers (even youngsters) remain attached to 
“core collectivistic values”   (Wang & Xu 2009). In other words, they 
are more likely to subordinate personal needs for the happiness of a 
greater group – for instance, their families. They also tend to treasure 
familial ties and provide financial support to both their parents and 
children as necessary. 

Reflecting the implications, our AlphaWise survey  found that 81% of 
participants had received financial support from their parents since 
entering the workforce, with property downpayments, wedding 
expenses and living expenses cited as the top three items sponsored. 
In addition, a large majority of the same group (>70%) expressed will-
ingness to assist their children in purchasing a property and meeting 
wedding expenses.  

Exhibit 32:
 81% of surveyed urban residents have received parental financial sup-
port since entering the workforce...
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Exhibit 33:
...and over 70% expressed a willingness to provide financial support to 
their children in future
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Spend with long-term aspirations in mind: Contemporary Chinese 
consumers remain future-oriented, similar to previous generations, 
and are willing to stay frugal at present for future aspirations. 
Combined with their familial values as identified above, most Chinese 
place a paramount importance on their children’s education and view 
it as necessary to spend big in this area. This does not mean they are 
ready to go on a spending spree in other segments; although credit 
take-up has increased as per AlphaWise, consumers are still reluc-
tant to remortgage their homes for big-ticket purchases.

Exhibit 34:
Chinese households mainly save for education, retirement, and health-
care
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Exhibit 36:
Younger generations prefer to order food online...
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Exhibit 35:
Consumers are reluctant to remortgage their homes for big-ticket pur-
chases
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Notable lifestyle differences between the old and the young: The 
AlphaWise survey still shows differentiation in consumer behavior 
between older and younger cohorts, despite the prevailing common 
ground of cultural roots. Specifically, youngsters are more inclined to 
make purchases online and use digital services platforms, though 
they still prefer to spend their weekends away from home and have 
a stronger intent to travel abroad. 

Exhibit 37:
...and stay away from home during weekends/public holidays
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Sector Implications

Services will lead consumption in the next 
10 years

Following our analysis of demographics, incomes, technology, policy, 
and culture, we see varied impacts on sectors. We categorize dif-
ferent sectors into four categories: up, down, evolving, and new sec-
tors. Tieing into our investment thesis of service-driven 
consumption, we see better growth for service-related sectors than 
goods-related sectors.

l Expanding: We expect structural growth for these sectors in the 
coming years. We believe that service-related sectors will mostly 
fall in this category based on our conclusion for the future con-
sumption outlook.

l Evolving: Sectors under this category will experience structural 
change in coming years, such as business models, product offer-
ings, etc. Sector growth is driven by emerging business rather than 
traditional formats.

l Emerging: This is the most exciting category. Sectors under this 
category had a very limited existence in 2020 but could have a 
significant business impact by 2030, experiencing the fastest 
growth. A combination of technology and services will be the key 
driving force for these sectors.

l Ex-growth: For some mature or well developed sectors, future 
changes in demography and technology could disrupt their 
growth profiles. This could make some sectors underperform. 

Demographics, incomes, technology, policy, and culture are the factors that will affect China's consumption landscape in the 
next 10 years. Based on that, we draw the conclusion that China is at the inflection point of heading into a service-driven 
consumption era from 2020. We break down future performance into four stages: expanding, evolving, emerging, and ex-
growth.

1. Expanding

Sectors that fall into this category are existing sectors and should 
have promising future growth profiles heading towards 2030. In our 
view, these sectors should be service-oriented with potential for siz-
able growth in the long term thanks to China's shift to a service-ori-
ented consumption economy. Generally speaking, property 
management, healthcare, education, travel, and household conve-
nience are the key sectors that would benefit from this trend.

l Property management
l Healthcare services
l Retirement homes and health-related accompanying services
l Health insurance
l Education
l China domestic travel and inbound travel
l Travel retail, particularly duty-free
l Household convenience and local services

Property management

Chinese property management companies (PMCs) provide 'standard' 
services, including security, cleaning, gardening, and repair and main-
tenance services, and charge the residents and owners of properties 
or property developers management fees for such services, based on 
the GFA of their properties. Some property managers also provide 
value-added services to developers or owners to generate extra 
value.

In the future, PMCs can use new technologies such as digitalization 
to empower the efficiency of daily management, with the final aim of 
achieving smart communities benefiting all property owners. We 
have identified three stages of operational development of PMCs 
( Exhibit 38 ). PMCs will be the key players in the next decade to pro-
vide services in smart communities, affecting the daily lives of con-
sumers.
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Exhibit 38:
Three stages of the property management sector

Source: Morgan Stanley Research

Among the top 20 (ranked by market cap) PMCs listed in Hong Kong, 17 stocks were listed from 2018 to 2020. This marks the inflection point 
of this sector in the capital markets, showcasing corporate demand for capital to expand their businesses.

Exhibit 39:
Top 20 property management companies (ranked by market cap) listed in Hong Kong
Ticker Company Name (EN) IPO Date IPO Year Market Cap (HKD mn)
6098.HK Country Garden Services Holdings Co Ltd 19-Jun-2018 2018 196,469                        
1209.HK China Resources Mixc Lifestyle Services Ltd 9-Dec-2020 2020 101,800                        
1516.HK Sunac Services Holdings Ltd 19-Nov-2020 2020 73,398                          
9666.HK Jinke Smart Services Group Co Ltd 17-Nov-2020 2020 52,228                          
3319.HK A Living Smart City Services Co Ltd 9-Feb-2018 2018 49,200                          
1995.HK Ever Sunshine Lifestyle Services Group Ltd 17-Dec-2018 2018 40,925                          
6049.HK Poly Property Services Co Ltd 19-Dec-2019 2019 39,121                          
0873.HK Shimao Services Holdings Ltd 30-Oct-2020 2020 36,405                          
2869.HK Greentown Service Group Co Ltd 11-Jul-2016 2016 31,076                          
1755.HK S Enjoy Service Group Co Ltd 6-Nov-2018 2018 19,271                          
2669.HK China Overseas Property Holdings Ltd 23-Oct-2015 2015 18,308                          
3913.HK Kwg Living Group Holdings Ltd 30-Oct-2020 2020 17,151                          
9909.HK Powerlong Commercial Management Holdings Ltd 30-Dec-2019 2019 16,841                          
6989.HK Excellence Commercial Property & Facilities Management Group Ltd 19-Oct-2020 2020 12,836                          
2048.HK E-House (China) Enterprise Holdings Ltd 20-Jul-2018 2018 12,681                          
9983.HK Central China New Life Ltd 15-May-2020 2020 9,396                            
9928.HK Times Neighborhood Holdings Ltd 19-Dec-2019 2019 7,885                            
9979.HK Greentown Management Holdings Company Ltd 10-Jul-2020 2020 6,735                            
2606.HK Sichuan Languang Justbon Services Group Co Ltd 18-Oct-2019 2019 6,519                            
1778.HK Colour Life Services Group Co Ltd 30-Jun-2014 2014 5,441                            

Source: Refinitiv, Morgan Stanley Research.
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There are four specific areas where technology can help Chinese 
patients and doctors: electronic patient records, electronic prescrip-
tions, telemedicine, and wearables. In addition, internet healthcare is 
an evolving business model amid policy tailwinds, which encom-
passes any health-related activities enabled by telecommunications 
technologies –  from online medical consultation and pharmaceutical 
e-commerce to data-driven disease screening, drug R&D, and even 
remote surgery and IoMT (internet of medical things) facilitated by 
5G. We believe China presents distinctive opportunities for internet 
healthcare players.

Healthcare services

Healthcare will become an important pillar of service-driven con-
sumption in China by 2030. We forecast China's total healthcare 
expenditure to increase from Rmb6.5trn in 2019 to Rmb16trn by 
2030, representing a CAGR of 8-9%. In particular, we expect sales of 
biologic drugs and oncology drugs to increase from US$48bn and 
US$28bn in 2019 to US$200bn and US$102bn by 2030, repre-
senting CAGRs of 14% and 12%, both outpacing the overall growth 
rate of the pharmaceutical market. On top of that, widely used digita-
lization in the healthcare industry will be realized in two respects: 1) 
technologically upgraded healthcare systems and 2) internet health-
care.

Exhibit 40:
Breakdown of total healthcare expenditure in China
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Exhibit 42:
Oncology drugs to represent a larger portion of China's pharmaceutical 
market
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Exhibit 41:
Breakdown of China's pharmaceutical market by chemical drugs, bio-
logics and TCM
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Exhibit 43:
Growing GMV generated from online retail pharmacies
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Retirement homes and health-related accompanying 
services

We expect rising demand for retirement homes and accompanying 
services. The accompanying services include boarding and lodging 
arrangements, car transfer services, registration, queuing, and 
making payments on behalf of patients, recording doctors' instruc-
tions, retrieving diagnosis results, and purchasing medicines on 
behalf of patients. These services will make medical treatment much 
more convenient for patients. Besides, the accompanying service 
provider has extended the scope of service to include in-home care 
services. The target consumers are those who need follow-up treat-
ment after diagnosis at home while the treatment procedures are rel-
atively simple and easy.

Exhibit 44:
Various categories of health-related accompanying services available 
at a click 

Source: Consumer Council

Health insurance

The middle class will have strong demand for health and wealth 
insurance, which should support solid growth in both protection and 
savings-type insurance segments. An aging population also energizes 
demand for healthcare and savings.  Gen Z, which is more familiar with 
online shopping and is becoming more aware of protection, can 
access the market via online insurers. We expect life and health insur-
ance penetration will increase from 3% and 0.7% now to 7.4% and 
1.7% in 2030. 

Exhibit 46:
Insurance premium growth by type
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Exhibit 47:
Health insurance GWP projection (top-down)

545 707

3,142

0

500

1,000

1,500

2,000

2,500

3,000

3,500

20
18

A

20
19

A

20
20

E

20
21

E

20
22

E

20
23

E

20
24

E

20
25

E

20
26

E

20
27

E

20
28

E

20
29

E

20
30

E
Rmb bn

Source: China National Health Commission (NHC), State Council, CBIRC, Morgan Stanley Research. E = 
Morgan Stanley Research estimates.

Exhibit 45:
Professional in-home nursing services for the elderly

Source: More Ecare
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Exhibit 48:
Health insurance TAM projection (bottom-up)
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Exhibit 49:
Health insurance TAM projection (product level)
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Exhibit 50:
China's health insurance –  customer segmentation, addressable needs, and prevailing products
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Education –  online education and vocational training

Online is a way to  provide access to top teachers for students located 
in lower-tier cities that lack teaching resources locally. In recent 
years, the content of online courses has also evolved to become 
more localized with different levels of difficulty, and after-class ser-
vice by teaching assistants is also improving. With the help of 5G, AI, 
and adaptive learning, the online experience is improving with more 
interaction and more personalized service. We think offline will be 
the mainstream for regular courses, while online will also grow rap-
idly and provide access to top teachers at a lower price.

Exhibit 51:
Number of classes offered on Xueersi.com has been increasing; shows 
continuous content development to enrich course content
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Exhibit 53:
VET market to grow at an 8% CAGR through 2030
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The vocational education & training is growing structurally, driven by 
a few key factors: 1) the rapidly changing job market due to techno-
logical disruption, 2) higher educational attainment among younger 
generations, 3) stronger government leadership, 4) lowering barriers 
to vocational education. We expect China's non-formal vocational 
education & training (VET) market to grow by 8% annually through 
2030 – from Rmb400bn to Rmb870bn – driven by a rising higher-ed-
ucation attainment rate and as changes in technology require job 
skills to be upgraded.

Exhibit 52:
Xueersi.com's online course offering has expanded in dif-
ferent areas
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Exhibit 54:
VET market overview
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Travel retail, particularly duty-free

We expect China's duty-free market to grow at a 14% CAGR from 
Rmb53bn in 2019 to Rmb228bn in 2030. As highlighted in Mapping 
the New Normal: China's Duty-Free Evolution (8 Jun 2020), we see 
duty-free as a key driver of consumption reshoring back to the 
domestic market. Even though Chinese travellers are reducing shop-
ping budgets during travel, we continue to see the duty-free market 
growing faster than other tourism sub-markets (including normal 
duty-paid shopping channels). This is driven by 1) policy relaxation, 
especially  in Hainan, 2) consumption premiumization, and 3) conve-
nient shopping at duty-free stores such that travellers can save time 
to experience more during travel. 

Domestic and inbound travel

Rising household incomes and changes in consumer demographics 
will be the key drivers for this sector over the next 10 years. Relevant 
service segments such as OTA, travel agencies, hotel management, 
and bespoke high-end trips will be more popular in future.  We expect 
China's domestic travel expenditure to increase at a 7.5% CAGR, from 
Rmb5.6trn in 2019 to Rmb12.6trn in 2030. A key assumption behind 
this is an increase in travel frequency from 4.3x/person/year in 2019 
to 7x in 2030 –  a level similar to the US.

There are four key trends that we expect to develop more visibly 
during 2020-2030. 1) Consumers will be more experienced, meaning 
that there will be more spending on lodging and F&B with less 
spending on shopping. 2) We expect more personalized trips and 
niche destinations. 3) Natural scenic spots will be more popular. 4) 
We will see growing social media sharing. 

Exhibit 55:
China's domestic travel expenditure

Source: China Tourism Academy, Morgan Stanley Research estimates

Exhibit 57:
China's duty free market size
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Exhibit 56:
Domestic trips per person –  China vs. the US
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Exhibit 58:
Domestic channels' contribution to China's duty free sales
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M

38

M
Household convenience and local services

Daily burdens like cooking and cleaning can be replaced by local ser-
vices in the future and consumers will have more time to enjoy other 
types of daily work. This will drive the sustainable growth of on-de-
mand delivery services in coming years. Starting with meals, con-
sumer demand for other types of delivery has expanded to categories 

like grocery, fresh food, medicine, and on-demand delivery of docu-
ments and goods. And, as workers living in urban areas usually have 
long working hours, they have less time to dine in and purchase gro-
ceries and have high willingness to pay for convenience and on-de-
mand delivery services. The abundant labor supply in China also 
results in lower-cost delivery services.

Exhibit 59:
Service flow of JDDJ 

Source: Company data, Morgan Stanley Research

Exhibit 60:
Convenient delivery service of different forms in consumers' daily lives

Sub-categories in delivery Key players
Meals delivery Meituan, Ele
Grocery and fresh foods Miss Fresh, Dingdong, Maicai, Heme Xiansheng, Yonghui
Supermarket and C-store Dada-JD Daojia, Hema Xiansheng, Meituan, Yonghui, Suning
Medicine delivery Ali Health, Dingdang Kuaiyao, Kuaifang Songyao
Fast delivery service Flash Ex, S.F. Holding, UU Paotui, Meituan, Ele

Source: Morgan Stanley Research
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2. Evolving

Evolving sectors will undergo significant structural changes in the 
coming 10 years. This could be enabled by new business models, new 
product offerings, or new value chain restructuring. 

Before identifying evolving trends in the consumer sector, we first 
discuss companies' shift to a service-driven business model. We pro-
vide solutions on how to increase the service portion within the busi-
ness for traditional goods-oriented companies.

From an operations point of view, we have identified the following 
trends that consumer companies would leverage to improve the 
operational efficiency:

l Integrated platform
l Supply chain management and sales channel services
l Implementation of C2M business model
l Wider AI, AR, and VR adoption

In addition, we expect the following sectors to see structural changes 
in terms of sales format. For example, for home appliances, we expect 
smart appliances to take share from traditional appliances. For autos, 
we expect structural changes towards new energy vehicles:

l Home appliances –  smart appliances
l Autos –  new energy vehicles (NEV)

Discussion: Companies' shift to providing services

Some goods-oriented companies can have an easier transition to 
becoming service providers. For example, smart appliances will be 
the main format for home appliances in the next 10 years. Smart 
appliances can accumulate user data and provide internet services to 
consumers, such as e-commerce, local services, etc. We see the tran-
sition from traditional home appliances to smart appliances as a way 
of embracing the service-driven consumption economy.

On the other hand, some goods-oriented companies could see diffi-
culties transitioning to service-driven business models, such as F&B, 
liquor, and HPC.
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Exhibit 61:
Multi-functions of WeChat

Source: China Channel, Morgan Stanley Research

Integrated platform

 From a consumer perspective, the best example of an integrated 
platform is the popularity of super apps. The emergence of super 
apps in China is providing convenient local services to consumers. For 
example, as the leading service provider, Meituan has a ubiquitous 

delivery network with  comprehensive merchant coverage. 
Consumers can effectively realize many functions related to 
everyday life in a one-stop platform without switching between apps. 
Looking forward, we believe that super apps such as WeChat, AliPay, 
and Meituan will continue to consolidate services at a larger scale, 
such as online grocery, delivery, and logistics, enabling one-stop solu-
tions for consumers.

Exhibit 62:
Meituan: One-stop service provider

Source: GGV, Morgan Stanley Research
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Supply chain management and sales channel services

Institutional services are not only provided to consumers but also 
corporates that engage in this industry. Digitalization has empow-
ered both supply chain management and sales channel services. We 
see new opportunities in logistics upgrading, which will be enabled 
by technology advancement, including automation, big data, and 
cloud. Logistics service providers will work together with consumer 
companies to upgrade the current supply chain with the aim of fur-
ther improving operational efficiency.

The sales channel is the key element for corporates to interact with 
consumers. Having strong sales channel management is a key com-
petitive advantage. However, due to changing technology and con-
sumer behavior, all brands are getting involved in sales channel 
reform from different angles. The purpose is to get better interaction 
with consumers and  narrow channel margins. Heading into 2030, we 
see opportunities in 1) direct sales models, 2) higher penetration of 
the e-commerce wholesale model, 3) the emergence of smaller 
brands in online channels, and 4) more accessible sales channels to 
the domestic market for export-focused companies or foreign com-
panies.

Exhibit 63:
SF: Smart Supply Chain  

Source: Company data
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The C2M business model

The traditional consumption business model is a supply-driven 
model, where consumers accept what corporates provide. Heading 
into 2030, we expect a demand-driven model to become more pop-
ular, in which consumers influence corporates in terms of production 
and design. As a demonstration, Alibaba unveiled the first-of-its kind 
digital factory in September 2020, the Xunxi Digital Factory, as part 
of its "new manufacturing" initiative. Unlike traditional manufac-
turing, which takes the "made-to-stock" approach, Xunxi is designed 
for "made-to-sell" production informed by consumer insights and 
real-time market trends aggregated from Alibaba's e-commerce plat-
forms, including Taobao and Tmall.

Exhibit 64:
Application of AR/AI in color cosmetics

Source: Ofweek

Wider AI, AR, VR adoption

Consumers are willing to try new shopping experiences enabled by 
innovation from VR, AR, AI, and 5G. AR and VR have been applied to 
new retail and brought consumers refreshing shopping experience. 
For example, AR and AI have been developed for consumers to see 
the virtual effect and appearance of color cosmetics without physi-
cally trying them.  In the future, we see more advanced 3D realization 
facilitated by new technologies. Consumers will have the same shop-
ping experience as  they can achieve in physical stores. 

In addition, we will see more widely accepted cashless payment in the 
future with rising penetration for both consumers and merchants. 
For Alipay, face ID is connected with the Alipay account of each con-
sumer. As a result, consumers can make payments by simply smiling 
in front of the detector without even taking out their smartphones. 

Exhibit 65:
Application of VR in furnishing and decoration

Source: Shangyezhishi
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Exhibit 66:
Market size of China's home appliance industry
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Exhibit 67:
Market size of China's IoT-enabled smart home appliances
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Smart home appliances

Traditional home appliances are plateauing due to a high penetration 
rate. We expect China's home appliance market to grow at a 5% CAGR 
from 2019 to 2030, which is lower than our overall private consump-
tion CAGR of 7.9%. Therefore, traditional home appliance companies 
should be looking for new growth drivers in coming years to increase 
sales. We believe that smart appliances will become new growth 
drivers for home appliance companies. Leveraging smart appliances, 
home appliance companies can also provide services such as  e-com-
merce, health management, and property security. We expect the 
smart home appliance market to grow at a 12% CAGR from 2019 to 
2030, and we expect 100% smart appliance penetration by 2030.

New energy vehicles (NEVs) and autonomous driving 
(AD) technology

Transportation is also part of daily life in the IoT network, particularly 
passenger vehicles. In 2030, passenger vehicles will be connected to 
the smart life ecosystem, resulting in increasing penetration of NEVs 
and the popularity of AD. We believe the penetration of NEVs will 
reach 43% in 2030 compared with 4% in 2019, resulting in a 24% 
growth CAGR during the period. In addition, we believe China will 
reach China AD 2.0 by 2030, i.e. L5-level autonomy. 

Exhibit 68:
Market share of ICEVs vs. NEVs
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Exhibit 69:
China's EV sales 

-20%

0%

20%

40%

60%

80%

100%

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E

(mn units)

China EV Sales Volume and YoY Growth (2016-2030E)

EV Sales Volume EV YoY Growth Total PV YoY Growth

Source:  CAAM, Morgan Stanley Research (E) estimates



M

44

M
Emotional companionship

High pressure among the working class, particularly for people living 
in first and second tier cities, has resulted in demand for companion-
ship. Common and popular solutions are increasing adoption of pets, 
purchasing different kinds of toys, and looking for professional help 
from psychological counsellors. The increasing consumption of pet-
related products and services reflects consumers' attention on 
mental health. According to the 2019 Chinese pet industry white 
paper by Pet Fair Asia, the total number of dogs and cats in tier 1-4 
cities excluding rural areas of China reached 99.15mn in 2019, up 8.4% 
from the previous year. An increasing number of pets also lifted pet 
service consumption.  Service-related sales for pets were only about 
1% of the total pet market in 2019 but had the fastest annual growth 
rate of 218%. Looking forward, similar emotional companionship 
products such as toys and robot companions will also see meaningful 
growth.

Exhibit 70:
Pet-related product consumption distribution on JD in 2019
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Exhibit 71:
Growth rate of different categories within pet market in 2019 (vs. 2018)
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3. Emerging

Emerging sectors include those that do not exist or have very limited 
exposure to consumers in 2020. Based on our thesis that China is 
heading into a service-driven consumption market, we believe that 
the following sectors could see significant growth in the coming 10 
years:

l Emotional companionship
l Medical rehabilitation
l Service robots (professional and personal/domestic use)

In addition, we see rising consumer awareness of Environmental, 
Social, and Corporate Governance (ESG) issues in daily consumption, 
forming an important emerging trend that could reshape the land-
scape of China's consumption market.
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Medical rehabilitation services

Due to greater health awareness, we have already seen rising 
demand for sportswear and sports equipment in recent years. 
Because of the rising geriatric population and the increasing number 
of chronic patients,  there is significant demand for medical rehabilita-
tion services. The sector is facing problems including small scale, low 
number of beds, low talent allocation, decentralized resources, and 
limited service scope.

Exhibit 72:
Number of rehabilitation specialist hospitals in China
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According to  the 2020 China Public Health Statistical Yearbook, the 
total number of rehabilitation specialist hospitals in China reached 
706 (77% operated by private institutions) in 2019, increasing from 
396 (58% operated by private institutions) in 2014. As of 2018, the 
number of rehabilitation beds available for every 1,000 inhabitants 
was 0.18, while  the plan for Beijing is 0.5 by 2020. 

Looking ahead, we believe medical rehabilitation has major develop-
ment potential. Technology is also widely used in this area, with 
internet + rehabilitation becoming a new angle for new apps installed 
on smartphones. The integration of 5G and VR will also enable self-
rehabilitation and customized rehabilitation work. App providers can 
sell rehabilitation training classes. 

Exhibit 73:
Number of  rehabilitation beds in China
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Exhibit 74:
Service robots for professional use and service robots for personal/domestic use

Source: International Federation of Robotics (IFR), Morgan Stanley Research.

Exhibit 76:
Sales volume of service robots for professional use
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Service robots

Shifting to a service-driven economy will require 
more labor. However, demographic changes and 
rising labor expenses will require the automa-
tion of services. In the manufacturing industry, 
we have seen industrial  automation replace 
labor in areas like auto and smartphone manu-
facturing. 

We believe service robots will have more appli-
cations in the future thanks to the shift to a ser-
vice-driven consumption market. There are still 
many 4D (dull, dirty, dangerous, or delicate) 
tasks that can be done by robots. The aging pop-
ulation will need some relief from arduous 
physical tasks, and we believe that technolog-
ical development will further increase advances 
in robotics.

Exhibit 75:
Sales value of service robots for professional use
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Exhibit 77:
Sales volume of service robots for personal/domestic use
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For sectors such as low-end liquor and basic necessities,  the ASP 
increase will support industry growth, while the decline in the popu-
lation of key consumer groups will be a headwind to volume growth. 
We believe companies with strong pricing power (such as high-end 
liquor) will continue their growth momentum, while companies with 
low pricing power could see headwinds in the longer term.

Other types of ex-growth sectors are those that are relatively mature 
and depend on new product offerings, such as home appliances and 
autos. We expect the home appliance sector to grow at a 5% CAGR 
from 2019 to 2030, while smart appliances will see a 12% CAGR from 
2019 to 2030.

4. Ex-growth

The ex-growth category will mostly happen in mature sectors that 
were built under traditional business models, while new consump-
tion trends will put them into an underperforming position com-
pared with other sectors. 

For example, the key consumer group for liquor (baijiu) is people 
aged between 45 and 54 years old who are at the peak of their careers 
and have to engage in business entertainment. Based on our demo-
graphic analysis, this age group will decline by 51mn (equivalent to 
the population of South Korea), or -21%, from 2020 to 2030. 
Historically, from 2010 to 2020, people aged between 45 and 54 
increased by 55mn, or 30%. This corresponds to the growth phase of 
China's liquor industry.

Exhibit 78:
Market size of China's home appliance industry
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Exhibit 80:
Market share of ICEVs vs. NEVs
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Exhibit 79:
Market size of China's IoT-enabled smart home appliances
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Exhibit 81:
China's EV sales 
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Stock Selection 

Framework for company selection

From an investment point of view, we incorporate our thesis into the 
stock selection process to help investors identify suitable companies 
that we think will benefit from this trends. Our investment frame-
work allows us to put our analytical work into practice. This frame-
work can also help corporates set up long-term strategies to come 
out ahead in this fast-changing world.

Three types of consumer companies

Looking into the next 10 years, we believe that companies with a 
higher contribution from services will benefit the most from con-
sumption trends. However, this does not mean that companies with 

Our sector classification of "expanding", "evolving", "emerging", and "ex-growth" lays out the foundation for our stock selection 
methodology  from a top down perspective. We further incorporate four  elements to derive our new individual stock analysis 
framework: brand,  channel, technology and services, which help to determine an individual company's competitiveness versus 
its industry peers. Brand and channel have been the key factors driving stock debates in the past decade. In the future, we 
believe the ability to differentiate via service and innovation  with fast technology adoption will be exponentially important. 
From this framework, we list out our top picks from our sector teams.

higher contributions from goods will become disadvantaged. If these 
companies insert the right strategies, we still expect sustainable 
growth going forward.

We first split companies into two main types, 1) service-driven com-
panies, and 2) goods-driven companies. This is determined by the 
business nature and service contribution to the company. For 
example, travel, education, property management, and healthcare 
service related companies are service-driven companies. Then, for 
the goods-driven companies, we further split them into: 1) those with 
the potential to shift to services (e.g., home appliance companies), 
and 2) those that will remain goods providers (e.g., household neces-
sities companies). 

Exhibit 82:
Stock selection framework under a service-driven consumption market  

Source: Morgan Stanley Research.
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Service-driven companies

We see higher growth potential for service-driven companies in the 
next 10 years. They are by nature beneficiaries of our investment 
thesis thanks to ongoing changes in demography and technology. 
These companies should continue with their service-driven business 
mode, and they should outperform goods-driven companies on 
average. Typical sectors with a service-driven model include travel, 
education, healthcare, internet services, and property management.

Potential to shift to services

For goods-driven companies, the transition to a more service-driven 
business model should be the key strategy to capture the growth 
opportunities in the coming years. After-sales services would be one 
of the solutions to some of the brands that provide products with a 
long, useful life. Generally speaking, after-sales service has a better 
margin profile than product sales, and is also a way of retaining cus-
tomers. 

From another angle, some companies can provide products with ser-
vice-enabled elements. For example, smart appliances are getting 
more popular among home appliance companies. Smart appliances 
can also provide value-added services, such as e-commerce, health 
management, and property security. 

Remaining goods providers

By nature, it is difficult for some goods providers to make the transi-
tion into a service-driven business model, such as general food & bev-
erage, and daily necessities. Under this scenario, we believe that the 
focus would need to be on upgrading technology to improve brand 
image and operational efficiency. Usually, tradition consumer goods 
have strong distribution networks. Technological advancement 
enables a leaner distribution network structure. Distributors can 
make the transition from sales channel to service providers, focusing 
on consumer demand.

New elements of technology and service 

Brand and channel have been the factors driving stock debates in the 
past decade. They are also part of the strategic focus of consumer 
companies. 

l Brand is associated with pricing power, consumer acceptance, and 
sometimes fashion trend. Investment in brands means marketing 
and advertising.

l Channel is associated with product distribution. Traditionally, 
consumer product makers rely on sales channels to distribute 
products to the consumers. Better control over the sales channel 
is competitive advantages. In addition, some listed companies 
operate channel. 

We now add technology and service as new elements into the cur-
rent analytical framework, given the outlook for the next 10 years.

l Technology will be the key element to improve efficiency in the 
future, both internally and externally. Technology companies 
have the gene to accept new technologies, while consumer com-
panies will likely need to enable themselves with new technology 
to make further progress.

l Service consumption will be a key growth driver in the next 10 
years based on our analysis. That's why we believe that 'service-
driven companies' and 'goods-driven companies with potential to 
shift to services' should benefit from this trend.

Exhibit 83:
Four pillars of the stock selection framework

Source: Morgan Stanley Research.
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Stock picks

Based on our sector implications (expanding, emerging, evolving, and ex-growth), and stock selection framework (technology, service, brand, 
and channel), we select our stock picks in the China consumer space.

Exhibit 84:
Stock Selection by Morgan Stanley Sector Teams

Sector name Category Stock pick
Auto Evolving Brilliance (1114.HK)

Auto sales Ex-growth BAIC (1958.HK)
Auto aftermarket Expanding GAC (2238.HK)
NEV Evolving Dongfeng (0489.HK)

Li Auto (LI.O)
NIO (NIO.N)
Zhongsheng (0881.HK)
Minth (0425.HK)
Sanhua (002050.SZ)
Huayu (600741.SS)

Bank Ex-growth China Merchant Bank (3968.HK, 600036.SS)
Ping An Bank (000001.SZ)

Consumer staples Ex-growth
Food&Beverage CRB (0291.HK)

BUD APAC (1876.HK)
Mengniu (2319.HK)
Yili (600887.SS)
Nongfu (9633.HK)
Haitian (603288.SS)
Yihai (1579.HK)

Super-premium (luxury) liquorExpanding Moutai (600519.SS)
Consumer discretionary

Cosmetics Expanding Proya (603605.SS)
Yatsen (YSG.O)

Sportswear Expanding Anta (2020.HK)
Li Ning (2331.HK)

OEM/supply chain Evolving Shenzhou (2313.HK)
Tectronic (0669.HK)

Restaurant Evolving YUMC (YUMC US)
Smart appliances Evolving Xiaomi (1810.HK)

Haier Smart Home (600690.SS)
Midea (000333.SZ)
Gree Electric (000651.SZ)

Healthcare Expanding Innovent Biologics (1801.HK)
Jiangsu Hengrui (600276.SS)
Hansoh Pharmaceutical (3692.HK)
WuXi Biologics (2269.HK)
WuXi AppTec (603259.SS, 2359.HK)
Tigermed (300347.SZ)
Ali Health (0241.HK)
Ping An Healthcare (1833.HK)

Hotel and Lodging Evolving Jin Jiang (600754.SS)
Huazhu Group (HTHT.O)

Tourism and Travel Retail Evolving China Tourism Group Duty Free (601888.SS)
Accommodation Expanding China CYTS Tours (600138.SS)
Recreation & others Expanding

Education Expanding TAL Education (TAL.N)
K12 after school tutoring Expanding New Oriental Education (EDU.N)
Vocational education Expanding Yuhua Education (6169.HK)
Private K12 education Ex-growth Offcn Education (002607.SZ)
Private college and university Expanding China East Education (0667.HK)

Insurance Expanding Ping An Insurance (2318.HK)
PICC Group(1339.HK)
ZhongAn (6060.HK)

Internet (e-commerce) Expanding Pinduoduo (PDD.O)
Entertainment Evolving Tencent (0700.HK)

Online entertainment Expanding NetEase (NTES.O)
Video games Expanding iQiyi (IQ.O)
Live-streaming Evolving Bilibili (BILI.O)
Video Expanding Tencent Music (TME.N)

     China Literature (0772.HK)
Offline entertainment Ex-growth IMAX China (1970.HK)

Wanda Film (002739.SZ)
Internet (local service) Expanding Alibaba (BABA.N)

Meituan (3690.HK)
Tencent (0700.HK)
Baidu (BIDU.O)
Tongcheng-Elong (0780.HK)
Trip.com (TCOM.O)

Logistics Expanding SF Holding (002352.SZ)
DADA (DADA.O)

Property Ex-growth KWG Group (1813.HK)
Property management Expanding Shimao Group (0813.HK)

Sunac China (1918.HK)
CIFI (0884.HK)
Country Garden Services (6098.HK)
Ever Sunshine Lifestyle Services (1995.HK)
Greentown Service (2869.HK)

Macau Gaming Ex-growth Sands China (1928.HK)
Gaming Ex-growth Galaxy Entertainment (0027.HK)
Non-gaming Evolving Melco Resorts & Entertainment (MLCO.O)

Wynn Macau (1128.HK)

StockSector

Source: Morgan Stanley Research 
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AlphaWise Findings
To understand consumer behavior and the future outlook, our 
AlphaWise team conducted an online survey amongst 4,096 con-
sumers aged 16-54 during September and October 2020. The sample 
represents internet user population residing in Tier 1-4 cities. The 
margin of error for findings on total sample is ±1.2% at 90% confi-
dence level; higher for subgroups. Here are our key findings.

1. Priority of life: Health, Family, Happiness 

We believe that culture differences form unique consumption pat-
terns for Chinese consumers compared with other countries. In our 

Exhibit 85:
Most Important Things in Life (Ranked 1 to 3) by Total
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Exhibit 86:
Most Important Things in Life (Ranked 1 to 3) by Age
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Exhibit 87:
Attitude Towards Child's Future Expenses by Total
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Chinese parents also have strong willingness to support their chil-
dren's future expenses in the form of purchasing a property, helping 
with weddings, and helping with debts.

view, Chinese people are more internally inclusive (family-centric) 
than many other countries, putting family interests as a higher pri-
ority.
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3. 'Safety net' for retirement or future 

Younger consumers' (aged between  16 and 39) parents should have 
better a financial situation than older consumers (aged between 40 
and 54). Similarly, the financial outlook tends to be more optimistic 
among younger consumers than older consumers.

Exhibit 89:
Number of Children Planned by Household Income
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Source: AlphaWise, Morgan Stanley Research

2. Family planning: Higher willingness to have a second child in 
higher-income families

People in tier 1 cities are generally more willing to have a second  child 
than those in tier 4 cities. From an income perspective, higher-income 
families have a higher willingness to have a second child.

Exhibit 88:
Number of Children Planned by City Tier x Age
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Exhibit 90:
Parents' Financial Situation When They Reach Retirement (by Age)
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Exhibit 91:
Financial Outlook in Next 5-10 Years (by Age)
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4. A potentially big shift spending 

Consumers are more willing to spend on health maintenance, educa-
tion, car purchases, and leisure if their financial situation permits. 
Surprisingly, consumers tend to spend less on wagering and luxury 
products if their financial situation improves. 

Exhibit 92:
Likely to Increase Category Spending in Next 3-5 Years if Financial 
Situation Permits
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Exhibit 94:
Top 3 Activities Performed in Spare Time

35%

34%

33%

31%

30%

24%

23%

22%

19%

18%

17%

10%

5%

0% 5% 10% 15% 20% 25% 30% 35% 40%

Exercise / play sports

Connect with family / friends

Watch streaming videos, films, shows

Travel

Shop

Relax / sleep in

Play video games

Hobbies (cooking, gardening)

Listen to music

Read

Spend time on social media

Watch live or recorded TV

Wager / gamble

Top 3 Activities Performed in Spare Time 
(by Total)

Source: AlphaWise, Morgan Stanley Research

5. Preference for leisure activities and services

Consumers would like to spend time in leisure activities and services 
during their spare time. Time saved from convenience apps would be 
spent on work or study.

Exhibit 93:
Proportion of Annual Household Income Spent on Different Categories 
(by Household Income)
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Exhibit 95:
Preference for Weekend/Public Holiday (by Total)
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Exhibit 96:
Preference for Travel (by Total)
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Source: AlphaWise, Morgan Stanley Research

Exhibit 97:
Utilization of Extra Time Saved by App-Enabled Services (by Age)
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Overview

We expect luxury/Japanese brands to continue outperforming domestic 
brands. We expect penetration of EVs and autonomous vehicles in China 
to accelerate over the next 10 years. 

Sub-sector opportunities
Luxury segment will continue to outpace the industry. Consumer accep-
tance of EV has meaningfully improving since mid-2019.

2030 key forecasts

The market share of the luxury segment in China was higher than the 
global average in 2020 (12% vs. 10.8%), and we expect the luxury seg-
ment's market share will continue rising thanks to consumption 
upgrading. We expect the market share of NEV to grow from 5% in 2019 
to 25% in 2025, and further expand to 40%+ in 2030.

Where China is different from global practice or could lead in terms of 
business model or size or growth

Strong growth of the luxury segment is backed by the strong demand of 
consumption upgrading amid rising household income. Consumer prefer-
ence is also more differentiated in China: i.e. car ownership in China is 
more strongly representative of social status; Chinese consumers pay 
more attention to the in-car space and interior. The growth of EVs is 
backed by the Chinese government, which aims to stay as the global 
leader in EV development.

Investment implications (stock picks)

Brilliance (1114.HK)
BAIC (1958.HK)

GAC (2238.HK)

Dongfeng (0489.HK)

Li Auto (LI.O)

NIO (NIO.N)

Zhongsheng (0881.HK)

Minth (0425.HK)

Sanhua (002050.SZ)

Huayu (600741.SS)

Case study

The luxury segment's growth has outpaced the industry average histori-
cally, backed by strong consumption upgrade demand. In the EV supply 
chain, we see closer up-downstream collaboration and evolving sourcing/
manufacturing dynamics.

Autos
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 The luxury auto segment experienced annual growth of 15.4% from 
2015 to 2019, outpacing the industry's overall CAGR of 1.1%, 
according to the China Passenger Car Association (CPCA). The 
market share of the luxury segment also increased from 9.5% in 2019 
to 12.3% in 1H20, making it the fastest-expanding segment in the pas-
senger vehicle (PV) market. This reflects increasing demand for 
upgrades, in our view.

We expect only slightly positive growth in  2021 and beyond: 
China's auto market has experienced  22 consecutive months of nega-
tive growth since  July 2018. We believe this indicates that China's 
auto market has entered a mature phase. Therefore, we don't expect 
a repeat of rapid sales growth. The shift from internal combustion 

vehicles (ICEVs) to new energy vehicles (NEVs) may be a demand 
driver, but we forecast that the yearly growth of the overall auto 
market will be only 2-3% in 2021-22 and 1% after that.

Market share of luxury segment will continue expanding: 
Despite annual growth of just 1.3% in the overall PV market through 
2030, we expect the market share of the luxury segment to continue 
expanding. Consumers in the luxury segment have more disposable 
income and savings, which makes their purchasing power less vulner-
able to economic downturns. With more affordable entry-level 
models, replacement subsidies, and auto financing support, we 
expect the luxury segment to continue to gain share. 

Exhibit 98:
China's auto sales
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Exhibit 99:
Luxury segment sales
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Exhibit 100:
China PV market share
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Growth potential of China’s NEV market 

Total non-operational EV sales have seen a steady sequential 
recovery since the dip following the Covid-19 outbreak in February 
2020. Despite some likely growth volatility down the road, the 
gradual acceptance of EVs by consumers, which is also indicated by 

Exhibit 101:
Steady sequential EV sales growth in the first six months of 2020
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Exhibit 103:
Plate-restricted regions still contributed 45% of total EV sales in 1H20
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the increasing '2C'  sales composition in recent years, does provide 
more visible growth potential for the overall EV market. On the 
regional sales front, non-plate-restricted region EV sales have also 
accounted for a relatively stable contribution of about 56% since 
2018, with 2C sales in the aforementioned regions gradually 
expanding since mid-2019, from nearly 30% to almost 50% as of June 
2020.

Exhibit 102:
Consumer recognition of EVs has been improving, as evidenced by the 
expanding 2C sales composition
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Exhibit 104:
2C sales in non-plate-restricted regions have gradually picked up since 
mid-2019, also indicating improving recognition of electric vehicles
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We expect rising NEV penetration in China

NEV sales to regain growth steam from 2H20: We expect NEV 
demand in 2020 to skew towards 2H due to 1) pre-buying demand 
before subsidy cuts in 2021, 2) OEMs' growing push for NEV sales in 
2H in order to meet their NEV credit mandates, 3) the emerging con-
tribution from policy stimulus, and 4) a more 2H-skewed model pipe-
line.

Global players' aggressive inroads to prop up 2C EV sales: While 
2C EV sales remain challenging, China's aggressive market-opening 
strategy should attract more foreign EV players, bringing in a 
stronger EV model pipeline and reigniting consumer demand. It's 
worth noting that China's latest EV plan was a strong gesture of 
goodwill not only to global OEMs but also the supply chain, particu-

larly battery names. All eyes are on Tesla's aggressive moves into the 
market, which will challenge not only EV peers but luxury brands.

China's dominance in the EV battleground will rev up localiza-
tion opportunities: Despite the EV purchase slump in the wake of 
changes to the subsidy regime, we believe China will remain the 
world’s largest car market with 50% share by volume. We are seeing 
a growing number of global OEMs actively planning for the localiza-
tion of their EV production in China. Our analysis suggests every 10% 
increase in EV volumes can generate US$2.5-3.0bn of investment/
revenue opportunities for the supply chain in China. We think 
Chinese players are better poised to seize opportunities in EVs than 
internal combustion vehicles, and the growth of EVs is also backed by 
the government. We expect the market share of NEVs to rise from 5% 
in 2019 to 25% in 2025 and 43% in 2030.

Exhibit 105:
Market share of ICEVs vs. NEVs
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Exhibit 106:
China's EV sales 
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Exhibit 107:
Total EV sales market  share  by brand names in 2019

Source: CAAM, Morgan Stanley Research

Exhibit 108:
Total EV sales market  share  by brand names in 1H20

Source: CAAM, Morgan Stanley Research

Auto dealers: Winning in the aftermarket

Profit shifting from new car market to aftermarket: We believe 
China’s automotive aftermarket sales will grow at a 7% CAGR in 
2020-25, to a Rmb1.6trn revenue opportunity, and become the major 
profit driver for auto dealers and repair stores. We expect after-
market growth to outpace flattish new car sales,  supported by: 1) an 
increasing size of vehicles in use, at a 6% CAGR in 2020-25, as the 
vehicle population continues to expand despite minimal growth in 
new car sales; 2) an aging car parc, as we gauge the average vehicle 
age in China at five years at the end of 2019, below the US at 12 years 
and Japan at nine years.

Luxury dealers will continue to dominate in the aftermarket: 
Authorized dealers have been dominating China's aftermarket with 
50-60% market share, we estimate; the remainder is mainly shared 
across small mom-and-pop repair stores. We expect luxury dealers, 
such as Zhongsheng and Meidong, to remain the mainstay after-sales 
channel for luxury cars sold, thanks to higher customer retention, an 
extended warranty period and greater intention to preserve used car 
value.

Independent repair chain stores have an opportunity to shine: 
Thanks to the rapid development of e-commerce and express logis-
tics, we expect independent repair chain stores, especially those 
backed by internet companies and OEMs, such as Tuhu, Tmall Car (by 
Alibaba), Jing Che Hui (by JD) and Che Xiang Jia (by SAIC), to consoli-
date the industry with an 18ppt market share gain from mass-market 
dealers and mom-and-pop stores.

EV challenge remains distant: EVs have a modularized and thus 
simpler structure than internal combustion engine cars and require 
less servicing, thus we estimate after-sales demand per car will shrink 
by 30-35% on EVs. That said, we believe the EV challenge remains 
distant, because: 1) EVs have similar demand for accident repair and 
accessory sales, which account for 50-70% of existing after-sales rev-
enue, and have incremental demand for e-powertrain coolants; and 
2) EV parc penetration is set to remain low at 20% by 2030, while the 
ICE car parc keeps growing. Further, EV makers such as Tesla are out-
sourcing bodyshop services to other dealers and independent repair 
stores, which creates extra revenue opportunities for luxury dealers. 
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Exhibit 109:
We expect the China auto aftermarket to reach a Rmb1.6trn revenue 
opportunity by 2025
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Exhibit 111:
Car repairs  account for 40-50% of after-sales revenue (2020)
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Exhibit 110:
Authorized dealers will still dominate while independent repair stores 
have a chance to shine
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Exhibit 112:
Maintenance costs of EVs are only 50-60% of ICEVs
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 Recent progress in China's autonomous 
driving industry

In our view, China will likely adopt autonomous vehicles at a faster 
pace than other countries owing to government support, rapid infra-
structure buildup, and the higher possibility of commercialization 
given the significant market size. We forecast that 20% of the pas-
senger vehicles sold in 2030 will feature L4 or L5 levels of autono-
mous driving vs. none today. 

We expect China's autonomous driving (AD) development to go 
through three stages, and the industry is now  heading to L3 
autonomy.

China AD 1.0 (2018-21) – L1-3 autonomy – Competition driven: 
We expect L1-2 models to gradually penetrate the market and make 
up 25% of new car sales this year, as we notice OEMs are leveraging 
new features and smart car branding to boost sales. We expect to see 
incremental demand for radar/cameras, HD navigation maps, and car 
connectivity functions. OEMs and the supply chain, per our checks, 
now expect volume-manufactured L3 vehicles integrating multiple 
ADAS functions to come after 2020.

China AD 2.0 (2022-25) – L4 autonomy – Tech driven: Parts/
system makers we talked to expect L4 models to come to market as 
early as 2021 and achieve mid-single-digit penetration of new car 
sales by 2025. The key contents added will be execution functions 
(steering, braking, parking, acceleration) and algorithms (chips, 
MCUs), and applied in certain areas (e.g., logistics, shuttles).
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China AD 2.0 (2026-30) – L5 autonomy – Morality driven: Most 
of the industry contacts we talked to expect L5 autonomous driving 
vehicles to hit the road in China after 2025, as the moral and ethical 
issues have yet to be clearly defined. We think L5 vehicles will first 
be adopted by fleet runners for logistics and shared PVs, rather than 
by private users. Fleet operators would have a stronger incentive, i.e., 
large savings in labor costs, scale benefits from higher vehicle utiliza-
tion, and additional revenue streams from a sizable road data pool. 
By 2030, we expect 20% of new vehicles sold to be equipped with 
L4 or L5 autonomous driving, vs. only 5% in 2025 and none in 2018. 

Rollout of V2X in China is enabled by policy push and technology 
readiness. China has a good foundation in the development of V2X 
thanks to the scale of its automobile market, solid highway and 
telecom infrastructure, and comprehensive value chain. Several 
industry associations have started working on setting industry stan-
dards, including application definitions, technology requirements 

and security. The Chinese government has established multiple trial 
programs to explore the commercialization of V2X and business 
models together with all value chain players. 

China's decarbonization and its impact on 
autos

The auto industry contributes about 10% of China's CO2 emissions. 
The government has released a Dual-Credit System, which contains 
corporate average fuel economy (CAFE) credits    and NEV credits, to 
reduce ICE vehicle emissions and increase the production of NEVs. 
Average fuel consumption will be reduced from 5.0L/100km in 2020 
to 4.0L/100km in 2025. NEV credits need to be 14%, 16%, and 18% of 
PV production in 2021-23, respectively, vs. 10% in 2019 and 12% in 
2020. 

Exhibit 115:
China's sources of CO2 emissions (2020)

Source: Morgan Stanley Research estimates

Exhibit 113:
China auto contributes to around 30% of global auto sales … 

Source: CAAM, Morgan Stanley Research (E) estimates

Exhibit 114:
… and is a major driver of both growth and decline in global auto sales 

Source: CAAM, Morgan Stanley Research (E) estimates
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Exhibit 116:
China's corporate average fuel economy (CAFE) target

Source: MIIT, Morgan Stanley Research

Exhibit 118:
NEV credit target

Source: MIIT, Morgan Stanley Research

Exhibit 117:
China’s CAFE target can only reduce auto CO2 emissions by 2-4% by 
2025 

Source: MIIT, Morgan Stanley Research (E) estimates

Exhibit 119:
EVs also use non-renewable power sources for manufacturing and 
charging

Source: Ministry of Ecology and Environment, Bloomberg, NEF New Energy Outlook, Green Car Reports, 
Morgan Stanley Research
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Stock implications

We prefer luxury and Japanese JV OEMs: We expect luxury and 
Japanese brands to outperform, but domestic brands should remain 
weak.We remain OW on Brilliance (1114.HK) and BAIC (1958.HK) 
given their luxury brand exposure, and OW on Dongfeng (0489.HK) 
and GAC-H (2238.HK) given their exposure to Japanese brands, as 
well as attractive valuations.

We expect select EV start-ups to step up as major industry 
players in China, particularly in the premium segment. Supported 
by a well-thought-out growth strategy, underpinned by more sub-
stantial mid-term profitability/cash flow improvements with the 
surge in scale, we believe NIO (NIO.N) deserves an OW rating. We 
also like Li Auto's (LI.O) long-term growth prospects in China's pre-
mium and intelligent EV market.

We prefer EV parts/infrastructure over EV OEMs: Local brands 
like BYD will face mounting foreign competition as the EV market 
opens up. We also believe quality parts names, such as  Huayu 
(600741.SS), Sanhua (002050.SZ), and Minth (0425.HK), can 
capitalize on foreign brands' strong model pipelines in China. 

We look for luxury dealers to benefit from rising aftermarket 
demand. Among them, Zhongsheng (0881.HK) is well positioned 
thanks to active efforts to extend warranty periods; Meidong 
(1268.HK) has high growth potential from after-sales as a younger 
dealer group; Yongda (3669.HK) could benefit too, but to a lesser 
extent, because it has 15-20% sales exposure to SAIC brands, and 
might lose some after-sales business to SAIC-backed Che Xiang Jia. 

Case Study: Li Auto 

Leading EV start-ups are making their mark: Despite China's weak 
EV market in 1H20 (-45% YoY), select EV players, start-ups, and Tesla 
in particular, had upbeat vehicle sales thanks to competitive models 
and superior branding, helping them to weather the downturn. We 
think major EV start-ups such as Li Auto will continue outperforming 
the industry with share gains in the 2C EV market.

Premium SUV segment will remain the sweet spot: Versus the 
10% sales drop in China's overall auto market in 2019, our simulation 
suggests sales of premium SUVs with a Rmb250-400k price range 
rose 2%, likely on growth in family sizes or demand for better func-
tionality. In the premium segment, we expect Li Auto to do well 
thanks to policy stimulus and a superior user experience with more 
versatile functions from vehicle electrification, autonomy, and con-
nectivity.

Li Auto can differentiate itself with the EREV platform: We think 
Li Auto's first extended-range electric vehicle (EREV) "ONE" could be 
an ideal solution to two major challenges to EV adoption –  range anx-
iety and the major cost gap versus ICEVs. ONE has an NEDC range of 
800km backed by extensive gas stations, overcoming charging hur-
dles. Also, the EREV platform enables Li Auto to price its ONE up to 
47% cheaper (9% cheaper on average) than other premium SUVs 
with similar specifications (see Exhibit 4 ), creating a strong value 
proposition.

Solid cash position to finance future growth: Most EV start-ups 
are serial capital-raisers that are widely seen as not yet in an inter-
nally self-funding position. As such, their ability to sustain operations 
and fundamental value is heavily linked to how well they can finance 
their growth. Li Auto is in a net cash position and has roughly US$2bn 
cash on hand after the IPO; we think that this, together with prudent 
spending, will finance Li Auto's development in the next few years. 
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Exhibit 120:
China's PV sales volume by vehicle type
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Exhibit 121:
China's SUV sales volume by size
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Exhibit 122:
Li ONE stands out among major premium mid-/large-size SUVs
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Source: Company data

Exhibit 123:
Annual sales of direct competitors with Li ONE
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Exhibit 124:
Our calculation indicates 850,000 units of addressable demand per 
year for Li ONE
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Exhibit 125:
EREVs' bill of materials (BOM) cost is notably lower than comparable 
battery electric vehicles (BEVs), and only modestly higher than ICEVs

Source: China Insights Consultancy

Exhibit 127:
Steady sequential EV sales growth after the Covid-19 disruption in 
February 2020

-100%

-50%

0%

50%

100%

150%

200%

 (70.0)

 (40.0)

 (10.0)

 20.0

 50.0

 80.0

 110.0

 140.0

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Non-operational EV sales & growth
2019
2020
YoY growth - 2019
YoY growth - 2020

k units

Source: CAAM, Morgan Stanley Research

Exhibit 126:
Lower BoM of EREV versus BEV contributed to a higher gross profit 
margin at Li Auto
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Exhibit 128:
Consumer recognition of EVs has been improving, as evidenced by the 
expanding 2C sales composition since mid-2019
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Resilient premium and luxury brands

China’s passenger vehicle sales volume reached 22.1mn units in 2019, 
and luxury brands have raised their market share from 4% in 2005 to 
11% as of June 2020. In addition, premium PV sales increased to more 
than 14% of total PV sales as of 2019, per CIC's estimates, and could 
further expand to more than 20% by 2024 fueled by an upgrade in 
China's vehicle consumption.

Exhibit 129:
Luxury brands have been gaining market share since 2005, with the 
trend accelerating in recent years … 
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Exhibit 131:
Wealthy and high-income families experienced a smaller financial 
impact from Covid-19, as well as a higher chance of increased wealth 
…
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The positive outlook for premium brands may also be aided by more 
resilient household balance sheets for wealthier families, even amid 
the Covid-19 impact. Specifically, a joint research report published by 
Ant Financial and Southwestern University of Finance and 
Economics indicated that wealthier/higher-income families have 
tended to experience a smaller financial impact from Covid-19, as 
well as a notably higher chance of an increase in wealth, which sup-
ported upgrade demand and premium PV sales.

Exhibit 130:
… as well as strong momentum in premium brands
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Exhibit 132:
… which supports upgrade demand and premium PV sales
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Expanding SUV market 

SUVs' total market share exceeded 45% in China in 2019. According 
to CIC, total SUV sales will reach 11.1mn units by 2024, accounting for 
more than 49% of total passenger vehicle sales. Among total SUV 

sales, larger ones (mid-/large-/full-size SUVs) have been gaining pop-
ularity among customers and made up 29% of total SUV sales in 
2019, from less than 22% in 2016, and CIC expects the share of larger 
SUVs could further expand to more than 44% by 2024.

Exhibit 133:
China's PV sales volume by vehicle type

12.5 12.3 12.0 10.7 9.5 9.6 9.7 9.9 10.1 

9.6 11.0 10.6 
10.0 

9.5 9.9 10.3 10.7 11.1 

2.5 
2.1 

1.7 

1.4 
1.3 1.3 1.3 1.3 1.3 

24.7 
25.4 

24.4 

22.1 
20.3 20.8 21.3 21.9 22.5 

 -

 5.0

 10.0

 15.0

 20.0

 25.0

 30.0

2016A

38.9%

2017A

43.2%

2018A

43.5%

2019A

45.4%

2020E

46.8%

2021E

47.7%

2022E

48.3%

2023E

48.8%

2024E

49.2%

(Million Units)

Passenger Vehicle Sales Volume in China by Vehicle Type (2016A-2024E)

Sedan SUV MPV

SUV as % of 
total PV 
sales

Source: China Insights Consultancy

Exhibit 134:
China's SUV sales volume by size
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Banks 

We continue to expect strong growth in household financial assets 
and a further shift of deposits to investment products over time. 
Notably, household financial assets have been growing at more than 
10% per annum in recent years, which has been higher than nominal 
GDP growth and even household income growth in China, partly due 
to underrepresented economic activities. We expect growth in 
China's household financial assets to remain healthy in the coming 
years. We expect household financial assets to reach more than 
Rmb400trn by 2030, providing support to consumption growth.

Resilient  household income growth remains a key driver for house-
hold financial asset growth.  As discussed above, we expect per capita 
household disposable income to almost double over the next 
decade, largely in line with per capita GDP growth. This is because the 
labor share in the economy will likely return to the late 1990s' level 
in the coming couple of years and stabilize at that level, with wage 
growth matching labor productivity growth, due to population aging 
and a further shift towards a labor-intensive service economy. In addi-
tion, we believe the economic growth model in China with ongoing 
government support for infrastructure investments will also serve as 
an effective subsidy to households and continue to drive income 
growth in the coming years. 

We expect a rational monetary policy will help support higher market 
rates for longer, which will help generate higher returns on house-
hold financial assets. 

Overview:

We continue to expect strong growth in household wealth represented by 
financial assets and further shift from deposit to investment. We see 
ample room for consumer credit to expand due to economic growth and 
under-captured economic activity.

Sub-sector opportunities:
We see strong growth in wealth management business especially at 
market oriented retail banks.

2030 key forecasts:

We expect household financial assets to reach more than Rmb400trn by 
2030, providing support to consumption growth. We expect non-mort-
gage consumer credit to expand by Rmb19trn from 2020 to 2030, 
reaching Rmb36trn, driven by income growth and higher consumer credit 
penetration to GDP from 16% to 20%. 

Where China is different from global practice or could lead in terms of 
business model or size or growth:

China's unique economic development model, where government led 
infrastructure projects serve as essentially wealth transfer to household, 
will continue to foster household income and financial assets growth. 
Additionally, consumption payment data shows potentially large underrep-
resented retail business activity as bank card consumption payment 
volume has reached 3X of retail sales in 2019 vs. around 2X in the US, 
suggesting that consumer credit to GDP could rise to modestly higher 
levels than other markets without triggering major financial system risks.

Investment implications (stock picks): Leading retail banks: CMB, Ping An Bank

On the consumption credit front, we expect non-mortgage con-
sumer credit to expand by Rmb19trn from 2020 to 2030, reaching 
Rmb36trn, driven by income growth and higher consumer credit pen-
etration to GDP from 16% to 20%. 

Although household debt, particularly consumption credit as a per-
centage of China’s GDP, is not low, at around 50% of GDP as of 2019, 
according to our estimates (where >30% is related to mortgages), we 
still see ample room for growth due to the following factors:

1. A rebound in GDP growth to 5-6%, we estimate, for several 
years to come which should drive household income growth 
and credit demand.

2. Online payments and flexible credit products enable busi-
ness activity and help expand GDP.

3. Increased business activity in recent years may be under-cap-
tured by official data, which leaves more room for consumer 
credit leverage to rise. 

In addition, our analysis of consumption payment data shows poten-
tially large underrepresented retail business activity. For example, 
bank card consumption payment volume has reached 3X of retail 
sales in 2019 vs. around 2X in the US. Hence, this may suggest  large 
underrepresented retail business activities in China, which could also 
mean that consumer credit to GDP could rise to modestly higher 
levels than other markets without triggering major financial system 
risks.
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We believe leading retail banks that can create more value for house-
holds from wealth management and can be more efficient in con-
sumer lending with better risk controls will benefit the most from 
this structural shift.

China Merchants Bank

We believe CMB, with a leading retail franchise and    increasing sticki-
ness with high-end retail clients, aided by technology advancement 
and comprehensive product offerings, will be able to better facilitate 
wealth creation and the accumulation of clients, which in turn should 
increase opportunities for its retail lending business. Therefore, we 
see CMB as both an enabler and a beneficiary of rising consumption, 
leading to a sustainable above-peer ROE.

Comprehensive product offerings aided by tech-
nology key to top-class wealth management service

CMB had 151mn retail customers as of 2Q20, with total AUM of 
Rmb8.3trn. Within the retail customer base, 91,034 were private 
banking clients (defined as customers with over Rmb10mn assets), 
with total AUM of Rmb2.5trn and average assets per customer of 
Rmb27.5mn. With a higher percentage of high net worth clients, as 
well as higher average assets per customer,  CMB's customers are 
likely to be more sticky compared to peers', because it could be more 
costly for more affluent customers to shift their assets and change 
service providers.

CMB's retail AUM, aside from the Rmb1.8trn of deposits,  includes a 
variety of product offerings, including (in order of popularity): wealth 
management products, stocks, mutual fund products, private fund 
products, insurance products, and precious metals. Moreover, we 
believe CMB is stronger than peers in transforming to standardized 
products for WMP compared to peers and with the bank's broad 
branch network that is deeply connected with corporates and the 
economy at the local level, we believe CMB's strong research capa-
bility will lead to better yields in its bond investments, as well as sec-
ondary equity market equity investments. 

Additionally, CMB's strong private banking business and SME corpo-
rate banking services allow the bank to be connected to the owners 
and businesses of innovative corporates from both the retail busi-
ness and investment banking side, which has formed a more in-depth 
understanding about this sector than peers. This allows the firm to 
build good connections with top VC/PE managers, offer more com-
prehensive services to its client base and attract and retain high end 
client base. Its strong risk management, proven by overall credit risk 
track record, should enable CMB to achieve better returns compared 
to peers. 

CMB devoted 3.7% of its revenue (or around Rmb9.3bn)  to fund tech-
nology related projects and investments in 2019. CMB's mobile 
banking app and credit card app combined (excluding overlap) have 
active monthly users of over 55mn, with the highest penetration of 
mobile app MAU to its retail customer base compared to other major 
banks. 72% of wealth management investment transactions volume  
were completed by mobile app during 2019 while 62.5% of new cus-
tomer acquisitions were completed online in 1H20. By increasingly 
digitizing service offerings, CMB has achieved growth in customer 
numbers as well as customer retention. 
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Exhibit 135:
CMB has the highest penetration of mobile app MAU among its retail 
customer base

Source: Company data, Qianfan Analysys, Morgan Stanley Research

Note: CMB’s MAUs include 30% of Zhangshang Shenghuo’s MAUs, which are non-credit card customers 
to CMB

Exhibit 137:
CMB has the highest ROE among peers
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Exhibit 136:
CMB's PB customers have a higher average asset scale
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Exhibit 138:
CMB has the highest ROA among peers
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Higher NIM and fee income growth from retail 
lending with better risk control

Compared to peers, CMB's retail business accounts for a higher share 
of revenue and profit, and around 50% of its loan book are retail 
loans, which could support both its NIM and fee income. On the other 
hand, its funding cost is also lower than most peers, supported by its 
retail franchise and customer base. Overall, it also has one of the 
highest NIM among peers, at 2.45% as of 2Q20.

CMB's fee income accounted for 30% of its total revenue in 1H20. Fee 
income from retail customers, such as bank card and WMP related 
fees, contributed over 50% of CMB's total fee income. With healthy 
growth of personal financial assets in China and a strong franchise on 
the wealth management front, we expect CMB could maintain rela-
tively stable fee income growth, thus supporting its ROE. 

CMB's capability in risk control along with proactive NPL digestion 
and provisioning back in 2015 and 2016 has led to one of the cleanest 
balance sheet among peers, with NPL ratio at 1.14% as of 2Q20 com-
pared to 1.52% on average for our covered banks, while provision cov-
erage stood at >440% as of 2Q20, almost twice than the average for 
our covered banks.

Exhibit 139:
CMB has among the highest revenue share from retail business (as of 
2H19)
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Exhibit 141:
CMB's fee income accounted for 31% of revenue (1H20)
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Exhibit 140:
Retail loans accounts for half of CMB's total loan base 
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Exhibit 142:
CMB's fee income breakdown
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Ping An Bank

 Ping An Bank is focused on retail credit with mid-level risk,    retail 
client AUM, and selects industries for its corporate banking business 
as a key source of quality assets for its retail wealth management 
business. It also has an independent strategy on risk pricing sup-
ported by data and tech solutions. We believe this offers a good busi-
ness mix and risk-reward for PAB to continue to benefit more from 
rising consumption trend than most peers.

Ping An Bank has achieved notable IT improvement 
on all key business fronts

The bank has made major process on integrating its back end sys-
tems and enabling bank-wide data consolidation: This will form 
the backbone of its IT development and data analysis in all other 
areas, such as retail and corporate banking, risk management, and 
efficiency gains. This is not an easy task – most major banks globally 
still cannot achieve this. 

Specifically on the retail banking front: Ping An Bank has deployed 
facial/voice recognition and AI combined with updated client profiles 
to enhance client experience and improve the efficiency of product 
recommendations/cross-selling.  A user-friendly mobile banking app 
with personalized interface has achieved over 32mn monthly active 
users. 

The bank has upgraded many retail branches to smart branches, 
which enables it to convert tellers to client service managers and 
improve the accuracy of cross-selling opportunities with consoli-
dated client profiles.

The employee version of the mobile banking app also allows client-
facing service agents in other business units (e.g., insurance agents) 
to refer clients to the bank with employee KPI automatically updated. 
This provides more incentive for other business units to cross-sell 
banking products. 

On the efficiency improvement front: Each level of management 
will be able to see comprehensive operating data for businesses 
under their management such as loan and deposit balance by branch, 
revenue and income trend by region, and credit risks by borrowers. 
More impressively, such data will be available to managers on their 
mobile phones on a T+1 basis. This will enable management to quickly 
see the results of implementing new strategies and make adjust-
ments when issues surface.  In addition,  IT development has enabled 
the bank to reduce costs while expanding its client base. For example, 
currently 83% incoming calls are handled by machines.

Fintech has enabled PAB to reduce consumer loan extension time 
from five hours previously to five minutes now, with the working 
hour extended to 24 hours for seven days a week. This AI technology 
has been applied to auto finance, bill financing and expected to be 
applied to all standard products in 2020.

On the risk management front: Ping An Bank has utilized machine 
learning to study thousands of historical risk cases. It has developed 
an AI risk warning system with a 90-day accuracy rate of 80% and a 
180-day accuracy rate of 75%, which has helped the bank avoid many 
defaults. 

80% of the due diligence process has been automated with no need 
for human intervention. In addition,  IT development has helped col-
lection by reconnecting with the borrowers and better mapping bor-
rowers' asset base. 

Last, the overall corporate and retail business could enable the bank 
to monitor  overall retail and corporate risks with integrated data 
flow, which could provide a good sense of macro cycle and risks as 
well.
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Exhibit 143:
Overview of PAB's smart risk control system
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Source: Company data, Morgan Stanley Research
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Exhibit 145:
…and retail loans as a percentage of gross loans rose to 57% in 2Q20

56.5%

0%

10%

20%

30%

40%

50%

60%

4Q
10

2Q
11

3Q
11

1Q
12

3Q
12

1Q
13

3Q
13

1Q
14

3Q
14

1Q
15

3Q
15

1Q
16

3Q
16

1Q
17

3Q
17

1Q
18

3Q
18

1Q
19

3Q
19

1Q
20

Retail loan % gross loan

Source: Company data, Morgan Stanley Research

For credit card loans, the bank continues to focus on targeting bor-
rowers with consumption needs rather than urgent cash needs. That 
should help reduce borrowers' risk profile. Management indicated 
that less than 1% of the bank's credit card loan balance  is cash with-
drawal, which is notably lower than that of peers. Despite somewhat 
higher NPL level for credit card loans, profitability remains healthy 
given around 12% average yields on credit card loans. Management 
indicated that it  will stop new business at branches with more than 
3% NPLs for retail credits, which will also help control retail loan 
risks. 

Exhibit 147:
NPLs in retail loans still notably lower than in corporate loans, despite 
more attractive yields

NPL rate NPL rate NPL rate NPL rate NPL rate
Corporate loan (incl bills) 2.68% 2.59% 2.51% 2.57% 2.29%
Retail loan (excl credit cards) 0.90% 0.93% 0.89% 0.88% 0.88%

Mortgage 0.11% 0.14% 0.15% 0.18% 0.30%
Xinyi Loan 1.00% 1.14% 1.13% 1.12% 1.34%
Auto loan 0.54% 0.62% 0.62% 0.73% 0.74%

Credit card 1.32% 1.34% 1.37% 1.35% 1.66%
Total 1.75% 1.73% 1.68% 1.68% 1.65%

4Q191Q194Q18 3Q192Q19

Source:  Company data, Morgan Stanley Research

Differentiated retail credit strategy 

On the retail banking front, the bank focuses on clients with mid-
level risk profile, with the #2 market share in credit cards and a key 
consumption loan product (Xinyidai). Both products have loan yields 
close to 18%, which is differentiated from major banks but also 
notably lower than most online loan platforms. 

Exhibit 144:
PAB's retail asset side has developed fast with high usage of credit 
cards...
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Exhibit 146:
We see room to reduce credit costs at Ping An Bank to around 2% 
despite some pick up in 2Q20 due to front-loading of provisioning

Credit cost 2Q19 3Q19 4Q19 1Q20 2Q20

ICBC 1.02% 0.94% 0.99% 1.39% 1.49%
CCB 0.87% 0.96% 1.43% 1.27% 1.54%
BOC 0.20% 0.85% 1.27% 0.97% 0.97%
ABC 0.97% 0.94% 1.04% 1.31% 1.52%
BoCom 0.85% 1.19% 1.16% 0.88% 1.53%
CMB 1.54% 1.08% 1.45% 1.77% 1.68%
PSBC 1.42% 1.02% 1.27% 0.90% 1.65%
Minsheng 1.91% 1.70% 2.32% 2.09% 2.59%
Citic 1.59% 2.17% 2.21% 2.22% 2.40%
Everbright 1.63% 1.53% 2.36% 2.07% 2.21%
BOCQ 0.80% 1.57% 2.56% 1.44% 1.66%
Industrial 1.72% 1.50% 1.94% 1.80% 2.74%
PingAn 2.77% 2.61% 3.31% 2.67% 3.64%
SPDB 2.06% 1.85% 2.07% 2.33% 2.06%
Huaxia 1.44% 1.91% 1.40% 2.38% 2.36%
Avg-Big 5 0.78% 0.98% 1.18% 1.16% 1.41%
Avg-total 1.4% 1.5% 1.8% 1.7% 2.0%

Source:  Company data, Morgan Stanley Research

Regarding retail credit risks,  credit cost for the bank's non-collateral-
ized  consumer loan product (Xinyidai) is around 3% with an average 
interest rate of 18%. That's the right risk-reward balance, in our view.   
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Consumer IoT
Overview: Higher acceptance of  advanced technology will support the rising penetration of smart home appliances. 

This will lead to sustainable growth in home appliances through 2030, with the penetration of smart appli-
ances reaching 100% by then.

Sub-sector opportunities: Smart home appliances 
2030 key forecasts: We forecast a 2019-30 sales CAGR of 12% for IoT smart appliances given our outlook for 100% penetra-

tion in 2030 vs. 20% in 2019. This compares with a 2019-30 CAGR of 5% for the overall home appliances 
segment. In turn, the number of IoT appliances per household could rise to 7 units by 2030 (from just 1 
today).

Where China is different from global prac-
tices or could lead in terms of business 
model or size or growth:

Chinese consumers, who are less concerned about privacy issues, have higher acceptance of both wear-
able devices and smart home appliances. In addition, China's consumers grew up with the internet and 
like connected devices. We believe there will be higher penetration for smart appliances in China than in 
other countries.

Investment implications (stock picks): Companies with clear strategies for IoT smart appliances should benefit from the trend, such as Haier 
Smart Home, Midea, Gree, and Viomi.

From 2020 to 2030, we expect structural changes in China's home 
appliance space. The rise of smart appliances will be the key growth 
driver of the home appliance segment. We estimate that annual sales 
of home appliances will grow at a 5% CAGR from 2019 to 2030 but 
that smart appliances will grow at a faster pace of 12%. We expect 
smart appliance penetration to reach 100% by 2030, up from 20% 
in 2019.

Exhibit 148:
Market size of China's home appliance industry
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Exhibit 149:
Market size of China's IoT-enabled smart home appliances
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Sector growth drivers

We see strong growth momentum for consumer IoT products from 
2020 through 2030, driven by both consumer demand and corpo-
rate supply.

Consumer demand: People aged 25-44 will become the primary 
consumers of home appliances, given that they will be at the age of 
purchasing or upgrading properties.  They have a higher acceptance 
of the internet and connected devices. We believe that structural 
change in consumer behavior will assist the rise of smart appliance 
penetration. 

Corporate supply: Traditional home appliances and smartphone 
sales are plateauing. Product innovation will be the key competitive 
advantage in the next stage of competition. Tech hardware compa-
nies (Xiaomi, Huawei, Apple), e-commerce companies (Alibaba, JD, 
Amazon), search engines (Baidu, Google), home appliance compa-
nies (Haier, Midea, Gree, Whirlpool, Samsung) are all breaking into 
the consumer IoT industry from different angles. They are trying to 
build their own ecosystems, embracing more brands in their systems. 
Looking forward, we believe that IoT will be the key growth strategy 
for these corporates, driving up the whole sector's growth.  
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Participants in consumer IoT products

Technology companies, which provide goods or services to con-
sumers, are breaking into the consumer IoT industry from different 
angles. We place participants in the consumer IoT segment into four 
categories:  tech hardware companies; internet companies (e-com-
merce and search engine); and home appliance companies.

Participants in the smart home appliances segment:

l Tech hardware companies
¡ China: Xiaomi, Huawei
¡ Global: Apple

l Internet companies –  e-commerce
¡ China: Alibaba, JD.com
¡ Global: Amazon

l Internet companies –  search engine
¡ China: Baidu
¡ Global: Google

l Home appliance companies
¡ China: Haier, Midea, Gree
¡ Global: Whirlpool, Electrolux, Samsung

Tech hardware and internet companies

As internet traffic growth from computers and smartphones is lev-
eling off, internet companies are looking for new portals, such as 
smart home products, to increase traffic from users. In the US, 
Amazon and Google are the leading players, with 90% of the smart 
speaker market share, according to IDC. In addition, Apple is another 
large player in the market. In China, Alibaba, Xiaomi, Baidu, and JD are 
key leading players.

As tech and internet companies do not manufacture appliances, they 
usually use self-branded smart speakers as the interface between 
consumers and devices, and they integrate home appliances from 
third-party devices. Tech and internet companies use their strong 
platforms in AI, big data, cloud computing, and e-commerce to estab-
lish open ecosystems to attract home appliance brands and accel-
erate consumer adoption. Entry barriers are high, and the space is 
dominated by internet giants.

Strengths: Internet companies can provide the best support for con-
nectivity and cloud computing, and they have the best customer 
exposure, particularly for e-commerce companies, such as Amazon, 
Alibaba, and JD, which control the sales channel. Tech companies gen-
erally have strong product quality control and understand the needs 
of customers.

Weaknesses: Currently, internet companies are still burning cash to 
attract users and expand market share, but have been unable to find 
better ways to monetize the user traffic from IoT home appliances at 
this stage.

Traditional home appliance companies

Traditional manufacturers have noted the importance of the growing 
smart home appliance market. Companies with strong brand recog-
nition and R&D capabilities have tapped into the market, targeting 
different customer and product mixes. In China, Haier is leading the 
market as the first mover and can provide integrated services by con-
necting all devices it makes under Haier U+. Midea is also in the 
market using the M-Smart platform, including both large appliances 
and  small devices such as safety items, cameras, lighting, and power 
switches. Though heavily relying on air conditioners, Gree also inte-
grates the appliances platform under the Gree+ App. In the global 
market, Samsung is the leader, with its self-developed SmartThing 
platform.

Traditional manufacturers usually provide closed ecosystems by 
only connecting own-brand products at the early stage of IoT devel-
opment, particularly for large brands, such as Haier.

Strengths: Appliance companies have better control over offline 
distribution channels, which span the country. Distributors can help 
with expansion, particularly in lower-tier cities.

Weaknesses: Online sales channels are controlled by internet com-
panies (e-commerce) and distributors’ online platforms (Suning.com, 
GOME.com, etc). Home appliance hardware companies are at a disad-
vantage when competing with them, particularly internet compa-
nies.
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Exhibit 150:
Summary of smart home appliance participants

Company Market position/strategy Platform Central con-
troller

Hardware 
focus Manufacturing

Hardware companies

Xiaomi
Starting from Xiaomi smartphones, con-
necting products from itself and ecosystem 
partners.

Mi Home Xiaomi AI 
speaker

Smartphones, 
smart speaker, 
home appli-
ances, wear-
ables, other 
electronics

Own production + OEMs

Huawei

Huawei established HiLink Alliance by inte-
grating top home appliance manufacturers. 
More than 50 brands have joined HiLink 
Alliance.

HiLink Huawei router/
app

Smartphones,  
home appli-
ances, wear-
ables, other 
electronics

No manufacturing

Apple

 HomeKit lets people control connected acces-
sories using Siri or the Home app on iPhone, 
iPad, and Apple Watch. Many leading world-
wide brands offer accessories that are com-
patible with HomeKit and Apple devices. 
Apple's HomeKit is currently available in 
China, and many appliance brands have joined 
the platform.

HomeKit
iPhone/iPad/
AppleTV/Apple 
Watch

Smartphones, 
home appliances 
with focus on 
small devices

No manufacturing

Internet companies (AI/e-commerce)

Alibaba

As the leading e-commerce platform and 
cloud computing provider, Alibaba’s open 
source platform provides integrated solutions 
for home appliances.

Alibaba cloud TmallGenie 
speaker Smart speaker,

No manufacturing (Alibaba 
is an  e-commerce and 
cloud computing provider)

Baidu

Baidu is an AI-oriented IoT platform provider, 
powered by the DuerOS system. Baidu has 
also signed many strategic alliances with 
home appliance manufacturers such as 
Midea and Haier.

DuerOS Baidu speaker Smart speaker No manufacturing (Baidu is 
an AI solution provider)

JD
All home appliances purchased from JDSmart 
(smarthome.jd.com) can be connected via JD 
Weilian

JD Weilian NA Smart speaker, 
No manufacturing (JD 
Weilian is an e-commerce 
and platform provider)

Google

Google uses the Google Home speaker as the 
voice control center to connect third-party 
devices to Google’s platform. Google Home 
and related services are not available in China.

Google Home Google Home 
speaker

Focus on small 
devices like 
safety products, 
switches, lights, 
sensors, thermo-
stats.

No manufacturing (pro-
viding portal for third-party 
products)

Amazon

Amazon uses Alexa, its cloud-based voice ser-
vice, to connect devices via its Echo speaker. 
Alexa and related services are not available in 
China.

Alexa Echo speaker

Focus on small 
devices like 
safety products, 
switches, lights, 
sensors, thermo-
stats.

No manufacturing (pro-
viding portal for third-party 
products, and also enables 
e-commerce via own online 
channel)

Home appliance companies     

Haier
Uses the U+ platform to connect Haier's own 
brands (including Haier, Casarte, GEA) and 
other brands.

U+ Inter-control Home appli-
ances Own production

Midea Uses the M-Smart platform to connect 
Midea's products. M-Smart M-Smart app Home appli-

ances Own production

Gree
Though heavily relying on air conditioners, 
Gree provides smart appliances leveraging on 
all products under Gree.

Gree+ Gree+ app Home appli-
ances Own production

Samsung Connects Samsung and third-party products 
to the platform. SmartThing NA Small devices Own production + other 

brands

Source: Company data, Morgan Stanley Research
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Collaboration between different participants

All participants are looking for new users/consumers to expand their 
businesses. However, the focuses of smart home appliance partici-
pants are different. 

The purpose of internet companies is to build an open system to 
attract as many smart products and brands to the platform as pos-
sible. Traditional appliance companies have their own systems (such 
as Haier's U+ and Midea's M-Smart) while also participating in other 
systems. For example, Haier, as the traditional home appliance manu-
facturer, has its own smart platform Haier U+, which is a closed 
system for Haier's own products. However, Haier also collaborates 
with other internet companies. The collaboration between Baidu's 
DuerOS and Haier U+ expanded the network for both companies. In 

addition, consumers can also purchase Haier-branded smart prod-
ucts at Tmall (Alibaba) and JD.com, which are specifically designed for 
the platform.

Xiaomi, which started as a smartphone brand, is building a closed IoT 
system that is only compatible products made by Xiaomi and Xiaomi 
ecosystem companies. For example, Viomi, which is 33% owned by 
Xiaomi and Xiaomi's related party, started as one of Xiaomi's eco-
system partners, and launched its first product, a Xiaomi-branded 
water purifier in 3Q15. Currently, Viomi provides Xiaomi-branded 
water purifiers, range hoods, and gas stoves to Xiaomi's IoT system. 
Xiaomi curates a wide range of additional products by investing in 
and managing an ecosystem of over 200 companies, among which 
more than 100 companies are focused on the development of smart 
hardware.

What does the participant have? What is the participant looking for?

Tech hardware companies

l Strong technological capabilities (AI/IoT/5G)

l Leading smartphone sales

l Large user base from sales of smartphones

l Home appliances manufacturing capabilities

l Brand position as a consumer IoT company

l Ecosystem, which could be a closed ecosystem

Internet companies (e-commerce and 
search engines)

l Online platform and large user base

l Ability to collaborate with different brands

l Strong software capabilities

l Looking for new user traffic

l Attracting more brands/products to the platform

Home appliance companies

l Strong brand position as a home appliance 

company

l Control over the whole production value chain

l Product upgrading or premiumization

l New growth driver as the traditional home appliances 

sector is plateauing 
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Development of smart appliances

Exhibit 151:
Four stages of AI + IoT enabled smart appliances

Source: Morgan Stanley Research

We split the development of smart appliance into four stages. 
Currently, we are at Stage II where we can get available 

Stage I: Isolated smart home appliances. Most of the appliances 
currently called 'smart' have achieved this stage. Historically, tradi-
tional appliances performed a singular function, and were not intelli-
gent or connected. In recent years, we have seen rapid growth in the 
use of connected home appliances that consumers control remotely 
via mobile apps. Although these home devices are connected to the 
internet, they are generally isolated from one another, requiring con-
sumers to download different mobile apps to operate them.

Stage II: Connected smart home appliances under a scenario. We 
are currently at this stage of development, and we have seen many 
real applications of stages. A 'scenario' is a key concept in the smart 
home appliances industry. Locations of daily living scenarios at home 
include bedroom, living room, kitchen, bathroom, and dining room. 
From a solutions point of view, whole home solutions include air, 
water, laundry, security, health, and dining. Each scenario requires 
many interconnected appliances. For example, in a living room sce-
nario, door locks, lights, curtains, and air conditioners should be inter-
connected to achieve smart control and interact when people leave 
or arrive home. Based on our estimates, the penetration of smart 
appliances is about 1 unit per household.

Stage III: Cross-scenario application – the genuine smart home. 
The next stage is to get all scenarios connected to achieve better 
solutions for consumers. This requires better human-machine inter-
action based on AI and IoT technologies. Daily life could be more 
easily supported by smart home appliances and high-speed data 

transmission. We would achieve real smart homes under Stage III.

Stage IV: Free connection of all products. Stage IV allows for the 
free connection of all equipment that a consumer uses in daily life, 
including household electronics, home appliances and autos. The 
free connection is not confined to the home but can expand to the 
living community, schools, offices, hospitals, etc. This is a stage of real 
connection across all scenarios within a person's daily life regardless 
of location. Due to infrastructure restrictions, we are not living in this 
stage. We expect a certain level of Stage IV to be achieved by 2030, 
with the number of smart appliances per household reaching 7 units.

Bottlenecks in IoT product development

Technological advances in AI, IoT and 5G have assisted the develop-
ment of consumer IoT, facilitating the implementation of different 
scenarios and finally targeting a free-connection environment. 
However, we still see bottlenecks during the evolution of the con-
sumer IoT industry.

Personal privacy: From ethics point of view, a growing number of 
consumers are getting aware of the personal privacy issue when 
coming to connected devices. Living with IoT devices means transpar-
ency of daily activities, locations, personal habit, and so on. Though 
services providers promised to protect personal privacy, consumer 
would still be concerned about the leakage of personal information 
to the internet. We see this as a natural pushback from consumers, 
even though relevant legislations are protecting consumers private 
data.
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Compatibility among operating platforms: Connectivity is the key 
to IoT. Currently, different parties are running their own platforms 
for smart appliances,  while appliances under different systems 
cannot connect to each other. Compatibility could be a bottleneck 
given that consumers may have their own brand preferences when 
purchasing appliances. For example, Haier is the leader for washing 
machines and refrigerators, Gree is the top brand for air conditioners, 
and Robam is the premium brand for kitchen appliances. A unified 
operating platform that can connect appliances from different plat-
forms would accelerate the popularity of smart appliances.

Key component/module costs: Traditional home appliances have 
reduced the cost of consolidation in the production value chain. 
However, to implement smart functionality, the appliances should be 
installed with high-tech modules such as 5G modules, AI modules, 
voice/image recognition modules. Currently, the cost of these mod-
ules is still high, making the price of smart appliances higher than tra-
ditional ones. Price reductions of key components/modules would 
raise the penetration of consumer IoT products.

Consumer switch costs: Large consumer IoT products such as home 
appliances and automobiles have long lifecycles. It could take longer 
for consumers to change from non-smart products to IoT products. 
In addition, home appliances and automobiles have a larger ticket 
size than other consumer electronics. In the ultimate free-connec-
tion scenario, it is important that smart functionalities are applicable 
in all scenarios, which requires solid infrastructure.

Stock implications

Haier Smart Home (600690.SS, 6690.HK)

Haier is a first mover and one of the leading smart appliance pro-
viders in China. In March 2014, Haier launched its U+ Smart Life 
Platform, in which smart home appliances interact with one another 
and with third-party services to provide 'smart life' solutions. The 
launch of Haier's smart solutions initiative was ahead of similar such 
efforts from JD, Alibaba, Huawei, and Xiaomi, which were all launched 
after February 2015. 'Going smart' encourages bundled sales of con-
nected smart home appliances to achieve better connectivity. In addi-
tion, Haier's 'smart' strategy is applied across all brands, which allows 
overseas consumers to purchase small home appliances under the 
brands GEA, FPA, AQUA, and Candy. In Dec 2020, Haier Smart Home 
privatized Haier Electronics, looking ahead, we believe that Haier 
Smart Home will provide more sophisticated smart home solutions 
to global consumers.

Midea (000333.SZ)

Midea has been promoting its 'Smart Home + Smart Manufacturing' 
strategy. With continuing research and investments in AI, chips, sen-
sors, big data, cloud computing, and other new technologies, Midea 
has built the biggest AI team in the household appliances industry, 
which is committed to enabling products, machines, production pro-
cesses, and systems that can sense, perceive, understand, and make 
decisions in order to keep human-machine interactions to a minimum.
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Healthcare

Exhibit 152:
Breakdown of total healthcare expenditure in China
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Source: Frost & Sullivan, Morgan Stanley Research. E = Frost & Sullivan estimates. Government = govern-
ment health expenditures including non-basic medical insurance and social medical expenditures, social 
donation assistance and administrative fee income. Social = basic and commercial medical insurance 
expenditures. Personal = out-of-pocket health expenditure.

Key market size projections: We forecast China's pharmaceutical 
market to grow at a 6.3% CAGR in 2018-30, from US$0.2trn in 2018 
to US$0.5trn in 2030, after 8.2% in 2014-18, in view of: 1) continued 
launches of innovative drugs vs. further cuts in generic drug prices by 
the government; 2) increasing affordability of innovative drugs 
thanks to growing disposable incomes and better insurance cov-
erage; and 3) the emergence of electronic prescriptions, which 

Overview:
Aging population, rising GDP per capita, and government policy support drive the Chinese healthcare 
industry. Chinese companies serve local demand along the value chain –  distribution, drugs, medical 
device and consumables, R&D services, and hospitals. 

Sub-sector opportunities:
Innovative pharmaceutical companies, biotech companies, R&D services companies, and internet health-
care

2030 key forecasts:

We forecast China's total healthcare expenditures to increase from Rmb6.5trn in 2019 to Rmb16trn by 
2030, representing a CAGR of 8-9%, and the proportion of out-of-pocket spending to decline further from 
28% in 2019 to 25% by 2030 thanks to expanding public and commercial insurance coverage. In particular, 
we expect sales of biologic drugs and oncology drugs to increase from US$48bn and US$28bn in 2019 to 
US$200bn and US$102bn by 2030, representing CAGRs of 14% and 12%, both outpacing the overall 
growth rate of the pharmaceutical market.

Where China is different from global prac-
tices or could lead in terms of business 
model or size or growth:

The Chinese marketplace is highly price sensitive and dependent on government insurance. Thus, Chinese 
drug makers and biotech companies are motivated to innovate but price much lower than MNC peers. 
These innovative drugs, e.g. PD1 inhibitors, could potentially be sold in the global marketplace and take 
share from MNCs in their respective categories. Additionally, internet healthcare has found strong policy 
support in China especially since COVID-19, and may even be eligible for public insurance reimbursement 
in the future. 

Investment implications (stock picks):
Innovative pharma –  Hengrui; Biotech –  Innovent; R&D Services –  WuXi Biologics, WuXi AppTec, 
Tigermed; Internet Healthcare –  Ali Health, Ping An Healthcare.

Case study
How internet healthcare companies like Ali Health and Ping An Healthcare could facilitate various health-
care activities in virtual settings and change consumer behavior.

should enable easier drug dispensing. We expect China's healthcare 
service market to grow at a 10.1% CAGR in 2015-30, to US$2.2trn, 
considering: 1) an 11.7% CAGR in China's aggregate hospital revenue 
in 2014-18, according to the NHFPC; 2) an emerging tiered healthcare 
system that could lead to the burgeoning of low-tier or private spe-
cialty hospitals; and 3) more diverse medical needs, such as medical 
aesthetics and assisted reproductive services.

Exhibit 153:
Breakdown of China's pharmaceutical market by chemical drugs, bio-
logics and TCM
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Source: Frost & Sullivan, Morgan Stanley Research. E = Frost & Sullivan estimates.
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Exhibit 154:
Oncology drugs to represent a larger portion of China's pharmaceutical 
market 
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Source: Frost & Sullivan, Morgan Stanley Research. E = Frost & Sullivan estimates.

Exhibit 155:
Growing GMV generated from online retail pharmacies
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The vast population and land area in China present challenges to 
healthcare delivery, facilitating the emergence of online com-
merce and remote diagnosis: China's urbanization rate was 59% as 
of 2019, but a substantial amount of healthcare and prescriptions is 
delivered through class 3 (higher tier) hospitals located in Beijing, 
Shanghai, Guangzhou, and provincial capitals. Rural residents 
seeking specialist care often need to go to a city hospital to get 
treated or have surgery.  The concentration of resources in top-tier 
hospitals includes physicians,   available products (high end medical 
devices and innovative drugs), operating rooms, and diagnostic 
equipment. To distribute medical resources more equitably, the gov-
ernment is interested in an indigenous industry that develops lower-
priced products that lower-tier hospitals can afford,  connecting the 
reimbursement systems of rural and urban areas, and incentivizing 
doctors to work at grassroots and lower tier hospitals. The emer-
gence of broadband   technologies can also offer remote diagnosis 
and consultation.   

A key pillar of healthcare reform in China is the tiered care 
system, and digital and cellular technologies help by enabling 
much  better delivery of healthcare services: The tiered care 
system aims to redirect patient flow from major urban centers back 
to local lower-tier hospitals. China's 1,000 or so class 3 hospitals (the 
highest level) are overcrowded but also have the best doctors and 
the latest equipment and technology. Rural patients tend to travel to 
urban healthcare centers to seek treatment. China currently lacks a 
referral system staffed by primary care physicians (general practitio-
ners) at the grassroots level. This contrasts with more developed 
economies, where many common conditions can be readily treated 
and managed at the community level. As China provides more incen-
tives for doctors to work at grassroots institutes, the patient burden 

on large urban hospitals can be alleviated as long as the enabling 
infrastructure is in place. Four specific areas where technologies can 
help Chinese patients and doctors are: 

1. Electronic patient records: One key hurdle to overcome is trans-
ferring patient files (X-ray images, drug histories, prior diagnoses and 
surgeries) across hospitals. This avoids duplicate testing efforts and 
frustration. The buildup of a national filing system linking all public 
hospitals is as yet incomplete, not to mention linkage to the county 
level, where the majority of patients live. A number of large, universi-
ty-affiliated hospitals have hospital clusters around them, i.e., 
smaller hospitals that can refer patients to them, whose systems are 
linked up with the parent hospital. These hubs are increasingly being 
developed with the help of private enterprise management tech-
niques. However, it remains a daunting task to keep accurate medical 
histories of China's vast population in a digital format. The effort will 
require technologies in database management, software program-
ming, and cloud computing. 

2. Electronic prescriptions: The Chinese government has discussed 
allowing online drug prescription and filling but progress has been 
slow. If implemented, prescriptions are likely to be limited to drugs 
that treat common chronic conditions. Critical conditions requiring 
more complex diagnostic algorithms will require face-to-face consul-
tation with a doctor. The emergence of platforms like Ali Health and 
Ping An Good Doctor may enable online prescriptions and drug dis-
pensing. This will not only save trips to hospitals and clinics for 
patients, but enable hospital clusters to develop, especially for 
remote hospitals that may not necessarily have the resources to 
invest in hospital pharmacy space and dispensing systems. 
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3. Telemedicine: This is closely related to patient record filing. Some 
online platforms have been established, with patient forums, for 
patients to seek medical advice directly from doctors remotely. 
Some platforms even allow video-conferencing with doctors for 
chronic, non-critical conditions. Telemedicine requires high band-
width connectivity, which may be lacking in remote areas due to 
affordability. Remote imaging, storage, and computing, for example, 
require supercomputers and real-time data transfer. The idea is to 
link up local imaging systems with imaging experts in large urban hos-
pitals, so patients do not have to travel long distances to take tests. 
This also requires a local certified technician who can operate the 
equipment. Oftentimes, these are sales reps or distributor reps sent 
by the manufacturer of the equipment locally. Other tests and vital 
signs can be taken with monitors or wearable devices. 

4. Wearables: Mobile patient monitors like glucose meters, oxygen 
meters and 24-hour Holters have been around for quite a long time. 
Apps have also been developed for patients to download their time 
series data onto USBs and transfer remotely to their physicians. 
Connectivity not only leads to convenience but more accurate 
tracking of vital signs. However, applications remain limited at the 
moment. Diabetes (glucose level monitoring), cardiovascular (blood 
pressure monitoring), cardiology (episodes of syncope and brady-
cardia) are well developed. But other critical conditions still require 
on-site testing and physical examinations. 

Internet healthcare –  Evolving business models amid 
policy tailwinds

The landscape of China's internet healthcare industry: "Internet 
healthcare" encompasses any health-related activities enabled by 
telecommunication technologies - from online medical consulta-
tions and pharmaceutical e-commerce, to data-driven disease 
screening, drug R&D, and even remote surgeries and IoMT (internet 
of medical things) facilitated by 5G. There are currently thousands of 
so-called "internet healthcare" platforms tapping into this market 
from various angles, while a handful of front runners, like Ali Health 
and Ping An Healthcare, have accumulated hundreds of millions of 
users already. In the long run, major players all aim to build a closed-
loop ecosystem connecting various stakeholders of the healthcare 
system and providing one-stop services. 

We believe China presents distinctive opportunities for internet 
healthcare players, because of its: 1) vast smartphone-and inter-
net-adept population base nurtured by internet and tech giants in the 
past decade; 2) severely uneven geographic distribution of health-
care resources, and lack of an effective tiering system; 3) favorable 
regulatory backdrop especially since Covid-19; and 4) increasing 
application of data sciences in medical fields.  
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Exhibit 156:
Key subsegments and players in the internet healthcare industry

B2C pharmaceutical    
e-commerce

B2B pharmaceutical      
e-commerce

Online consultations       
&

Appointment 
booking

Investment implications Key Chinese players Key global players

Ding Dang Drug
JD Health *

1 Drug Store

YaoEx Mall

• One of the largest sub-segment of "internet healthcare" 
industry by revenue

• F&S projects a 60%+ CAGR during 2017-22 of industry 
GMV to reach >Rmb300bn by 2022

• Potential relaxation of online prescription sales will 
expand the addressable market to 5 times the current size

• Connect drug producers to pharmacies to enhance 
sourcing efficiency

• Benefit from prescription outflow to retail channel, which 
may account for 35% of drug sales in China by 2022 vs. 
25% now, per F&S

• Online  consultations constituted <5% of all consultations 
by volume now in China, and even less by revenue

• NHSA released guidance to include "online consultations" 
under public medical insurance in Sep-19 and re-
emphasized its importance in Mar-20, the gradual rollout 
of which will increase consumer adoption over time

• Address key pain points of China's healthcare system:  
shortage and uneven distribution of quality doctors, and 
lack of tiering system

Ping An Healthcare      
(Ping An Good Doctor)

ChunYu 
Doctor

DX 
Doctor

Health management

Knowing 
TCM

39 Self-diagnosis

• Chronic disease monitoring, self diagnosis, health 
knowledge bank, etc

• Substantial addressable market, but no clear leader in 
China who succesfully integrates hardware technology 
with healthcare knowledge

Doctor services
Diagnosis Assistant

• Monetize by providing marketing, recruitment, and other 
services to pharmaceutical companies

• F&S projects online healthcare advertising spending to  
triple from 2017 to 2022, reaching Rmb5.2bn by 2022

Hospital & Pharmacy 
ERP

DX Cloud

Wan Jia 
Healthcare

Dosing Assistant

• China healthcare IT spending to grow at 10% p.a. in 2018-
22 to reach Rmb67bn by 2022e

• Beijing encourages the development of electronic 
prescriptions, which lay the foundation for "internet 
healthcare" 

Internet of Medical 
Things (IoMT)

• "2C" smart wearable devices to monitor health status in 
real time and prescribe highly personalized treatment, or 
"2B sensors" empowering hospitals to operate more 
efficiently

• Global IoMT market estimated to be worth US$158bn by 
2022, 32% of which will be generated in APAC, per Deloite 
Consulting. 

AI-based drug 
discovery & Early 
disease detection

• An emerging area that leverages big data and deep 
learning technologies to enhance R&D efficiency or early 
disease diagnosis, such as target identification, biomarker 
development, combo therapy efficacy prediction, etc

• Many globally-leading pharma companies are invested in 
this area

Ask Doctors

Laboratory for Advanced 
Medicine

*

*

*

*

*

*

*

*

*

*

*

*

*

* * *

*

*

*

• A winner-takes -all business. The key asset is its doctor 
members

*

*

Source: Company websites, Morgan Stanley Research. Note: * denotes public-listed companies. Lines denote connected companies.

 Stronger-than-ever policy support amid Covid-19 pandemic, and 
we expect the tailwinds to last: The Covid-19 outbreak has stopped 
outpatient services at most offline hospitals, exposing the insuffi-
ciencies of the current healthcare infrastructure and the need for 
innovative solutions. Internet healthcare companies like Ali Health 
and Ping An Healthcare saw booming traffic during the pandemic. 
Most importantly, many consumers were forced to try out online 
consultations and drug purchases for the first time due to the situa-

tion, which would otherwise have taken much longer to cultivate. It 
is also encouraging to see that Beijing has issued a series of docu-
ments in the past few months to encourage the adoption of and even 
reimbursement for some online medical activities. The gradual 
implementation of such initiatives at the local level could signifi-
cantly enhance the utilization and monetization of internet health-
care platforms. 
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Exhibit 157:
Strong policy support for internet healthcare during and after Covid-19 outbreak

Time Authority Overall 
tone Document Key points Note

May 2014 CFDA Loosen Exposure draft for comment 
on supervision and administra-
tion of food and drug sales 
online

Online drug sellers may sell prescription drugs based on 
prescriptions received

No follow-up

Middle 
2017

State 
Council/ 
CFDA

Loosen Decision regarding online drug 
dealing approval (not appli-
cable to third-party platforms)

Cancelled A, B, C licenses previously needed for drug-
dealing online

Lowered entry barrier for 
online drug selling

Feb 2018 CFDA Tighten Exposure draft for comment 
on supervision and administra-
tion of drug sales online

Explicitly prohibit prescription drug display or sales online Reiterated ban on prescrip-
tion drug sales online

Jul 2018 NHC Loosen Advice to promote "internet + 
healthcare"

Drug sellers may hire pharmacists to verify e-prescrip-
tions online and use third-party couriers to deliver pre-
scription drugs

Omni-channel prescription 
drug sales were relaxed

Dec 2018 NDRC, MoC Tighten 2018 negative list for market 
entry

Online drug sellers must not use post mail or directly sell 
prescription drugs to the public

Marketplace model is still 
prohibited

Jan 2019 SAIC Loosen Exposure draft to regulate 
online drug sales

Lift ban on prescription drug display and sales by quali-
fied third-party platforms

No follow-up

Jun 2019 People's 
Daily

Tighten N/A Discussed insufficient prescription verification and 
improper promotion of prescription drugs on multiple 
internet healthcare platforms

17 internet healthcare com-
panies were cited

Aug 2019 
(came into 
effect in 
Dec 2019)

NPC Loosen New Rules for Drug 
Management

Propose to lift the ban on prescription drug sales by third-
party platforms under some circumstances, especially 
for certain high-risk drugs

Designate NHSA and NMPA 
to draft detailed rules

Feb 2020 NHC Loosen Notice to Enhance Digitization 
of Medical Services during 
Covid-19

Encourage hospitals to provide remote services and 
local government to regulate internet healthcare services

Followed by a series of pro-
vincial-level guidelines

Mar 2020 NDRC Loosen To Promote Reimbursement 
for "Internet Healthcare" During 
Covid-19

Online consultations and e-prescriptions for the re-visit of 
common illness and chronic illness may be reimbursed. 
Encourage flexible drug sales through O2O and other 
methods, also eligible for reimbursement

Clear support for reimburse-
ment

Apr 2020 NDRC Loosen Trial Guidelines of Internet 
Healthcare, Guidelines to 
Promote Cloud-based Smart 
Solutions to Support Economy

Explore "first-time" consultations online in pilot regions, 
and to build a healthcare ecosystem to for online drug 
sales, payment, public insurance settlement, group con-
sultations, and more

First discussion of "first-
time" consultations online 
and reimbursement

May 2020 NHC Loosen Technical and Financial 
Guidelines for Public Hospitals 
to Provide Internet Healthcare 
Services

Detailed guidelines for public hospitals, covering 10 types 
of allowable internet healthcare services, pricing and 
cost management, collaborations between hospitals and 
with internet healthcare platforms

Third-party platforms can 
collaborate with hospitals 
and share profit

July 2020 13 
Authorities 
incl. NDRC, 
NHC

Loosen Opinion to Support New 
Business Models to Stimulate 
Consumption and 
Employment 

Strongly encourage "internet healthcare", such as online 
re-visit and health management for chronic diseases, 
cross-institution recognition of electronic prescriptions, 
and also to include eligible internet healthcare services 
into public insurance schemes

Pending detailed guidelines

November 
20

NMPA Loosen Draft Guidelines for Online 
Prescription Drug Sales

Detailing the dos and don'ts of online prescription drug 
sales by third-party platforms for public consultation

Pending official guidelines

November 
2020

NHSA Loosen Reimbursement Guidelines for 
Internet Healthcare

Specifying the allowable scope, assessment criteria and 
implementation method of public reimbursement for 
internet healthcare services and online drug purchases

Urging provincial guidelines 
by end 2020

Source: Government websites, Morgan Stanley Research
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The power of health-related big data: A key asset of internet 
healthcare platforms is the tons of medical-related data generated, 
which are traditionally locked up in hospital shelves with little fur-
ther analysis. The quantity of data accumulated by internet health-
care platforms is unparalleled even by the largest physical hospitals, 
and more importantly, these data are better structured. Such data 
could be fed into machine-learning algorithms to drive "smarter busi-

ness decisions" in all aspects of the healthcare industry. Some appli-
cations include AI-based clinical decision support systems, dynamic 
insurance pricing models, smart patient routing systems, data-driven 
drug discovery, early disease diagnosis, IoMT, disease outbreak pre-
dictions, and more. This lays the foundation for precision medicine 
and a more efficient healthcare ecosystem. 

 Exhibit 158:
Healthcare big data being applied in different scenarios

Source: Shutterstock, Morgan Stanley Research
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Case Study: Ali Health

Ali Health is one of the largest pharmaceutical e-commerce company 
in China by GMV, with the ambition to eventually become a one-stop 
shop and the first point-of-contact for Chinese people seeking med-
ical and health management services. 

1) Pharmaceutical  e-commerce present significant growth 
potential: Over 90% of Ali Health's current revenue base comes 
from health-related e-commerce, either via its direct-sales (1P) plat-
form or Tmall Health (3P). At the moment, online prescription drug 
sales via 3P model is still prohibited, but the "New Rules for Drug 
Management"  effective from Dec 2019, has in theory, lifted the ban. 
Once detailed implementation guidelines are in place, Ali Health 
would be able to sell prescription drugs via Tmall, which is much 

more scalable than the current 1P business. Further more, the poten-
tial reimbursement of some online drug sales, such as chronic disease 
drugs, will level the playing field between offline and online drug-
selling platforms - a game-changing catalyst for online drug sellers. 

2) Smooth ramp-up of chronic disease program suggest strong 
underlying demand: Ali Health launched a chronic disease welfare 
program in March 2020, which connects pharma companies and con-
sumers outside the traditional hospital channel, and allow for more 
doctor-patient interactions and better patient compliances. The pro-
gram had a strong start, with 50+ pharma partners singed up already, 
and aiming to accumulate 100mn members in 3 years. With 
increasing pressure on hospital-channel drug sales, we believe such 
initiatives create a win-win situation for pharma companies and con-
sumers, which in turns benefit Ali Health as a mediator. 

 Exhibit 159:
Ali Health: Partners of  Ali Health's Chronic Disease Welfare Program 

Source: Shutterstock, Morgan Stanley Research
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3) Connecting  local health authorities, hospitals & doctors, 
pharmacies, and patients: Ali Health has piloted several local gov-
ernment projects of internet healthcare platforms through which it 
has explored different business and profit models with local authori-
ties. In Quzhou, online medical activities provided by registered local 
hospitals on Ali Health's platform are connected to public insurance 
systems, allowing for direct deductions from insurance accounts 
where eligible. In Laixi, Ali Health managed to get public reimburse-
ment coverage for its 'online drug store', a first of its kind. These are 
exemplary cases of how internet healthcare companies can connect 
patients, hospitals, drugstores, and local health bureaus. While most 
of these projects are unprofitable in the near term, they open up 
opportunities for traffic and data accumulation for various monetiza-
tion in the long run. 

4) And think even bigger on the power of big data: With numerous 
data accumulated from content searches, appointment bookings, 
medical consultations, drug purchases, etc., Ali Health is working 
with Ali Cloud on an AI-based Medical Brain to diagnose and suggest 
treatment options for various diseases. The data, after desensitiza-
tion and statistical analysis, is also valuable for insurers to design and 
price insurance plans, and for pharma companies to direct their R&D 
spending.  

Exhibit 160:
Ali Health: Online medical insurance payment based on electronic medical insurance certificates

Source: Company presentation

Stock implications 

Jiangsu Hengrui Medicine (600276.SS) is a pharmaceutical com-
pany focusing on the development, manufacturing, and commercial-
ization of oncology drugs, surgery drugs, and other pharmaceutical 
products. It holds a leading position in China in oncology and anes-
thesia drugs. With a strong innovative oncology portfolio featuring 
anti-PD-1 mAb camrelizumab, small molecule TKIs apatinib and pyro-
tinib, and 30+ novel chemical and biologic candidates, we think the 
company will benefit significantly from the growing disposable 
income and consumption upgrade in China, the improving medical 
insurance system that favors the development of innovative drugs, 
and the emergence of electronic prescriptions that should facilitate 
drug dispensing.

Ali Health (241.HK) is one of the largest pharmaceutical e-com-
merce companies in China. We view pharmaceutical e-commerce as 
a highly-promising segment given its vast market size yet low existing 
penetration, clear monetization model, and high scalability. 
Continued prescription outflows from hospitals and potential relax-
ation of prescription drug sales online coupled with public insurance 
coverage would be game-changing catalysts. More importantly, Ali 
Health is gradually putting together the puzzle pieces of a closed-
loop system to connect all stakeholders in the healthcare space –  
patients, service providers, drug manufacturers, payors, and regula-
tors –  reshaping consumer and business behavior while opening up 
new revenue streams in the long run. 
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Hotels and Lodging

We anticipate structural changes in China's hotel industry from 2020 
to 2030. Industry wise we expect brand penetration to accelerate 
post Covid-19, with more independent hotels joining hotel chains, 
especially in the lower tier cities. We expect total domestic hotel 
GMV can double from Rmb700bn 2019 to Rmb1.4trn by 2030. The 
key drivers for growth will come from domestic leisure travel and 
premiumization of demand which helps midscale hotels as a con-
sumption upgrade. High-end leisure travel will grow in contribution 
as a substitute to inbound international business travel.

Overview:
Rising household income should result in premiumization of demand and help the midscale hotels as con-
sumers upgrade from budget hotels toward higher ADR hotels.

Sub-sector opportunities:
Lower-tier cities are less penetrated, midscale hotels could still grow with demand, leisure demand should 
drive more demand than business in future.

2030 key forecasts:

We expect total domestic hotel GMV to double from Rmb700bn to Rmb1.4trn by 2030. The growth will be 
driven by economy hotel to midscale hotel upgrades. We expect both midscale and upper midscale can 
grow their number of rooms at a 5% CAGR in the next 10 years while RevPAR can improve at another 5% 
CAGR mainly due to brand conversion and occupancy improvement. Economy hotels (currently 70% of 
rooms and 30% of GMV) will continue to shrink as closures increase and more hotels get upgraded to mid-
scale. However, economy RevPAR will improve as brand conversion and brand penetration in lower tier 
cities improve.

Where China is different from global 
practices or could lead in terms of busi-
ness model or size or growth:

In contrast to the more mature US market, China's hotel market will have lower penetration rate, more local 
brands , better value proposition at a lower cost, more local (intracity demand), international brands have 
historically struggled to scale. M&A has not been a key theme but could be in future.   

Investment implications (stock picks):
Local hotel chains investing in midscale and upscale hotels (Jin Jiang and HTHT); International hotel oper-
ators (IHG, Hilton, Marriott)

We expect future GMV growth to be driven by consumer upgrades 
from economy hotels to midscale hotels. We believe the current 
hotel stock of 300K-400K hotels or 17mn rooms will gradually 
decline as independent economy hotels exit the market and partially 
converted to midscale and upper midscale hotels. We expect 
blended RevPAR to grow at 7% annually due to (1) mild organic 
growth of 1%; (2) 4% increase due to occupancy and ADR improve-
ment as quality improves; (3) 2% due to mix upgrades as midscale and 
upscale contributions increase.
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Exhibit 161:
China hotel GMV to double by 2030
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Exhibit 163:
Midscale hotels' GMV contribution increases to 65% by 2030
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Exhibit 162:
GMV split by chainscale
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Exhibit 164:
Hotel GMV growth breakdown
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There are enough rooms but not enough quality hotels  – The 
majority bulk of the current stock (65%) are still Economy hotels. We 
believe most of these Economy hotels are super low-end indepen-
dent hotel of lower quality and will be upgraded to branded hotels 
or midscale hotels (if location is favorable). Lower tier cities with 
<15% brand penetration (we estimate) will be the key area for growth 
into 2030.

Brand penetration to improve quality of 
stay

Brand penetration is still low in China – Branded hotels made up 
only 26% of Mainland China's total rooms in 2019, we estimate. This 
is lower than 38% in Europe and significantly lower than a much more 
mature market such as 72% in the US. Brand penetration is positively 
correlated to a region's GDP per capita. 

Exhibit 165:
Brand penetration comparison
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Exhibit 167:
Hotel room split by chainscale
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Source: Inntie, Morgan Stanley Research

Exhibit 166:
2019 nominal GDP per capita
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Exhibit 168:
Brand penetration in mainland China
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Exhibit 170:
Scale of major midscale brands
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Leisure demand grows in upscale segment

Strong domestic leisure demand – Upscale hotels saw strong 
RevPAR recovery during the summer holiday in July and August with 
RevPAR narrowing to 85% of 2019 level. This was driven by key 
tourism destinations like Sanya, Qiandao Lake and Huzhou etc. 
Sanya's hotel RevPAR grew 54% YoY with ADR up 40% YoY as leisure 
demand grew, also with the help of local duty free demand. 

However, we do not think China brand penetration will mimic 
the US   – China's hotel market will have a lower penetration rate, 
more local brands, and better value proposition at a lower cost, while 
being more local (intracity demand). 

Continuation of midscale upgrades

Current midscale brand penetration is still relatively low    – 
Midscale and upper midscale brand penetration in China are only 
22% and 34% respectively according to data from Inntie. We expect 
such growth to accelerate especially for leading midscale brands 
such as "Ji", "Vienna", "Atour" and "Lavande". Top midscale brands 
despite opening 200-300 hotels per year, the top 5 brands aggregate 
to only 3,400 hotels, only 7% of the existing midscale and upper mid-
scale stock according to data from Inntie. 

Exhibit 169:
Brand penetration by different chainscale in China
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Exhibit 171:
Mainland China monthly hotel RevPAR YoY
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Exhibit 172:
Key city hotel RevPAR YoY
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Upscale hotel landscape in China – International hotel brands are 
the key players in this segment and will be the main beneficiaries 
upon the domestic leisure upgrade. Based on data collected by Inntie, 
70% of the hotel rooms in the upscale/luxury segment are repre-
sented by international brands, among which IHG and Marriott have 
the largest presence. However, both Huazhu (acquired 
Steigenberger brand) and Jin Jiang Group (acquired Radisson) target 
to build their presence in this segment. Hence Huazhu and Jin Jiang are 
the two domestic players to benefit if they manage to build a local 
upscale franchise.

Exhibit 173:
Aggregate of major international brands in China

Rooms Hotels
IHG 129,206 551 
Marriott 92,712 356 
Wydham 86,311 350 
Hilton 51,037 206 
Accor 37,466 210 
Shangri- la 21,263 48 
Four Seasons 16,307 197 

434,302 1,918 

As of Dec-2019

Source: Inntie, Morgan Stanley Research

Overseas expansion is possible – Jin Jiang Group currently has 
1,300 hotels under Louvre Group mainly based in Europe not 
counting another 1,450 hotels under Radisson in Europe, America 
and Asia Pacific. Huazhu acquired German hotel group Deutsche 
Hospitality with 118 hotels in 2019. Huazhu also opened its first over-
seas Ji hotel in Singapore in 2019. We do expect Chinese hotel brands 
to slowly expand overseas and follow the footstep of future Chinese 
outbound travel into 2030E. However, the process will take time and 
not after strong brand building. 

Stock implications

We prefer local hotel chains with leading midscale brands – We 
expect the midscale segment to outperform both upscale and 
economy hotels in terms of GMV growth. Among the top four hotel 
groups, Huazhu (HTHT.O) and Jin Jiang (600754.SS) will benefit 
the most given their leading position in midscale brands. 

We believe upscale hotel will benefit in the near term due to 
upgrades of leisure demand – International hotel operators in China 
such as IHG (IHG.L), Marriott (MAR.OQ), Wyndham (non-cov-
ered) and Hilton (HLT.N) are well positioned to attract pent-up 
luxury leisure spending.
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Overview:

Education is a key driver of a nation's prosperity. Continuously improving 
education is a key target in China, including higher education, vocational 
education and training. Also, more focus on junior education and higher 
household income will support the secular growth of K-12 after-school 
tutoring.

Sub-sector opportunities:
K-12 after-school tutoring, higher education, vocational education and 
training

2030 key forecasts:

We forecast the overall education market will double during the next 
decade, to US$2trn by 2030. Among which, K-12 after-school tutoring will 
grow the fastest, at an 11% CAGR to a US$430bn market by 2030, 
reaching 53% penetration vs. slightly above 30% now. Vocational educa-
tion will grow at a 10% CAGR to US$390bn by 2030.

Where China is different from global practice or could lead in terms of 
business model or size or growth:

High school and university entrance examination is still selective, mainly 
based on academic performance, resulting in strong demand for tutoring 
to improve student competitiveness. Meanwhile, as educational 
resources are imbalanced across China, online education will be a struc-
tural trend to provide equal education. On the vocational education side, 
with continuous industry upgrades and technology disruption, ongoing 
skill training will become more important.

Investment implications (stock picks):
K-12 after-school tutoring leaders TAL and EDU, Yuhua in high-quality 
higher education, and vocational education players Offcn and CEE.

Education

 By 2030 we expect the overall education market will have doubled 
to US$2trn. We see the strongest growth occurring in the K-12 after-
school tutoring market, which we estimate will grow 11% annually to 
US$430bn on a penetration rate of 53%, up from  just over 30% now. 
We forecast the vocational education market will grow 10% annually 
to US$390bn. 

K-12 after-school tutoring

AST market to see the fastest growth… We expect China's K-12 
AST market to grow at a 12% CAGR through 2030, driven by 
increasing AST penetration from 30-40% now to over 50% by 2030. 
This would still be lower than Korea's K-12 AST penetration rate of 

70-80%. We believe growth will be supported by China's highly com-
petitive Gaokao exam to get into top universities, and the competi-
tion will remain intense going forward with the continuous 
improvement in GER (General Enrollment Ratio) in secondary educa-
tion.

...and is growing quickly in both tier 1 and lower-tier cities: Our 
AlphaWise survey showed that average monthly spending on after-
school tutoring in tier 1 cities has grown 47% since 2018, to 
Rmb2,000, and as a percentage of household income it is up 2ppt to 
8%. Willingness to spend on AST in tier 2 and lower cities in 2020 (9% 
of income) is even slightly higher than in tier 1 cities (8% of income), 
up from 7% in 2018. We think this is mainly due to the lack of good 
teaching resources in public schools in non-tier 1 cities.
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Exhibit 174:
We expect the K-12 AST market to grow steadily over the next 10 
years...
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Exhibit 176:
Monthly AST spending is up since 2018, especially in tier 1 cities

Source: AlphaWise, Morgan Stanley Research

Exhibit 175:
...supported by high competition to get into top universities in China

Source: Morgan Stanley Research, Journal of Educational Studies, US Department of Education National 
Center

Exhibit 177:
AST spending in lower-tier cities as % of income is similar to high-tier 
cities

Source: AlphaWise, Morgan Stanley Research
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Exhibit 179:
K-12 online tutoring market to reach US$160bn by 2028

Source: Morgan Stanley Research estimates

High willingness to continue online use once Covid-19 ends: We 
expect a positive long-term impact as our AlphaWise survey shows 
a high willingness to continue using online courses after Covid-19, 
which could take more quarters to take effect because conversions 
from free to regular-priced courses may require several cycles and 
the effects will take several quarters to fully show as the online 
learning experience further improves, similar to what happened with 
online shopping after SARS.

K-12 online tutoring market boosted by Covid-19... The penetra-
tion of K-12 online tutoring has been accelerated by Covid-19, and we 
estimate the market's growth will increase to 110% in 2020, up from 
a 58% CAGR over the past three years. We forecast this market will 
grow by 50% and 34% in 2021 and 2022, to Rmb333bn. The fast 
growth is being supported by changes in learning behaviors, 
improved technology, and greater acceptance of online studying. We 
now expect this market to reach US$160bn in 2028, two years earlier 
than our forecast before Covid-19.  We also expect it to continue grow 
to Rmb1,249bn (US$180bn) by 2030.

Exhibit 178:
Online's penetration has increased rapidly in recent years

Source: Morgan Stanley Research estimates

Exhibit 180:
Covid-19 has increased the number of users who intend to use online 
education

Source: AlphaWise, Morgan Stanley Research

Exhibit 181:
Online tutoring will follow the path of a gradual conversion from free 
users to paid users, like online shopping after SARS 

Source: CNNIC, Morgan Stanley Research
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Online and offline will target different students and learning 
needs: We think offline will be the mainstream for regular courses, 
while online will also grow rapidly and provide access to top teachers 
at a lower price. Our AlphaWise survey shows that parents feel 
offline tutoring offers better interaction with the teacher and is more 
able to keep students engaged than the online format, and we believe 
this will help offline remain the major tutoring channel. However, we 
believe that online will be attractive to parents who are more price-
sensitive, located far away from offline centers, or in regions that lack 
good teachers offline.

OMO is an important business model as offline players enhance 
their online capability: Since the Covid outbreak, the difference 
between online and offline courses in the AST industry has become 
more blurred. Most large offline AST institutions, including EDU and 
TAL, have shifted their offline courses online and enhanced their 
online capabilities. Going forward we expect them to have OMO 
(online merged with offline) as a core development strategy. 

We believe companies that offer OMO will enjoy a competitive 
advantage by providing flexible class options for parents and stu-
dents, improving front- and back-end efficiency by leveraging 

resources, and widening student coverage. According to a survey 
conducted by Aixuexi in April, 68% of parents now prefer the OMO 
format. 

OMO will provide great synergies: We believe OMO can greatly 
enhance operating efficiency in the following ways:

1. Operations move online: most communications for mar-
keting and after-class services can move online

2. Data sharing: Back-office decision-making can refer to more 
online data analysis in the front office. For example, facial 
expression analysis can provide information about which part 
of a lecture is losing students' attention, prompting adjust-
ments in content

3. Leverage resources: Online teaching can utilize teacher 
training, teaching content and R&D accumulated from offline

4. Increase brand awareness: Online can utilize its offline 
brand to recruit students at a lower cost, like DFUB and EDU

5. Wider student coverage: Online can help to cover students 
in regions that don't have offline centers.

Exhibit 182:
68% of parents prefer a combination of online and offline study after 
Covid-19

Source: Aixuexi, Morgan Stanley Research

Exhibit 183:
Online and offline can utilize resources and brand image, and provide 
a more flexible product
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TAL –  Long-term beneficiary of the ongoing online 
trend

We like TAL for its long-term potential as a leader in China's 
booming K-12 online tutoring market...: TAL is the biggest player 
in online tutoring and ranked at the top in terms of satisfaction scores 
from students, per our AlphaWise survey in April. We believe TAL's 
leading position stems from its strong product development and 
experience in educational operations, and we expect it to continue to 
lead by expanding its online service coverage beyond big-group 
online courses for K-12 students to form a comprehensive product 
and service portfolio. Longer term, we see potential for TAL's long-
term market cap to reach US$100bn, comprising US$60bn from the 
online business and US$40bn from the offline business by 2028.

...while there's near-term competitive pressure: Competition in 
the K-12 online tutoring market has intensified this year with key 
players increasing marketing spending during the summer, which 
pushes up customer acquisition costs and lowers conversion rates. 
This could pressure TAL's margins in the near term and thus it could 
take longer than we expect for it to become profitable.

EDU – Strong offline and OMO potential

We like EDU for its strong offline presence and opportunity for 
consolidation...: EDU's school network has expanded to 86 cities in 
China, with 1,416 centers as of February. It grew capacity by 25% in 
F20 and targets to add 20% more in F21. This should enable EDU to 
gain share after Covid-19 as smaller players exit and the market con-
solidates further. We think tier 2 and high tier 3 cities will drive the 
next wave of AST demand growth, and EDU started its expansion in 
tier 2 cities four years ago which should allow it to capitalize on this 
growth.

...and potential from OMO: Two years ago, EDU launched a hybrid 
teaching model, with two hours of offline learning and a half hour of 
online learning per week, for the Ucan program in Beijing to improve 
offline learning center utilization as well as the service experience. 
The company will leverage offline resources to promote OMO in 
existing cities and nearby satellite cities, and has launched pure 
online courses in over 10 cities. Management targets OMO to be 
available for 50% of its courses in the next two years, with the online 
portion contributing 20-30% of total revenue in 2-3 years. 

Online education case study

Online is a way to  provide access to top teachers for students located 
in lower-tier cities that lack teaching resources locally. In recent 
years, the content of online courses has also evolved to become 
more localized with different levels of difficulty and after-class ser-
vice by teaching assistants is also improving. With the help of 5G, AI, 
and adaptive learning, the online experience is improving with more 
interaction and more personalized service.

Xueersi online content improving...TAL has been continuously 
upgrading the content of its Xueersi online by: 

1. Expanding the types of courses offered in terms of covering 
more subjects and syllabus version, e.g. its G7 Math class 
covers nine syllabus versions including the national version, 
Shanghai version, Zhejiang version, etc. 

2. Within each subject, more levels are divided by students' 
ability, e.g. its Math class is divided into six levels of difficulty 
vs. three last year, so that students in the same class are on 
a similar page to ensure more suitable and personalized 
teaching progress for students

3. Not only offering more regular courses, but also developing 
more short-term or literacy classes and even courses for par-
ents.
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Exhibit 184:
Number of classes offered on Xueersi.com has been increasing; shows 
continuous content development to enrich course content
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Source: Company course website, Morgan Stanley Research

Exhibit 185:
Xueersi.com's online course offering has expanded in different areas

Xueersi 
Online course

Regular 
course

Subjects

Syllabus 
version

Difficulty 
levels

Time of class

Short-term 
course

Subjects

Length of 
class

TargetsLiteracy 
course

Parenting 
class

Source: Company course website, Morgan Stanley Research

...with the help of technology: Technology is important to creating 
a better learning experience in the following ways:

1. China's 5G buildout is providing a more stable internet envi-
ronment for online courses to run smoothly

2. Evolving technology also supports more interactive course-
ware and more animation to make classes more interesting 

3. Xueersi.com is adopting AI to assist make communications 
with parents and students more efficient. AI can answer stu-
dents' questions and generate after-class reports for parents 
with students' learning data 

4. Learning data collected from students (e.g. facial expression 
recognition) can help teachers monitor whether students are 
paying attention and adjust their teaching accordingly.

Exhibit 186:
In interactive online classes, teachers can encourage students to par-
ticipate by asking questions

Live 
broadcasting 
of teachers 
teaching

Students
interaction

Courseware
and 
animation

Dialogue box for students to 
type what they want to say 
during class

Source: TAL, Morgan Stanley Research

Exhibit 187:
Development of Edtech to continue improve online learning experience 

Content+ 
Education

Internet + 
Education
Use online to 
solve lack of 
education 
resources in 
lower tier 
cities

AI + 
Education
Use AI to 
create 
personalized,  
interactive and 
immersive 
learning

Technology: 5G, AR/VR, AI, big data, cloud, OCR, facial 
recognition, voice recognition, etc.

Source: TAL, Morgan Stanley Research.
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…driven by a few key factors:  1) Rapidly changing job market due 
to technology disruption: According to McKinsey's base-case esti-
mates in 2017, by 2030 around 400mn full-time jobs will be dis-
placed globally by automation while 400-600mn new jobs will be 
created. As educational requirements for many of the new jobs are 
higher, workers will need to improve their educational attainment, 
leading to increasing investment in workforce training. We expect job 
changes to occur faster in China, as a broader swathe of the work-
force will require upskilling when automation disruption occurs and 
as the economy becomes more service-driven. 

2) Higher educational attainment in the younger generation: 
Adult participation in non-formal education is positively correlated 
with educational attainment. Following the OECD's research on 
adult learning, we estimate that the participation rate of job-related 
non-formal education in China was just 4% in 2010 among those aged 
25-64, when the higher education attainment ratio was 27% in 2010. 
With the higher education ratio improved rapidly to 52% in 2020, we 
anticipate that the participation rate will also increase significantly to 
above 10% (we will discuss penetration in detail in next session).

3) Stronger government leadership: The development of VET in 
China has been lagging academic education, primarily due to the inef-
ficiency of the VET system's design. Some of the shortcomings of VET 
in China are lack of smooth transition between secondary and ter-
tiary VET, lack of smooth transition from VET to academic education 
and lack of nationally accredited framework to manage formal and 
non-formal VET. However, with more central government guidance 
on VET reform rolled out in recent years, we have seen many policies 
that target key problems in the VET system. 

4) Lowering barriers to vocational education: Surveys of people 
considering vocational training consistently show that time con-
straints and price are their top concerns. Fortunately, reforms on the 
supply side could allow more people to engage in VET. For example, 
the OMO (online merged with offline) model could help acquire 
more price-sensitive customers, redesign course structure to match 
customer fragmented timetables, improve teacher utilization for 
expanding cross-sales in smaller sub-segments and  improve cus-
tomer learning experiences with comprehensive interactive tech-
nology.

Long-term tailwinds for vocational training

Vocational education & training is growing structurally... We 
expect China's non-formal vocational education & training (VET) 
market to grow by 8% annually through 2030 – from Rmb400bn to 
Rmb870bn – driven by a rising higher-education attainment rate and 
as changes in technology require job skills to be upgraded. The gov-
ernment is also supporting closer links between non-formal VET and 
formal education, with improved opportunities for gaining hands-on 
experience. 

In our market sizing model for the non-formal VET market, we mostly 
focus on the population aged 15-45, which is a more concentrated 
population group with higher willingness to participate non-formal 
education. We estimate that 22% of this population will attend VET 
programs by 2030, up from 12% in 2020. We estimate that examina-
tion training represents 66% of the non-formal VET market in 2020, 
and we forecast it to grow at 7% annually to Rmb515bn by 2030. The 
remaining 34% of the non-formal VET market is skills training, which 
we anticipate will grow at 10% annually to Rmb355bn by 2030. 

Exhibit 188:
VET market to grow at an 8% CAGR through 2030
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Exhibit 189:
VET market overview

Key 
population 

group

Qualification

Key sub-
segments 

mentioned in 
this report

NA

Culinary arts;
IT;

Auto services;
Beauty and hairdressing

Civil servants exam;
Public institutions exam;
Teacher certificate exam;

Post-graduate entry exam;
Judicial examination;

etc

NA NA

Population aged 15-17 Population aged 18-21
Population aged 15-21 without tertiary education

Population aged 15-21 enrolling in tertiary education
Other population aged 15-45

25-45

Degree Degree Diploma Professional qualification or 
diploma Diploma

Vocational Education

Formal Education
(Degree-granting)

Non-formal Education
(Non degree-granting)

Secondary
education

Tertiary
education

2C 2B

Vocational skills
training

Vocational
examination training

Company
internal training

Source: Morgan Stanley Research



M

MORGAN STANLEY RESEARCH 101

M
Exhibit 190:
Working hours that could be automated by 2030 are equivalent to 
113mn full-time jobs lost in China 
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Source: McKinsey, Morgan Stanley Research.

Note: FTE (Full-time equivalent) is total working hours equivalent a full-time worker should have. 1 FTE 
equal to 1 full-time job.

Exhibit 192:
Current reform targets to address key problems in the VET system in 
China 

Key problems

Lacking of clear distinction 
between secodnary and 

tertiary VET

Lacking of smooth transition 
from secondary to tertiary 

VET

Lacking of smooth transition 
from VET to academic 

education

Lacking of work-based 
learnings and teachers with 

practial experience in 
enterprise

Lacking of nationally 
accredited framework to 
manage formal and non-

formal VET

Current reform targets

National curriculum standard: Renew national curriculum standards to clarify 
responsibilities undertaken between secondary and tertiary VET.

Relaxed policy: More provinces relax the enrollment policy to admit more 
secondary VET graduates to tertiary VET level.
Gaokao reform: Secondary VET graduates applying for tertiary education are 
allowed to take independent exams instead of taking the same regular Gaokao 
as academic school graduates.

Vocational university: Upgade qualified vocational colleges to be vocational 
university which can confer bachelor and above degree in vocational 
education.

School-Enterprise Cooperation: Encourage more enterprise engagement in 
VET with additional government subsidy.
Teacher training: Strengthen teacher trainings in practical experiences and 
raise entry qualification for VET teacher.

National Qualification Framework: Target to establish a national qualification 
framework to align professional qualification with degree education.
Credit transfer: Recognized professional certificates can be transferred as 
credits to achieve formal degree.

Source: MoE, Morgan Stanley Research

Exhibit 191:
Populations with higher educational attainment are more willing to par-
ticipate in job-related non-formal education
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Note: Reference year of education attainment is 2010 for Japan and 2017/2018 for other economies. 
Reference year of participation rate of job-related non-formal education is 2012/2015/2016.

Exhibit 193:
Compared with survey for non-formal education in three years ago, 
adults increase preference in five aspects

● 44% respondents increased learning hours each timeIncreased learning 
hours each time

● 56% respondents increased preference on purchase by course 
or hour package

More prefer cross-
selling or hourly 

package

● 47% respondents increased preference on online education 
and 35% more prefer OMO model

More prefer online 
course

● 58% respondents increased preference on interactive 
learnings like Q&A, homework tutoring and group discussion

More prefer 
interactive learnings

● 51% respondents increased preference on learnings 
recommended by interest-based algorithm

More prefer interest-
based recommendation 

algorithm

Source: iResearch, Morgan Stanley Research.

Note: Survey is as of Aug 2019
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Tailwind for exam-centric VET, as educational attainment rises 
along with job market competition: Qualification certification via 
VET examination study (which provides training for certificate 
exams, mainly for undergraduates and university graduates), is posi-
tively correlated with higher education attainment.  The share of the 
population with tertiary education in China is still low, at 21% of total 
population, versus the 50% average of the US, Korea and Japan. We 
expect China consumer willingness to participate in non-formal VET 
to be as strong as that in developed markets by 2030. 

Exhibit 194:
Share of population with tertiary education in China is still low, at 21% 
of total population, vs. an average of 50% across the US, Korea and 
Japan...

Source:  NBS, Morgan Stanley Research.

Exhibit 196:
Labor share of other services, accommodation and food services; 
healthcare is expected to be higher amid sector transition by 2030
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Skills training required because of new technologies and service 
industry growth: There is a growing need for skilled labor as 
workers shift to service industries and as technological change 
revamps manufacturing, and we note that actual services consump-
tion in 2019 was better than what we had forecasted it would be in 
2017. Driven by more self-fulfilling consumption trending up,   we 
expect the employee population in the services industries will keep 
growing, such as in the culinary and fashion & beauty segments.

Exhibit 195:
...but willingness to participate in non-formal VET is expected to be as 
high as that in developed markets by 2030
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Participation rate of non-formal VET among population with tertiary education

Source: World Bank, OECD, Morgan Stanley Research. E = Morgan Stanley Research estimates.

Exhibit 197:
Most  new services workers have attained tertiary education degrees, 
suggesting higher willingness to participate in non-formal VET in life-
long education
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34.7%
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Middle school and below

Acadmic high school

Vocational high school

Associate degree

Bachelor degree

Master degree and above

Education background of new services workers

68% new services workers have tertiary 

Source: Meituan Dianping 1Q19 survey.
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We have positive business outlooks for the leading companies in 
China's vocational education  and training industry:

Offcn –  Leading market player  in the exam vocational training 
market

Offcn is set to gain market share in the VET examination market on 
the back of increasing tertiary education attainment in China, the 
growth of its network and course categories, and increasing online 
penetration. High-quality training stemming from its R&D efforts is 
Offcn's key competitive edge over peers and can also provide oper-
ating leverage. We forecast the company can achieve a 40%  net 
profit CAGR, 2019-22, thanks to the expansions both in geographic 
network to cover more students and in examination categories. 

CEE –  Leading market player in skills vocational training market

China East Education has built a strong competitive moat during 
more than 30 years in operation, setting up effective operations and 
long-term cooperation with enterprises to provide practical experi-
ence and work opportunities to its students. We expect stable 
growth to be maintained in the company's key focus areas, including 
culinary and auto services, but there could be some pressure on IT 
services training as a result of the government's strong support for 
formal vocational education. We believe that, although CEE's busi-
ness  is unlikely to see booming growth, it has a higher barrier, where 
CEE has leadership  and likely won't be disrupted by online services. 
Overall, we expect CEE to grow at a 16% net profit CAGR, 2019-22.
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Insurance

The middle class will have strong demand for insurance protection of 
their household health and wealth, which should support solid 
growth in both protection and savings-type insurance segments. An 
aging population also energizes demand for health and savings to 
ensure their continuous well-being and post-retirement living condi-
tions and their offspring's education.  Gen Z, which is more familiar 
with online shopping and is becoming more aware of protection, can 
access the market via online insurers. We expect life and health insur-
ance penetration will increase from 3% and 0.7% now to 7.4% and 
1.7% in 2030, respectively. China's health insurance segment has 
strong demand given its large health protection gap under the cur-
rent basic medical insurance-centered healthcare system. We think 
health insurance will be the fastest growing segment, supported by 
both long-term health insurance (i.e., critical illness) and short-term 
medical insurance. 

Health insurance  is the fastest-growing 
segment

Our top-down analysis projects total premiums of Rmb3trn in 10 
years and a 15% CAGR. The National Health Commission (NHC) has 
projected that China’s total health expenditure (THE) could surpass 
Rmb15trn by 2030. So far, government and social insurance plans 
have been the largest payors, contributing a combined 61% to China’s 
health care system. Each individual’s share is still relatively high at 
28% of THE (vs only 20% of OECD's average). And after rapid devel-

Overview:
Insurance is important for the whole society's risk diversification and also 
helps fill in the gaps in healthcare and senior care and other important 
areas of people's well-being.

Sub-sector opportunities: Health insurance will be the fastest growing segment.

2030 key forecasts:

We forecast the overall insurance market will more than quadruple in the 
next decade, to US$2.5trn by 2030. Among which, health insurance will 
grow the fastest at a 15% CAGR to a US$449bn market. We expect life 
and health insurance penetration will increase from 3% and 0.7% now to 
7.4% and 1.7% in 2030, respectively.

Where China is different from global practice or could lead in terms of 
business model or size or growth:

China's healthcare system is dominated by a single payor, different from 
US's multi-tier system where commercial insurers and managed care 
organizations control the market. However, the central government 
expects Chinese commercial insurers to play an important role as the 
public medical insurance program covers only the basics, while the 
middle class and affluent population demand more advanced and com-
prehensive care.

Investment implications (stock picks):
Vertical integration leader: Ping An; Iow income inclusive leader: PICC; 
online leader: ZhongAn

opment in the past five years, private health insurance premium 
accounted for 11% of THE in 2019. China has committed to further 
reducing out-of-pocket (OOP) spending to 25% by 2030. The gap in 
spending could be filled largely by commercial insurers, in our view, 
given China’s slowing GDP growth and an aging population – pres-
sures from social health and pension insurance schemes are 
mounting. If we assume a stable reimbursement ratio from its social 
health insurance plans (at 60-70%), commercial insurance could 
expand its role and shoulder 20% of THE in 2030, implying a pre-
mium opportunity of Rmb3trn in 10 years and a CAGR of 15%

Our bottom-up and product level analyses support our top-
down analysis. Per Euromonitor's survey data, China already has a 
sizeable high-net-worth and affluent population at 6mn and 53mn in 
2020, respectively. The strong demand for insurance from these two 
population groups is likely the key driver for the rapid development 
of the health insurance market in the past five years. Going forward, 
democratization of health insurance could take center stage, helped 
by a change in product designs (i.e., the prevalence of more afford-
able medical insurance rather than long-term critical illness plans), 
the adoption of more efficient sales channels (i.e., various online or 
virtual sales models are being tested in China) as well as the integra-
tion with health management serviced (a key tool that the Chinese 
government wants to leverage to contain medical costs). This could 
mean that reaching the mass market with sensible products, services 
and channels could be key for insurers to gain market share. 
Euromonitor estimates that over 50% of the population will have 
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entered middle class by 2030 (with an annual income of 
>US$10,000). Considering a higher contribution from commercial 
medical insurance, a modest 6% funding to the healthcare system 
could imply a total market of Rmb760bn by 2030. Critical Illness (CI) 
products, in our view, will continue to exist in China, with more mar-
keting emphasis on its income protection function (patients could 

focus solely on recovery and take time off from work) should still be 
well received by upper middle class (annual income >US$15K) and 
affluent (annual income>US$30K) customers. A 50% penetration 
amongst middle class families, with a protection target of 3x annual 
income, could mean a total addressable market of Rmb2.2trn. 

Exhibit 198:
Insurance premium growth by type
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Source:  China Banking and Insurance Regulatory Commission (CBIRC), Morgan Stanley Research. 

Exhibit 200:
Health insurance TAM projection (bottom-up)
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Exhibit 199:
Health insurance GWP projection (top-down)
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Exhibit 201:
Health insurance TAM projection (product level)
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Exhibit 202:
China's health insurance - customer segmentation, addressable needs, and prevailing products

Financial inclusive products 
(50)

Mid-end medical  
(500)

Comprehensive CI (10K)

Offshore medical / CI 
(70K)

Co-pay

Excluded 
services

Better 
amenities

Global
network

Income
protection

Low income 
(681mn)

Middle 
(626mn)

Affluent 
(147mn)

HNW 
(10mn)

Addressable 
need

Segment
(Pop. mn)

Income 
(US$, p.a.)

>150K

>30K

>10K

<10K

Product 
(ticket size Rmb) Key provider

City government
(opt-in access)

Online operators 
(Zhong An, Taikang, Ping An)

HK insurers 
(AIA, PCA)

Simplified CI 
(5K)

Domestic agency operators 
(Ping An, AIA China) 

SME insurers through brokers
(Fosun United, Sunlife)

Source: Morgan Stanley Research
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Product innovation is starting to take off

Today, insurers aim to offer as broad a health product line-up as 
they possibly can to cater to different customer segments' var-
ious needs. China's unique and convoluted healthcare system neces-
sitate a multi-pillar protection system, where central government 
assumes the primary payor role but also engages commercial 
insurers to provide extra layers of protection and support.  All major 
life-centric insurers have branched out into the medical space to 

expand their audience base and complement their critical illness-
heavy books, whereas property & casualty (P&C) insurers, restricted 
by regulations, instead focus on the short-term medical market, 
striving to cover every demand niche, making the marketplace very 
crowded. Against that backdrop, insurers have been exploring ways 
to differentiate themselves by going up or down the value chain or 
reaching even farther horizontally. 

In the section below, we will take a look at some of China's unique and 
distinctive business models.

     Exhibit           203:    
China's health insurance - product innovation map  

Product Growth rate Covered 
population

Key players 
(market share) Sum assured Healthcare 

Network

Offshore CI 21% 5-year 
CAGR 1-2 mn

APE basis: AIA 
(21%), PCA 

(17%)

Lump sum fixed 
payment; Whole Life.
(US$500K-US$1mn)

Global best

Comprehensive CI
Ping An (23%), 
CPIC(10%), AIA 

China (4%)

 Lump sum fixed 
payment; Whole Life. 

(Rmb300K-500K)

Simplified CI Fosun United 
(0.3%)

Lump sum fixed 
payment; Term or 

Whole Life.  
(Rmb100K)

Mid-end Medical 178% 4-year 
CAGR 60-100mn ZhongAn (14%), 

Taikang Reimbursement; 1 year 
(Rmb1mn-5mn)

Local public 
plus some 
exclusive 
networks 

Mutual aid Started from 
2019 >250mn Qing Song, 

Meituan

 
Lump sum fixed 
payment; 1 year.  
(Rmb100K-300K)

Local public

Financial inlusive products Started from 
2019 ~17.5mn China Re

Reimbursement; 1 year. 
(Cap at Rmb1mn-3mn) Local public

Premium size

US$8bn
(FYP in 2019)

Rmb455bn (GWP in 2019) Local public / 
private 

45% 5-year 
CAGR 200-300mn

Rmb30bn

Rmb7.5bn

          Source:            CBIRC, Insurance Authority, company data, Morgan       Stanley Research.     
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Exhibit 204:
China's health insurance - an overview of commercial health insurance products by type
Benefit Product name Coverage term Payment term Premium rate* Profitability Key provider Issue Market share

Whole life Rmb7,000/year AIA, Ping An

Term Rmb3,000/year Fosun United Health

Whole life 20-30 years Rmb5,000/year Taiping

Term 1-10 years/
20-30 years Rmb4,000/year AIA

Mid-end Medical 
Reimbursement 1 year/6-20 years Rmb500/year ZhongAn, Ping An, 

Taikang

Cancer-targeted 
Reimbursement

1 year/6 years - 
whole life Rmb300/year PICC Health, CPIC, 

Ping An

Specialty Drug 
Benefit Rmb100/year Unknown due to it 

being relatively new AIA, Taikang - National healthcare 
policy risk

Group Employee 
Benefit A nominal figure CoR: 105% All major listed and 

unlisted life insurers
- Fierce competition 

and margin risk

City 
Supplementary 

Medical
CoR: 100% Local SOE insurers, 

China Re

Government-
backed Critical 

Illness
CoR: 100% PICC, China Life

- Medical cost inflation
- Fradulent claims
- Adverse selection

~64%

CoR: 95-105%

Reimburse
ment of 
medical 
expenses 
actually 
incurred

~35%

- Low margin

A fixed 
lump sum 
payment

- Deterioration of CI 
incidence rate

- Poor underwriting
- Long-term 

reinvestment risks

Critical Illness 20-30 years

Cancer-specific

VNB margin: 
60-100%

1 year

Renewed annually

Rmb50/year

* Premium rate quoted for a 30-year-old male.

Source: Company data, Morgan Stanley Research.
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Stock implications

Ping An - High-end ecosystem integrator

Vertical integrators. Many new players are entering the healthcare 
space as it represents a significant market segment (6.6% of GDP) 
with still-slow business model and technology adoption. Insurers, 
along with tech giants and new start-ups, are also making vertical 
moves into the healthcare industry to expand their service scope as 
well as to enhance customer experience.  Unlike US managed care 
organizations, Chinese insurers are not big enough in the healthcare 
and health insurance system to influence health providers’ pricing 
and performance, so the purpose of such expansion in the form of 
acquisitions and incubation in the healthcare system is not to cut 
costs at the moment (China’s NHSA, a central governmental body, is 
responsible for overall cost containment in the healthcare system 
through its social health insurance system) but to 1) increase cus-
tomer retention by providing more complementary services along 
with insurance products, 2) gain data access in order to better price 
and design products, and 3) acquire potential customers from these 
adjacent sectors. 

Revenue model. Direct revenue contribution from healthcare busi-
ness is still low, but as we discussed earlier, there are evident syner-
gies from owning other players in the healthcare system for either 
customer insights or traffic acquisition. These should theoretically 
increase premium income and reduce costs for insurers' core insur-
ance underwriting business and build a wider economic moat over 
time. Due to quite different business natures for these adjacent sec-
tors, insurers often own partial stakes in these business to avoid large 
financial impacts. Only a few insurers are building all these business 
from scratch and continue to own 100%. 

In the high-end market, we like Ping An’s ecosystem model, 
which could provide an unique one-stop shop service experience. The 
company has a chance to succeed in healthcare value chain expansion 

and tap additional profit pools in healthcare provider segments by 
substituting its financial reimbursement with more valuable service 
compensation to better address consumer pain points and improve 
the patient experience. The company is already packaging medical 
services provided by Ping An Good Doctor with its insurance prod-
ucts (e.g., integrating 24/7 online primary care consultation) and even 
stationing its own staff in certain tertiary hospitals to guide its insur-
ance customers on specialist appointments or claim settlements. 
Besides, the company has also made significant investments in health 
information technologies, pharmaceuticals as well as many smart 
care related start-ups. We believe the entry barrier for this model is 
high as only large and profitable insurers have the capital and cus-
tomer resources to make this long-term investment. 

Amongst its peers, only Taikang (unlisted) is working on a similar 
model (with a heavier focus on senior care services and expansion in 
offline hospital chains). Other SOE peers have also indicated their 
interest and started to make early investments in the space but are 
still quite a few years behind Ping An.

Health insurance business overview. Ping An wrote Rmb109bn of 
GWP from health insurance in 2018, contributing 23% of its total life 
and health business. It is the largest underwriter in the long-term CI 
market, having generated Rmb52bn FYP and Rmb90bn GWP in 2019, 
commanding 52% new business and 25% GWP market share. It has 
also written a significant amount of individual short-term medical 
insurance through various channels, at Rmb3.4bn and 20% market 
share in 2018, on our estimate. The company is also a large player in 
the corporate and government health insurance markets, with 
Rmb13bn and Rmb3bn premium revenue, representing 14% and 6% 
market share in 2018, respectively. 

Healthcare business overview. Despite its ambition in the health-
care industry, Ping An has been careful in its capital allocation, largely 
focusing on capital-light platform business models such as online 
doctors, clinic chains and health information technologies. 
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     Exhibit           205:    
Healthcare sub-sectors and insurers in play

Insurer Healthcare investment/partner
Ping An Ping An Good Doctor

AIA China WeDoctor

PICC PICC Health

ZhongAn ZA Internet hospital

Taikang Taikang Doctor

Ping An Vitality

CPIC More Health

China Re MediTrust Health

New China Life 19 NCI Health management centre 
& 1 rehabilitation hospital

CPIC CWI Healthcare centre

China Life Town Health

Wanjia
Ping An

Fullerton Health

Taikang
5 hospitals & 4 rehabilitation 

hospitals

Sunshine 1 hospital

Ping An Ping An HealthKonnect

China Life Wonders Information

ZhongAn Nuanwa Technology

CPIC Lianren Health

Online consultation/ Appointment booking

Health management plans

- Address the problem of shortage and uneven distribution of quality 
doctors in China's health system

- Value to insurers: 
1) differentiated customer service 
2) accumulate consultation data (but could be very front-end)

- Plans that incentivize fitness activities through gifts/rewards

- Value to insurers:
1) lower morbidity risks of customers
2) chronic disease management to prevent over-hospitalization
3) increase customer engagement/loyalty

Pharmacy benefit manager

- Negotiate and procure innovative drugs for insurers

- Value to insurers:
1) effective control of drug costs
2) ensure availabilities of imported drugs

Offline health management centres

- Mainly provide health check-up services

- Value to insurers:
1) differentiated service and increase customer engagement
2) accumulate health check-up data

Hospitals

- Provide either general or specialty hospital services

- Value to insurers:
1) accumulate significant amount of deep-down medical and treatment data
2) easy access to medical resource for customers

Health information technology

- Gather and analyze health data; provde data and IT services to payors and 
other insurers

- Value to insurers:
1) increase insurers' healthcare data and IT capacities
2) digitally enable insurers to be healthcare data and information integrators

     Source:            Company data, Morgan Stanley Research.     
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 PICC - PPP model targeting low income market

In recent years, innovation has helped develop completely new 
models to service the low-income segment, which traditionally has 
not been a focus of commercial insurers. Our recent AlphaWise 
survey results confirmed that 56% of the respondents within the low 
income segment do not own any commercial policy. Most product 
offerings in this segment are aimed at improving financial inclusion 
and often operate with almost zero profit margins. As such, revenue 
models in this space need to rely on commissions from cross-selling 
other products (drugs or commercial insurance). Two promising 
models in this space include PPP (public private partnership) models 
and mutual aid platforms. 

PPP model is common in health insurance market. Commercial 
insurers can underwrite government backed health business (for a 
thin margin) or help manage government plans for a small adminis-
tration fees. This has been a global practice and we can see similar 
models even in the US or EU markets. Commercial insurers can have 
different degree of influence in the health care costs depending on 
roles assigned by the government. In China, government has largely 
been leveraging large insurers’ national operating network to do 
policy administration and claim settlement services with a scope to 
involve commercial operators more on the cost containment sides in 
the future. Insurers have so far been doing services in three types of 
government plans: 1) manage the basic social health insurance plans 
for various level of local governments (90% of these plans are now 
contracted with commercial insurers, per State Council and CBIRC); 
2) underwrite  government-backed CI plans since 2012; and 3) under-
write supplementary city health insurance plans for selective local 
governments (most in wealthier regions) from 2019. 

Revenue model. While revenue and profitability of these govern-
ment business are often low, insurers still have significant interests 
in participating these business for acquiring customer data, building 
claim insights and increasing brand influence as all people from the 
same region are often enrolled altogether into these plans (automat-
ically opted-in). SOE insurers are often large players in this segment, 
with China Life and PICC taking 36% and 44% market share, respec-
tively, in terms of major illness insurance GWP. The synergy with 
commercial business is strong in our view, particularly in the area of 
pricing and customer service – PICC has utilized its experience in gov-
ernment business and successfully launched the market’s first long 
term medical product and China Life has been piloting direct settle-
ment services for government and commercial plans in one go. 

PICC is the largest government business player. SOEs are often 
playing a bigger role in this segment – PICC has so far been the largest 
player in this segment. According to the company, it has been serving 
over 800mn people through various government health insurance 
plans. It is the largest underwriter in the government CI business with 
Rmb32bn premium (covering 537mn population). The company has 
also led in piloting long-term care (LTC) coverage within the social 
insurance program. 

Commercialization has been quite successful. PICC plans to 
leverage its significant presence in the government business to 
develop commercial coverage. Its new online health product series 
has been a success, insuring 35mn people in just two years, with good 
claim experience. This experience has allowed the company to launch 
its first whole life, cancer-specific medical product (with adjustable 
premium rate) on the market and its leading experience in govern-
ment backed long-term care coverage could also mean future advan-
tage when long-term care insurance is further commercialized in 
China.

Online low-cost medical insurance case 
study

Tapping the mass market. One-year renewable reimbursement 
type of medical insurance is the most common form of health insur-
ance seen in places such as the US and EU. The product has a low 
premium rate as it has no savings/cash value and only covers medical 
costs of a short duration like one year. Insurers reserve the right to 
reprice the product if the experience of the insured portfolio deviates 
substantially from its original expectation to manage risks. These are 
often distributed in the group market in other countries to save distri-
bution costs and avoid anti-selection. In China, the most popular 
product is high deductible medical insurance covering catastrophic 
health care costs up to a few millions (in Rmb) in the individual 
market. One of the beauties of this product is that it avoids using a 
fixed list of diseases (this kind of products often require individuals 
to pay costs below Rmb10K, automatically excluding costs for 
treating minor conditions), providing more complete coverage than 
CI products even there is a disease spectrum change in the future. 
This design also reduces insurance fraud risks and operating 
expenses associated with smaller ticket sizes but a large volume of 
claims. The premium rate can be as low as Rmb500 for a 30-year-old. 
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Revenue model. Essentially, private insurers are underwriting med-
ical policies to cover co-pays in the social health insurance system. 
They do not have much influence over healthcare pricing or utiliza-
tion. Most insurers also do not have tight underwriting requirements 
– agency operators could be using these products as a loss leader to 
do customer acquisition and online operators are relying on their 
young customer base and low operating costs to generate a margin. 

In the mass market, we see ZhongAn as a likely winner given its 
persistent focus on product innovation and distribution efficiency to 
provide easy and low-cost coverage. ZhongAn was the firstto offer 
these medical insurance products with the launch of Personal Clinic 
Policy in 2016 via online channels. Over the years, ZhongAn's product 
portfolio continues to evolve. The company’s business model, in our 
view, is largely built on data analytics and online distribution to 
ensure higher operating efficiency than the agency model. The recent 
launch of its own virtual hospital could help strengthen its data 
advantage by having medical data at a more granular level and over 
a longer lifespan to help it lead in product design and pricing. It also 
allow ZhongAn to package more convenient health care services to 
move up-market. The sustainability of its product profitability 
remains to be seen, as ZhongAn’s current clientele tends to be 
younger with below-average claim experiences. 

Overview of its health insurance business. ZhongAn generated a 
total individual health insurance premium of Rmb4.3bn in 2019, 
accounting for 14% of the total individual short-term medical market 
in 2019, and is one of the largest players in this niche market. 
According to the company, 24% of these premiums are now gener-

ated from its self-owned channels (including APP, mini programs, 
official websites for handsets), rather than from third-party plat-
forms. ZhongAn stated it accumulated 11.1mn health insurance cus-
tomers in 2019.

Product innovation continues. Looking at ZhongAn’s 2020 med-
ical insurance product portfolio, it continues to increase its coverage 
and service varieties, helping expand its addressable market from the 
young to the senior and from the standard to the sub-standard cus-
tomers. Now the company provides coverage not just on co-pays for 
social insurance but also covers drugs and treatments outside of 
basic social insurance reimbursement list. Its cancer policy extends 
coverage to patients aged 80 years and significantly simplifies health 
acknowledge requirements.

Exhibit 206:
Zhong An's health premium and user numbers has grown rapidly 

641

1,750

4,311

1,149

2,738

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500

5,000

FY17 FY18 FY19 1H19 1H20

Individual health GWP, mn 

173%
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customers
(mn) 1.4 4.0 11.1 2.8 8.7

Source: Company data, Morgan Stanley Research.
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Exhibit 207:
ZhongAn's product universe

Priority 
access for 

CIs

 Drugs 
delivery 
service

Oversea 
cancer 

treatment

Heavy Ion 
radiotherapy

Advance 
payment for 

in-patient

Post-surgery 
in-house care

Online medical 
consultation

Gene test for 
cancer

Psychological 
consultation

Personal Clinic 
尊享e

- Eligible to buy if <age 60; Renewable until age 105
- Medical reimbursement capped at Rmb3mn (or Rmb6mn for selective CIs)
- Rmb10K deductible; cover 100% net of social insurance compensation

Y Y Y Y Y

Personal Clinic-parents 
尊享e 爸妈版 

- Eligible to buy if between age 40-60; Renewable until age 105
- Reimbursement capped at Rmb3mn (or Rmb6mn for selective CIs)
- Rmb10K/20K deductible; cover 100% net of social insurance compensation

Y Y Y Y Y

Personal Clinic-Family
尊享e 家庭版

- Eligible to buy if < 60; Renewable until age 105
- Medical reimbursement capped at Rmb3mn (or Rmb6mn for selective CIs)
- Rmb10K deductible shared amongst families 
- cover 100% net of social insurance compensation

Y Y Y Y

Personal Clinic-outpatient
尊享e 门诊版

- Eligible to buy if < 60; Renewable until age 105
- Medical reimbursement capped at Rmb3mn (or Rmb6mn for selective CIs)
- Rmb10K deductible; cover 100% net of social insurance compensation
- Reimbursement capped at Rmb5K for online consultations
- Reimbursement capped at Rmb2K for emergency treatments

Y Y Y Y Y

Anti-cancer
众安百万防癌医疗险

- Eligible to buy if <age 80 even with certain chronic conditions
- Renewable until age 105
- Medical reimbursement capped at Rmb2mn for cancer treatments
- No deductibles; cover 100% net of social insurance compensation

Y Y Y Y

Xiaoxin-cancer
孝欣恶性肿瘤医疗险

- Eligible to buy if between age 45-80 even with certain chronic conditions
- Renewable until age 105 even post the diagnosis of cancer
- Medical reimbursement capped at Rmb2mn for cancer treatments
- No deductibles; cover 100% net of social insurance compensation

Y Y

10k Bao-inpatient 
万元宝个人住院医疗保险

- Eligible to buy if <60yrs; Renewable until age 105
- Reimbursement capped at Rmb10K for in-patient treatments (no deductible)
- Hospital cash capped at Rmb9K for in-patient treatments

Y

Anwen-inpatient
安稳e 住院医疗险

- Eligible to buy if between age 18-55 even with hypertension or diabetes; 
- Renewable until age 80
- Reimbursement capped at Rmb500K for in-patient treatments
- Reimbursement capped at Rmb50K for special out-patient services 
- Rmb10K deductible; cover 100% net of social insurance compensation

Children guardian
少儿成长卫士

- Eligible to buy if < age 17
- Cash payment of Rmb500K on CI diagnosis; or Rmb200K on death / disability 
- Cash payment of Rmb20K for 15 types of infectious diseases
- Hospital cash capped at Rmb9K for in-patient treatments
- Medical reimbursement capped at Rmb3mn (or Rmb6mn for selective CIs) 
- Rmb10K deductible; cover 100% co-pay of social health plans

Product name Basic coverage

Value-added services

Source: Company data, Morgan Stanley Research.
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Internet (e-commerce)

Exhibit 208:
We expect China's e-commerce sales to rise at a 12% CAGR, 2020-30e 
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Rmb bn China's e-commerce sales (Rmb bn) YoY (RHS)

Source: Euromonitor, Morgan Stanley Research estimates

Per NBS, China's e-commerce sales reached Rmb11.8trn in 2020, up 
11% yoy, with online penetration being  30% of total retail sales in the 
year. Heading into 2021, we forecast China's e-commerce retail sales 
growth to accelerate, due to: 1) total retail sales in China to rebound  
after the pandemic; and 2) online penetration further enhanced to 
32.3%  in 2021, mainly driven by fresh produce and FMCG (fast-
moving consumable goods) categories.

Overview:

Gen Z's consumption demands are becoming more personalized and diversified, and such trend will cause search-
based e-commerce business models to become less efficient than before. We expect more social elements, person-
alized recommendation and gamification characteristics to be adopted into online shopping in the next ten years, 
and new e-commerce formats, such as live streaming, to become more important in online shopping, which will 
enable existing leading e-commerce platforms as well as emerging new online channels to gain share from offline. 

Sub-sector opportunities: E-commerce

2030 key forecasts vs. 2020: 
We forecast a 2020-30 sales CAGR of 12% for e-commerce in China and 45% e-commerce penetration in 2030 vs. 
30% in 2020. 

Where China differs from global practices 
or could lead in terms of business model 
or size or growth:

China has higher acceptance of live streaming e-commerce and other new e-commerce formats vs. other countries. 
China's online and offline infrastructures, such as online payment and offline delivery, are well established. In addition, 
China has been the world's factory for years, and this helps to establish the sophisticated supply chains (e.g., scale, 
cost advantages) for most of the online shopping categories, which is suitable for the C2M e-commerce model.

Investment implications (stock picks):
Companies embedded with more social elements and gamificantion characteristics should benefit from this trend, 
such as PDD. 

Case study:
A typical online shopping journey: (1) play some simple games on PDD's app, such as "Duoduo Orchard"; and (2) look 
at friends' Circle of Trust and find you also like this product and buy it. 

We expect China's e-commerce sales to maintain a strong growth 
momentum (i.e., at double-digit rates, yoy) for 2021-28e, which may, 
however, modestly  ease to the high single digits p.a. in 2029-30e, 
along with  softening growth in the pace of total retail sales. Overall, 
during 2020-30e, we forecast a 10-year CAGR of 12% for China's 
e-commerce sales, driven by our expectations that: 1) China's total 
retail sales grow at a 8% CAGR during the same period, and 2) the 
online penetration rate continues to  improve, to 45%, by 2030e. 

Exhibit 209:
...with online penetration rate improving to 45% by 2030e

25.7% 
31.5% 32.4% 34.1% 35.6% 37.1% 38.6% 40.0% 41.3% 42.6% 43.8% 44.9% 

--%

20.0%

40.0%

60.0%

80.0%

100.0%

2019 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e 2028e 2029e 2030e

Online sales % Offline sales %

Source: Euromonitor, Morgan Stanley Research estimates
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FMCG to lead the upcoming  tide of e-
commerce penetration

In 2019, according to Euromonitor, total retail sales (excl. sales of ser-
vices) in China was recorded at Rmb18.8trn, with FMCG (fast-moving 
consumable goods, incl. fresh food, consumer packaged goods, and 
home care) accounting for 48% of the total, followed by Apparel & 
Footwear (14%), 3C & Home Appliances (10%), Home & Garden (7%), 
and Beauty & Personal Care (3%). 

Among the five major categories, 3C & Home Appliances had the 
highest online penetration rate, at  37%, in 2019. Apparel & Footwear 
and Beauty & Personal Care  had similarly high online penetration 
rates, of 30% and 26%, respectively. Nevertheless, FMCG, the top  
category with the largest retail sales proportion, had its online pene-
tration rate as low as only 4%  in 2019. Thus, we believe FMCG offers 
a runway for major e-commerce players in China when other major 
consumer categories have already achieved high online penetration 
(>25%). 

Exhibit 210:
FMCG accounted for 48% of total retail sales in China, 
excluding auto/oil (2019)...

Apparel & 
Footwear, 

14%

Beauty & Personal 
Care, 3%

Consumer 
Appliances, 4%

Consumer 
Electronics, 6%

Others, 25%

FMCG, 48%

Source: Euromonitor, Morgan Stanley Research

Exhibit 211:
...but online penetration was only 3.7% in 2019, far lower than that of 
other major categories

4%

7%

24%

30%

37%

96%

93%

76%

70%

63%

0% 20% 40% 60% 80% 100%

FMCG

Home & Garden

Beauty & Personal Care

Apparel & Footwear

3C & Home Appliance

Online Offline

Source: Euromonitor, iResearch, Morgan Stanley Research

FMCG -  According to eMarketer, online penetration in FMCG reached 
8.3% in S. Korea and 6% in the UK, in 2018, above China's levels. We 
cite more urbanized demographics and an early and active push by 
major retailers and e-commerce platforms as the two reasons for this 
difference. But ongoing urbanization in China and continuous efforts 
by online/offline players are likely to close the gap, in our view. 

This year, COVID-19 is accelerating FMCG's online penetration, with 
penetration of food up >80bps yoy in 10M2020 (vs. 50bps p.a. in 
2017-19), according to NBS and Euromonitor data. We believe the 
trend is structural rather than temporary, and will further speed up 
in 2021. We now forecast online fresh and FMCG sales to reach 
Rmb3.1trn  in 2025e, representing a 37.5% CAGR from 2020e, with 
online penetration at 14.4% vs. 5.3% in 2020e and the UK's 6% in 
2018. 

Exhibit 212:
Online fresh+FMCG sales to reach Rmb3.1trn in 2025e, at a 37.5% 
CAGR, 2020-25e
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Exhibit 213:
China's online penetration in FMCG is expected to reach 14.4% in 2025e 
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Among the major e-commerce players, we think BABA, JD and PDD 
are well-positioned in online fresh food and FMCG market. BABA is 
well positioned in the fresh food market (60% of total FMCG), given 
its well established grocery supply chain capability and online/offline 
integration (i.e., Freshippo plus Sun Art). On the other hand, JD has 
great advantages in standardized products, such as packaged food, 
amid its large-scale 1P model (Rmb115bn sales in 2019) to gain market 
share via competitive pricing. In addition, PDD also has strong capa-
bility to fast expand its Maicai (community group-buying) business 
given: 1) its >700mn user base on main app; 2) stronger commitment 
as PDD has been dedicated to agricultural products that took up 
13.6% of GMV in 2019 (highest among all major e-commerce plat-
forms), and expects to grow in 2020 to reach Rmb250bn (+80% 
yoy); 3) ability to estimate customer demand; and 4) intensive invest-
ment on infrastructure (eg. PDD raised US$6.1bn to spend on agricul-
tural ecosystem etc.). 

According to our recent AlphaWise survey on consumption in 2030, 
online grocery delivery has been ranked among the top 3 app-en-
abled services with  48% of total respondents using this service in the 
past 6 months (only after online meal delivery - 75% and online ride-
hailing - 64%). And this is more prevalent in higher tier cities, with 
69% respondents in Tier 1 cities using online grocery delivery, vs. 52%, 
48%, and 39% for Tier 2, Tier 3, and Tier 4 or lower cities, respectively. 

Generally in terms of grocery and fresh produce shopping, our survey 
suggested 30% customers would prefer online shopping and 70% 
prefer wet markets/supermarkets. If we look at different age groups 
specifically, we found out that Gen Z (aged between 16-24) prefers 
online grocery shopping most (at 36%), vs. 27% for Gen Y (aged 
between 25-39) and 24% for Gen X (aged between 40-54). As Gen Z 
is growing into the main force for e-commerce consumption in the 
coming decade, we believe this bodes well for our expectation that 
grocery/FMCG/fresh produce will be the key category to drive 
e-commerce growth. 

Exhibit 214:
Online grocery delivery service is highly recognized by respondents, especially in higher tier cities
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Source: AlphaWise, Morgan Stanley Research

Exhibit 215:
Our survey suggested 30% of customers prefer online grocery shop-
ping to offline...
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Source: AlphaWise, Morgan Stanley Research

Exhibit 216:
…while online grocery shopping is more popular for Gen Z, the main  
force for e-commerce growth in the next decade
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Case Study - China vs. South Korea and UK

Country/Drivers Demand-side drivers Supply-side drivers

South Korea

South Korea has a high portion of urbanization and a busy, 
working tech-savvy population. In South Korea, the per-
centage of one- or two-people households increased from 
50% in 2009 to 59% in 2019. We believe these consumers 
are likely to be early adopters of online FMCG shopping. 
According to Nielsen, changes in the household structure 
begin with the preference for a more frequent grocery pur-
chase but at a lower ticket size per purchase, and conve-
nience is becoming increasingly important. In our view, the 
convenience of  online grocery shopping will be appreci-
ated by these consumers. In addition, according to the 
World Bank, internet users as a percentage of total popula-
tion in South Korea reached 96% in 2018 (vs. 60% in 
China), paving the way for the development of online 
shopping.

South Korea has relatively high modern grocery retail penetration. 
This suggests not only that consumers are more inclined to buy in 
a modernized environment but also that modern retailers have the 
potential to shape new consumption modes. Leading offline 
retailers in South Korea began their online initiatives over 10 years 
ago. One example is E-mart (covered by Kelly Kim), whose online 
business commenced in 2004. In recent years, pure online players, 
including Gmarket, 11Street and Coupang, underwent intense com-
petition to expand market share by offering free delivery services, 
coupons, and a one-stop platform for purchases of almost all gro-
cery goods. The aggressive promotion of both online and traditional 
players resulted in the development of the online FMCG business in 
South Korea. In addition, South Korea also has a high population 
density (522 people per square km), which offers density for online 
orders and thus lower fulfillment costs 

for purchases of almost all grocery goods. 

UK

In the UK, the number of people living alone has increased 
by a fifth over the past 20 years, according to data from 
the Office for National Statistics (UK). The portion of one- 
or two-people households reached 64% in 2019, 4ppt 
higher than that of South Korea. Similar to South Korea, 
we believe this demographic change will act as the bed-
rock for potential online FMCG demand.

According to Euromonitor, the UK's modern grocery retailers 
accounted for 89% of store-based retailing sales, 8ppt higher than 
South Korea's level, in 2019. The modern retail environment pro-
vides mature infrastructure (supply chain and fulfillment) to develop 
online businesses for FMCG/grocery products. We attribute the 
UK's high online FMCG penetration  to early initiatives by leading 
grocery retailers, such as Tesco in 1996 and Sainsbury's in 1998 
(both covered by Maria-Laura Adurno). They commenced their 
online businesses by offering click-and-collect services (or a drive-
through model) to enable consumers to save time by ordering 
online and picking up groceries on their way home, with the home 
delivery model introduced later on. Online-only retailers, such as 
Ocado (covered by Miriam Adisa) and Amadon Fresh (not covered), 
still have relatively smaller market share as compared with conven-
tional players. The UK also has a high population density, especially 
in England (430 people per square km), and, as a result, most 
supermarkets are concentrated close to communities. This helps 
offline retailers enjoy order density and thus unit economies. 

China

One- or two-person households account for 52% of the 
total in China, a lower level than that in South Korea and 
the UK. However, we believe urbanization trends and 
evolving household modes will likely see time and conve-
nience become factors in FMCG purchases. In addition, 
current low online FMCG penetration in China may also be 
due to immature internet penetration in less-developed 
regions, while we have seen resilient demand for online 
FMCG purchase in tier 1 and 2 cities. 

Compared with South Korea and the UK, China has a lower modern 
grocery retail penetration, at 68%; this is even lower than those two 
countries ten years ago. We note that when RT-Mart, the leading 
hypermarket operator in China, started its online business in 
2014-15 (Tesco started in 1996 and E-mart in 2004), the company 
had trouble acquiring store traffic - most of which was taken by big 
tech. According to Euromonitor, traditional retailers accounted for 
>30% of store-based retailing in 2019. However, big tech and con-
ventional retailers are increasingly cooperating, complementing 
their advantages (traffic/consumer insight/capital for internet com-
panies and offline network/supply chain capabilities for retailers), 
which offer better online/offline integration to tap FMCG opportuni-
ties. China's high population density in tier 1-2 cities also helps 
group demand and reduce fulfillment costs, once reaching econo-
mies of scale. 
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Apparel & Footwear - We forecast in Vipshop Holdings Ltd: No 
Longer the Only VIP in Discount Retail Market that China's apparel & 
footwear market will grow at a 3.6% CAGR in 2019-25e, slowing from 
the 6.1% CAGR in 2015-19, mainly affected by the country's overall 
economic slowdown. Specifically, in 2020, apparel & footwear is one 
of the most affected categories because of the impact of COVID-19, 
and, as such, we expect a 10% YoY decline in China's Apparel & 
Footwear market in the year.

COVID-19 has led to significant online penetration improvement for 
apparel & footwear in 2020 (35.2%, we estimate) vs 2019 (30.3%), 
mainly as a consequence of offline store lockdowns, but also as 
apparel/footwear brands are relying more on online channels. We 
believe this trend is sustainable as e-commerce platforms are 
pushing more new functions, such as live streaming to further facili-
tate online apparel transactions. As such, we expect online penetra-
tion of the apparel & footwear category to improve further, to 40.3% 
in 2025. But considering its already high penetration rate for the time 
being, we also think progress could soften somewhat, over the next 
five years. Given these dynamics, we project an 8.6% CAGR, 
2019-25e, for China's online apparel & footwear retail sales. 

3C & Home Appliances - Thanks to the more standardized products, 
and stronger brand effects,  3C & Home Appliances  has generally 
been the most rapidly penetrated online category. Its online penetra-
tion rate had already reached 30% in 2015, much higher than the 16% 
for both apparel & footwear and beauty & personal care, at that time. 
In 2019, its online sales reached Rmb724bn, with a 37% penetration 
rate. For 2020-21e, we estimate that the category's online sales will 
grow at 2-year CAGR of 8.2%, and reach Rmb847bn by 2021e, and  we 
expect its penetration rate to gradually improve, from 37% in 2019 to 
43% in 2021e. 

Among the leading e-commerce players, we believe JD is better posi-
tioned for online 3C & Home Appliance sales, given its scale 1P 
retailing model, which may generate better operating efficiency from 
cost savings and provide more room for price competition with 
offline retailers. The enlarged scale may in turn bring bargaining 
power over suppliers and secure better terms and cost advantages 
to further scale up and improve margin. 

Beauty & Personal Care - China's online Beauty & Personal Care 
sales have been  increasing robustly, at a 25% CAGR, 2013-19, espe-
cially driven by the emergence of the "Appearance Economics" con-
cept (i.e., people tend to spend more on appearance-related things 
like cosmetics, beauty products, etc.) in recent 2-3 years. Its online 
penetration rate has also been improving gradually, from 13.5%  in 
2014 to 24.3% in 2019, a trend  we expect will continue, to 26.5% in 
2021e. This is  mainly driven by online cost savings, more brand cov-
erage, and time efficiency for consumers. In addition, we believe the 
rise of social media platforms  along with new interactive online chan-
nels (such as live streaming, social commerce groups, etc.) in recent 
years has also largely contributed to the beauty product market in 
China. 

We expect online Beauty & Personal Care sales growth momentum 
to continue, given more internationally well-known brands entering 
local e-commerce platforms. Here, we highlight BABA (Tmall) for its 
broad brand coverage and stronger promotional events (incl. dou-
ble-11, 618). We also note the online sales drive from domestic beauty 
products that have arisen in recent years and have been highly lever-
aging online sales channels. 

Exhibit 217:
Online Apparel & Footwear sales to grow at an 8.6% CAGR, 2019-25e, 
with online penetration rate slowly improving to 40.3% by 2025e
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Exhibit 218:
Online 3C & Home Appliance sales to grow at 8.2% CAGR, 2019-21e, 
with online penetration rate gradually  improving to 42.6% by 2021e
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https://ny.matrix.ms.com/eqr/article/webapp/dee7d64c-f66a-11ea-9d3f-bce443bd6b53?ch=rpint&sch=cr
https://ny.matrix.ms.com/eqr/article/webapp/dee7d64c-f66a-11ea-9d3f-bce443bd6b53?ch=rpint&sch=cr


M

MORGAN STANLEY RESEARCH 119

M
Exhibit 219:
Online Beauty & Personal Care sales to grow at a 10.7% CAGR, 
2019-21e, with online penetration rate gradually improving to 26.5% by 
2021e
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Exhibit 220:
We see ample room for FMCG's online penetration to improve
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From traffic bonus to user engagement - 
E-commerce to leverage social and 
entertainment content over long term

As discussed in the previous section, we forecast that China's total 
retail sales growth will gradually slow  to a mid single digit rate after 
a post-pandemic bounce in 2021, along with e-commerce penetration 
also slowing its rise, moving from 26% in 2019 to 45% in 2030, we 
project. After decades of  development, China topped the world in 
terms of e-commerce sales penetration in 2019, according to 
Euromonitor, and China's online retail sales accounted for 50% of the 
global market early in 2017 (per eMarketer). 

We note that China's e-commerce retail sales growth is slowing 
accordingly, from 50% in 2014 to 22% in 2019, and we expect the 
trend to continue amid limited total consumption growth and 
already high online penetration. As a result, the traffic bonus effect, 
which has contributed primarily to e-commerce growth in the past 
decade, should diminish, considering: 

Exhibit 221:
Annual active user growth has been slowing over the years for BABA/
JD/PDD 
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l Broad enough user base (total netizens in China  approached 
800mn in 2017) with annual active users growth easing over time. 
We expect the annual active customer growth of three major 
e-commerce platforms to trend down further to a single digit in 
2021.

l Customers' online/offline shopping pattern is maturing, thus 
leading to weaker growth momentum. Per NBS, in 2017, only 26% 
of total residents saw their online spending proportion rise dra-
matically, and 22% were unchanged or even declined. 

l Competition is intensifying. Major leading e-commerce platforms 
have more and more similar SKUs and therefore an increasing rate 
of overlapping users. Meanwhile, those vertical e-commerce 
players (like VIPS) are also permeating  other categories, such as 
cosmetics. 

l Some offline shopping advantages are hard to replace, such as fit-
ting, alterations,  no waiting time, more efficient return/exchange, 
as well as other customized services.

Exhibit 222:
We note the overlapping user rate for Pinduoduo and JD vs. Taobao has 
been vastly increasing in the past five years
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E-commerce has been mainly fulfilling consumers' needs of conve-
nience, variety, and cost-effectiveness. According to WAVEMAKER 
(September 2018), 93%, 90%, and 80% of respondents recognized 
e-commerce's benefits in convenience, variety, and value-for-money, 
respectively. Overall, 59% agreed that online shopping makes it 
easier to choose the right product. Usually, customers would search 
purposively for products, and e-commerce platforms basically serve 
as a pure purchase-related channel. 

Now this is changing. We note, per WAVEMAKER's data, that 63% of 
consumers are just hanging around for inspiration on e-commerce 
platforms, rather than purpose-oriented searching (52%). In addition, 
according to our AlphaWise survey, respondents recognized a couple 
of strategies that most stimulate more time and money spending on 
e-commerce platforms, such as flash sales, membership discount, 
personalized recommendation, live streaming by KOLs, advertising, 
and gamification. 

Exhibit 223:
Key functional benefits of e-commerce include convenience, variety, 
and value-for-money 
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Exhibit 225:
Flash sales, membership discounts and personalized rec-
ommendations are e-commerce strategies that boost con-
sumer spending the most
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Along with various types of e-commerce players springing up in 
recent 2-3 years, including live streaming, social commerce, etc, cus-
tomers' appetites on online shopping platforms are also diversifying. 
Comparing the leading traditional e-commerce platforms - Taobao/
Tmall/JD, with those relatively new e-commerce players - 
Pinduoduo/Douyin/Kuaishou, only 26% of our survey respondents 
preferred the latter one. However, if we look at different age groups, 
32% of Gen Z said they may prefer those new e-commerce platforms, 
which are more embedded with interaction/social/entertainment-re-
lated  features. 

Given that Gen Z will become the main force for e-commerce in the 
next decade, we expect e-commerce platforms to move toward 
becoming multifunction operators, by leveraging more  social and 
entertainment content to enhance user engagement. In the next 2-3 
years, we expect to see two new major types of e-commerce players: 
live streaming e-commerce and social commerce, to further 
explore and develop potential consumption demand  via KOL's rec-
ommendation and acquaintances' product sharing, and to boost 
online sales. 

Exhibit 224:
More consumers are just hanging around online, rather than pur-
posively searching 
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Exhibit 226:
Gen Z population is more likely than older generations to shop on 
new e-commerce platforms like Pinduoduo/Douyin/Kuaishou 
(32% vs. 21%).
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Live streaming 

Live streaming e-commerce emerged in 2016, and has expanded sig-
nificantly since 2019. Per iResearch, total GMV for China's live 
streaming e-commerce sales reached Rmb451.3bn, up 200.4% yoy in 
2019, accounting for 4.5% of total online retail sales. We believe live 
streaming e-commerce is a positive-sum game, as it consolidates 
characteristics such as the fan economy, professional selection, 
visual display, real-time interaction, and pricing competitiveness (for 
most cases), which can largely improve supply chain efficiency and 
enhance the purchase conversion rate. 

As we discussed earlier, traditional e-commerce platforms like 
BABA/JD/PDD have seen increasing pressure on user base expansion,  
especially in recent years, due mainly to the fading traffic/population 
bonus and more intense competition. Therefore, the market is 
actively seeking  incremental driving forces. Specifically, the rise of 
live streaming e-commerce is quite appealing, as its real-time interac-
tion between sellers and customers could largely stimulate the pur-

chase conversion rate, and its broad user base in lower-tier cities 
could also contribute as the incremental traffic to e-commerce plat-
forms.

Taobao was among the first such platforms to introduce live 
streaming (trial operation in March 2016), and it launched its live 
streaming platform officially in May 2016, followed by JD in Sep 2016. 
After the growth phase during 2017-18, the live streaming online 
sales entered  an outbreak expansion era in 2019, with more close 
cooperation between e-commerce players and live streaming plat-
forms (PDD and JD with Kuaishou). Nowadays, Taobao/JD/PDD all 
have opened up live streaming channels on the main page of their 
apps. 

iResearch forecasts that  the robust growth momentum for live 
streaming e-commerce will persist, achieving an 85% CAGR, 
2019-22e, and it expects the live streaming online sales to account for  
20.3% of total online sales by 2022e.

Exhibit 227:
Overview of the product chain of China's live streaming e-commerce market

Source: iResearch, Morgan Stanley Research. 
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Exhibit 228:
iResearch expects online live-streaming sales to grow at an 85% CAGR, 
2019-22e
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Exhibit 230:
Live-streaming channels on JD app

Source: JD app, Morgan Stanley Research

Exhibit 229:
Live-streaming channels on Taobao app

Source: Taobao, Morgan Stanley Research.

Exhibit 231:
Live-streaming channels on PDD app

Source: PDD app, Morgan Stanley Research.
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Social commerce

Social commerce has come into full bloom in recent years, as exem-
plified by the growth of companies like Pinduoduo. The marriage 
between social networks and e-commerce has transformed con-
sumption into a more entertaining activity while also lowering cus-
tomer acquisition costs (via group purchasing/bargaining/
distribution).

According to a WAVEMAKER survey in September 2018, 96% of 
respondents said they had seen product or sales information in their 
WeChat Moments, with about 30% of overall WeChat Moments 
being commercially related. In addition, 66% of respondents said 
they trust the sales information posted on WeChat by acquaintances. 
The primary user group for social commerce is the 90-00s genera-
tion, accounting for more than 60% of total users, per iMedia 
Research.

Especially for the recently emerging community group-buying (CGB) 
initiatives for online fresh/grocery shopping, we see they apply social 
commerce attributes and are expanding very fast. CGB was first 
introduced in 2016, and the pandemic in 1H20 further facilitated its 
development. Currently there are five major CGB players – Duo Duo 
Maicai (PDD), Meituan Selected (Meituan), Chengxin Selected (DiDi), 
Xingsheng Selected (Tencent invested), and Nice Tuan (Alibaba 

invested). Except for Xingsheng and Nice Tuan, the other three were 
launched around Jun-Aug 2020. So far, PDD, Meituan, and DiDi all 
have been developing quite rapidly (200-300 cities, peak DOV 10-
12mn, <1000 SKUs etc.) and we see a lot of potential to be explored 
as it is still at a very early stage. 

However, we also see challenges ahead for social commerce, stem-
ming from poor quality products and after-sales service,  intrusive 
advertising, and potentially unfair competition. The primary risk, in 
our view, is regulation should such sales activities be viewed as sim-
ilar to pyramid schemes (refer to HuaShengRiJi's Rmb74.6mn fine in 
2019) or cause unfair competition through improper pricing. For 
example, there has been some criticism of the community group-
buying grocery business recently and the State Administration for 
Market Regulation and Ministry of Commerce put forward nine rules 
on CGB in Dec 2020, aiming to maintain a justifiable pricing mecha-
nism by restrictions on ultra low discounts or any abuse of dominant 
market power. 

We believe this segment is still in the process of shaping a better 
standardized environment. Leading e-commerce platforms continue 
to have an advantage over peers, in our view, given their successful 
apps, regulated fair pricing, reliable supply chains, and mature online 
purchasing flows.

Exhibit 232:
Major e-commerce platforms and key brands are using mini programs 
on WeChat

Source: WeChat Mini programs, Morgan Stanley Research

Exhibit 233:
Also, various sales advertisements are packed on WeChat Moments

Source: WeChat Moments, Morgan Stanley Research
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Exhibit 234:
Overview of social commerce players and product chain in China (2019)

Source: iResearch, Morgan Stanley Research

Long term –  Deep immersion and tight attachment

Leading e-commerce players have launched mini games on their plat-
forms to bind shopping with entertainment. For example, the Taobao 
app has "BABA Farm" and "Shengqian Xiaoxiaoxiao", the Pinduoduo 
app has "Duoduo Orchard", "Duoduo Meadow", and "Duoduo 
Aixiaochu", and JD has "Dongdong Farm", "Dongdong Pets" and 
"Zhongdoudedou". Taking Pinduoduo's "Duoduo Orchard" as an 
example, it was launched in April 2018, and during the first 15-day 
period, total users for this mini game approached 40mn. In 1Q19, its 
DAU reached over 50mn, and more than 2mn users received fruit 
rewards by playing the game and completing built-in tasks, including 
daily check-ins, sharing selected products, browsing certain web 
pages, and purchasing.

Most of these mini games are very easy to develop and play, and have 
the aim of seizing users' time fragments and enhancing retention, 
eventually boosting sales. We see the advantages from three per-
spectives:

l E-commerce platforms –  higher user retention at lower cost. Mini 
games can be an effective way to retain users.

l Users –  benefit from entertainment and shopping rewards.
l Merchants –  chances for higher purchase conversion rate. As a lot 

of the built-in tasks are related to selected products/brands, par-
ticipating merchants may enjoy additional marketing exposure, 
more traffic, and accordingly higher purchase conversion rates if 
those mini games are popular.

Currently, WAVEMAKER estimates that 60% of e-commerce con-
sumers will log in at least once a week, and 67% and 54% of them will 
browse e-commerce whenever free and before sleeping, respec-
tively. In addition, we also see an increasing reliance on e-commerce 
as years of using e-commerce grow, such as higher frequency, 
broader categories purchased online, greater number of online plat-
forms used, and higher proportion of online spending. 

Looking from a more general perspective going forward, we treat 
these as compelling signs and trends for the e-commerce market, to 
accommodate more life-essential scenarios (games, social, etc.) thus 
becoming enmeshed in every corner of daily life, to keep reinforcing 
user engagement and attachment, and to proactively drive cus-
tomers' consumption almost imperceptibly. 
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Exhibit 235:
Taobao/Pinduoduo/JD all have launched a few mini games on their 
apps 

Source: Taobao app, Pinduoduo app, JD app, Morgan Stanley Research

Exhibit 237:
Nearly 60% of consumers  use e-commerce at least once a week
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Exhibit 239:
Consumers tend to purchase more categories online and to use more 
e-commerce platforms as their online shopping years grow
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Exhibit 236:
 Interfaces of Duoduo Orchard & Dongdong Farm & BABA Farm

Source: Taobao app, Pinduoduo app, JD app, Morgan Stanley Research

Exhibit 238:
>50% consumers  browse e-commerce whenever free/before sleeping
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Exhibit 240:
Similarly, consumers tend to get more enmeshed in   e-commerce as 
online shopping years grow, as well.
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Stock implications

We believe the leading e-commerce platforms (BABA, JD and PDD) 
will benefit from the continuous evolution of the e-commerce 
industry in China by leveraging their consistent investments in new 
initiatives and infrastructures. In addition, we believe leading e-com-
merce platforms' abundant resources enable them to seize the new 
growth opportunities such as FMCG/fresh produce in  the long term.  
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Entertainment

Overview:

We expect spending on entertainment to become a bigger portion of household spending in the longer term, driven 
by higher income, content improvement, and higher willingness to pay for content. Technology advancement (such 
as 5G, cloud gaming/VR/AR) will bring a new wave of growth in terms of user penetration, adoption, and monetiza-
tion models. We expect the China video game market, already the largest  globally, to be the biggest beneficiary. We 
expect other lagging entertainment verticals today, such as music and video, to catch up. In addition, China mobile 
games are expanding addressable markets to overseas countries, and other content verticals (music, video, film, 
literature) could also follow. 

Sub-sector opportunities: Video games other content verticals, such as music, long/short video, literature, and film 

2030 key forecasts:

China's internet penetration remained low at 60-65% in 2020E, compared to the US at >85%, although it is above the 
global average of 59%.
Paying ratio of many content industries are far below regional peers, such as music at 7% (vs. Spotify of 45%) and 
long-video at 20% (vs. Netflix 100%).
We expect revenue CAGR over 2020-2030E for video games of 10% (10-15% including overseas expansion), and 
other content verticals (literature, online video, films) at 3-20%, with music being at the high end due to its low base.

Where China differs from global 
practices or could lead in terms 
of business model or size or 
growth:

China is ahead of global peers in terms of 1) mobile games development and penetration, 2) music monetization 
models, such as online karaoke, live streaming, other value-added services on top of subscription and advertising).

Investment implications (stock 
picks):

Online games - Tencent, NetEase 
Online video - iQiyi, Bilibili
Online music - Tencent Music, NetEase
Online reading - China Literature
Film - IMAX China, Wanda Film
Online advertising - Alibaba, Tencent, Meituan
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Exhibit 242:
Online entertainment breakdown in 2019
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Exhibit 243:
Offline entertainment breakdown in 2018
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Source: CAPA, iResearch, Morgan Stanley Research 

China entertainment industry has aggregate revenue of Rmb1.6trn in 2019, representing 1% of GDP and 3% of domestic consumption. It com-
prises online segment of Rmb524bn in 2019 and we expect that to reach Rmb1.6trn in 2030E (CAGR of 10%). 

Exhibit 241:
Online entertainment consumption market size

Rmb bn, unless otherwise stated 2015 2016 2017 2018 2019 2020E 2021E 2022E 2025E 2030E 2010-20E 2020-25E 2020-30E
Top down
China nominal GDP 68,905     74,640     83,204     91,928     99,087     102,782   113,706   121,498   145,776    186,317    10% 7% 6%

Growth YoY 7.0% 8.3% 11.5% 10.5% 7.8% 3.7% 10.6% 6.9% 6.0% 4.4%
Amount in US$ bn 10,962      11,235      12,306      13,734      14,333      14,683      16,244      17,357      20,825      26,617      

China population (mn) 1,407        1,414        1,421        1,428        1,434        1,439        1,444        1,448        1,461        1,483        1% 0% 0%
Growth YoY 0.5% 0.5% 0.5% 0.5% 0.4% 0.4% 0.3% 0.3% 0.3% 0.3%

Nominal GDP per capita (Rmb) 48,978     52,784     58,552     64,391     69,108     71,410     78,732     83,880     99,757      125,638    9% 7% 6%
Amount in US$ 7,792        7,945        8,660        9,620        9,997        10,201      11,247      11,983      14,251      17,948      

China domestic consumption 26,031     28,875     32,091     35,847     38,623     42,124     49,688     52,197     65,279      90,745      12% 9% 8%
Amount in US$ bn 4,141        4,346        4,746        5,356        5,587        6,018        7,098        7,457        9,326        12,964      

China internet user (mn) 688           731           772           829           854           890           920           947           1,016        1,091        7% 3% 2%
Growth YoY 6.1% 6.2% 5.6% 7.4% 3.1% 4.2% 3.4% 2.9% 2.1% 1.0%
Population penetration 48.9% 51.7% 54.3% 58.1% 59.6% 61.9% 63.7% 65.4% 69.6% 73.6%

China mobile internet user (mn) 620           695           753           811           847           886           918           950           1,016        1,091        11% 3% 2%
Growth YoY 11.3% 12.2% 8.2% 7.7% 4.5% 4.6% 3.6% 3.5% 2.1% 1.0%
Mobile penetration 90% 95% 97% 98% 99% 100% 100% 100% 100% 100%

Entertainment spending
China online entertainment
Games 141           166           204           214           233           270           297           327           473            714            23% 12% 10%

PC games 83             77             80             75             71             64             62             61             58              52              7% -2% -2%
Mobile games 51             82             116           134           158           203           230           261           409            653            72% 15% 12%

Virtual gifting 7                28             53             91             128           152           179           193           215            233            NM 7% 4%
Traditional live streaming platforms 7                21             34             47             61             67             75             81             89              90              NM 6% 3%
Short-video and others -            7                19             43             67             85             104           112           126            143            NM 8% 5%

Music 2                4                5                8                10             14             21             32             67              115            NM 38% 24%
Literature 7                10             13             15             18             21             23             26             31              38              NM 8% 6%
Long-video 40             64             73             96             103           121           139           157           221            350            NM 13% 11%
Radio 1                2                6                11             18             27             40             54             84              104            NM 25% 14%
Others 1                3                5                8                14             21             26             26             26              26              NM 4% 2%
Total 199           276           358           443           524           626           725           815           1,117        1,579        NM 12% 10%

Growth YoY 32% 39% 30% 24% 18% 19% 16% 12% 11% 5%
As % of nominal GDP 0% 0% 0% 0% 1% 1% 1% 1% 1% 1%
As % of domestic consumption 1% 1% 1% 1% 1% 1% 1% 2% 2% 2%

CAGR

Source: CEIC, iResearch, CAPA, CNG, Morgan Stanley Research 
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The key growth drivers over the past decade are spending power and 
willingness to pay for online content, content innovation, technology 
advancement, and alignment of regulation to protect licensed/
quality content. We believe these drivers will continue to drive 
growth over the next decade. 

Content improvement and diversification

We believe  online games, videos, movies, literature and other con-
tent categories have benefited from self-developed IP, the influx of 
foreign content, and other professional/regular user generated con-
tent. 

For video games, IP-derived content contributed about 60% of 
China's game revenue in 1H20, and the mix is still rising. In China, the 
top games IPs include League of Legends, Honor of Kings, Fantasy 
Westward Journey, Onmyoji, Peacekeeper Elite, etc.

Self-developed game IP is still in its early stages in China com-
pared to the import of foreign IPs. According to iResearch, in 2019, 
China's online cultural  entertainment market generated Rmb833bn 

in revenue and IP license revenue is contributed Rmb109bn, about 
13% of the total market.  Game IP only accounted for 7%  of the overall 
IP license market in 2019. We believe the IP-based game market will 
continue to grow and gain market share within online entertainment 
as game studios accumulate IP development and operational experi-
ence. For example, Onmyoji, an ACG IP developed by NetEase and 
launched in 2016, has demonstrated the potential of successful IP 
operation and sustainable value generation. The IP has reached an 
audience group of over 210mn and evolved into many game genres, 
including RPG, MOBA, CCG and simulation games, as well as other 
content formats, such as movie, animation, comics, music concert, 
offline stores and brands cooperation.

The rise of user generated content (UGC) - Social media platforms 
allow for  the creation and consumption of UGC globally. The content 
generates advertising income, increases user engagement, and is not 
being fully monetized yet. For instance, Bilibili is one of the most pop-
ular community driven UGC video platforms in China. There are over 
1bn video views per day on Bilibili and about 90% of the video views 
are UGC. 

Exhibit 244:
Bilibili top content categories

Source: Company data

Exhibit 245:
China online cultural entertainment market
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Technology advancement

 Technological evolution brings more new formats of entertainment 
and content, which improve user experience and propensity to 
spend. 

Mobile internet was the key growth driver over the past decade. In 
1Q20, mobile internet penetration reached 99%, based on 904mn 
internet users and 897mn mobile internet users. Covid-19 has further 
increased the consumption of online services and content. Yet, these 
represent just 65% of China's population, lower than the >80% in 
developed markets, such as the US. Younger generations are more 
tech-savvy. They spend more time online and are more likely to make 
online purchases. They are the key growth driver of online consump-
tion. 

Exhibit 246:
China internet penetration
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Exhibit 248:
Mobile user penetration, by category 
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Exhibit 247:
Mobile user penetration
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We think the commercialization of 5G will bring the next wave of 
growth to media and entertainment. According to the Ministry of 
Industry and Information Technology, domestic 5G base stations will 
exceed 600,000 by end-2020, and 5G subscriber penetration has 
already exceeded 10% as of August. According to CAICT, China's 5G 
subscribers will reach 816mn, accounting for 48% of total mobile 
users in 2025. 

Mobile games contributed more than 10% of the video game market 
in 2013, and this has grown at a 60% CAGR in 2013-19, outpacing the 
overall market CAGR of 20%, and now represents over 70% of 
China's total video game market in 2020. Based on the close correla-
tion between 4G adoption and mobile game revenue growth in China, 
we expect the prevalence of 5G will drive the next era of growth for 
mobile games in China. We forecast mobile game revenue (including 
cloud gaming) to represent 90% of total video game revenue in China 
by 2030.

Exhibit 249:
4G base stations vs China mobile game revenue
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 5G and cloud gaming will bring new incremental markets to the 
gaming industry. From the demand side, user base and stickiness are 
both likely to improve as players can now easily switch between 
devices and enjoy a more diverse range of high-quality gaming con-
tent. According to a CNG survey of video gamers in 1H20, 90% of 
respondents said product innovation is important for games, and 
56% said product innovation will affect their willingness to make in-
game purchases. 

Exhibit 250:
Paying ratio, by content type
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Source: Company data, QuestMobile for China online gaming, Morgan Stanley Research 

Exhibit 252:
Users who paid  for entertainment platform content in the prior month 
by age group
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Technology advancement like machine learning and AI provide 
more personalized content to users, resulting in a better music and 
video streaming experience, and helping convert more paying sub-
scribers long term (we expect China's paying online video users to 
account for about 62% of broadband subs in 2022, vs. 33% in 2017, 
and similar to Netflix's 2018 level in the US). We believe the younger 
generation will be the leading cohort in driving the increase in willing-
ness to pay, as >40% of users between 20-29 already pay for one or 
more form of entertainment.

Exhibit 251:
Music paying ratio by region
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Exhibit 253:
Number of entertainment platforms paid last month by age group
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We expect online entertainment penetration to continue to increase, 
driven by technology and high quality content, which will further 
drive user willingness to pay across different content formats, 
including video games, online video, music, etc.  Regulatory controls 
around piracy issues should also help  industries such as online music 
to reach paying ratio levels comparable to developed markets and 
overseas peers.

 Pricing power and ARPPU 

We believe video games is best positioned among online entertain-
ment format in China, due to its highly differentiated content and 
technology advancement in the near future. Hence, we think online 
games should have stronger pricing power and sustainable ARPPU 
growth in the longer term.

We also think music streaming will have growth potential in pricing 
power driven by its innovative social features, continued streaming 

growth and distinctive functions for members e.g. TME green dia-
mond memberships have more privileges than basic VIP. We expect 
new product offerings, such as bundled subscriptions, will also help 
drive ARPPU in the long term.

We see the potential for online video platforms to  limit subscription 
promotions and  improve ARPU with price hikes in the long term, 
assuming consistent quality content can be rolled out. Currently, 
domestic online video platforms still offer subscription packages at 
a much higher discount vs international players in emerging markets 
(Netflix's pricing of US$8/month in EM). The relatively cheap 
monthly subscription pricing strategy also serves as a good entry 
point for a broad user base to tap into continuous subscriptions. We 
estimate that about 80% of current paid subs adopt monthly auto-
renewal or annual subscriptions, manifesting a sustainable revenue 
stream after online video platforms reach critical mass and bring cost 
synergies long term.

Exhibit 254:
Paying ratios of music and video and literature have ample room to grow 
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Exhibit 255:
ARPPU of different online entertainment verticals
Live Streaming quarterly ARPPU 2016 2017 2018 2019 2020E 2021E 2025E 2030E
JOYY 415              438              485              636               529            525            798            1,113        
YY Live 574              612              702              672               672            679            617            617            
Huya 146              194              281              385               416            437            441            441            
Douyu 164              156              208              245               297            322            338            338            
Momo Live 322              447              567              615               569            548            636            684            
Tencent Music 229              265              343              392               418            451            527            586            
Bilibili -               -               26                29                 32              43              54              61              
Other Verticals quarterly ARPPU
Tencent Music (music) 50                45                57                53                 46              45              46              50              
Tantan 30                73                 147            216            351            395            
China Literature 59                79                89                95                 120            132            128            124            
iQiyi 46                41                39                38                 39              43              61              92              

Source: Company data, Morgan Stanley Research estimates
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 Better membership privileges, e.g., bundling 

As companies diversify service offerings, we expect to see more bun-
dling of online entertainment subscription plans by Chinese internet 
companies. Apple announced on September 15 that it will launch its 
first bundled subscription plan, bringing together Apple Music, 
Apple TV Plus, Apple Arcade, Apple News Plus, iCloud storage and 
the new Apple Fitness Plus. Prices range from US$14.95 to US$29.95 
per month, vs. US$9.99 per month for the Apple Music individual 
plan. Alibaba's 88VIP plan also recently included NetEase Cloud 
Music as part of its bundled service offerings, in addition to online 
video, shopping, food delivery, etc. We expect there to be more room 
to grow bundling services in China in the future and thus increase 
overall paying ratio.

New monetization models

Online music - The music industry in China has taken a different path 
as compared with established and developed regional leaders. 
China's music business is pursuing more paths to commercialization, 
not only subscription and advertising, but also digital album sales, 
virtual concerts, online karaoke and other value-added services (e.g. 
virtual tipping) 

 Regulation to protect quality content

Government policy has had a significant impact on China’s media con-
tent. This industry entered a phase of fast-paced development since 
2012, supported by policies that invigorated the industry. The 
industry has also faced structural changes since 2017, when the regu-
latory body released policies to control video and game content.

We expect online music and online video continue to benefit from 
government regulations around piracy issues. Since the Chinese gov-
ernment tightened regulations in 2015 to tackle piracy issues and 
encouraged the sale and distribution of licensed content, we have 
seen exponential growth in digital music revenue, as the paying ratio 
rose from 3% in 2016 to 6% in 2019, and we expect that to reach 22% 
in 2022E. Yet, this is still much lower than the levels in developed 
markets and at peers, such as Spotify of over 45%, and as high as 90% 
at platforms in South Korea. In absolute terms, China's music paying 
users amounted to 50-55mn in 1Q20 (6% of China's 900mn internet 
users), only a fraction of the over 300mn paying users of long videos 
in China.

According to our latest AlphaWise survey, amongst online entertain-
ment users, 40% reported to have paid for content in the past month, 
with 16% paying for more than one platform. The most popular plat-
forms were online video, mobile games and online music. However, 
spending priority on entertainment is still low, accounting for only 
6% of household income based on our AlphaWise survey. The main 
reason for not paying for content are either ‘happy with free content 
on the platform’ as mentioned by 34%, ‘possible to find free content 
elsewhere’ (29%) or ‘premium content will become free after a while’ 
(25%). We believe continued tightening regulations around piracy 
issues, coupled with diversified content and paywall strategy of 
streaming platforms, should help significantly improve users willing-
ness to pay for online entertainment content in the next few years. 
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Exhibit 256:
Users paying behavior for online entertainment platforms
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Exhibit 257:
Spending priority on entertainment is currently still low among con-
sumers
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Exhibit 258:
Main reason for not paying or stopping paying for online content in past 
6 months
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Game genres in China have diversified meaningfully over the past 
decade. Revenue contribution from MMORPG (massively multi-
player online role-playing games) dropped from 67% in 2016 to less 
than 50% of China video game revenue in 2019, mainly due to the rise 
in MOBA (multiplayer online battle arena) and shooting, contrib-
uting 15% and 9% of the market, respectively. 

Video games: Riding the technology 
advancement tailwind

Video games is the largest online entertainment segment by rev-
enue. Video games have strong pricing power, a global addressable 
market, and large content and user experience improvement poten-
tial, driven by technology advancement. Over the past decade, 
China's online game market revenue has grown 7x, from Rmb33bn in 
2010 to Rmb266bn in 2020E, mainly by: 1) smartphone penetration 
converting PC gamers to mobile gamers, 2) game genre diversifica-
tion, and 3) content enrichment creating more immersive gaming 
experiences. 

Exhibit 259:
China online game revenue grew 7x, from Rmb33bn in 2010 to 
Rmb266bn in 2020E 
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Exhibit 261:
China game genre mix in 2016 

Source: CNG, GPC, Morgan Stanley Research

Exhibit 260:
China  online gaming growth driven by mobile users
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Exhibit 262:
Game genre diversification (2019) 
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Over the next decade, we expect technology advancements to con-
tinue to bring content development and commercialization opportu-
nities to the next level.

Gaming experiences will become even more immersive, with better 
graphics via higher resolution displays, personalized environment via 
artificial intelligence-based virtual assistants equipped with machine 
learning capabilities, faster network speed, augmented reality-based 
games. 

Cloud gaming – Gaming as a Service

Cloud gaming enables players to stream digital games via the 
internet on any device with a screen, eliminating the need for down-
loads and making gaming content even more accessible. 

While cloud gaming can significantly lower players’ hardware 
requirements, currently it still needs a high-speed internet connec-
tion to reduce latency and powerful streaming servers to boost expe-
rience. We expect cloud gaming to benefit from the wide adoption of 
5G in China and new game genres to become available. 

Tencent launched its cloud gaming platform "Start" in December 
2019, with games such as Blade & Soul, Fortnite, Path of Exile, and 
NBA2K Online 2. Perfect World and Shengtian Networks, have been 
investing in cloud gaming since 3-4 years ago. 

Exhibit 263:
Cloud gaming business ecosystem

Source: Newzoo

Exhibit 264:
Cloud gaming market to grow at a >100% CAGR in next 3 years
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Exhibit 265:
Cloud gaming user base will reach similar level of mobile gamers by 
2023
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Augmented Reality (AR) and Virtual Reality (VR) 

 Graphics resolution and connectivity speed improvements have 
enabled new game genres (shooting, battle royale, location based), 
new formats (eSports, live streaming, 5v5 game mode), new plat-
forms (mobile, PC, console), and new players to join gaming. We 
believe development in AR/VR will create more possibilities for the 
gaming experience. Current issues with VR are mainly around hard-
ware installation complexity, latency and resolution, which we 
expect to improve meaningfully over the next five years. AR games 
currently have more flexibility on mobile devices and are becoming 
more prevalent. Recent success includes Pokemon GO, which has 
been downloaded >1bn times as of July 2019, according to 
Serebii.net. Additionally, we think technology advancement could 
also remove device constraints for gamers, allowing users to connect 
with each other anytime, anywhere, through any device/platform. 

Exhibit 266:
Augmented reality games becoming more prevalent

Source: The Independent

Exhibit 267:
Games becoming available on more mobile devices

Source: VRZone 

China’s e-sports market is also expected to be one of the fastest-
growing areas in digital entertainment in the next 5 to 10 years, as a 
new generation of cutting-edge technologies, such as 5G, will 
enhance the e-sports ecosystem and monetization model. VR/AR 
will help elevate the user experience in e-sports, as more body move-
ments can be used to simulate the behavior of game characters. Thus, 
technology will enable users to connect even more seamlessly 
online, without device constraints. China's eSports market should 
reach Rmb100bn by 2019 and Rmb160bn by 2021, according to iRe-
search. 

Exhibit 268:
eSports market size
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Exhibit 269:
eSports x VR

Source: SmartVR Studio

https://www.serebii.net/news/2019/31-July-2019.shtml
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Artificial Intelligence and Machine Learning 

Google’s DeepMind beat 99.8% of humans at the StarCraft II game 
in a recently held competition, showing the potential for machines to 
act as virtual teammates for multiplayer games. A current challenge 
is to use machine learning and better mimic human-like behaviors and 

not reveal its identity. According to a 2020 CNG survey, 91% of 
gamers preferred to use the audio feature to connect with other 
players in 2019. We expect gamers will continue to seek social con-
nection via games, and AI-based virtual assistants will enable more 
gamers to stay connected online.

Exhibit 270:
Resolution development enabled better gaming experience

Source: Tencent

Exhibit 272:
No Man's Sky VR game

Source: Engadget

Exhibit 274:
43% of gamers stop playing a certain game due to connectivity/
server issues

43%

43% of gamers stop playing a certain game due to 
connectivity/server issues

Source: CNG survey in 1H20

Exhibit 271:
Key examples of technology advancement in game innovation
Tencent's hit products and technical barriers overcomed
Genre Product Technical barriers
MOBA Honor of Kings Character targeting; Real-time operation synchronization
AR Let's Hunt Monsters Integration of AR and mobile games
Shooting CrossFire The conflicts among moving, aiming and shooting
Racing QQ Speed Operating system; Physical crash

Source: CNG, Morgan Stanley Research

Exhibit 273:
About 95% of gamers had connectivity/server issues
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Source: CNG survey in 1H20

Exhibit 275:
91% of gamers use the embedded audio feature to connect with other 
players
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Research and development is the backbone of video 
games

In the US, there are currently more than 10 universities offering 
gaming scholarships to prospective students for eSports and/or 
game development. For example, the NYU Game Center has part-
nered with the Evo tournament to create a scholarship to study game 
design at New York University. We expect similar trends to follow in 

Exhibit 276:
62% of current university graduates are interested in gaming-related 
careers

62%
67%

62% of current university graduates are
interested in gaming related careers

67% of game jobs requires more than 1
year working experience

Source: CNG 

Exhibit 278:
Chinese developers accounted for 23% of top 100 grossing games in 
US (2019)
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China. Several universities have recently introduced game design 
courses. In December 2016, Tencent launched the Tencent Institute 
of Games to help support young talent interested in developing a 
career in the gaming industry, as well as providing a platform for 
knowledge sharing among developers. The foundation collaborates 
with universities in gaming education, various academic events and 
competitions. According to a CNG survey in 1H20, 62% of university 
graduates are now interested in gaming as a career path.

Exhibit 277:
China game developer salary level growing much faster, but still below 
the US level in 
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Exhibit 279:
Key events in China game development education
Year Event

March 2010
Communication University of China set up China's first game design undergraduate 
major, Digital Game Design

September 2012
The Ministry of Education grouped old Digital Media Art and Digital Game Design 
majors together as Digital Media Art

March 2020 A total of 246 universities/colleges offer Digital Media Arts majors

September 2020
Tsinghua University and Tencent's first Master program in training game producers 
and designers: Interactive Media esign and Technology (IMDT) was opened, with 33 
admissions from 500 candidates

Source: gx211.com, Morgan Stanley Research
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Online advertising

Social network / online media

We expect self-fulfilling consumption to go mainstream among Gen 
Z and the new middle class, which bodes well for rising social media 
user engagement and incremental advertising budget allocation 
toward online. China is already the second-largest online advertising 
market in the world, and we expect the gap with the US to further 
narrow from a low base as a percentage of GDP. New forms of con-
tent (live streaming, AR, VR) can change the way people consume 
information, and ad tech improvement will offer a customized experi-
ence and empower advertisers with targeted marketing tools.

Exhibit 280:
China vs. US: Ad market as a percentage of GDP comparison
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Exhibit 282:
China's online ad market size
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China's advertising market represents 0.7% of the country's GDP, 
compared to the US level at 1.1% in 2019, and China's online ad market 
was 54% of the size of that in the US in 2019. We expect the gap to 
narrow, driven by booming domestic consumption. The structural 
shift to more diversified consumption and a premiumization trend 
should also lead to rising ad dollars for promotion.

Exhibit 281:
China vs. US: Online advertising market comparison
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Exhibit 283:
Online ad market share: eCommerce versus non-eCommerce
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China is ahead of global peers in terms of online ad penetration. We 
expect leapfrogging potential from ad tech improvement and innova-
tive online marketing applications, on the back of abundant customer 
insights gathered online. We expect online media ads to grow at a 
10-15% CAGR, near term, mainly driven by ad tech improvement, 
given saturated user engagement; we expect e-commerce ads to 
grow at 15-20% CAGR, near term, as e-commerce platforms could 
continue capturing incremental trade marketing dollars.
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On the other hand, compared to the structural tailwinds from pay-
for-content, we expect online media advertising to grow at a milder 
pace vs. the online entertainment industry, given the fact that paid 
subscription proves to be a more efficient monetization funnel vs. 
advertising for internet platforms, as evidenced in online video and 
music streaming, where membership privileges involve certain ad 
removals, which could cannibalize ad monetization to a certain 
degree.

Exhibit 284:
China ad industry growth
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Ad tech advancement – Diversified content and inter-
active social features to lead to better targeting and 
conversion 

Exhibit 285:
Paid subscription remains the "sweet spot" for online video monetiza-
tion versus advertising
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Besides more interactive social features and innovative content 
format embedded in China's social media industry, there is a rising 
proportion of video ad format across feed ads, enabling more interac-
tive experiences and facilitating a new consumption trend, which in 
turn should translate into better conversion and pricing, long term.

On the other hand, China's advertising industry tends to rely on ad 
agencies to a greater extent than do  global peers, so rising adoption 
of self-service ad platforms could drive efficiency and wider adoption 
long term. According to our AlphaWise survey in June-July 2020, 
usage of self-service ad platforms now nearly match media agency 
usage.

Exhibit 286:
Media agency usage, primarily driven by omnichannel ads, is just slightly ahead of self-service ad platforms

Offline ad, 10% 
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72% 68% 
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Usage of media agency vs. self-service advertising platform 

Source: AlphaWise, Morgan Stanley Research
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Bringing it all together – More crossover expected among ad 
media

We expect more crossover among advertising media from tech-
nology advancement and format innovation, which should help col-
lectively attract more ad budgets, long term. For instance, 
ecommerce (Alibaba), short video (Douyin, Kuaishou) and social 
media (Tencent, Weibo) are tapping into ecommerce live-streaming 
to capture incremental ad dollars. Our AlphaWise survey results also 
indicate e-commerce, short video and social ads are perceived as the 
top online ad media with highest ROI among advertisers.

Exhibit 288:
E-commerce, short video and social ads are the top online ad media 
with highest ROI
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Media and entertainment

We classify the China media and entertainment industry into four 
segments: watching, playing, reading and listening. Watching-related 
industries are the largest category, with total market size of 
Rmb620bn in 2019, followed by playing-related industries, with 
Rmb340bn market size in 2019. Reading’s market size reached 
Rmb280bn in 2018. Listening’s market size also achieved Rmb80bn 
in 2019. More specifically, gaming, TV, online video and publishing are 
the major industries. Monetization at present is mainly from con-
sumers' subscription fees and advertisers' spending. 

Exhibit 287:
E-commerce, short video and social ads are gaining market share and 
capturing incremental online ad budget in China
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Exhibit 289:
Watching industry (TV/Video/Movie/Live streaming/other offline 
shows) 
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Exhibit 290:
Playing (Online games/Offline games)

0

100

200

300

400

500

600

2016 2017 2018 2019

Rmb bn

Offline entertainment Online games

Source: GPC, IDC, CNG, GEGIA, Morgan Stanley Research



M

MORGAN STANLEY RESEARCH 143

M
Exhibit 291:
Reading (Publishing/Newspaper/Magazine/Online literature)
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Exhibit 292:
Listening (Music/Radio/Online radio/Paying for knowledge online)
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Online reading

According to iResearch, the online reading market is expected to 
grow at a 6% 2020-30 METRIC CAGR, slower than other online 
entertainment formats, curbed by:

1. Piracy remains an issue: reading content can be easily 
pirated due to its nature; thus paying ratio and ARPPU would 
grow more slowly than other formats. 

2. Less attractive than other entertainment formats: 
Reading, as an entertainment, is arguably less attractive than 
other more engaging formats, such as games and long/short 
videos; also, it requires full attention and can't be consumed 
while multi-tasking, making it less convenient than music, 
long-form audio, etc.

3. Still at an early stage of competition under free model: 
The industry is still at an early stage of competition using the 
free model. China Literature has established a paid reading 
ecosystem for almost a decade, but free reading platforms 
disrupted the market and have triggered free reading compe-
tition since 2018.

Exhibit 293:
Free reading platforms still gaining market share in the near term
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Exhibit 294:
China Literature: Paying ratio and ARPPU should still see growth over 
the long run, due to improving content and user experience
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However, improving content quality and user experience should 
still drive online reading revenue growth: Despite intense compe-
tition among free reading platforms, at least some readers using 
unauthorized content have been attracted back to such official chan-
nels and might be potentially converted to paid users. Leading paid 
reading platforms, e.g., China Literature, are improving social func-
tions to keep readers engaged and maximize the user experience vs. 
other paid/free reading platforms. Meanwhile, a well-established 
paid reading ecosystem also attracts new authors and thus improves 
content quality and diversifies content genre. 

IP monetization potential still lies in the parties with strong dis-
tribution/production capabilities, instead of online reading plat-
forms: Over the past few years, we have seen some initial successful 
cases in which popular online reading IPs were adapted into other 
formats, e.g., TV drama, mobile game, etc. For example, 8 of the top 
20 TV/web dramas in 2019 were adapted from content on China 
Literature platforms. However, such IP monetization potential still 
lies in the parties with strong distribution/production capabilities 
that can introduce the content to a wider audience base, evidenced 
by the fixed license fee charged by most online reading platforms for 
IP adoption, and most of the adoption profit goes to content pro-
ducers/distributors.
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Exhibit 295:
Rising disposable income from lower-tier cities to drive box office 
growth

Source: China Film Administration, CEIC

Offline entertainment 

Film industry 

We expect box office revenue to recover to Rmb67bn in 2021 
(+5% versus 2019) and grow at a 5% CAGR through 2030E, driven 
by rising entertainment spending, especially in lower-tier cities, and 
improved content quality of domestic films and in-cinema experi-
ences despite shift to online consumption of content continues.

In lower-tier cities, the number of cinema admissions per capita 
remains low, at 1.4 times per year, versus 3-4 times in tier 1/2 cities in 
China and US/South Korea. In addition, ticket prices are increasing.

We don't expect online platforms to gain meaningful share from 
offline cinemas in the long run because of several reasons:

1. Supply side – We believe online platforms can't afford to 
purchase top-quality films on a regular basis, even in transac-
tional mode (one-time payment + revenue sharing). That 
does not help user retention. Also, such platforms mean a sig-
nificant drop in movie producers' revenue, even with similar 

Exhibit 296:
No. of admissions per capita as of 2018

Source: China Film Administration, E = Morgan Stanley Research estimates

pricing – revenue would be generated by number of views, 
likely well below the number of cinema admissions. 

2. Demand side – The social environment and movie experience 
in cinemas (especially IMAX) is difficult to achieve online. 
With rising spending on entertainment and appetite for high-
quality films, we believe moviegoers will continue to see 
films in cinemas, public health conditions permitting. 

Hence, we consider the online release of certain films instead of cin-
emas during the COVID-19 outbreak as a temporary solution to miti-
gate the impact from closed cinemas, thus they are one-off events.

Watching films still remains a popular entertainment choice, 
especially on special occasions: Cinemas were closed for more than 
half a year since Spring Festival in 2020 due to COVID-19 and were 
only allowed to re-open as of July 20. The market has been concerned 
about potential movie-going demand. However, daily box office 
recovery was quite strong, reaching the 2019 average level in 
Aug-2020, only one month after reopening, which we think supports 
our view that watching film should remain a popular entertainment 
choice for consumers, especially on special occasions, as evidenced 
by strong box office performance on 2020 Chinese Valentine's Day.
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Exhibit 297:
National Cinema reopening rate stood at >80%, with daily box office 
revenue recovering to the 2019 average level
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Exhibit 298:
Confirmed film pipeline (updated as of 1 September)

Source: Maoyan Pro. Note: Official English names are not released until a drama or film is finished or 
released.

Stock implications

China online games

We prefer Tencent (OW) and NetEase (OW) as we expect both com-
panies to continue to benefit from the structural tailwinds of tech-
nology and infrastructure improvement and mobile games 
globalization.  Tencent already has the highest global mobile games 
revenue market share at 15-20% and we expect it to continue to gain 
share. NetEase has demonstrated  strong localization capabilities in 
foreign markets, such as Japan, and we expect its overseas game rev-
enue  contribution to increase from 11% in 2019 to 40% in 2030.

China online music

We prefer Tencent Music (OW), which  is the only listed China music 
streaming platform, as well as NetEase (OW), which publicly 
announced in 2019 that it plans to list its music business NetEase 
Cloud Music. Both companies enjoy the industry tailwinds of regula-
tory tightening of piracy, low paying ratios and other innovative mon-
etization channels. We expect paying ratios to improve from 5% in 
2019 to  45% in 2030, compared with Spotify at 45% and platforms 
in South Korea at 90% in 2019.

China online video

Bilibili (OW) - The company's efforts in diversifying content apart 
from ACG  is expanding Bilibili's TAM to China's 850mn online video 
users vs. China's Gen Z population of 330mn. We believe its strong 
MAU growth, increasing brand awareness, under-monetized user 
base and faster revenue growth among industry peers could lead to 
further re-rating.

iQIYI (EW) - We like iQIYI's position as the top player in China's online 
video industry, and believe iQIYI will be able to generate a sustainable 
subscription revenue stream on top of ad monetization over the long 
term. However, we stay EW as China's online video industry is facing 
regulatory risks near term, which could linger into 2021 and weigh on 
the revenue outlook given uncertainties about the content launch 
pipeline.

China online reading 

China Literature (EW) – Awaiting operational turnaround: We 
expect China Literature to benefit from its distinguished content 
quality and user experience over the long run, and it is well positioned 
as a dominant content operator through its online reading and IP 
operation businesses. However, new management's near-term focus 
on online reading market share gain weighs on margin while the NCM 
drama pipeline is delayed due to a prolonged production cycle amid 
COVID-19, as well as the approval period for all-channel dramas. 
Meanwhile, we see limited visibility on potential synergy with 
Tencent. We rate the stock Equal-weight, as we believe upside 
remains uncertain and await signs of operational turnaround. 
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China film 

We expect players with exposure to high-quality content and/or 
good locations to gain market share:

1. IMAX China: The social environment and movie experience 
of cinemas (especially IMAX) is still essential for consumers, 
as shown by IMAX China recording a box office market share 
of 6.5% (as of August 24) for The Eight Hundred, versus an 
average 4% market share in 2019. We expect IMAX China to 
continue to gain box office market share, especially in Chinese 
films, thanks to improving content quality.

2. Wanda Film: Wanda announced a continuing expansion plan 
for 2020-22, despite COVID-19. We believe this could enable 
Wanda to gain market share, and some smaller players are 
leaving the market given the COVID-19 disruption. Also, 
Wanda plans to franchise qualified third-party cinemas to use 
its brand, which could enable Wanda to build its brand image, 
with a new revenue stream with manageable risks and lower 
costs.

China online advertising 

Be selective on market share gainers:

1. Alibaba and Tencent: We are OW on Alibaba and Tencent, as 
both platforms should sustain high-teens ad revenue growth 
in the next three years, with a positive profit contribution to 
support other investments. 

2. Meituan: We are also OW on Meituan, as we think Meituan's 
leadership in food delivery and in-store provides a distinctive 
value proposition to tap the underpenetrated offline mar-
keting dollars, while the full recovery of in-store online mar-
keting could still take time amid the pandemic. 

On the other hand, the market was originally expecting existing 
online media ad players to bottom out in 2H20 from more rational 
competition and a macro recovery. However, factoring in the secular 
trend and potential industry disruption, a gradual recovery for legacy 
players appears unlikely in terms of a rerating. We remain cautious 
on Baidu, iQIYI, Weibo and Sohu on milder growth prospects.

Exhibit 299:
China entertainment market forecasts

Rmb bn, unless otherwise stated 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2010-20E 2020-25E 2020-30E
Top down
China nominal GDP 68,905      74,640      83,204      91,928      99,087      102,782   113,706   121,498   129,447  137,561  145,776    154,045  162,300  170,489  178,524  186,317    10% 7% 6%

Growth YoY 7.0% 8.3% 11.5% 10.5% 7.8% 3.7% 10.6% 6.9% 6.5% 6.3% 6.0% 5.7% 5.4% 5.0% 4.7% 4.4%
Amount in US$ bn 10,962      11,235      12,306      13,734      14,333      14,683      16,244      17,357      18,492    19,652    20,825      22,006    23,186    24,356    25,503    26,617      

China population (mn) 1,407        1,414        1,421        1,428        1,434        1,439        1,444        1,448        1,453       1,457       1,461         1,466       1,470       1,474       1,479       1,483         1% 0% 0%
Growth YoY 0.5% 0.5% 0.5% 0.5% 0.4% 0.4% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%

Nominal GDP per capita (Rmb) 48,978      52,784      58,552      64,391      69,108      71,410      78,732      83,880      89,106    94,412    99,757      105,106  110,413  115,643  120,738  125,638    9% 7% 6%
Amount in US$ 7,792        7,945        8,660        9,620        9,997        10,201      11,247      11,983      12,729    13,487    14,251      15,015    15,773    16,520    17,248    17,948      

China domestic consumption 26,031      28,875      32,091      35,847      38,623      42,124      49,688      52,197      56,382    60,751    65,279      70,183    75,226    80,368    85,561    90,745      12% 9% 8%
Amount in US$ bn 4,141        4,346        4,746        5,356        5,587        6,018        7,098        7,457        8,055       8,679       9,326         10,026    10,747    11,481    12,223    12,964      

China internet user (mn) 688           731           772           829           854           890           920           947           972          995          1,016         1,035       1,052       1,067       1,080       1,091         7% 3% 2%
Growth YoY 6.1% 6.2% 5.6% 7.4% 3.1% 4.2% 3.4% 2.9% 2.6% 2.4% 2.1% 1.9% 1.6% 1.4% 1.2% 1.0%
Population penetration 48.9% 51.7% 54.3% 58.1% 59.6% 61.9% 63.7% 65.4% 66.9% 68.3% 69.6% 70.7% 71.6% 72.4% 73.1% 73.6%

China mobile internet user (mn) 620           695           753           811           847           886           918           950           972          995          1,016         1,035       1,052       1,067       1,080       1,091         11% 3% 2%
Growth YoY 11.3% 12.2% 8.2% 7.7% 4.5% 4.6% 3.6% 3.5% 2.4% 2.4% 2.1% 1.9% 1.6% 1.4% 1.2% 1.0%
Mobile penetration 90% 95% 97% 98% 99% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Entertainment spending
China online entertainment
Games 141           166           204           214           233           270           297           327           364          413          473            534          590          638          677          714            23% 12% 10%

PC games 83              77              80              75              71              64              62              61              60            59            58              57            56            54            53            52              7% -2% -2%
Mobile games 51              82              116           134           158           203           230           261           298          348          409            470          527          576          616          653            72% 15% 12%

Virtual gifting 7                28              53              91              128           152           179           193           203          209          215            219          223          226          229          233            NM 7% 4%
Traditional live streaming platforms 7                21              34              47              61              67              75              81              85            87            89              90            90            90            90            90              NM 6% 3%
Short-video and others -            7                19              43              67              85              104           112           119          122          126            130          133          136          140          143            NM 8% 5%

Music 2                4                5                8                10              14              21              32              43            54            67              78            90            100          109          115            NM 38% 24%
Literature 7                10              13              15              18              21              23              26              28            29            31              32            33            35            36            38              NM 8% 6%
Long-video 40              64              73              96              103           121           139           157           177          198          221            244          269          295          322          350            NM 13% 11%
Radio 1                2                6                11              18              27              40              54              69            80            84              88            92            95            99            104            NM 25% 14%
Others 1                3                5                8                14              21              26              26              26            26            26              26            26            26            26            26              NM 4% 2%
Total 199           276           358           443           524           626           725           815           909          1,010       1,117         1,222       1,322       1,415       1,499       1,579         NM 12% 10%

Growth YoY 32% 39% 30% 24% 18% 19% 16% 12% 12% 11% 11% 9% 8% 7% 6% 5%
As % of nominal GDP 0% 0% 0% 0% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1%
As % of domestic consumption 1% 1% 1% 1% 1% 1% 1% 2% 2% 2% 2% 2% 2% 2% 2% 2%

CAGR

Source: CEIC, iResearch, CAPA, CNG, Morgan Stanley Research
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Overview:

We expect local services to ride the wave of favorable demographics and new lifestyles in smart supercities. For 
instance, urban appetites are fueling food delivery industry growth in China, and emerging technologies like 5G 
should bolster autonomous delivery to enhance efficiency and further drive adoption.

Sub-sector opportunities: Food delivery; in-store services; travel services; hotel booking

2030 key forecasts:
We expect the consumer service market to reach Rmb53trn in 2030 (CAGR of 8%), with the key sub-sector of online 
food consumption to reach Rmb8.3trn (CAGR of 13%), driven by a food delivery market of Rmb3.9trn (CAGR of 18% 
) in 2030

Where China is different from 
global practices or could lead in 
terms of business model or 
size or growth:

China is ahead of global peers in terms of user base, merchant coverage, order volume, and delivery network in its 
local service ecosystems, which also provide cross-selling opportunities such as online marketing, hotel booking, 
and payment services thanks to its high-frequency business nature

Investment implications (stock 
picks):

Food delivery: Meituan, Alibaba
In-store: Meituan, Alibaba, Baidu, Tencent
Hotel booking: Meituan, Tongcheng-Elong, Trip.com, Alibaba

Internet (local service)

Overview: China's consumer service market was Rmb23trn in 2019, 
representing 23% of GDP. It is comprised of an online segment of 
Rmb4.6trn, including food consumption (Rmb2.2trn) and travel-re-
lated services (Rmb1.5trn), as well as hotel booking, local transporta-
tion and other services. We expect the total market size to more than 
double to Rmb53trn in 2030 (CAGR of 8%), with online food con-
sumption (i.e. food delivery, in-store dining, online grocery retail), the 
main growth driver, reaching a market size of Rmb8.3trn (CAGR of 
13%) and food delivery in particular reaching Rmb3.9trn  (CAGR of 
18%), or 20% of China's food consumption market.

Exhibit 300:
China's consumer service market
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Exhibit 301:
China's online food consumption market
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Exhibit 302:
China's food delivery market
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Current trends in China: We see trends in China leading the rest of 
the world, including the wide adoption of super apps, an ubiquitous 
delivery network, and comprehensive merchant coverage, bolstering 
the local services industry. For instance, the rise of super apps has 
fueled local services consumption, as users can access a variety of 
services in a one-stop platform. Infrastructure build-up with a focus 
on delivery networks also helps drive wider merchant adoption.

As discussed in the Hotel and Lodging and Tourism and Travel 
Retail  sections, we believe local services platforms in China would 
also fit in the premiumization theme and benefit from online pene-
tration where the super apps would serve as effective traffic funnels 
with broad user and merchant coverage.

l Meituan: China's largest local services platform has leveraged its 
success in high-frequency food services to expand into low-fre-
quency services (i.e. hotel booking, travel) on its one-stop plat-
form. Moreover, thanks to its industry leadership, Meituan’s 
logistics infrastructure and merchant solutions are superior to 

peers, in our view, where Meituan will continue to empower mer-
chants in a fragmented service supply chain.

l Alibaba: Alibaba's Ele.me and Koubei, which together serve as the 
number two player for local services in China, have managed to 
grow both the user and merchant base, and will continue to focus 
on quality merchants by providing more value-added services to 
support their digitalization. Alibaba will also leverage its eco-
system (i.e. Ali Heath and Taoxianda) and external channels (i.e. 
Carrefour and KFC) to incubate its non-food delivery services and 
drive long-term growth.

Our AlphaWise survey also points to the popularity of local services 
related apps, with the top 3 app-enable services currently used being 
online meal delivery (75%), online ride-hailing (64%) and online gro-
cery delivery (48%). In addition, 73% of app-based service users think 
it saves a substantial amount of their time for usage elsewhere, this 
echo with our view that the adoption for one-stop platform apps will 
gain further traction.

Exhibit 303:
App-enabled services used in the past 6 months: Online meal delivery, 
online ride-hailing, and online grocery delivery rank amongst the top 
popular app-enabled services
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Exhibit 304:
Utilization of extra time saved by app-enabled services: 73% of respon-
dents believe app usage can save substantial amounts of time  
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According to our AlphaWise results, 40% of Generation Z (16-24 
years old) respondents indicated their preference for ordering 
delivery over dining in as their dinner option, compared to only 25% 
of Millennials (25-39 years old). Interestingly, we also note that 
Generation Z respondents prefer to spend their weekend or public 

holiday away from home and watch a movie in a theatre like older 
respondents, and have a stronger intent of traveling abroad. We 
believe such demographic trends bode well for food delivery, travel 
and overall local service industries in China in the longer term.

Exhibit 305:
Preference for dinner (by age): 40% of Gen Z respondents prefer delivery over dining in
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Exhibit 306:
Preference for watching movies (by age): 60% of AlphaWise respon-
dents prefer watching a movie in a theater over streaming at home
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Exhibit 307:
Preference for travel (by age): The younger generation has a stronger 
preference for international travel
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In addition, the indicated daily goods purchase ranked #1 for house-
hold spending in terms of income share, and an intention to increase 
spending on holidays also bodes well for local service industries in 
China. 

Exhibit 308:
Proportion of annual household income spent: Daily goods rank as the top category
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New initiatives: Looking ahead, we believe e-commerce platforms 
for services (i.e., food delivery, in-store services) should continue to 
benefit from the urbanization theme, with urban appetites fueling 
the food delivery industry growth. Moreover, technology advance-
ments such as data-driven routing optimization, contactless and 
autonomous delivery on the back of 5G should enable delivery ser-
vice of everything (i.e. meals, medicine, grocery and other services) 
and bolster long-term growth.

For instance, Meituan had set up a team to explore delivery innova-
tions back in 2016, and piloted grocery delivery in Beijing with its 
autonomous delivery vehicles this year, as part of the contactless 
delivery initiatives in light of the pandemic. We note wide-scale adop-
tion of driverless delivery is more likely a long-term initiative, as it 
still requires human and robot collaboration to contend with dif-
ferent traffic and weather scenarios, but such new initiatives mani-
fest the future potential for local services companies to enhance 
efficiency and further drive user and merchant adoption.

Exhibit 309:
User base of super apps in China
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Exhibit 310:
Autonomous delivery could streamline rider cost and enable long-
term growth with better profitability
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Comparison with overseas: China has higher growth potential than 
overseas markets thanks to its higher population density and the 
consumption upgrade trend. In addition, higher order volumes 
should drive better efficiencies, leading to better profitability over 
the long term. For instance, Meituan's food delivery GMV is over 3x 
those of international peers, thanks to its huge annual transacting 
user base of over 400mn and 6.3mn merchants on the platform. We 
highlight the differences driving higher local services penetration in 
China vs. developed markets:

l Lower wages: Wages are lower in China, therefore merchants can 
charge lower delivery fees, stimulating the development of the 
delivery ecosystem in China. The labor cost for each food delivery 
order is around US$1 in China, compared with US$5 in the US, 
according to iResearch.

l Higher population density: Population density in urban cities in 
China was 2,426 people per square kilometer in 2017, over seven 
times that in the US, leading to high demand for local services such 
as food delivery.

l Urbanization: Longer working hours for urban areas in China with 
less time to dine in has led to higher willingness to pay for conve-
nience and more on-demand delivery requests to help boost the 
industry’s development.

Forecasts: We estimate food delivery GTV to reach Rmb3.9trn in 
2030, rising at an 18% CAGR from 2019, with average daily orders 
ramping up to 197mn (vs. 37mn in 2018), followed by a wider user 
base and higher purchase frequency on a per-user basis.

Exhibit 311:
Food delivery peer comparison
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Exhibit 313:
Food delivery a Rmb4trn market by 2030
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Exhibit 312:
Food delivery peer comparison
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Exhibit 314:
Food delivery orders remain the main growth driver
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Stock implications

We are OW on both Meituan and Alibaba, as we expect more rational 
competition, and the local services addressable market in China is 
large enough to accommodate multiple players where Meituan and 
Alibaba will provide different value-add for merchants.

Exhibit 315:
Meituan food delivery order volume and revenue trend
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For perspective, we expect Meituan to ride the structural consump-
tion tailwinds, and forecast it to reach 86mn food delivery daily 
average orders by 2025 and 128mn by 2030, contributing to a rev-
enue CAGR of 22% to reach Rmb507bn by 2030. Moreover, higher 
order density would drive efficiency gains and lead to better unit eco-
nomics, and we thus expect food delivery unit economics of Rmb1.5 
by 2025 and Rmb2.7 by 2030.

Exhibit 316:
Meituan food delivery blended take rate and unit economics
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Logistics

Overview:
We see two major dynamics for China's logistics sector. For consumer-oriented businesses, we expect a continued 
upgrade of service quality. In the business-oriented area, we expect logistics players to continue to reshape the 
overall supply chain.

Sub-sector opportunities: Integrated logistics service providers; on-demand delivery

2030 key forecasts:

• Logistics cost/GDP to come down to 10% (vs. 15% in 2019)

• Nationwide delivery time to be within 1 day (vs. 2-4 now)

• Express volumes to reach 300bn deliveries per year (up 5x)

• Local on-demand retail market to Rmb3.8 trillion in 2030

Where China is different from 
global practices or could lead in 
terms of business model or 
size or growth:

• China has a large population –  indicating strong potential demand for logistics services (parcel, on demand, etc.)

• China has one of the most complete supply chains, leading to potential for leading logistics players to 
consolidate logistics over the supply chain

Investment implications (stock 
picks):

• SF Holding (002352.SZ)
• DADA (DADA.US)

Traditional express delivery –  faster fulfillment, larger market size 

We expect China's express deliveries to grow at a 15% CAGR in 2020-30, to 300bn per year, driven by increasing disposable income per capita 
and the e-commerce boom. We expect parcels per capita to reach 365 annually in major city clusters and 110 annually outside these areas.

Exhibit 317:
China's annual parcels per head in 2013, 2019, and 2030
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We also expect parcel fulfilment to be quicker, driven by faster ship-
ping times and lower efficiency losses. Railways could gradually 
replace trucks in long-haul transportation. The maximum speed of 
trucks is required to be no more than 120km/h in China, while the 
speed of railways can reach 160km/h, 250km/h or even higher. For 
last-mile delivery, we believe unmanned drones, which can easily 
reach low-density suburban areas, will provide low-cost instant 
delivery options. To lower efficiency losses, higher industry volumes 
together with consolidation will increase capacity utilization for key 
players, which may minimize turnaround times in pick-up, sorting, 
and line-haul transportation, as well as delivery.

The prosperity of on-demand delivery

A new era for e-commerce and logistics

Conventional e-commerce has shifted offline department store con-
sumption online (e.g., Taobao, PDD, JD). The logistics are mainly  long 
distance, i.e. inter-city or inter-province, from manufacturers or 
retailers to end-customers, with delivery times of one to several 
days.

In the last years, Chinese consumers have entered  a new era  that 
brings local retail online, including food, supermarkets, pharmaceuti-
cals, convenience stores, and daily necessities. Local retail usually 
has a higher requirement for timeliness.  On-demand delivery within 
one hour is therefore necessary. 

Exhibit 318:
Illustration of JDDJ's supermarket O2O market potential by 2030

Source:  iResearch, National Bureau of Statistics, Euromonitor, Morgan Stanley Research.
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Rising opportunity cost of time as the ultimate driver

We think the nature of on-demand delivery is the exchange between 
riders service and working class' time. Thus, on-demand delivery and 
local retail O2O penetration will grow on rising opportunity cost for 
working class in big cities, considering prevailing overtime work 
among younger generations and long commute time in big cities of 
China. 

Exhibit 319:
Working class in big cities in China suffers long commute times 
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Source: amap, Morgan Stanley Research. Data as of 2018.

Exhibit 321:
China monthly income distribution in 2019
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Exhibit 320:
Overtime work is prevalent among China's younger generations 
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O2O local retail and on-demand delivery market size 
to double in 3 years

We  estimate the market size for O2O local retail and on-demand 
delivery based on the working class's opportunity cost of time. We 
think potential customers need to have high enough hourly income 
to justify  delivery fees of  Rmb5-10 per order (for 0.5 hour of delivery 
time). We expect  the market size for China's online   local retail to 
reach Rmb2trn by 2023 in our base case, representing 16% O2O pen-
etration, improving from 9-10% in 2019. 

Exhibit 322:
Estimation of O2O local retail market size

Bull case Base case Bear case
Customer base estimation
Delivery fee per order (Rmb for 30-min time) 5                                  7.5                               10                                
Opportunity cost of time (Rmb/ hour) 10                                15                                20                                
Working hour per month (hour) 200                             200                             200                             
Implied monthly income threshold (Rmb) 2,000                          3,000                          4,000                          
Population meets the income threshold (mn) 436                             229                             150                             
Potential customer as % of population in China 31.2% 16.3% 10.7%

2023E Local retail O2O Market size estimation
China local retail market size (Rmb bn) 13,285                        13,285                        13,285                        
O2O local retail market size (Rmb bn) 2,923                          2,073                          1,670                          
O2O penetration 22.0% 15.6% 12.6%

Source: National Bureau of Statistics, Morgan Stanley Research
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Logistics companies to reshape the supply 
chain

China's logistics cost as of GDP to drop

The Chinese government aims to lower social logistics costs. We 
expect social logistics costs to drop from 14.7% of GDP in 2019 to 10% 
in 2030 (vs. 8% for the US in 2018). In May 2020, the National 
Development and Reform Commission (NDRC) and the Ministry of 
Transport (MOT) promulgated the 'Notice on Implementation of 
Further Reducing Logistic Costs'. The notice highlights strengthening 
ETC reform and differentiated pricing for toll roads, while encour-
aging local governments to buy back concessions and implement a 
free toll policy.

Exhibit 323:
China's social logistics cost as a percentage of GDP
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Exhibit 324:
Transportation costs accounted for 53% of total social logistic costs in 
China in  2019

Transportation 
cost
53%

Storage cost 
34%

Overhead 
expenses 

13%

Source: NDRC

Who will be the winners in this process?

We believe there are several implications from falling logistics costs 
as a percentage of GDP in China:

Efficiency gains hold the key. We think this process will be accom-
panied by higher efficiencies in social logistics –  less complex supply 
chains; higher material/product turnover, and lower inventories; 
higher infrastructure utilization.

Infrastructure will no longer be a key resource in the next 
decade. Within the logistics segment, we think returns on infrastruc-
ture will not further increase –  demand for infrastructure such as 
transportation and storage will grow more slowly than the overall 
economy, given higher asset utilization for infrastructure.

Vast growth potential for logistics aggregators. Through their 
technology and expertise in logistics services, key logistics players 
will have a chance to reshape the supply chain in most industries, 
lowering costs and improving the efficiency of moving cargo.

Case studies

Case study: Supermarket O2O operations by DADA 
& JDDJ

Dada operates the JDDJ platform, which is a market place for super-
markets. 1-hour delivery is provided by Dada Now riders. 
Supermarket consumption represented 23% of China's local retail 
market in 2019. We expect China's　supermarket O2O market size to 
increase from the Rmb47bn in 2019 to Rmb231bn in 2023, with O2O 
penetration up from 2% to 8%.

Compared with on-demand delivery for food and smaller merchants, 
supermarket segment has more complicated supply chain. This cre-
ates opportunities for O2O platforms like JDDJ to  add value by pro-
viding solutions to improve inventory management and order 
fulfillment. We view this as an entry barrier for supermarket O2O 
business model, which will reduce competition among O2O plat-
forms and make monetization easier.

What does JDDJ do for supermarkets? We think JDDJ resolves the 
pain points for supermarkets in developing O2O business model, 
with measures including:

l Incremental customer from online channel.
l Better inventory management and picking solutions
l Client management tool
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What does JDDJ get in return? Via cooperations with supermarket, 
JDDJ also creates a feasible business model by: 

l Leveraging the well established supply chain of supermarkets and 
merchants

l Charging a sustainable GMV commission (3% commission rate)
l Monetization of   internet traffic (2% of GMV from merchants and 

brands for marketing)

JDDJ's unit economics could turn profitable in 2021: With the 
growth of orders and customer base, JDDJ can gradually reduce the 
subsidies to customers and achieve profit-making. We expect JDDJ's 
gross profit per order (revenue – rider cost – customer subsidy) to 
turn profitable in 2021.

Exhibit 325:
Illustration of service flow of JDDJ 

Source: Morgan Stanley Research, company data.

Exhibit 326:
Operating metric comparison between JDDJ and Meituan (food 
delivery)

2019 2Q20 2019 2Q20
GMV Rmb bn 12                   5                     393                 109                 
Average order value Rmb 102                 140                 45                   49                   
Monetization rate 9% 10% 14% 13%
Revenue Rmb mn 1,103             486                 54,843           14,544           
Order volume mn 119                 36                   8,722             2,229             
Revenue per order Rmb 9.3                  13.4               6.3                  6.5                  
Cost per order Rmb 15.7               14.1               5.1                  4.9                  
Gross profit per order Rmb (6.4)                (0.7)                1.2                  1.7                  

Dada (JDDJ Meituan �(food delivery)

Source: Company data, Morgan Stanley Research.

Exhibit 327:
JDDJ per order revenue, cost and profit
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Case study: SF Holding's efforts to reshape the 
supply chain

SF  started its business by delivering documents and goods between 
Guangdong and Hong Kong, in 1993. Since 2017, SF has been 
expanding its new businesses such as freight, cold-chain, cross 
border, intra-city, as well as supply chain management, aiming to 
become a one-stop logistic service provider for its business cus-
tomers. In 2019, express business' contribution in SF's total revenue 
dropped to 75%, compared with over 90% in 2016.

Nowadays, for business customers from different industries, SF can 
provide specialized logistics service covering procurement, ware-
housing, cold-chain, delivery, reverse logistics, etc. Services are han-

Exhibit 328:
SF to provide one-stop logistics services to business customers 
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delivery Drone delivery

3C electronics Standard  express Automated 
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Cross-border 
logistics Store allocation Front-loaded micro 

warehouse
Intra-city urgent 

delivery SF Fix

Footwear clothing 
grocery Standard  express Automated 

warehousing
Smart warehousing

planning
Distribution & 
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Store 
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Front-loaded micro 
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delivery Drone delivery

Reverse logistics

Source: Company data

Exhibit 329:
SF: Smart supply chain  

Raw material 
supplier Supplier Manufacturer Regional Distribution 
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Central Distribution 
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Production - B2B Sales - B2B2C

Procurement
Production planning management
Demand forecast
Vendor-managed inventory
Agent service for global procurement

Production
International raw material export centers
Bonded management
Loop pickup in factory
Just-in-time management
Manufactory allocation

Circulation and retail 
National distribution center
Domestic distribution center network
Deliver products to stores 
Loop delivery
Light production and sales value-added service 

After-sales repair
Repair/ return/ recalling
Global and regional parts centers
Quick response city network of spare parts 
National/regional bonded repair center 

Core enterprise

Source: Company data

SF is also making efforts to leverage its technology and experiences 
with customers from different industries to improve the supply chain 
efficiency for its customers. SF believes through its integration of 
data and experiences, its accumulated operational know-how and 
management philosophy will help its customers to transform their 
traditional supply chain. SF has highlighted three key characteristics 
of its supply chain services: quick responsiveness, plug and play and 
iteration.  

dled by different segments, while there are specialized industry 
experts for each customer, to understand their logistics demand as 
pull-in services modules. 
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Demographics suggest sustainable 
property demand through 2030

Property demand in China may have passed its 'golden age', but our 
analysis of the country's demographics indicates demand should be 
relatively stable until 2030.

1. Shortage of urban housing stock

We estimate there were 256mn units of housing stock in 2019 for 
308mn urban households, indicating a shortage of 52mn units. (Units 
of housing stock refers to houses with separate kitchens and bath-
rooms.)

2. Continuous urbanization

China's urbanization rate was  60.6% in 2019, making it similar to 
Japan's level in 1958. As Japan's urbanization rate was 95% in 2019, we 
believe China still has significant potential for urbanization. Our 
economist forecasts that China's urbanization rate will increase to 
74.5% in 2030, indicating an urban population increase of 19mn each 
year, providing solid support for urban property demand.

3. Improvements to poor living conditions in lower-tier cities

According to China's 2010 census, only 50% of households in tier 3-5 
cities have tap water and showers. The lack of basic necessities in 

Property

Overview:
We believe property demand will be sustainable through 2030, as China's urbanization ratio rises from 60% to 
almost 75% by 2030, per our projections, on the back of smart cities and city clusters. We expect smart com-
munities to be the new trend and key growth driver for the property management sector in the next decade.

Sub-sector opportunities:
Developers with high exposure to city clusters and focus on projects to meet upgrade demand; property man-
agement companies with new initiatives in smart communities and smart city services.

2030 key forecasts:
We forecast incremental housing demand of 1,542mn sqm annually through 2030 (vs. 1,501mn sqm in 2019). 
Housing stock will reach 406mn units through 2023 (vs. 257mn units in 2019).

Where China is different from 
global practices or could lead in 
terms of business model or size or 
growth:

Compared to developed countries, China's demographics suggest sustainable property demand through 2030, 
given 1) a shortage of housing stock, 2) continued urbanization (60% in China vs. 82% in the US and 92% in 
Japan), and 3) improvements to poor living conditions in lower-tier cities (of the current housing stock of 250mn 
units, around 80mn was built before the housing reform in 1998). Also, the development of smart cities and city 
clusters will improve the efficiency of city clusters  and their capacity to accommodate more people.

Investment implications (stock 
picks):

Developers with high landbank exposure to top-tier cities and a focus on upgrade demand, such as KWG, 
Shimao, Sunac, and CIFI, should benefit most. Property management companies with new initiatives in smart 
community upgrades and smart city services, such as CGS, Eversunshine, and Greentown Service, should have 
an advantage as early movers.

lower-tier cities indicates strong potential for upgrade demand in 
China.

4. Key urbanization trends through 2030:

We forecast incremental housing demand of 1,538mn sqm annually 
through 2030, driven by continuing urbanization, a shortage of 
urban housing, and improved living conditions in lower-tier cities.

l Our economist expects the urban population to reach 
875mn/970mn/1,056mn in 2020/25/30, representing urbaniza-
tion ratios of 62.3%/68.5%/74.5%, compared with 60.6% in 2019

l We estimate the average size of urban households will drop from 
2.76 people in 2019 to 2.6 in 2030, compared with 2.33 in Japan 
and 2.54 in the US currently

l We estimate the number of urban housing units per household 
will increase from 0.83 in 2019 to 1.00 in 2030, which is still lower 
than that in Japan (1.16) and the US (1.15) currently

l Thus, we forecast residential demand of 1,538mn sqm per year 
through 2030, vs. 1,501mn sqm in 2019. If we assume an average 
unit size of 113sqm (same as the 2019 level), we estimate residen-
tial unit demand at 13.6mn units per year through 2030

l In light of this,  total housing stock could reach 406mn units  (or 
42,413mn sqm) by 2030

l Assuming the ASP grows at a 5% CAGR through 2030 (vs. a 5.8% 
GDP CAGR), we estimate total housing stock value will increase 
from Rmb237trn in 2019 to  Rmb674trn in 2030.
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Exhibit 330:
Housing stock vs. number of urban households
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Exhibit 331:
Housing stock value

 Year 
 Urban 

Population 

 Person 
per 

household 
 Urban 

household  GFA sold 
 Units 

sold 
 Unit 
size 

 Value 
sold  ASP 

ASP 
growth

 Outstanding 
GFA 

 
Outstanding 

units 

 
Outstanding 

value 
 Unit to 

household ratio 
(mn) (ppl) (mn) (sqm mn) (mn) (sqm) (Rmb bn) (Rmb/sqm) (y-y) (mn sqm) (mn) (Rmb bn) (x)

2005 562             2.96             190             496           4.24        117       1,499        3,022           / 10,769            120                32,545            0.63                     
2006 583             2.95             198             554           5.05        110       1,704        3,074           1.7% 11,323            125                34,810            0.63                     
2007 606             2.91             208             701           6.25        112       2,532        3,611           17.5% 12,025            131                43,416            0.63                     
2008 624             2.91             214             593           5.57        107       2,042        3,445           -4.6% 12,617            137                43,471            0.64                     
2009 645             2.89             223             862           8.04        107       3,816        4,427           28.5% 13,479            145                59,678            0.65                     
2010 670             2.88             233             934           8.82        106       4,395        4,707           6.3% 14,413            153                67,844            0.66                     
2011 691             2.87             241             965           9.14        106       4,862        5,037           7.0% 15,378            163                77,457            0.68                     
2012 712             2.86             249             985           9.45        104       5,347        5,430           7.8% 16,363            172                88,850            0.69                     
2013 731             2.85             257             1,157        11.05      105       6,769        5,850           7.7% 17,520            183                102,489          0.71                     
2014 749             2.83             265             1,052        10.10      104       6,240        5,932           1.4% 18,572            193                110,166          0.73                     
2015 771             2.82             274             1,124        10.58      106       7,275        6,472           9.1% 19,696            204                127,473          0.74                     
2016 793             2.80             283             1,375        12.82      107       9,906        7,203           11.3% 21,072            217                151,770          0.77                     
2017 813             2.79             292             1,448        13.36      108       11,024      7,614           5.7% 22,519            230                171,459          0.79                     
2018 831             2.77             300             1,479        13.29      111       12,639      8,544           12.2% 23,999            243                205,048          0.81                     
2019 848             2.76             308             1,501        13.29      113       13,944      9,287           8.7% 25,500            256                236,822          0.83                     
2020E 875             2.74             319             1,538        13.60      113       15,136      9,844           6.0% 27,038            270                266,167          0.85                     
2021E 894             2.73             328             1,538        13.60      113       16,014      10,415         5.8% 28,575            284                297,618          0.87                     
2022E 913             2.72             336             1,538        13.60      113       16,910      10,999         5.6% 30,113            297                331,195          0.88                     
2023E 932             2.70             345             1,538        13.60      113       17,823      11,592         5.4% 31,650            311                366,903          0.90                     
2024E 951             2.69             354             1,538        13.60      113       18,750      12,195         5.2% 33,188            324                404,733          0.92                     
2025E 970             2.67             363             1,538        13.60      113       19,688      12,805         5.0% 34,725            338                444,657          0.93                     
2026E 987             2.66             372             1,538        13.60      113       20,633      13,420         4.8% 36,263            352                486,634          0.95                     
2027E 1,005          2.64             380             1,538        13.60      113       21,582      14,037         4.6% 37,800            365                530,601          0.96                     
2028E 1,022          2.63             389             1,538        13.60      113       22,532      14,655         4.4% 39,338            379                576,479          0.97                     
2029E 1,039          2.61             397             1,538        13.60      113       23,478      15,270         4.2% 40,875            392                624,169          0.99                     
2030E 1,056          2.60             406             1,538        13.60      113       24,417      15,881         4.0% 42,413            406                673,552          1.00                     

Source: CEIC, NBS, Morgan Stanley Research estimates
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Rising affordability supports a heathy property market in the 
long term

We forecast  improving affordability with a lower downpayment to 
total household financial wealth ratio and a reasonable mortgage 
payment to disposable household income ratio though 2030, backed 
by  increasing household wealth, lower downpayment ratios, and 
lower mortgage rates.

l Our economist expects total household financial wealth to grow 
at a 12% CAGR, from Rmb227trn in 2019 to Rmb815trn in 2030, 
with disposable household income to rising at a 6% CAGR, from 
Rmb61trn to Rmb119trn.

l We estimate the downpayment ratio will gradually decrease from 
50% in 2020 to 30% in 2030 amid a normalizing property market.

l Given stable property demand of 1,538mn GFA each year with a 
rising ASP but a lower downpayment ratio, we estimate annual 
downpayments will reach Rmb7,703mn in 2020-23.

l Thanks to growing household financial wealth, we expect  the 
downpayment to total household financial wealth ratio to 
decrease from 3.1% in 2019 to 0.9% in 2030, indicating better 
affordability. 

l In terms of mortgage payments, we calculated the aggregated 
mortgage amount since the housing reform in 1998, assuming a 
50% downpayment ratio and fixed payment terms of 30 years 
with no early redemption.  According to our calculation,the  mort-
gage payment to disposable household income ratio rose from 
1.4% in 2005 to 5.6% in 2019, largely due to the increasing amount 
of housing stock with mortgages.

l We estimate the mortgage rate will decrease from 5.6% in 2019 
to 4.2% in 2030, with mortgage years remaining at 30. 

l Given the lower downpayment ratio (from 50% in 2019 to 30% in 
2030) and increasing housing stock, we estimate the annual mort-
gage payment amount will increase from Rmb61.3trn in 2019 to 
Rmb119.5trn in 2030. 

l As a result, we estimate the downpayment to disposable income 
ratio will increase from 5.6% in 2019 to 9.9% in 2030.

Exhibit 332:
Downpayment and mortgage amounts 
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Exhibit 333:
Mortgage table
Downpayment 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 50% 48% 46% 44% 42% 40% 38% 36% 34% 32% 30%
PBoC 5-yr 7.6% 6.2% 6.2% 6.2% 5.8% 5.8% 6.1% 6.1% 6.8% 7.8% 5.9% 5.9% 6.4% 7.1% 6.6% 6.6% 6.2% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9% 4.9%
Premium/Discount -10% -10% -10% -10% -10% -10% -10% -10% -10% -10% -10% -10% 10% 10% -10% -10% 10% -10% -10% 5% 15% 15% 15% 12% 9% 6% 3% 0% -3% -6% -9% -12% -15%
Mortgage rate 6.8% 5.6% 5.6% 5.6% 5.2% 5.2% 5.5% 5.5% 6.2% 7.0% 5.3% 5.3% 7.0% 7.8% 5.9% 5.9% 6.8% 4.4% 4.4% 5.1% 5.6% 5.6% 5.6% 5.5% 5.3% 5.2% 5.0% 4.9% 4.8% 4.6% 4.5% 4.3% 4.2%
Mortgage years 30       30       30       30       30       30       30       30       30       30       30       30       30       30       30       30       30       30       30       30         30         30         30         30         30         30         30         30         30        30         30        30        30         

Value sold (Rmb bn) 172     214     295     383     471     630     862     1,499  1,704  2,532  2,042  3,816  4,395  4,862  5,347  6,769  6,240  7,275  9,906  11,024  12,639  13,944  15,136  16,014  16,910  17,823  18,750  19,688  20,633 21,582  22,532 23,478 24,417  
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

1998 7         
1999 7         7         
2000 7         7         10       
2001 7         7         10       13       
2002 7         7         10       13       16       
2003 7         7         10       13       16       21       
2004 7         7         10       13       16       21       30       
2005 7         7         10       13       16       21       30       52       
2006 7         7         10       13       16       21       30       52       63       
2007 7         7         10       13       16       21       30       52       63       103     
2008 7         7         10       13       16       21       30       52       63       103     69       
2009 7         7         10       13       16       21       30       52       63       103     69       129     
2010 7         7         10       13       16       21       30       52       63       103     69       129     178     
2011 7         7         10       13       16       21       30       52       63       103     69       129     178     211     
2012 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     
2013 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     
2014 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     
2015 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     
2016 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     
2017 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       
2018 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       
2019 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       
2020 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       
2021 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       
2022 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       
2023 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       
2024 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       
2025 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       760       
2026 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       760       809      
2027 7         7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       760       809      859       
2028 7         10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       760       809      859       909      
2029 10       13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       760       809      859       909      959      
2030 13       16       21       30       52       63       103     69       129     178     211     192     243     246     221     301     365       441       487       528       572       617       664       711       760       809      859       909      959      1,008    

Source: NBS, Morgan Stanley Research estimates for forward years 

Exhibit 334:
Downpayments as a % of total household wealth
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Exhibit 335:
Mortgages as % of total disposable income

0%

2%

4%

6%

8%

10%

12%

 -

 20,000

 40,000

 60,000

 80,000

 100,000

 120,000

 140,000

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

E
20

21
E

20
22

E
20

23
E

20
24

E
20

25
E

20
26

E
20

27
E

20
28

E
20

29
E

20
30

E

(Rmb bn) Mortgage
Disposable HH Income
Mortgage as % of HH income

Source: CEIC, NBS, Morgan Stanley Research (E) estimates



M

164

M
China's urbanization process and the 
formation of metropolitan areas 

1. Urbanization and the income gap

We use the ratio of tier 1 cities' average wages to tier 5 cities' average 
wages as an indicator of the income gap in China ( Exhibit 339 ). 
Although the ratio decreased from 2.27x in 2005 to 1.83x in 2018, it 
is still relatively high, which we believe will attract population 
inflows to large cities.

Exhibit 336:
China's urbanization rate
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Exhibit 338:
China's GDP breakdown by industry structure vs. urbanization rate
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Exhibit 337:
China's GDP growth vs. urban population growth
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Exhibit 339:
China's income gap
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2. One-fifth cities have population inflows; large cities becoming 
larger

Based on our analysis of China's 287 prefecture cities, we find the 
following key points:

l Tier 1 & 2 cities have a greater number of 'usual residents' than 
lower-tier cities. In 2018, tier 1 cities had an average population 
size of 18.4mn, vs. 9.1mn in tier 2 cities, 4.9mn in tier 3 cities, 4.2mn 
in tier 4 cities, and 2.6mn in tier 5 cities.

l Large cities are becoming larger. From 2010 to 2018, tier 1 cities 
saw annual usual  residents increase by 251k, vs. 106k in tier 2 cities, 
25k in tier 3 cities, and 11-14k in tier 4-5 cities.

l The increase in usual residents in higher-tier cities was mainly 
driven by migration as opposed to local urbanization. The propor-
tion of  usual  residents to the registered population in 2018 was 
75% in tier 1 cities and 19% in tier 2 cities, showing population 
inflows. The ratio was 0%/-12%/-8% in tier 3/4/5 cities, indicating 
outflows.

Exhibit 340:
Usual residents in China's cities
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Exhibit 342:
China's usual residents over registered population
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Exhibit 341:
China's annual increase in usual residents
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Exhibit 343:
China's urbanization rate

84%

55%

38%

28% 27%

37%

89%

68%

53%

40% 38%

50%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

 Tier 1  Tier 2  Tier 3  Tier 4  Tier 5  National

2000 urbanisation rate 2010 urbanisation rate

Source: CEIC, China 2000 and 2010 Census, Morgan Stanley Research



M

166

M
Exhibit 344:
China's urbanization sources
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Exhibit 345:
Percentage of China's new urban population that rent homes
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Smart cities and city clusters lift 
population capacity

Smart cities

The development of smart cities will help improve efficiency and the 
capacity to accommodate more people by alleviating issues caused 
by growing populations, such as congestion and pollution.

From a property perspective, smart cities can be built up by devel-
oping ToD (Transit Adjacent Development) projects and under-
ground cities, and developing more detailed and comprehensive city 
planning to enhance commuting efficiencies and increase population 
densities. The key for the development of smart cities in central areas 
is to increase the plot ratio, as the current plot ratio in the central 
areas of Beijing and Shanghai are relatively low, at around 2.5. 
Increasing plot ratios involves redeveloping old buildings in central 
areas. However, urban redevelopment policies vary; in cities where 
the local government is reliant on land sales revenue, the govern-
ment will take back the redeveloped land and resell it in a public auc-
tion at a much higher price. Under such circumstances, developers 
have less incentive to get involved in urban redevelopment projects, 
and, if governments have to do it on their own, it will take a longer 
time to redevelop the land. Currently, only some cities in the Greater 
Bay Area, such as Shenzhen, Guangzhou, Zhuhai, and Huizhou, have 
supportive urban redevelopment policies and allow developers to 
get land after redevelopment, which speeds up the progress of urban 
redevelopment.

City clusters

City clusters are also an efficient way to improve population capacity, 
and the key is to develop high-speed rail and metro links to connect 
satellite cities with the core city. This requires infrastructure con-
struction and may dilute the attractiveness of central cities. 

Regarding property price expectations, we expect prices in the five 
key city clusters to be more resilient given population inflows, strong 
industry support and abundant resources (including healthcare and 
education). We expect 6% annual housing price CAGR in the five key 
city clusters, and 4% CAGR for other cities toward 2030.

Property management sector – evolving 
to a new era of digital transformation

We identify a three-stage growth pattern for China's property man-
agement sector:

l Phase 1.0 – Serving: With the aim of consolidating basic services, 
property management companies (PMCs) are focused on GFA 
expansion and mainly provide basic property management ser-
vices such as cleaning, gardening, and maintenance.

l Phase 2.0 – Operating: Along with industry consolidation and 
technology upgrades, PMCs will carry out a wide range of commu-
nity value-added-services and bring economies of scale by mone-
tizing close access to household consumption via enriching touch 
points and user penetration.
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l Phase 3.0 – Empowering: Leveraging smart community solu-

tions and well-developed digital management systems and data 
assets, PMCs are able to provide well-rounded services covering 
the whole lifecycle of residences and generate new value for com-
munity life. 

While China's property management sector is still at an early stage 
with fragmented market share and most PMCs still at the initial stage 
of GFA expansion, some leading companies are actively exploring 
diversified community VAS and promoting technological upgrades 
and smart community solutions. We expect such efforts to accel-
erate the industry’s digitalized evolution.

Digitalized smart communities help reduce labor 
costs, increase efficiency, and promote service 
quality

Management system digitalization to improve efficiency and 
lower labor costs

Through the digitalization of operational management systems, 
PMCs are able to provide better service quality with higher efficiency 
and lift manageable GFA per staff to mitigate the impact from rising 
labor costs and protect long-term margins. We see PMCs propelling 
the whole-chain digitalization reform in various areas, such as 1) 
adoption of cloud surveillance and remote inspection systems that 
can significantly save on labor costs for security; 2) intelligent 
parking lot systems that can bring substantial revenue upside by 
reducing human error; 3) e-payment and e-ticket systems to help 
increase management fee collection rates, improve the transparency 
in the use of funds and the efficiency of financial auditing; 4) 
e-cleaning to provide order-oriented follow-up services and real-time 
settlement and workload-based reward systems.

Exhibit 346:
Smart community and digitalized management systems 

Source: Morgan Stanley Research
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Property management service digitalization to enhance service 
quality and promote customer satisfaction 

With the evolving PM industry, community VAS is expected to 
become an important and unique portal to consumption. Through 
digitalization of property owner services and application of data 
assets, we expect PMCs to monetize the close access to household 
consumption via enriching touch points and user penetration. 
Leveraging comprehensive IoT product systems, PMCs will promote 
well-rounded community life services (from baby-sitting to elderly 
care) as well as expand the property service boundaries (from house-
keeping to property asset management and brokerage). We see 
exponentially emerging cross-selling/upselling opportunities in 
community VAS based on smart community solutions and compre-
hensive data assets.

Exhibit 347:
Well-rounded community VAS empowered by technology

Source: Country Garden Services, Morgan Stanley Research

Public services 

Targeting the new realm of public services, PMCs are developing digi-
talized urban management platform systems, relying on investments 
in IoT and AI technology to connect various terminals in the city, 
which will ultimately enhance management  efficiency, lower oper-
ating costs, and facilitate local government decision-making pro-
cesses.

Stock implications

For developers, we prefer companies with high landbank exposure 
to top-tier cities and a focus on upgrade demand, due to: (1) solid pop-
ulation inflows and industry support; (2) lower inventory risk; and (3) 
benefits from spillover demand from nearby center cities and metro 
development. Our top picks are KWG, Shimao, Sunac, and CIFI.

For property management companies with new initiatives in smart 
community upgrades and smart city services, such as CGS, 
Eversunshine and Greentown Service, should have an advantage 
as early movers.
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Macau Gaming

Macau is the only place in Greater China where gambling is allowed. 
We believe China's consumption upgrades, urbanization and 
improving infrastructure will directly drive the sustainable growth of 
Macau's gaming market. Our consumer team expects Chinese 
spending on entertainment and hotel/catering to grow faster than 
other categories (2019-30 CAGRs of 9%/8% vs. 7% overall) as con-
sumers embrace more self-fulfilling consumption. 

We forecast Macau's GGR/non-gaming market size could be 
200/230% of the 2019 level by 2030 as the penetration rate  (= 
Chinese visitation to Macau/Chinese urban population) increases to 
5% (3.3% in 2019). Industry EBITDA could be double the 2019 level, 
implying a market cap of US$242bn (150% upside compared to the 
current level).

Overview:
Rising  urbanization and household disposable incomes, as well as better connectivity enabled by infrastructure, 
will enable sustainable growth in the Macau gaming market.  By 2030 we estimate the industry's EBITDA could 
be double the 2019 level, implying a market cap of US$242bn (150% upside over the current level).

Sub-sector opportunities: Operators with high exposure to premium mass and having bigger room inventory. 

2030 key forecasts:

We forecast gaming/non-gaming revenue to grow at 6.5%/7.7% CAGRs from 2019-30 to 200/230% of the size 
of 2019 level in 2030, driven by higher penetration of the Chinese urban population (5% in 2030 vs. 3.3% in 2019, 
compared to  14% for Las Vegas in 2019), a higher China urban population and greater household disposable 
income.

Where China is different from 
global practices or could lead in 
terms of business model or size or 
growth:

(1) Wealth transfer: Chinese consumers who are 20-49 years old by 2030 will experience significant wealth 
transfers as a result of the one-child policy. They are also the core group of Chinese visitors to Macau. (2) Rising 
disposable incomes: Chinese consumers will be more willing to spend on luxurious entertainment options, 
which will be beneficial to high-end gaming and non-gaming (hotel, retail). (3) Urbanization and better connec-
tivity: Macau's penetration rate should continue to rise. (4) Chinese consumers' preference for domestic brands 
will be beneficial to local operators.

Investment implications (stock 
picks):

Companies with high room inventory (Sands and Galaxy) and  exposure to premium gaming (Galaxy, MLCO and  
Wynn) should benefit from the trend. 

Exhibit 348:
Macau gaming market size by 2030

2019 GGR: US$36.6bn
Non-gaming: 4.9bn
EBITDA: 9.2bn

GGR CAGR +6.5%
Non-gaming +8%
EBITDA +7%

2030e GGR: US$73bn
Non-gaming: 11bn
EBITDA: 19bn
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Exhibit 349:
Correlation between China's nominal GDP and Macau's GGR

2017 2018 2019 …… 2030e Min LT Average Max
China Nominal GDP US$ bn 12,306          13,597          14,340          26,161          

YoY Growth 9.5% 10.5% 5.5% 2.5% 7.0% 10.5%
Macau GGR US$ bn 33.2               37.9               36.6               73.1               

YoY Growth 19.1% 14.0% -3.3% -3.3% 6.6% 19.1%

Macau GGR as % to China Nominal GDP % 0.27% 0.28% 0.26% 0.28% 0.25% 0.34% 0.47%
Correlation: China nominal GDP YoY vs. Macau GGR YoY +0.66

Source: NBS, CEIC, DICJ, Morgan Stanley Research (e) estimates
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Trend #1: Urbanization and improving 
infrastructure drive penetration rate 

Beijing announced a high-speed railway upgrade plan on August 13, 
2020, which outlined an extended HSR target length of 70,000km 
by 2035 (almost doubling from 36,000km in July 2020) as well as  
the goal of achieving a two-hour travel circle between major cities 
within city clusters. Furthermore, we expect 19 megacities to have 
populations of over 8mn by 2030. We believe this will drive Macau's 
penetration of the urban Chinese population to 5% by 2030 from 
3.3% in 2019 (13% penetration rate for Las Vegas in 2019), implying 
over 53mn annual Chinese visitations to Macau by 2030 – double the 
2019 level.

Exhibit 350:
Macau's penetration rate of the urban Chinese population
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Exhibit 352:
Macau operators' exposure to premium mass
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Source: Company data, Morgan Stanley Research estimates

Exhibit 351:
Las Vegas penetration rate
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Trend #2: Consumption 'premiumization' 
benefits high-end segments

As China's household income and wealth should be double and triple 
the 2019 level by 2030, we expect Chinese consumers to be more 
willing to spend  on luxury travel  to satisfy their esteem needs as they 
move up Maslow's hierarchy of needs (premiumization trend). 
Furthermore, the ongoing transfer of property and wealth as a result 
of the one-child policy could result in 574mn individuals aged 20-49 
(as of 2030) with US$0.2mn wealth per capita. They are already the 
core group of customers for Macau, as in 2019 over 50% of overnight 
Chinese visitors were aged 25-44. 

We believe this will benefit the high-end segment in Macau (premium 
mass and high-end hotels). In 2019, Wynn Macau and MLCO COD had 
the highest exposure to premium mass while Sands and Galaxy had 
the biggest hotel inventory.

Exhibit 353:
Macau operators' hotel room inventory
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Trend #3: 'Guochao' may not benefit local 
operators, but investors prefer them due 
to ongoing US-Sino tensions

'Guochao' refers to Chinese consumers' preference for domestic 
brands over foreign brands. A Vipshop survey revealed that 64% of 
the post-90s generation from Tier 1 and 2 cities prioritize domestic 
products over foreign brands. Ideally this would help local conces-
sionaires (SJM, MLCO, and Galaxy), but we find Chinese gamblers in 
Macau differentiate less between local and foreign brands. However, 
ahead of concession expiry (June 2022), we see investors de-rating 
foreign operators (especially Sands and Wynn) when compared to 
Galaxy, as shown in Exhibit 354 .

Exhibit 354:
Sands has been trading at a discount to Galaxy on EV/EBITDA since 
March
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Exhibit 355:
Galaxy is trading at a discount to Sands on FCFE due to its net cash 
which generates interest income
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Stock implications

We believe the Macau gaming sector could see EBITDA double by 
2030 as GGR and non-gaming revenue double and margins improve 
due to a better revenue mix (higher premium mass contribution). This 
would imply 150% upside to market cap compared with the current 
level if we use a 12.5x long-term average EV/EBITDA. 

We expect the key beneficiary of China's consumption upgrade trend 
will be Galaxy (second-biggest room inventory after Phases 3 & 4, 
exposure to high-end segments, local operator) and MLCO (expo-
sure to high-end segments, local operator).

Exhibit 356:
Key assumptions that drive our 2030 Macau gaming market size forecast

Key Assumptions Benchmarks
China nominal GDP in 2030e (US$ bn) 26,161      China nominal GDP by 2019 (US$ bn) 14,405      
China nominal GDP CAGR 2019-30e 5.7% China nominal GDP CAGR 2015-19 9.5%
Chinese visitation CAGR 2019-30e 6.1% Chinese visitation CAGR 2015-19 6.4%

GGR CAGR 2019-30e 6.5% GGR CAGR 2015-19 6.1%
Nongaming CAGR 2019-30e 7.7% Nongaming CAGR 2015-19 12.0%

GGR/China GDP 0.28% Avg. GGR/China GDP since 2007 0.34%
GGR/CH visitation CAGR 2019-30e 0.4% GGR/CH visitation CAGR 2015-19 (1.5%)
Source: NBS, CEIC, company data, DICJ,  Morgan Stanley Research estimates
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Exhibit 357:
Macau gaming market size forecast

Model 2017 2018 2019 2020e 2021e 2022e …… 2030e
GGR (US$ mn) 33,218      37,856      36,557      8,049        29,270      37,466      73,083      
Growth YOY 19.1% 14.0% -3.4% -78.0% 263.6% 28.0% 6.5%
Vs. 2019 200%

Visitation to Macau (Chinese) 22.2          25.3          27.9          53.4
Growth YOY 8.5% 13.8% 10.5%
Vs. 2019 191%

Penetration to Urban 2.7% 3.0% 3.3% 5.0%

Non-gaming revenue (US$ mn) 4,169        4,850        4,854        1,874        5,402        5,739        10,920      
Vs. 2019 225%
% to total gross revenue 11.2% 11.4% 11.7% 18.9% 15.6% 13.3% 13.0%

Corporate EBITDA 7,593        8,893        9,231        (1,609)       7,711        9,887        19,321      
EBITDA margin (Gross) 20.3% 20.8% 22.3% -16.2% 22.2% 22.9% 23.0%

Long-term average of EV/EBITDA 12.5
Implied Market Cap 241,510    
Current Market Cap 89,788      
Upside 169%

Source: Morgan Stanley Research estimates
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Tourism and Travel Retail 

China tourism

Overall market size: We expect China's domestic travel expenditure 
to increase at a 9.0% CAGR from Rmb5.7trn in 2019 to Rmb13.8trn 
in 2030 ( Exhibit 358 ). A key assumption behind this is an increase 

Overview:

Higher disposable income and more spare time support leisure travel demand. Improved high-speed rail network 
supports more frequent domestic travel. Increased airports and growing passport penetration ratio support out-
bound travel.
Travel focus is shifting from 'shopping' focus to 'experience/leisure/entertainment'. Discretionary shopping during 
travel will be concentrated in duty-free stores.

Sub-sector opportunities: Tourism destination operators; Duty-free operators

2030 key forecasts:

Domestic tourists: 5.0% CAGR (2019: 6bn persons)

Domestic travel expenditure: 9.0% CAGR (2019: Rmb5,674bn)

Outbound tourists: 6% CAGR (2019: 162mn persons)

China duty-free revenue: 18% CAGR (2019: Rmb53bn)

Where China is different from 
global practices or could lead in 
terms of business model or 
size or growth:

Chinese travelers used to focus on shopping during travel, but they are now concentrating more on leisure and expe-
riences. 
They are more sensitive to product pricing and shopping promotions. They generally have shopping lists and com-
pare product prices before travel. They prefer a convenient one-stop shopping experience hence prefer duty-free 
stores.

Investment implications (stock 
picks):

Duty-free and Hainan tourism: CTGDF (601888.SS)
Tourist destinations: CYTS (600138.SS)

in travel frequency from 4.3x/person/year in 2019 to 7x in 2030 –  a 
level similar to the US ( Exhibit 359 ). We also assume domestic 
tourism spending as a percentage of per capita GDP declines from 
1.3% in 2019 to 1.1% in 2030, while that ratio in the US has been con-
sistently around 0.75-0.8% during 2006-19.

Exhibit 358:
China's domestic travel expenditure
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2030(E), 13.8
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Source: China Tourism Academy, Morgan Stanley Research estimates

Exhibit 359:
Domestic trips per person –  China vs. the US

Source: China Tourism Academy, US Travel Association, Morgan Stanley Research estimates
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Key trends that we expect to develop more visibly 
during 2020-30 

(1) Experience focus = more spending on lodging and F&B, less on 
shopping: By 2030 we expect 24% and 19% of domestic tourism 
expenditure will be on food and lodging, respectively, up from 23% 
and 17% in 2019 (2016: 26% and 15%). Meanwhile, shopping as a per-
centage of travel expenditure could fall from 13% in 2019 to 10% in 
2030 (2016: 20%) ( Exhibit 360 ). We reference our expectation to 
the US domestic tourism market trend in 2017-19 ( Exhibit 361 ). Yet 
we expect the shopping ratio for domestic tourism in China will be 
higher than in the US in the long term, partly driven by duty-free 
market development to be explained later in this section. 

Exhibit 360:
China domestic tourism expenditure breakdown

36%
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11%
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Domestic Tourism Expenditure - China 2019e vs 2030e
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Food
Lodging
Recreation & others
Shopping

2019e

2030e

Source:  Morgan Stanley Research estimates

(2) Personalized trips and niche destinations preferred: 
Compared with other generations, Gen Z is more interested in per-
sonalized travel products and niche travel destinations that can dem-
onstrate the "uniqueness" of Gen Z. Hence we expect Gen Z to 
explore new travel destinations and domestic tourism will become 
more dispersed geographically. 

(3) Natural scenic spots to be more popular: Gen Z is more aware 
of ESG and more concerned about  health than previous generations. 
Hence we expect natural scenic spots (e.g. Jiuzhaigou, Huangshan) as 
well as characteristic towns (e.g. Wuzhen) to be more popular. 

(4) Social media sharing: Gen Z generally prefer to share their travel 
experiences via social media. Hence tourist destinations which are 
more "instagrammable" could become more popular.

Exhibit 361:
China and US domestic tourism expenditure
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Source: China Tourism Academy, US Travel Association, Morgan Stanley Research 
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Switching from outbound reliance to domestic consumption 
focus: We expect domestic channels (i.e. outside airports/ports) to 
account for more than 70% of China's duty-free market, up signifi-
cantly from 25% in 2019. Key drivers: 

l Hainan: Aggressive policy relaxation in July drove Hainan's duty-
free revenue up 250% YoY in July  and August. Hainan's free trade 
zone development should drive duty-free market growth mean-
ingfully during 2020-25. All of Hainan could turn duty-free after 
2025, which should attract further consumption growth.  

l Online: This channel allows travellers to pre-order and pick up at 
airports (Hainan or outbound ports). It also allows travellers to 
purchase within 180 days after travelling to Hainan or overseas.  

l Downtown: This channel should have the most room for policy 
relaxation, as highlighted in Asia Primer: China’s Duty-Free Market 
– Licenses and Competitive Landscape (14 Sep 2020). This 
channel allows travellers to purchase at downtown DF stores up 
to 180 days after overseas travel.  

Premiumization to drive duty-free market growth: Products sold 
in duty-free markets are mostly luxury products, including cos-
metics, fashion & accessories, wine & spirits, and tobacco. We see 
consumption premiumization driving faster duty-free market growth 
than overall consumption. 

Foreign products are likely to remain key to the duty-free 
market: We estimate most cosmetics and  fashion &  accessories sold 
in the duty-free market in China are from foreign brands. We believe 
China's duty-free market will still focus on foreign products despite 
a growing preference for domestic brands (i.e. 'Guochao'). This is 
because duty-free channels do not have either import tariffs or VAT 
and consumption taxes, leaving a wider price discount to official 
duty-paid channels. For domestic products, duty-free channels only 
waive VAT and consumption taxes, hence there is a narrower price 
gap. 

Travel retail and duty-free

Overall market size: We expect China's duty-free market to grow at 
a 14% CAGR from Rmb53bn in 2019 to Rmb228bn in 2030. As high-
lighted in our report Mapping the New Normal: China's Duty-Free 
Evolution (8 Jun 2020), we see duty-free as a key driver of consump-
tion reshoring back to the domestic market. Even though Chinese 
travellers are reducing shopping budgets during travel, we continue 
to see the duty-free market growing faster than other tourism sub-
markets (including normal duty-paid shopping channels). This is 
driven by (1) policy relaxation, especially  at Hainan, (2) consumption 
premiumization, and (3) convenient shopping at duty-free stores 
such that travellers can save time to 'experience' more during travel. 

Exhibit 362:
China duty free market 
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Source: Company data, Morgan Stanley Research estimates

Exhibit 363:
Domestic channels' contribution to China duty free market in 2019 and 
2025
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https://ny.matrix.ms.com/eqr/article/webapp/f3901eac-b9fb-11ea-b10f-f74e3b2e7106?ch=rpext&sch=cr
https://ny.matrix.ms.com/eqr/article/webapp/8c347eec-ab9b-11ea-910d-29fa2ac91c52?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/8c347eec-ab9b-11ea-910d-29fa2ac91c52?ch=rpint&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/a32d72f0-733f-11ea-86c4-1ccff5785188?ch=rpext&sch=ar
https://ny.matrix.ms.com/eqr/article/webapp/a32d72f0-733f-11ea-86c4-1ccff5785188?ch=rpext&sch=ar
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Important note regarding economic sanctions. This research note references entities named in Executive Order 13959 issued on November 12, 
2020. Executive Order 13959 may prohibit US persons from buying certain securities of entities named in this note. The data set forth in this report 
is purely for informational purposes and does not represent Morgan Stanley’s view as to whether or not any of the instruments discussed in this 
note are subject to sanctions. Any references in this report to entities, debt or equity instruments that may be covered by such sanctions should 
not be read as recommending or advising as to any investment activities in relation to such entities or instruments. Users of this report are solely 
responsible for ensuring that their investment activities in relation to any sanctioned entities and/or securities are carried out in compliance with 
applicable sanctions.
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INDUSTRY COVERAGE: China/Hong Kong Consumer

COMPANY (TICKER) RATING (AS OF) PRICE* (01/26/2021)             

Dustin Wei

ANTA Sports Products (2020.HK)                 O                     (04/12/2019)                   HK$133.20
C&S Paper Co Ltd (002511.SZ)                 O                     (06/12/2019)                   Rmb24.15
Health and Happiness (H&H) (1112.HK)                 O                     (07/22/2020)                   HK$37.70
Hengan International Group (1044.HK)                 O                     (02/16/2017)                   HK$54.25
Li Ning (2331.HK)                 O                     (10/09/2019)                   HK$50.40
Pop Mart International Group (9992.HK)                 E                     (01/14/2021)                   HK$81.00
Proya Cosmetics Co. Ltd. (603605.SS)                 E                     (03/10/2020)                   Rmb181.60
Samsonite International (1910.HK)                 O                     (06/15/2020)                   HK$11.50
Shanghai Jahwa United Co. Ltd. (600315.SS)                 U                     (03/10/2020)                   Rmb36.28
Sun Art Retail Group Limited (6808.HK)                 E                     (03/05/2019)                   HK$7.50
Topsports International Holdings Ltd (6110.HK)                 O                     (11/13/2019)                   HK$12.96
Yashili (1230.HK)                 U                     (08/17/2016)                   HK$0.81
Yatsen Holding Limited (YSG.N)                 E                     (12/14/2020)                   US$20.97
Yonghui Superstores (601933.SS)                 O                     (01/17/2019)                   Rmb7.00
Zhou Hei Ya International Holdings (1458.HK)                 E                     (09/11/2020)                   HK$9.18

Hanli Fan, CFA

Guangzhou Shangpin Home Collection (300616.SZ)                 U                     (09/21/2020)                   Rmb80.18
Hangzhou Robam Appliances Co Ltd (002508.SZ)                 O                     (09/09/2019)                   Rmb40.10
Joyoung Co Ltd (002242.SZ)                 O                     (01/23/2020)                   Rmb31.40
JS Global Lifestyle Co Ltd (1691.HK)                 O                     (01/23/2020)                   HK$18.78
Oppein Home Group Inc. (603833.SS)                 O                     (02/19/2020)                   Rmb152.65
Opple Lighting Co., Ltd (603515.SS)                 E                     (02/19/2020)                   Rmb30.80
Suofeiya Home Collection Co. Ltd (002572.SZ)                 O                     (02/19/2020)                   Rmb27.75
Vatti Corp Ltd (002035.SZ)                 E                     (09/21/2020)                   Rmb7.84
Zhejiang Supor Co. Ltd. (002032.SZ)                 E                     (07/26/2019)                   Rmb80.06

Leaf Liu

Angel Yeast Co. Ltd. (600298.SS)                 U                     (01/19/2021)                   Rmb55.04
Anhui Gujing Distillery Company Limited (000596.SZ)                 O                     (10/28/2020)                   Rmb248.09
Chongqing Brewery Co. Ltd. (600132.SS)                 E                     (09/14/2020)                   Rmb133.58
Foshan Haitian Flavouring and Food (603288.SS)                 E                     (10/30/2018)                   Rmb204.75
Haidilao International Holding Ltd (6862.HK)                 E                     (08/20/2019)                   HK$69.75
Jonjee Hi-Tech (600872.SS)                 O                     (03/31/2019)                   Rmb70.10
Nissin Foods Co Ltd (1475.HK)                 O                     (11/28/2019)                   HK$6.80
Shanxi Xinghuacun Fen Wine Factory Co. (600809.SS)                 O                     (10/28/2020)                   Rmb367.50
Tingyi (Cayman Islands) (0322.HK)                 O                     (11/28/2019)                   HK$13.90
Uni-President China (0220.HK)                 E                     (07/13/2020)                   HK$8.70
Vitasoy International Holdings Ltd. (0345.HK)                 U                     (01/25/2021)                   HK$30.70
Xiabuxiabu Catering Management China Ltd (0520.HK)                 E                     (01/19/2021)                   HK$17.48
Yihai International Holding Ltd (1579.HK)                 O                     (08/20/2019)                   HK$137.00
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Lillian Lou

Budweiser Brewing Company APAC Ltd (1876.HK)                 O                     (11/04/2019)                   HK$24.90
China Foods Limited (0506.HK)                 E                     (09/22/2015)                   HK$3.22
China Mengniu Dairy (2319.HK)                 O                     (09/14/2017)                   HK$47.60
China Resources Beer Holdings Co Ltd (0291.HK)                 O                     (12/11/2018)                   HK$71.00
COFCO Joycome Foods Ltd (1610.HK)                 E                     (01/23/2019)                   HK$2.94
Dali Foods (3799.HK)                 O                     (01/03/2016)                   HK$4.74
Gree Electric Appliances Inc of Zhuhai (000651.SZ)                 O                     (04/14/2020)                   Rmb59.00
Haier Smart Home Co Ltd (600690.SS)                 O                     (04/04/2019)                   Rmb33.20
Kweichow Moutai Company Ltd. (600519.SS)                 O                     (10/17/2014)                   Rmb2,141.89
Luzhou Lao Jiao Co. Ltd (000568.SZ)                 E                     (01/23/2019)                   Rmb263.29
Midea Group Co Ltd. (000333.SZ)                 E                     (11/27/2018)                   Rmb97.94
Nongfu Spring Co Ltd (9633.HK)                 U                     (01/20/2021)                   HK$62.90
Shuanghui Development (000895.SZ)                 E                     (02/01/2015)                   Rmb48.94
Tsingtao Brewery Co Ltd (0168.HK)                 U                     (01/04/2021)                   HK$80.90
Tsingtao Brewery Co Ltd (600600.SS)                 U                     (07/08/2020)                   Rmb96.16
Viomi Technology Co Ltd (VIOT.O)                 E                     (09/21/2020)                   US$7.80
Want Want China Holdings Ltd (0151.HK)                 E                     (04/11/2013)                   HK$5.47
WH Group (0288.HK)                 O                     (09/08/2014)                   HK$6.48
Wuliangye Yibin Company Ltd. (000858.SZ)                 O                     (03/13/2020)                   Rmb305.78
Yanghe Brewery (002304.SZ)                 U                     (01/05/2021)                   Rmb219.00
Yanjing Brewery (000729.SZ)                 U                     (09/02/2015)                   Rmb6.88
Yili Industrial (600887.SS)                 O                     (01/29/2014)                   Rmb46.99
Yum China Holdings Inc. (YUMC.N)                 O                     (03/20/2018)                   US$58.37

Terence Cheng

Crystal International Group Ltd. (2232.HK)                 U                     (01/26/2021)                   HK$2.38
Honma Golf Limited (6858.HK)                 E                     (07/23/2019)                   HK$5.22
Pacific Textiles Holdings Limited (1382.HK)                 E                     (06/21/2019)                   HK$5.00
Regina Miracle International (Holdings) (2199.HK)                 E                     (10/19/2020)                   HK$2.40
Shenzhou International Group Holdings (2313.HK)                 O                     (07/13/2017)                   HK$156.20
Stella International Holdings Ltd (1836.HK)                 O                     (05/21/2020)                   HK$9.24
Techtronic Industries Co Ltd (0669.HK)                 O                     (12/05/2019)                   HK$120.50
Yue Yuen Industrial Hldg (0551.HK)                 E                     (05/21/2020)                   HK$17.94
Stock Ratings are subject to change. Please see latest 
research for each company.
* Historical prices are not split adjusted.
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