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JULIUS BAER WEALTH REPORT: ASIA

EDITORIAL

Dear Reader,

“It was the best of times, it was the worst of times” - To quote the opening lines of
‘The Tale of Two Cities’ by Charles Dickens is an apt way to describe how most
investors see the world today. Overcapacities in traditional industries in China are
balanced by the wave of consumer—driven activity and higher value-added services.
Slower overall growth in Asia masks the boom that is taking place on a sector level,

in particular in areas such as travel, the digital economy and beauty capital. Weighing
the pros and cons, are you best served being either cautious or confident?

On balance, we believe the final judgment leans in favour of the ‘best of times’. Most
large economies in Asia are addressing their structural challenges and are set to draw
in foreign direct investment and portfolio flows as a result. In Japan, aggregated
statistics fail to capture the dynamism of consumers as they switch from bricks and
mortar distribution to being fully fledged digital citizens. In India, asset quality issues
in the banking sector are being recognised while household balance sheets are solid
and taking on credit to propel the consumer economy.

Amid this dynamism, this year we have added new items to the Julius Baer Lifestyle
Index, enhancing our coverage of beauty-related consumption. While the prices of
other luxury goods and services may be modulating, the newfound purchasing power
of high net worth individuals in Asia is being evidenced in the strong demand for
premium creams and treatments.

We invite you to share these insights offered by the 2016 Julius Baer Wealth Report:
Asia and thank you for your longstanding interest.

Boris F. J. Collardi Jimmy Lee
Chief Executive Officer Head Asia Pacific
Julius Baer Group Bank Julius Baer
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MACRO INTRODUCTION

The 2016 edition of the Julius Baer Wealth Report:
Asia marks the sixth consecutive year we have
examined trends in wealth creation and lifestyle-
related expenditure across the region. Since our first
report, Asia has grown by over USD 3 trn in Gross
Domestic Product (GDP) and population grew by
157 million. The same number of people has moved
into Asia’s cities over this period, with 40% of the
total population living in metropolises with over one

million residents, according to the World Bank.

The knowledge economy has flourished, with close

to 14 million patents and trademarks registered,
underpinning Asia’s continuous movement up the
value chain. Likewise travel has boomed: 2015 saw the
number of air passengers carried exceed one billion
for the first time, representing a 40% increase from
when our first report was published in 2071.

Chart 1: Percentage of population living in cities with over one million people
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By the same token, international tourist expenditure
by Asian travellers has exceeded USD 300 bn, with
both China and The Philippines having more than
doubled their spending over the past five years.

In a broad sense, therefore, the optimism that we
expressed regarding Asia’s wealth creation prospects
in the first report have played out and Julius Baer
continues to believe that this region will lead the
world in new wealth over the coming decade. Indeed,

Malaysia

80 —
60 —
40
” il
0 *j \ - \ . \ . \ \ \ \ \ \

China Korea Japan  HongKong Singapore

most economic fundamentals across Asia today look
better than comparables in most parts of the world,
in our view and this is unlikely to change over the
medium term. Average GDP growth rates, while not
as fast as they have previously been, will likely remain
relatively high, implying that Asia’s share of the global
economy will climb beyond the 30% that is set to be
reached this year.
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Chart 2: Growing slower, but still well ahead of the rest of the world
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While there is ample room to celebrate Asia’s
economic achievements over the year, the world has
simultaneously experienced an array of unexpected
and unprecedented developments that should
dissuade anyone from resting on their laurels. For
example, global trade volumes in 2015 dropped to
levels last seen before 2010, according to the World
Trade Organisation (WTO). While the economic
value added in Asia that stems from services is
undoubtedly growing, the wellbeing of the region still
remains inextricably tied to the development of
manufacturing exports.

Chart 3: Global goods and service exports
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Although probably more than 50% of employment in
Asia is linked to services, 2015 still saw approximately
USD 10 trn worth of merchandise exports, which

for a smaller open economy like Singapore, still
amounts to double the size of GDP. In other words,
the excitement and promise of an accelerating
service sector may not fully compensate for the drag
in trade volumes, especially when considering that
there are spill overs that can impact employment
trends, in particular.
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Further to this, capital inflows to emerging markets
have slowed substantially in recent years. The
combination of lower capital inflows to emerging
markets and the drop in trade can conjure up the
notion that we may be witnessing ‘the end of
globalisation” and could be cause for alarm. In part,
this would reflect the slowdown in China and the
related retooling of its economic model, which

now demands less inward investment. Very high
investment levels over the past decade have seen
the buildup of excess capacities across an array of
industries, as evidenced by low utilisation rates. This
outcome has led to a chorus of policy makers to
advocate that China should speed up the rebalancing
of its economy, away from low cost production,
supporting services and overall consumption. While
there is good cause to believe that this process is

Chart 4: Capital inflows as a percentage of GDP

underway, it is equally plausible that substantial
restructuring still lies ahead.

Estimates by HSBC, for example, see room for over
two million job losses in the coming years as sectors
such as coal, iron & steel and petrochemicals cut back
production. It is argued that Japan underwent a
similar process in the 1970s, accompanied later on by
substantial yen appreciation under the Plaza Accord
in 1985. Our view is that China’s rebalancing is clearly
a far larger exercise with more at stake; not just for
China’s prosperity but with global implications over
the very long term. In principle, a medium term
outcome whereby the renminbi appreciates against

a broad set of currencies would underpin a wealthier
society with stronger purchasing power and help drive
the re—orientation of economic growth.
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Chart 5: China’s share of global production by industry Chart 6: China’s capacity utilisation rates by industry
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In the shorter term, however, we expect to see the to demographic shifts, with developments in the
next few years mimic the recent trend. In short, global  rest of the world unable to compensate. This in

growth will be largely dictated by what happens in the  turn has motivated policy makers to move beyond
United States (US) and China. Potential GDP growth ~ conventional tools to smoothen the growth cycle.
rates in both have fallen, in part quite naturally due

Chart 7: Global real GDP growth, weighted by nominal GDP
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The most telling shift that is currently taking place Labor Statistics. At the same time, the expansion of
is based on the widespread recognition that the the US Federal Reserve’s balance sheet has helped to
additional easing beyond a certain point, is less likely lift risky asset prices restoring household balance

to yield meaningful benefits. This is arguably the sheets along the way. Arguably US policy can further
predicament policy makers face in Japan, but less so be declared a success in that US rates have not been
in Europe. For the US, since the recovery in the labour  pushed below the (in)famous zero lower bound, as is
market began in January 2010, upwards of 14 million  the case for many other developed economies.

jobs have been created, according to the Bureau of

Chart 8: US Central bank total assets as a percentage of 2008 GDP
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Chart 9: Key interest rates
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Even in economies where asset purchase programmes
and/or negative interest rates have become the norm,
the singular characteristic of 2016 from a macro
perspective can be dubbed the ‘return of fiscal policy’.
The combination of fiscal austerity fatigue, widespread
concern regarding the efficacy of negative interest
rates and a stronger showing for populist-style politics
has made increased fiscal spending ‘acceptable’ again.
Fiscal responsibility and monetary easing have been

Chart 10: Advanced economy fiscal stance

the rallying cry for much of the past five years. The
next five Julius Baer Wealth Reports will likely see a
different environment where central banks refrain
from full normalisation of rates while fiscal policy
becomes dominant. In China, we expect to see a to
and fro between both approaches, designed to
cushion the social costs of moving away from
commoditised manufacturing exports, which entails
slower GDP growth.
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The key motivating factor that binds most policy
makers around the world is the determination (and

in many cases, the legal commitment) to stave off
deflation. Countries or regions that have deflationary
risks, such as the Euro Area, Switzerland and Japan
are also matched by the notable lack of inflation in
the US. The sizable drop in the US unemployment
rate has not been accompanied with a degree of

real wage increases so as to push the Federal Reserve
to normalise conditions for fear of unwanted price
increases. In a later section of this report, we return to
the topic of luxury goods and services inflation and
find that overall, in Asia, high-end prices fell by 1.68%,
in US dollar terms. This marks a stark contrast between
conventional inflation series in developed economies,
which is often measured in handfuls of basis points.

2014 2015 2016(F)

The path ahead will no doubt be very complicated
in this arena. For one, the greatly celebrated impacts
of ‘disruptive technologies’, which is to say the very
rapid adoption of new methods and channels, are
equally very deflationary. To illustrate, technology has
long been a deflationary force, as evidenced by the
price of television sets. These have come down from
approximately ten thousand dollars in the 1940’s to
a fraction of this price today. Given the pace of this
decline, it can hardly be called ‘disruptive’. Fast
forward to the present day and the pace of falling
prices in consumer electronics and communication
devices is indeed, ‘disruptive’.
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Chart 11: Technology tends to drive prices lower...
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Chart 12: ...especially over the longer term
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In the following section of this report, we examine the
rise of ‘beauty capital’ whose impacts promise to shake
up longstanding norms in the beauty and wellness
industries, with interesting questions to be raised
about the direction of prices as well. As it happens, the
desire to ‘stay young and beautiful’ echoes another
deflationary force: global ageing. Japan demonstrates
both the opportunity of beauty capital in an ageing
society, and likewise the challenge that is presented:

on balance, ageing populations tend to accompany
lower inflation.

The second major complication on the macroeconomic
front is the risk that protectionism, which has been
silently rising. Financial markets dealt a harsh verdict
against the outcome of the United Kingdom’s
referendum on European Union membership this past
summer, arguably in part because of the adverse
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impact on trade flows between the two parties. distorting measures have been enacted around the
Both fiscal and monetary policy are ill-equipped to world. In our view, this represents perhaps the most
counteract artificial hindrances to trade. Accordingto  significant threat to wealth creation on a global basis.
Global Trade Alert, since 2008, over 5,000 trade—

Chart 13: Distribution of trade distorting measures since 2008 (%)
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Source: Global Trade Alert, HSBC, Julius Baer

Hopefully, there is time for policy makers to reverse move to negative interest rates and the dwindling
this recent trend and avert a major swing toward supply of government bonds available for purchase.
protectionism. Undoubtedly, Asia would be hard In the subsequent section of this report, take a closer
hit under such circumstances. In the shorter term, look at the factors driving wealth creation, along with
however, the region is faced with more prosaicissues,  the where’s and why’s.

such as the Bank of Japan’s policy path given the

Chart 14: Gross issuance and Bank of Japan’s (BoJ) outright purchase of Japanese government bond
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JULIUS BAER LIFESTYLE INDEX

Introducing the 2015/2016 lifestyle index

For the sixth year running, we present our Julius Baer
2016 Lifestyle Index. This index comprises a basket
of goods and services that closely reflects the lives
of High Net Worth Individuals (HNWI) in Asia.

We continue to present our findings across the
expanded index of 11 cities but this time, in light of
volatile currency movements, we present our data in
both local currency and US dollar currency terms to
allow for a more thorough analysis of demand and
supply trends.

In addition, we included a new skincare item, a
high-end skin cream to our index to complement the

Chart 1: Inflation vs index

facial aesthetic item of botox, extending our number
of items measured from 20 to 21. The new item
reflects the growing investment by HNW!| in Asia on
super—premium skincare products.

Overview

Overall prices for the items in our Lifestyle Index

fell by 0.68% in local currency terms and by 1.68%
year on year (y/y) in US dollar terms. This lags the
average inflation experienced in the various Asian
cities of +1.73% y/y during 2015, suggesting low
correlation between conventional measures of
inflation and that represented by our basket of luxury
goods and services.
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Malaysia Thailand Japan Average

2015
Consumer
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Source: World Bank, CSG Intage, Julius Baer
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Chart 2: Julius Baer Lifestyle Index, changes in prices of goods and services y/y, 2010 to 2016, US dollar terms
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Chart 3: Julius Baer Lifestyle Index, changes in prices of goods and services y/y, 2015 to 2016, local currency and
US dollar terms
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Chart 4: Price changes of Julius Baer Lifestyle Index items, y/y US dollar terms
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In local currency terms, 16 of the 21 items in our index
showed positive price momentum y/y, suggesting the
overall demand for a number of luxury goods and
services remains relatively resilient. The biggest price
increases were found in cigars (+8.99%), ladies” shoes
(+5.95%) and golf club memberships (+5.36%) while
the biggest declines came from residential properties
(-718%), tooth implants (-5.14%) and wine (-2.26%).

In US dollar terms, we see an overall price decline
(-1.68%), the second year since 2013/14 where this
has occurred. More specifically, 8 of the 21 items
measured suffered price declines on a y/y basis as

US dollar strength negated stable or relatively small
price increases in local currencies. Of note, the US
dollar appreciated against most (8 out of 11) of

our measured currencies with the exception of the
Japanese yen, Singapore dollar and Indonesian rupiah.

14
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Chart 5: Price changes of Julius Baer Lifestyle Index items, y/y local currency terms
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US dollar-denominated items such as university
fees (+4.55%) and boarding school fees (+3.74%)
saw steady price increases, reflecting the ability of
prestigious educational institutions to set prices
higher regardless of currency movements or
economic conditions.

We identify some trends that can help to explain the
price movements in our basket of high-end goods
and services. The first is the broad-based devaluation
of Asian currencies. The second would be
government-related measures which typically affect
demand dynamics. The third relates to competitive
pressures which can also influence prices of luxury
goods and services.
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Chart 6: Currency effects

Hong Singapore Shanghai Mumbai Taipei Jakarta Manila Seoul Kuala Bangkok Tokyo Average

Kong Lumpur

usb/ usb/ usb/ usb/ usb/ uUsb/ uUsSD/ USD/  USD/ usb/  USD/

HKD SGD CNY INR TWD IDR PHP KRW MYR THB JPY
§(>)<1r5ate* 775 135 6.21 63.71 31.05 1334751 4516 112988 377 3402 12355
%§1r6ate* 7.76 1.35 6.64 67.21 3224 1324270 4674 115674  4.03 3520 10429

Change -0.10% 0.17% -6.45%  -521% -3.68% 0.79% -336% -232% -648% -335% 1847% -1.05%

* Average FX rate from 1 June — 31 July 2015/2016 respectively
Source: Bloomberg Finance L.P.

As seen in the table above, on average the currencies ~ However, the propensity of the Chinese to spend on

for the 11 cities we surveyed weakened against the luxury items remains high. Research by Bain & Co

US dollar (-1.05%) between June/July 2015 and shows that Chinese consumers continue to make up
June/July 2016. This has a negative impact on our the largest portion of luxury purchases (31%) globally,
lifestyle index which we report in US dollar terms for followed closely by Americans (24%) and Europeans
standardisation. The worst performing currencies (18%). Instead of spending in Greater China, Chinese
were the Malaysian ringgit (-6.48%), Chinese yuan consumers have redirected their purchases to mature
(-6.45%) and Indian rupee (-5.21%). The major markets such as Europe where tax—free shopping is
exception was the Japanese yen which gained 18.47%  popular as well as Japan and Korea where they seek
while the Singapore dollar (+0.17%) and Indonesian to leverage on currency fluctuations when it moves in
rupiah (+0.79%) were relatively stable. There is their favour. We see some evidence of this from higher
limited impact on Hong Kong dollar (-0.10%) as it is price movements in Seoul and Tokyo for ladies’ shoes,
pegged to the US dollar. ladies” handbags and men’s suits where the identical

product is available across the various Asian cities.
A weaker currency not only diminishes the purchasing

power of a HNW! in his/her home-currency but In the past year, we have also witnessed a reduction

also influences his/her decision on where to purchase ~ of import duties on luxury goods in countries such

a particular good. For example, the reversal of yen as China, Indonesia and Thailand. The goal of the

weakness in 2016 is likely to result in a reduced duty cuts is to encourage consumers to spend more

number of Chinese tourists to Japan where domestically (rather than abroad) and boost retail-

locals are not expected to spend as much at home sales growth. This necessarily has a deflationary

to counterbalance. On the other hand, the yen’s impact in our index of luxury items where taxes are

purchasing power has increased, making imported included in the final calculation.

luxury goods more affordable for Japanese tourists

abroad. Another area where we see the impact of requlation
and policy changes in the property sector. Here the

Government intervention government has many levers to tweak both supply

The personal luxury goods market in China, Hong (land sales) and demand (stamp duties and other

Kong and Macau remains soft under the number of taxes and financing restrictions/costs) in order to

government measures aimed at reducing ostentatious  moderate (from the government’s perspective)

spending and requlating the grey market in China. over-inflated prices or to boost anaemic ones.

This could explain further y/y declines for prices of Government cooling measures have tapered demand

items such as jewellery, ladies’ shoes and wine in for property in Singapore and Jakarta while a more

Shanghai and Hong Kong. efficient permissions approval process in Mumbai is
likely to reduce the price tag for residential projects
in the city.

16
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Competitive landscape

A change in supply conditions from a more
competitive environment can have an impact on
items on our index which are less differentiated and
more susceptible to substitution effects (e.g. business
class flights and high-end hotel accommodation).

We see a clear example of this in the pricing for
business class flights out of Kuala Lumpur, where
capacity additions from Middle Eastern Airlines has
led to more competition and prices falling by more
than 20%, according to industry experts.

The hospitality segment is also susceptible to changes
in supply conditions. When new hotels of a similar
quality are built in close proximity to existing hotels,
there is often a discounting on overall room rates
and ancillary rates (function rooms etc). We see
some evidence of this for wedding banquet prices
in Mumbai (-16.7%) and Seoul (-8.2%) where

new high—end hotels opened over the past year.
Interestingly, this had an opposite effect in Kuala
Lumpur where hoteliers managed to re-price room
rates higher as new 5-star hotel supply raised the
overall quality of accommodation in the city.
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Introducing high-end skin cream to our Lifestyle
Index

This year for the first time we include a high-end
skincare cream to our Lifestyle Index to complement
botox as a facial aesthetic item. As described in our
special on beauty capital in the later section of this
report, skincare is the second most dynamic and
largest growth contributor to the beauty and personal
care industry, accounting for nearly one third of global
beauty market value growth over 2014-2019(E).

According to Euromonitor, Asia Pacific is predicted to
generate USD 6 bn new sales in premium cosmetics
over the next five years, due primarily to the strong
demand from China. Within the premium cosmetics
category, skincare remains the most valuable category
in terms of growth potential. Super—premium skincare
products have been positioned by cosmetics firms
such as Beiersdorf via their super—premium brand

Chart 7: Skincare

La Prairie to target the ultra-affluent consumers who
are not affected by changes in economic conditions.

After extensive research, we have selected La Prairie’s
Cellular Cream Platinum Rare (50ml) to represent
this category in our index. A 50ml bottle of the cream
retails at an average price of USD 1,342 among the
cities we surveyed with Shanghai being the most
expensive city to purchase the cream (USD 1,537)
and Mumbai the cheapest (USD 1,255). This hefty
price tag makes it one of the most expensive
moisturisers per ounce on the market.

In US dollar terms, we found that the price for our
high-end skin cream rose on a y/y basis (+1.8%)
outperforming the overall index which fell by an
average of 1.68% and reflecting price resilience for the
product category. That said, we will need to examine
price trends for this item over a longer period of time
to make any firm conclusions.
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(2.8%)

Manila
1,306 (-0.6%)
61,050 (2.9%)

Jakarta
1,305 (6.2%)
17,280,000 (5.4%)

Taipei
1,287 (-3.7%)
41,500 (0.0%)

Seoul
1,263 (-2.3%)
1,461,000 (0.0%)

Hong Kong
1,263 (-0.1%)
9,800 (0.0%)

Mumbai
1,255 (-0.5%)
84,375 (5.0%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer
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Business class flights

Our index showed an average increase of +4.5%
(+4.1% in US dollar terms) in prices for business class
flights from specific Asian cities to London/New York.
The greatest volatility was seen in flights departing
from Kuala Lumpur (-20.6% v/y), Jakarta (+17.0% y/y)
and Tokyo (+34.5% y/y).

Clearly, the significant strengthening of the Japanese
yen was a contributor to higher airfares from Tokyo.
However, prices were also reportedly influenced

by a reduction in capacity as international carriers like
British Airways and United Airlines upgraded from
777s and 747s to smaller but newer 787s, leading to a
capacity reduction of 38%-48%. Over the medium
term however, we expect pricing dynamics on
Japanese outbound flights to be affected by

Chart 8: Business class flights

increased competition from Haneda Airport (versus
Narita airport where we currently derive our price
data) which has opened a new international terminal
to handle both short-haul and long-haul flights.

Business class flights out of Kuala Lumpur were
cheaper y/y as the ringgit depreciated and capacity
was added by competing airlines. For example, British
Airways started adding flights from Kuala Lumpur to
London in the past year in a route which has been
historically monopolised by Malaysia Airlines.

The cheapest cities for a round-trip full fare business
class flight to New York and London are Kuala Lumpur,
Bangkok and Mumbai, while the most expensive city
for this trip is now Taipei (previously Seoul).

Taipei
7,782 (5.3%)
250,844 (9.3%)

Seoul
7,609 (-4.4%)
8,801,686 (-2.1%)

Hong Kong
7,223 (-1.0%)
56,045 (-0.9%)

Shanghai
7,191 (2.5%)
47,713 (9.6%)

Singapore
5,860 (-0.7%)
7,916 (-0.8%)

Average
5,586 (4.1%)
(4.5%)

Jakarta
5,394 (18.0%)
71,436,000 (17.0%)

B 2016 cost (USD) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer

Manila
4,790 (-0.5%)
223,868 (3.0%)

Tokyo

4,714 (59.4%)

491,643 (34.5%)
Mumbai

] 4365 (-10.3%)

293,380 (-5.4%)

Bangkok

3,697 (2.6%)
t 130,123 (6.2%)

Kuala Lumpur
2,826 (-25.8%)
11,400 (-20.6%)

B 2016 cost (Local currency) / 2016 vs 2015 cost change (%)
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Residential property

Residential property (defined in our data set as one
based in a prime location at around 4,000 sqft in
area) which is allocated a higher weighting of 30% in
our index due to its importance in asset allocation,
experienced one of the largest y/y declines of -7.2%
(-8.4% in US dollar terms). Amongst the hardest hit
cities were Singapore (-26.4%), Mumbai (-21.9%)
and Tokyo (-11.9%).

Singapore property prices remained soft as previously
imposed stamp duties and property loan restrictions
deterred non-resident investors and dampened
speculative activity. However, we are starting to see
signs of a bottoming of activity particularly in the prime
districts where sales volumes have increased sharply
in the first half of 2016 due to the various incentives
and discounts offered by developers. We believe that
over the medium term, Singapore’s key destination
status for quality health care services coupled with its

Chart 9: Residential property

enduring status as a liveable and business city, will
continue to appeal to foreign homebuyers.

Jakarta property prices continue to moderate in 2016.
Although the market saw an increase in launching
activity, buying sentiment has remained lukewarm;
investors and end-users are holding their plans to buy
apartments in view of the current economic slowdown.
Tighter mortgage rules since 2013 have hurt sentiment
as Bank Indonesia has repeatedly emphasised that

it will continue to closely monitor the market and
enforce policies to prevent the property market from
overheating. There is some expectation however that
loan-to-value (LTV) requlations could be eased this
year to bolster the current sluggish market.

Overall, we find that property prices remain the
loftiest in the financial hubs of Shanghai, Singapore
and Hong Kong while they are least expensive in
Jakarta, Bangkok and Manila.

Hong Kong
41,238,325 (-8.7%)
320,000,000 (-8.6%)

Shanghai
16,578,269 (-5.5%)
110,000,000 (1.0%)

Singapore
8,883,039 (-26.3%)

12,000,000 (-26.4%)

Average
8,531,071 (-8.4%)
(-7.2%)

Taipei
6,080,255 (0.7%)
196,000,000 (4.5%)

Tokyo
5,705,399 (4.4%)
595,000,000 (-11.9%)

Seoul
3,890,231 (-7.0%)
4,500,000,000 (-4.8%)

Mumbai
3,719,639 (-25.9%)
250,000,000 (-21.9%)

— Kuala Lumpur
2,139,297 (-5.0%)
8,630,400 (1.5%)

Jakarta
1,963,346 (-10.7%)
26,000,000,000 (-11.4%)

Bangkok
1,846,663 (-3.4%)
65,000,000 (0.0%)

Manila
1,797,315 (-4.5%)
84,000,000 (-1.2%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer



Hotel suite

The average cost of an overnight stay at a centrally
located 5-star hotel rose by 3.5% (+2.6% in US dollar

JULIUS BAER WEALTH REPORT: ASIA

in Asia. By comparison, a stay at a suite of a similar

terms) with the biggest price movements found in

Tokyo (+13.3%) and Kuala Lumpur (+10.5%).

Although already the most expensive city for a hotel
stay in Asia, room rates in Tokyo inched even higher
on the back of record inbound tourist flows and
limited new supply. This kept Tokyo in pole position
this year as the most expensive hotel suite option

Chart 10: Hotel suite

quality is about five times cheaper in Mumbai, which
is our least expensive city for the category.

The price jump in Kuala Lumpur may in part be

explained by a new supply of high-end hotels (Grand

Hyatt, St Regis) which has helped to reprice room
rates for the city where rates have typically lagged
Asian counterparts. Even so, hotel rates for a 5-star
hotel in the city are still the second cheapest in the
region besting only Mumbai.

Tokyo
923 (34.2%)

96,300 (13.3%)

Hong Kong
838 (4.7%)
6,500 (4.8%)

Taipei
592 (3.2%)
19,080 (7.2%)

Singapore
517 (6.3%)
699 (6.1%)

Shanghai
452 (11%)
3,000 (8.1%)

Average
447 (2.6%)
(3.5%)

|

Bangkok
375 (-4.8%)
13,200 (-1.5%)

Manila
374 (-4.4%)
17,500 (-1.0%)

Jakarta
284 (-5.0%)
3,758,857 (-5.7%)

Seoul
236 (-8.1%)
272,857 (-5.9%)

Kuala Lumpur
164 (3.4%)
662 (10.5%)

Mumbai
156 (-2.4%)
10,500 (2.9%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer
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Wedding banquet

Arguably, no investment is more rewarding than for
one’s wedding ceremony. Every vear, as part of our
dataset, we source pricing for a wedding banquet

for around 500 guests at a top—end hotel. Banquet
pricing typically sees low level of flux in terms of
pricing for hotels and tends not to change day to day
based on demand. In local currency terms, banquet
prices remained stable across the cities we surveyed

at -0.2% y/y (-1.3% in US dollar terms).

However, we did see a notable increase in Kuala
Lumpur (+11.2%) which is in line with the rising

Chart 11: Wedding banquet

pricing trend for luxury hotel room rates in Kuala
Lumpur from a repricing of the market with new
supply. On the other hand, Seoul (-8.2%) and
Mumbai (-16.7%) suffered large declines due in part
to new hotel/function room supply in those cities
(Seoul: New Four Seasons and JW Marriot; Mumbai:
New JW Marriot).

The most expensive city in Asia to plan your nuptials
continues to be Tokyo (USD 148,674) where it

costs more than five times as much as Bangkok
(USD 28,251) the cheapest city to do so.

Tokyo
148,674 (18.1%)
15,504,804 (-0.3%)

Shanghai
137,684 (-0.2%)
913,560 (6.7%)

Hong Kong
117,218 (-2.6%)
909,586 (-2.5%)

Seoul
80,506 (-10.4%)
93,125,000 (-8.2%)
Singapore
76,461 (0.2%)
103,290 (0.0%)
Mumbai

75,120 (-21.0%)
5,048,888 (-16.7%)

Average
74,902 (-1.3%)
(-0.2%)

Manila

44,145 (-3.4%)
2,063,158 (0.0%)
Taipei

43,713 (2.0%)
1,409,100 (5.9%)

Jakarta

38,833 (2.2%)
514,250,000 (1.4%)
Kuala Lumpur

33,315 (4.0%)
134,400 (11.2%)
Bangkok

28,251 (-3.4%)
994,400 (0.0%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer
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Wine

On average in local currency terms, the price for a
750ml of our bottle of Chateau Lafite Rothschild
2000 fell by 2.3% (-3.0% in US dollar terms) this
year. We found the largest price declines in Taipei
(-18.3%), Hong Kong (~15.6%) and Shanghai
(-11.6%) where the impact of austerity measures
continue to have a lingering effect. The most
expensive city to purchase a bottle of our Hero wine
remains Manila where it is almost twice as expensive
as the same bottle from Kuala Lumpur (where it is
the cheapest).

Chart 12: Wine

The price of the wine item in our index has
consistently come down in recent years, but this is a
normalisation in price, which previously was arguably
elevated. A number of reasons contribute to the
decline including a shift in buying patterns (Burgundy
on the rise), counterfeit industry in China and political
changes discouraging lavish gift-giving in China.

We should still treat Lafite as the ‘king of first growth’.
It is also worth mentioning that apart from the Lafite,
there are many other highly-rated expensive Bordeaux
wines that have fallen to ‘bargain’ level prices,
according to wine experts at Christie’s in Hong Kong.

Manila
3,092 (-8.1%)
144,527 (-4.9%)

Bangkok
2,699 (3.2%)
95,000 (6.7%)

Shanghai
2,645 (-17.3%)
17,550 (-11.6 %)

Jakarta
2,391 (-0.8%)
31,667,000 (-1.6%)
Singapore
2,369 (0.2%)
3,200 (0.0%)
Mumbai
2,232 (-0.2%)
150,000 (5.3%)

Average
2,227 (-3.0%)
(-2.3%)

Tokyo

2,154 (33.1%)

224,640 (12.3%)
— Taipei

2,116 (-21.3%)

68,200 (-18.3%)

Hong Kong
1,708 (-15.6%)
13,250 (-15.6%)

Seoul
1,599 (0.4%)
1,850,000 (2.8%)

Kuala Lumpur
1,487 (-6.5%)
6,000 (0.0%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer
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Jewellery

Our index showed a flat price trend for jewellery this
year (-0.3% in local currency, -2.0% in US dollar
terms). Yet, jewellery is perhaps the hardest item in
the index to standardise and build a clear picture of
pricing and demand/supply trends. In the index, the
only real ‘standard’ item that we try to look for across
the markets is the Tiffany cut single stone. Even then,
we might find variations from y/y depending on the
colour, clarity and size of the stone that is available.

The main trend in APAC ex Japan for high end
jewellery is that consumers are gradually shifting away
from ‘local’ producers towards the branded ones, but
the former still makes up about 80% of sales,
according to industry experts.

Chart 13: Jewellery

Consumers in Asia tend to focus more on the
individual stones and their cost, and worry less about
setting, design and craftsmanship of the overall piece.
Some brands, like Tiffany, are trying out targeted,
mono-themed strategies like trying to raise
awareness of single items, such as yellow diamonds.
There is a perception now, especially in China,

that diamonds are the only stone that can have an
investment value, yellow diamonds in particular.

The prevailing view in the industry is that no other
store has this cache at the moment. So this is a unique
strategy that may be copied in some form by other
firms in the future. Overall, it is not expected that
local jewellers will match their craftsmanship or design
capabilities, well into the medium term.

Seoul
139,313 (-1.3%)
161,150,000 (1.1%)

Singapore
116,590 (14.7%)
157,500 (14.6%)

Shanghai

109,115 (-12.8%)
724,000 (-6.8%)
Taipei

103,768 (-25.1%)
3,345,000 (-22.2%)

Hong Kong
101,549 (-6.8%)
788,000 (-6.8%)

Kuala Lumpur
101,135 (11.7%)
408,000 (19.5%)

Tokyo
86,991 (-19.5%)
9,072,000 (-32.1%)

Average
83,249 (-2.0%)
(-0.3%)

) 4

Bangkok

53,979 (8.0%)
1,900,000 (11.8%)
Jakarta

50,745 (9.4%)
672,000,000 (8.6%)
Manila

31,025 (-3.4%)
1,450,000 (0.0%)

Mumbai

21,528 (3.5%)
1,446,935 (9.2%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer
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Watch

The watch item in our index this year is the Rolex
Oyster Perpetual Day-Date 40 in yellow gold which
replaces the 4Tmm Day-Date Il. Individually, the
changes in the Day-Date 40 are all small, but taken as
a whole they represent a significant upgrade to Rolex’s
flagship model. The new flagship model features a
new case, dials and next-generation movement.

We found positive price trends for our watch item

across 9 of the 11 cities (except for Shanghai (-1.9%)
and Seoul (0.0%)) helped by a model upgrade and

Chart 14: Watch

a bullish vintage Rolex market. This is reflective of
the fact that the Day-Date is considered to be
very fashionable currently especially with younger
collectors. On average, our watch item saw prices
rising by 4.1% in local currency terms (+3.1% in US
dollar terms) making it one of the outperformers in
the index.

We find Kuala Lumpur to be the least expensive city
to purchase our watch (USD 28,491) while Shanghai
remains the most pricey (USD 38,884).

Shanghai
38,884 (-8.2%)
258,000 (-1.9%)
Bangkok
37,939 (7.3%)
1,335,400 (11.0%)
Seoul
37,173 (-2.3%)
43,000,000 (0.0%)
Singapore
34,666 (3.1%)
46,830 (2.9%)
Manila
34,438 (-1.3%)
1,609,500 (2.2%)

]
Tokyo

34,382 (27.9%)
3,585,600 (8.0%)

Average
34,369 (3.1%)
(4.1%)

Taipei
34,108 (0.2%)
1,099,500 (4.0%)

Mumbai
33,998 (-1.8%)
2,285,000 (3.6%)

Hong Kong

33,248 (3.9%)
258,000 (4.0%)
Jakarta

30,734 (9.1%)
407,000,000 (8.2%)
Kuala Lumpur

28,491 (-3.7%)
114,939 (3.0%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

Source: CSG Intage, Julius Baer
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Car

We have replaced the luxury sedan in our index this
year with the redesigned BMW 7 Series (previously
Mercedes-Benz S-Class) which is also the flagship
model of the brand for BMW. The new BMW 7 series
features several innovations including the industry’s
first Display Key, Gesture Control, Remote Control
Parking, a passenger compartment constructed with
light-weight carbon fibre and BMW Panorama glass
roof Sky Lounge.

On average, our car item saw stable pricing trends

over the past year up 0.2% in local currency terms
(-0.7% in USD terms). At the extremes, we saw a

Chart 15: Car

large price increase in Manila of 18.0% helped by a
model upgrade (BMW 750Li from BMW 740Lj,
which is still available), while Bangkok saw a price fall
of =23.9% as a price adjustment was carried out to
stay competitive as Mercedes Benz dropped prices
across its model range.

Singapore clinches the title of most expensive city
to purchase a brand new BMW 7 Series sedan
(approximately USD 430,000) due to import
duties and regulatory taxes whereas Shanghai is a
distant second at about USD 300,000. Jakarta is
the cheapest overall to procure our car item
(approximately USD 158,000).

Singapore
429,939 (2.1%)
580,800 (1.9%)

Shanghai

299,615 (-9.6%)
1,988,000 (-3.4%)
Hong Kong
253,616 (-0.1%)
1,968,000 (0.0%)

Mumbai
229,874 (0.4%)
15,450,000 (5.9%)

Average

228,486 (-0.7%)
(0.2%)
Manila
224,450 (14.0%)
10,490,000 (18.0%)
Taipei
198,849 (-7.7%)
6,410,000 (-4.2%)

Bangkok
198,843 (-26.5%)
6,999,000 (-23.9%)
Kuala Lumpur
195,527 (-9.9%)
788,800 (-3.7%)

Seoul
165,810 (2.1%)
191,800,000 (4.5%)

Tokyo

159,080 (27.0%)
16,590,000 (7.2%)
Jakarta

157,747 (0.8%)
2,089,000,000 (0.0%)

B 2016 cost (USD) /2016 vs 2015 cost change (%) M 2016 cost (Local currency) / 2016 vs 2015 cost change (%)

All prices for BMW 750Li except:

2015: BMW 740Li for Bangkok, Jakarta, Kuala Lumpur and Manila
2016: BMW 740Li for Bangkok, Jakarta and Kuala Lumpur
Source: CSG Intage, Julius Baer
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Chart 16: 2016 Julius Baer Lifestyle Index city ranking by items, in USD
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Chart 17: Change in ranking 2015/2016

Shanghai (-)

Hong Kong (¢ 1)

Manila (1)

DR Kuala Lumpur (+2)

Murbai © (R

() Change from 2015 ranking

Source: CSG Intage, Julius Baer

Most expensive city: Shanghai

For the second year since we began to compare the
cost of luxury living in Asian cities, Shanghai is ranked
as the most expensive city scoring first place for 5 items
(hospital stay, watch, botox, cigars and high—-end skin
cream) and second for another 6 (property, wedding
banquet, ladies” handbag, men’s suit, car and ladies’
shoes). As seasoned shoppers will know, factors

such as exchange rates, taxes and duties can cause a
luxury item to cost significantly more on the mainland
than overseas.

Least expensive city: Mumbai
For the second year since we began to compare the
cost of luxury living in Asian cities, Mumbai is ranked

28

as the least expensive city scoring 11th for 7 items
(hotel suite, tooth implant, ladies” handbag, jewellery,
men’s suit, cigars and skincare) and second cheapest
for botox.

Upgrades and downgrades

Singapore has overtaken from Hong Kong as the
second most expensive city in Asia as the latter
remains out of favour with Chinese tourists. Another
notable upgrade is Tokyo (up 3 notches from 7th to
4th spot) due to favourable FX rates displacing
Bangkok which is downgraded from 5th to 7th. Kuala
Lumpur falls 2 notches from 8th to 10th position on
adverse currency movement.
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Chart 18: Julius Baer Lifestyle Index - Hong Kong
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City comparisons - Hong Kong

Our basket of goods and services fell by 0.56% y/y
in Hong Kong as large price increases for golf club
memberships (+36.5%), cigars (+12.5%) and pianos
(+8.2%) were offset by declines in wine (-15.6%),
residential property (-8.7%) and jewellery (-6.8%).

This is better than the average price decline of -1.68%

across the cities.

30

Hong Kong retains its status as the most expensive
place in Asia to live in with high-end property still
about five times as costly as the average for the
region. Yet for certain items value is emerging after
prices have fallen in recent years. A bottle of our
top—end wine is attractively priced at a third of what it
costs on average in the region, our ladies” handbag
retails at a fraction of that in other Asian cities and
our newest addition, high-end skin cream, is second
cheapest in the region after Mumbai.
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We remain sanguine on the Hong Kong economy as Our view on the Hong Kong dollar (which is pegged
we expect the bellwether property sector to remain to the US dollar) is bullish as US economic data is
resilient. Hong Kong real estate is highly sensitive to improving despite an already strong currency,

interest rates, which given Hong Kong's currency peg,  justifying more currency strength.
follow those of the United States where rate hikes

have been pushed back. There is also optimism in the

commercial sector, where the transition from luxury

shops to mass market shops is close to completion,

and landlords can start from a new base.
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Chart 19: Julius Baer Lifestyle Index - Singapore
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City comparisons - Singapore

Our basket of goods and services fell by 6.6% y/y in
Singapore dragged by a significant decline in high-end
property prices (-26.3%). Large price increases for
items such as jewellery (+14.7%) and cigars (+20.0%)
were unable to make up for the difference. The price
performance for our luxury index in Singapore was
worse than the -1.68% across the cities.

Singapore has gained ground on Hong Kong this year
and it is now the 2nd most expensive city in Asia
according to our index. Cars, legal fees and jewellery
are considerably more expensive in the lion—city but

32

these can be explained by idiosyncratic factors such
as local taxes and controlled supply for cars.

Botox and golf club memberships could be considered
as ‘cheap’ relative to the region. Golf club
membership prices (-4.2%) in Singapore have fallen
after buyers stopped trading in memberships in the
wake of government announcements that it was
taking back the land from three clubs and that two
others would not have their leases renewed. Over the
medium term however, we would expect membership
prices to rise again as players from clubs due to close
buy new memberships to continue playing the sport.
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Our view on the Singapore economy is relatively
cautious as despite some recovery in the industrial
sector, low global external demand will continue to
weigh on the highly export-dependent economy,
with a slowing China having a particular weight. In
addition, the banking sector could be affected by a
slowdown in Europe from ‘Brexit’ as it has a greater
direct exposure to the UK than ASEAN counterparts.
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We have a neutral view on the Singapore dollar as
we expect the currency to trend down in connection
with a slowing China and a possible downward
re—centering of the MAS’s target band due to
continued low-inflation.
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Chart 20: Julius Baer Lifestyle Index - Shanghai
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City comparisons - Shanghai Yet in absolute terms, Shanghai remains the most
Our basket of goods and services fell by 7.0% y/y in expensive city in Asia. To put it another way, legal fees
Shanghai affected by a depreciation (-6.5%) of the and golf club memberships are the only two items
Chinese yuan against the US dollar. This was more which are cheaper in Shanghai than in the region.
deflationary than the —1.68% we saw across the cities.  In many cases, luxury goods and services originating
In addition, most items saw prices falling except for from Shanghai cost two times what they would cost
tooth implants (+10%), cigars (+7.5%) and business elsewhere in Asia.

class flights (+2.5%). The items with outsized
declines were botox (-29.8%), ladies’ shoes (-20.0%),
wine (-17.3%) and legal fees (-13.9%).
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In terms of our currency outlook, we are expecting
mild depreciation for the Chinese yuan against the
US dollar due to cyclical and structural pressures in
the Chinese economy. We are overall positive on the
Chinese economy. Market worries have calmed after
better data in the first half indicated a temporary
stabilisation of economic conditions. We expect a
controlled slowdown to resume in the second half

of 2016.
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Chart 21: Julius Baer Lifestyle Index - Mumbai
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City comparisons - Mumbai

Our basket of goods and services fell by 9.2% vy/y in
Mumbai affected by a depreciation (-5.2%) of the
Indian rupee against the US dollar. Mumbai saw the

largest single city price deflation this year as compared

to the -1.68% regionally. Several items experienced
price falls with the exception of legal fees (+20.3%),

golf club memberships (+19.7%) and cigars (+13.3%)

which performed well. The items with outsized
declines were tooth implants (-39.8%), residential
property (-25.9%) and wedding banquets (-21%).
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For the second year running, Mumbai qualifies as
the least expensive city to purchase our selected
high-end goods and services. Mumbai is the cheapest
location to acquire 7 of our 21 measured items and
in many cases it is the cheapest by a wide margin.
We expect moderate growth of luxury and high-end
goods and services in India which remains a
domestically driven market. Despite a growing
number of HNW!/’s, research has shown that the
nation’s affluent consumers tend to shy away from
ostentatious displays of wealth.
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Our outlook for the Indian economy and the currency

is moderately bullish - we expect continued
outperformance of the rupee against its Asian

emerging market peers given its resilience. We expect
the rupee to profit from a better macroeconomic
backdrop and an improving balance of payments.
In addition, we expect a steady flow of reforms to
keep more realistic expectations for fundamental

change alive.
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Chart 22: Julius Baer Lifestyle Index - Taipei
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City comparisons - Taipei

Our basket of goods and services fell slightly by
0.26% y/y in Taipei in a somewhat mixed picture.
Items which showed large price falls include jewellery
(-25.1%), wine (-21.3%) and golf club memberships
(=91%) while ladies’ shoes (+27.8%) and botox
(+25.6%) outperformed. Overall, price momentum
outperformed the average price movement of -1.68%
across the cities.
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Relative to regional peers, Taipei’s goods and services
are not expensive with the city retaining its 6th spot in
our index ranking. Historically, tourism marketing has
focused largely on local culture, natural sights, street
food and cuisine. However, this may change as the
government has been taking steps to promote Taiwan
as a luxury shopping destination including easing visa
restrictions, introducing a more consumer—friendly tax
system and opening more upscale department stores
in the Taipei 101 area. Given the attractive pricing of
the city’s goods and services, we see further upside
potential for the city’s ranking.
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We have been mildly optimistic on the Taiwanese
economy however, we note that this year’s growth
forecasts have a downward bias as weakness in
external demand for the island’s products and
components is starting to impact recent signs of

economic recove ry.
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Over the medium term, the newly elected government
plans to focus on industrial upgrading, income
distribution and reducing trade reliance on China.

It remains to be seen if these reform measures can be
executed given an anaemic macro—environment,
limited fiscal firepower and regional competition.
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Chart 23: Julius Baer Lifestyle Index - Jakarta
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City comparisons - Jakarta

Our basket of goods and services fell by 0.58% y/y
in Jakarta as healthy price increases in golf club
memberships (+26.0%), business class flights
(+18.0%) and legal fees (+11.9%) were more than
offset by a decline in tooth implants (-14.6%) and
residential property (=10.7%) which carries a higher
weight. Overall, the fall in prices in Jakarta were mild
as compared to the region (-1.68%).
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Notwithstanding, Jakarta still ranks third cheapest in
our index within the region (up one level from last
year). It is cheapest for hospital stays and golf club
memberships and second cheapest for cars and
watches. The only item where it claims top spot is for
ladies” handbags.
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An important development in Indonesia in 2015 was We are neutral on the Indonesian rupiah with a mildly
the exemption of luxury tax from certain items depreciating outlook. While the pass-through of
which are found in our lifestyle index such as musical important reforms has lifted investor confidence
instruments and branded goods in order to boost somewhat, still rather weak fundamentals, such as a
household consumption and reduce overseas considerable current-account deficit, will continue to
spending. So far this has not had a large impact on weigh on the currency.

the price data of affected items in our index,
suggesting that retailers had not fully passed through
lower taxes on to consumers.
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Chart 24: Julius Baer Lifestyle Index - Manila
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City comparisons - Manila

Our basket of goods and services fell by 0.62% y/y

in Manila tempered by a weaker peso (-3.3%)

and price declines in all but 3 items in the index,
namely cars (+14.0%), men’s suits (+10.5%), golf club
memberships (+8.3%) and cigars (+1.4%). This was a
better performance than the region’s -1.68%.
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In relative terms, Manila is the 4th cheapest city to
obtain our basket of goods and services (up from 3rd
cheapest previously). It remains the least expensive
city to purchase a luxury high-end apartment,

a segment which has seen growing interest from
expatriates who are converting from lessees to unit
owners, as well as overseas based Filipinos. As with
years past, Manila remains one of the least expensive
places to purchase branded ladies” handbags and
Armani suits, or to seek cosmetic medical procedures
like botox and tooth implants.
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Our view on the Philippines economy is neutral, as
much depends on the new government’s ability to
execute on announced policies. Key drivers are plans
to increase deficit spending from 0.9% of GDP in
2015 to 3.0% of GDP, and infrastructure spending
from an average of 2.2% in the past five years to
around 5.0% in the next six years.
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Chart 25: Julius Baer Lifestyle Index - Seoul
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City comparisons - Seoul

Our basket of goods and services fell by 4.52% y/y
in Seoul affected by local currency weakness (-2.3%)
and large corrections in the prices of certain items
such as tooth implants (-33.7%), botox treatments
(-18.6%) and golf club memberships (-12.3%).

This was a more severe fall than the average for the
region (-1.68%).
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Seoul has fallen to the 5th most expensive from 4th

a year ago based on our methodology. It is the most
expensive to purchase an Armani suit, a diamond ring
or simply as a point of disembarkation for long-haul
business class flights to New York and London. Yet in
certain areas such as cosmetic/elective procedures in
plastic surgery and dentistry, prices have declined due
to heightened competition.
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We are mildly positive on the Korean economy and
currency as despite concerns about large household
debt, the Bank of Korea is likely to cut interest rates
further in the second half of 2016. Fiscal support is
underway too and this should stabilise growth. In
addition, fundamentals remain strong with the
nation’s large current-account surplus while valuation
is attractive.
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Chart 26: Julius Baer Lifestyle Index - Kuala Lumpur
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City comparisons - Kuala Lumpur Within the region, Kuala Lumpur ranks as the

Our basket of goods and services fell by 2.93% y/y second least expensive city down two notches from

in Kuala Lumpur as the Malaysian ringgit depreciated ~ 2014/2015 where it ranked 8th overall. Kuala Lumpur
significantly (-6.5%) against the US dollar and items ~ offers the best value for business class flights, luxury
such as business class flights (-25.8%) and legal fees ~ watches, wine, pianos and ladies’ shoes where it is the
(-28.5%) fell by more than 20% y/y. Overall, price cheapest in Asia to purchase these items.
momentum underperformed the average price

increase of —1.68% across the cities.
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Our view on the Malaysian economy is favourable
despite some risks such as a further decline in il
prices which still account for a large part of public

revenues. The economy has diversified from

commodities and the introduction of GST in 2015 has
helped to broaden the revenue base. We expect a
mild depreciation for the ringgit over the course of
the next year supported by improving trade surplus

and foreign-exchange reserves.
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Chart 27: Julius Baer Lifestyle Index - Bangkok
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City comparisons - Bangkok

Our basket of goods and services rose by 2.21% y/y
in Bangkok as generally positive price performance
offset a weaker Thai baht. We saw steady price gains
in most items in our basket such as skincare (+11.2%),
tooth implants (+9.8%) with the exception of the
luxury cars item (-26.5%).
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Bangkok currently ranks as the 7th most expensive
city in Asia for luxurious living, which is two notches
below last year’s position. While big ticket items like
property (ranked 11th most expensive), wedding
banquets (ranked 11th) and golf club memberships
(ranked 11th) are excellent value in Bangkok, it is a
price leader for certain discretionary items such as
pianos, cars, jewellery and wine largely due to high
import taxes on luxury goods.
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Following in the footsteps of Indonesia, the Thai
customs department is considering reducing import
duties on luxury goods to boost spending at home
and give a fillip to the tourism industry. If this is
implemented, we expect Bangkok’s ranking in our
index to fall closer to peers such as Manila and Jakarta
within ASEAN given comparable living costs.
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Chart 28: Julius Baer Lifestyle Index - Tokyo
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City comparisons - Tokyo

Our basket of goods and services rose by the most in
Tokyo (+16.14%) y/y due primarily to the surging yen
(+18.4%). However, stripping out the FX component,

we still saw high double-digit increases in the price of

business class flights, hotel suites, and men’s suits.
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As a result, Tokyo rises 3 notches to capture the
position of 4th most expensive city in Asia. For
individual items, Tokyo is the most expensive city to
host a wedding banquet, stay at a top—end hotel, go
for a tooth implant and procure ladies’ shoes. On the
other hand, it is one of the least expensive for legal
fees, cigars and luxury cars.
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Given exceptional movements in the currency during ~ On the plus side, however, the upcoming Olympics

our measurement period, the price increases we saw promises to raise Tokyo’s profile quite substantially
this year may not be sustained. This is supported by for travellers into the medium term. Non-resident
our bearish view of the Japanese yen over a 12-month  spending will likely see a considerable boost into

time frame, as we expect the return of deflationary the medium term as Tokyo enhances its infrastructure
threats to force the Bank of Japan to expand its policy  from already high levels, to accommodate

further preventing the yen from strengthening short more visitors.

term, weakening it in the longer term.
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ARISING ASIA - BEAUTY CAPITAL

+ Urbanisation and an ageing population are driving the worldwide beauty market.
+ Asia makes up 36% of the global beauty market and it is expected to grow 4.5% every year until 2019,

far faster than the global market.

+ Chinais expected to overtake Japan as the second largest premium beauty market after the US by 2018.
*  Premium skincare is one of the fastest growing segments within Asia led by China as consumers become
more willing to invest into higher-end products and expanding skincare regimes.

Introduction

Beauty is a modern obsession. The average man or
woman in modern society spends 30-40 minutes in a
typical day washing, dressing, and grooming himself
or herself. A survey by Euromonitor across a number
of major markets finds no discernible differences in
terms of time spent on beauty routines.

We not only spend time enhancing our appearance;
we spend large sums of money on it too. The global
beauty market reached a size of USD 229 bn in 2015
and continues to grow at a steady rate. In this edition

Chart 1: Daily grooming time in selected countries (2014)

of the Wealth Report: Asia we examine the beauty
market with a specific focus on the Asian consumer
and premium skincare.

Size of the global beauty market

The size of the global beauty market reached

EUR 203 bn (USD 229 bn), recording growth of 3.9%
in 2015, in line with the average of 3.9% observed in
the past decade. The market continues to expand
steadily and has proved resilient even during times of
tough economic conditions, reporting positive growth
even during the Lehman crisis.
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Chart 2: Global cosmetics industry market growth
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Chart 3: Global cosmetics market segmentation by Chart 4: Global cosmetics market segmentation by
products (2015) geography (2015)
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Beauty market at a glance Skincare accounts for 36% of the beauty market,
By product segment, skincare and hair care account the largest by far and is expected to remain so. Global
for more than half of the beauty market while by sales for skincare are expected to exceed USD 131 bn
geography, Asia continues to dominate demand at by 2019 mainly driven by emerging markets in Asia
36%. In the next decade, every region in the world is including China which will account for nearly 60% of
expected to grow with China, US, Brazil, India and skincare’s value growth by 2019.

Japan expected to be the top five markets.
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China: Slowly rising to the top following the depreciation of the Japanese yen. US
In the global beauty market, China ranks second, remains the global leader but it is possible that China
having exceeded Japan in US dollar terms in 2073, could overtake the US in the next decade.

Chart 5: Historical growth of selected beauty markets

Markets 2000 2005 2010 2011 2012 2013 2014 2000-14

(USD m) (USD m) (USD m) (USD m) (USD m) (USD m) (USDm) CAGR (%)
China 7,629 13,951 30,134 35,540 39,914 44,229 47806 14.0
Japan 32,637 34,658 43,806 47204 47,457 39,259 37116 0.9
South Korea 4,302 6,164 7,545 8,682 9,228 10,058 11,081 7.0
us 54,459 63,592 68,020 71,056 73,459 74,861 76,276 24

Source: CLSA, Euromonitor

China has already assumed the mantle as the leading ~ market, half of the total revenue comes from skincare,

global consumer of skincare products, having which has seen a 14.0% compound annual growth
surpassed the US within the past decade and having rate (CAGR) since 2015, a faster growth rate than the
overtaken Japan in 2013. Within China’s beauty overall beauty industry.

Chart 6: Beauty market by geography
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Key demand drivers

Emerging Asian markets: Urbanisation
Urbanisation is a key driver behind beauty product
consumption. Higher population density in urban
areas facilitates product distribution. Demand for
beauty products also tend to rise alongside a rise in
disposable income and increased social interaction.
Within Asia, India and China have significant
potential for greater urbanisation. In the past decade,
China grew its urbanisation rate by almost 50%. Yet
this is still 35% below the level of developed countries.
India’s is even lower, but growth in urbanisation is
occuring at a slower pace.

Developed markets: Ageing Population

In contrast to emerging markets, an ageing population
is a more important driver for the beauty market in
the US and Western Europe. By 2017, approximately
half of the population in the US will be 50 years or
older thereby controlling 70 percent of the country’s
disposable income. Worldwide, the spending power
of this >50-year age group is expected to reach

USD 15 trn by 20207

Global beauty market growth by segment
Natural products: Industry players have expanded
their portfolios into natural products driven by
consumers’ and manufacturers’ interest to be more
environmentally responsible, as well as public scrutiny

Chart 7: Premium beauty vs mass beauty growth

over the safety of ingredients. While natural products
first debuted in the skincare product segment,

they have now expanded to other segments of the
beauty industry.

Men’s products: There has been an acceleration in
demand for men’s products in the past few years led by
Asia (which accounts for two-thirds of global demand).
However, the market for men’s skincare is still
miniscule compared to the women’s skincare market
at roughly 3%, implying significant upside potential2.

Premiumisation: As consumer concern for personal
appearance grows, demand for more sophisticated
ingredient formulations and efficacious solutions is
increasing. This is particularly noticeable in skincare
which is the most valuable category in terms of
growth potential in the premium space. Strong
demand from Asia, Latin America and North America
is expected to add over USD 5 bn in new sales to this
segment between 2012 and 20175.

Focus on the premium beauty market

The growth of the premium beauty market is expected
to generate a quarter of the growth for the global
beauty industry over the next five years largely driven
by China which is expected to overtake Japan as the
second largest premium beauty market after the US
by 2018,
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2 Source: Ernst & Young
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Chart 8: Premium vs mass proportion and historic vs forecast (2009-2019)

Values are in millions USD

2014-2019
14,473.8

2009-2014
9,462.8

2009-2014
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Source: Euromonitor

Premium beauty is forecasted to grow slightly faster
than mass beauty, with a 3% CAGR up to 2019.
Companies which focus on premium beauty products
still rely on developed markets for the bulk of their
growth. However, the emerging markets contribution
continues to increase with China, the largest growth
contributor, expected to add USD 5.2 bn in retail
value by 2079.

Premium skincare

The premium skincare market can be roughly divided
into masstige, prestige and ultra—prestige segments
which are thus defined by price, retail availability and
marketing. Ultra—prestige segments are expensive
and exclusive with low accessibility at more than

ten times the price point of a mass—market brand.
Prestige brands are less exclusive than ultra—prestige
brands and can be found at five to ten times the price
point of mass—market. Masstige brands, including
dermatologist brands and other less exclusive brands,
typically retail at two to five times the price point of a
mass—market product.

In the US market, the premium skincare market has
grown at a CAGR of 5.5% over the past decade as
more customers are willing to invest money into
skincare and expanding skincare regimes, driving
growth in the ultra—prestige and prestige segments.

4 Source: Mirae Asset Financial Group

2014-2019
41,335.6

In China, the premium skincare market has grown

to comprise a quarter of the total skincare market

up from 17% in 2001. This is below the share in

other Asian markets such as Hong Kong (72%),
Taiwan (59%), South Korea (57%) and Japan (55%).
The high numbers in Asia stand in contrast to the
proportion in the West at only 20% in Germany,
30% in the US, 44% in Canada and 48% in France.
Looking at other Asian markets there is significant
growth potential for the Chinese market.

Impact of exogenous factors (currency and
regulation)

Despite a slowdown in the macro—environment,
global luxury demand for beauty products is still
growing, sustained by tourist consumption, which
has been heavily influenced by currency fluctuations
and regulations. Consumption and nationality

are mutually exclusive in the luxury market. China
continues to be the top consumer country (a third
of the total market), but Chinese customers tend to
consume outside their home country. Europe and
Japan benefited from this trend in 2015, with Japan
growing the fastest followed by Europe.
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Chart 9: Luxury goods demand growth by nationality and area (2015)

%

10

8%

6%

7%
6%

4%

2%

1% 1%

1%

-3%

Europe usS

B Nationality M Area

Source: Business Monitor International

What is driving growth for the Asian beauty
market?

The growing consciousness towards maintaining
one’s personal appearance and a considerable
increase in disposable incomes are the two major
drivers of growth for the beauty market in the Asia
Pacific region.

How is the Asian beauty market different?

One area where Asian consumers tend to spend or
invest more than those on other continents is on
skincare because of the increased cultural importance
of having well-maintained skin. For example, skincare
accounts for roughly 70% of the Chinese beauty
market whereas it is only 35% in North America,

32% in Brazil, or 37% in Russia®.

Asians also tend to spend more on products that have
higher price points (premium or prestige products)
with added functions (e.g. whitening, anti-ageing,
anti-pollution). An Asian woman, on average, will use
eight different skincare products each day, including
special products like whitening creams.

In addition, local cosmetic players in Asia are generally
very strong compared to those in other emerging
markets. This is because many Asian countries have

5 Source: Mirae Asset Financial Group

6 Source: China Customs

Japan

China Rest of the world

solid competitiveness in manufacturing, and local
companies usually have better distribution networks.

‘Asianification’ of the beauty market

There is a growing number of Asia-inspired products
and innovation present already in international
markets and the Asianification trend is expected to
grow stronger and deliver more product concepts
from the region.

The Korean wave

Within Asia, South Korea is one of the most
innovative beauty markets with local companies

that pioneered BB and alphabet creams within the
skincare category. Korean brands have also been
expanding internationally. In 2015, Korean exports
to China grew more than 300% y/y in value terms
(Japanese exports increased 34%)6. Korean
cosmetics companies have gained popularity in
China due to the surge in Chinese tourism as well as
aggressive product marketing by Korean companies.
One company which has been particularly successful
is Amorepacific which has popular brands such as
Innisfree and Sulwhasoo. The latter combines Asian
medicinal herbs with advanced modern science as its
selling point in Western markets.
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Focus on the Chinese beauty market become more willing to spend money on beauty
The Chinese beauty market is the second-largest in either by purchasing more product types or more
the world with a size of USD 47 bnin 2014 or a expensive products. According to Euromonitor,
CAGR of 14% since 2000. Beauty products remain the Chinese beauty market is expected to grow at
highly discretionary items where there is still a low a CAGR of 10.3% from 2015 to 2019 and reach

annual cosmetics consumption per capita of USD 35,  CNY 491 bn (USD 77 bn) in 2019.
one—-eighth that of Japan. As incomes rise, consumers

China is one of the fastest growing beauty markets

Chart 10: Projected growth of total beauty and skincare market for 2015-2019 (CAGR) (2015-2019)

%
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China Japan South Korea us
B Total market M Skincare

Source: Euromonitor

Chinese consumers today shop globally E-commerce

Chinese consumers are one of the biggest drivers of As a growing number of customers shop on the
luxury spending worldwide. They spend the most internet, and e-commerce platforms (like Taobao and
globally (31%) on luxury goods, followed by the JD.com) have matured, e-commerce has delivered

Americans (24%) and the Europeans (18%)7. 80% of  the highest growth in the past three years, with a
luxury shopping by the Chinese is done abroad with CAGR of 37%8. As seen in chart 11, internet retailing
only about 20% in Mainland China. Travel destinations  as a sales channel for beauty products has grown from

for Chinese luxury shoppers tend to respond to 1% to 16% in the five years since 2009. This is partly
currency fluctuations as they take advantage of due to the structural decline faced by general
favourable price gaps overseas for example in Japan, merchandisers and department stores and this trend
Korea or Europe. is likely to continue.

Growth areas in China
The most important growth areas in China today are
e—commerce, speciality stores and Asian brands.

7 Source: Bain & Co.

8 Source: iResearch
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Chart 11: China beauty product retail sales by sales channel
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Specialty stores

Within the brick-and-mortar space, specialty stores
have been doing well, helping to meet demand in
lower—tier cities where other channels have been
insufficient. In several tier 2 and 3 cities, specialty
stores account for more than half of the market. In a
number of tier 4 and 5 cities, specialty stores are the
only avenue where customers can buy beauty
products. Overall, specialty stores have recorded a
CAGR of 10% in skincare sales over the past 10 years.

The rise of Asian brands

International brands had a first mover advantage

2014

B Supermarkets/hypermarkets M Department stores

Parapharmacies/Drugstores

B Others

I Beauty specialist retailers

B Directselling B Internet retailing

when they arrived in China in the 1980s and 1990s
when the personal care market was still nascent.
Multinational companies were able to gain leading
positions with their branding strategies, channel
development experience and deep pockets. However,
in recent years Asian brands have begun to fight back
and have grown their market share steadily from

39% in 2010 to 46% in 2014°. As can be seen in the
chart below, brands such as Amorepacific, PROYA
Cosmetics and Yunnan Baiyao have gained
significant market share in the past five years at the
expense of the larger players like Unilever and Procter

& Gamble (P&G).

Chart 12: Share of growth in selected beauty companies in China (2009-2014)
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Focus on the millennial consumers

Millennials, defined as people born in the 1980s and
1990s, are an important demographic that consumer—
products companies, including those in the beauty
industry, are trying to figure out. Globally, there are
about 2 billion millennials with 86% of them living

in emerging markets 0.

A bear argument for the long—term growth in luxury
is that millennial consumers care more about
experiences than spending on luxury when compared
to the older generation. In addition, it appears that
millennial consumers are also less brand loyal. Having
a strong online presence is important to gaining
interest with millennials. This is especially the case in
China where millennial consumers are more likely to
purchase via Daigou (shopping agent).

Research has shown that millennials are demanding
and price—sensitive consumers who seek value deals.
A number of surveys have shown that top brands
with the highest exposure to female millennials share
underlying factors such as price and brand quality.

The Chinese millennial

Millennials account for 28% of the Chinese
population™. They tend to purchase more via Daigou
than the older demographic due to the perceived
benefits of a broader selection, more exclusive
products and better customer service. Like their
counterparts elsewhere, Chinese millennials tend to
be less brand loyal, and more focused on price due in
part to a more pessimistic personal financial outlook.

10 Source: Bank of America Merrill Lynch
11 Source: US Census International Data Base, Nielsen

12 Source: Ernst & Young
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Social media and the millennial consumer

Social media has dramatically changed the traditional
relationship between brand and consumers. For
example, beauty brands control only 3% of the 15
billion views and they appear only in 2.5% of the
searches per keyword on YouTube. On the other
hand, the top 25 beauty bloggers have 2,600% more
comments than beauty brand’s channels’2. This is a
challenge for global beauty companies who will
increasingly need to use social media as a way to
anticipate and monetise market trends.

Conclusion

The outlook for the Asian beauty market is bright
with the Chinese premium skincare market being
one of the fastest growing segments. The Asian
beauty market is fast evolving with Asian brands
gaining market share from international brands and
even exporting Asian beauty concepts to the West.
The millennial consumer continues to pose a
challenge for global beauty industry players given
their different value set and propensity to buy and
obtain product information through newer, less
‘orthodox’ channels.

Finally, in conjunction with our research on this topic,
we have added an ultra—prestige skincare item to

our Lifestyle Index to complement botox as a facial
aesthetic item. We expect demand for this category
to grow over the long-term as an important luxury
consumer product for the HNW/ in Asia. Our findings
can be found in the Lifestyle Section of this report.
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SINGAPORE MACRO

Singapore has regained much of the ground it lost
since the crisis of 2008. Singapore’s annual average
nominal GDP growth rate in the new millennium
(2000-08) was 6.4%. Since 2008, the growth rate
has fallen somewhat to 5.8%. The story is similar with
respect to real GDP growth rates. If anything, the gap
is smaller at 5.5% and 5.1% respectively.

In the 2011 Singapore General Elections, the ruling
People’s Action Party returned to office but with a
reduced mandate. In 2015, however, the Party won
again and with a much larger vote share than it did in
2011. The policies that were put in place since 2011,
however, have stayed. The annual average growth
rates of the economy in the last four years up to
2015 at 3.8% and 3.4% in nominal and real terms
respectively are reasonable growth rates for an
advanced economy with a rapidly ageing population
and with tight controls on influx of foreign labour.
Singapore is managing its transition to that of mature
and ageing economy well.

Prudent management

Singapore has restricted inflows on immigrants
since 2010-11. At the same time, mindful of the
consequences of a property bubble going bust,
the government and the Monetary Authority of
Singapore (MAS) have tightened loan norms and
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raised stamp duties on home purchases. Both buyers
and sellers now have to pay stamp duty. In fact, these
norms were gradually introduced from 2009 onwards.
Property speculation has waned considerably along
with real demand as immigrants were the biggest
contributors to real demand. Excess supply of housing
too has played part in the property slump that has
endured for quite some time. Home prices have
dropped 9% from the peak in 2013 and transaction
volumes have halved. Yet the decline has been
orderly. Relatively high down payment from the
buyers (at least 20%) has shielded bank balance
sheets from the deterioration in asset values.

Labour market concerns

Wage growth in Singapore has been resilient (see
chart 1). Total wage growth has averaged 5.2% per
annum since the crisis similar to that of 5.1% in the
years preceding the crisis. These figures are nominal
and include employers’ contribution to the Central
Provident Fund. Wages at the bottom fifth percentile
too have grown more strongly than before. For the six
years ending 2074, the annual average wage growth
has been 4.7% compared to a meagre 0.9% in the
eight years up to 2008. Real wages are rising even
faster. The consumer price index has been contracting
steadily for a long time. Up to June 2016, the
contraction in CPI (y/y change) had lasted 20 months.
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Chart 1: Total nominal wage growth
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Yet there are some areas of labour anxiety as
mentioned in the biannual Macro-Economic Review

prepared by MAS:

“Residents who have been laid off are finding it
increasingly difficult to re-enter the workforce within
six months, with the re—entry rate falling steadily since
March 20715 to 51% as of December 2075. This was
particularly the case for PMETs . While about half the
job openings in Q4 2015 were PMET-related, only
48% of resident PMETs made redundant re—entered

Chart 2: Redundancy
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the workforce within six months, much lower than
clerical, sales & service workers (63%) and production
& transport operators, cleaners & labourers (53%).”

Redundancies have been rising steadily since 2010.
Redundancies include retrenchment and early release
of contract workers. They spiked in 2008 and in 2009
and came down sharply in 2010. However, since then
they have been rising steadily, reaching a 15,580 in
2015 (see chart 2).
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Low levels of economic dynamism are evident too.
Formation of new businesses has yet to recover. It h
been down in the last five months up to June 2016
(see chart 3). Clearly, cost of doing business in

as

Singapore is a big factor. This statistic accords with
anecdotal reports of businesses relocating out of
Singapore for cost reasons.

Chart 3: Net new business formation (6-month moving average)

Number
5,000

4,000

3,000

A

2,000

[\

1,000

R

M\ /M

VAV A W\

\ -

-1,000

A
\

1

-2,000

v

-3,000

-4,000

Jan O1
Nov 01
Sep 02
Jul 03
May04
Mar 05
Jan 06
Nov 06
Sep 07

Source: Department of Statistics, Government of Singapore

Much of this is intentional. The Singapore
government is encouraging uncompetitive businesses
to close down as it is keen to raise Singapore’s capital
and labour productivity. This will not be a painless
transition. A tight immigration policy has drawn
senior citizens to the labour force. Participation rate
for people above 55 in the labour force has risen

(see chart 4). For those in the age group 55-64,
participation rate has gone up from 56.3% in 2005

to 69.5% in 2015. For those above 65 years, the

64
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participation rate is up from 14.3% in 2005 to 25.8%
in 2015. This is not necessarily a bad thing. They keep
themselves economically independent and mentally
healthy too as they are gainfully employed in some
activity. Yet there is a skills mismatch for an economy
that aspires to become productivity and knowledge
based rather than rely on factor accumulation as
before. This is a worldwide phenomenon with no
straightforward answers.
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Chart 4: Labour force participation rate by age group
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Global headwinds

While Singapore’s costs and tight labour market are
important factors, the main challenge has come from
a stagnant global economy given its export-oriented
economy. The International Monetary Fund (IMF)has
been downgrading its global growth forecasts year
after year (see chart 5). Forecasts for 2016 have been
lowered by the IMF. Monetary stimulus that has been
applied by central banks around the world has not

yet returned the world economy to sustained growth.
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The stimulus has sustained asset prices more
successfully, though.

Consequently, export growth from emerging Asia
in volume terms has been declining. Data available
up to February 2016 show that export growth from
emerging Asia turned negative in March of last year
and has persisted since then, except for a break in
June 2015 (see chart 5).
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Chart 5: Emerging Asia export growth (seasonally adjusted. Fixed base 2005=100)
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Singapore dollar as a store of value

As a small, open economy, Singapore remains
vulnerable to a downturn in the world economy as
policymakers elsewhere in advanced economies
appear determined to repeat the boom-bust cycles.
That is a non-diversifiable risk for Singapore.
However, the important point is that Singapore is
managing its domestic risks quite ably.

Under the circumstances, Singapore has opted to
manage the difficult transition through restructuring
and deflation in the prices of goods, services and

Jan 08
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assets rather than through asset price reflation. That
is commendable. Indeed, Singapore’s gently deflating

property market has kept it shielded thus far from any
systemic risks.

A counterfactual scenario would have been to

persist with stimulus with painful and debilitating
consequences down the road. Therefore, Singapore’s
strategy of managing the transition through income
support for lower income families while the rest of the
economy restructures appears sound. That marks out
the Singapore dollar as a long-term store of value.
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CHINA MACRO

For the first decade of the 21st century, China’s GDP
growth rate averaged above 10% per year. Since the
peak in 2010, growth has averaged around 7% and is
widely assumed to trend lower. The debate over the
causes and implications of this structural decline in
growth has dominated much of the China-related
narrative in recent years, in our view; to the point the
nature of China’s ongoing transformation is lost in the
noise that this debate generates. In short, it is well
known that China is slowing down, but there is more
to this story than a secular peak in growth rates.

First, in terms of risks, the deceleration in growth has
been accompanied by a broad increase in leverage.
Government-linked and corporate debt, in particular,
has grown substantially, moving the needle by a
significant portion of GDP. All told, over the past

Chart 1: China’s gross debt as a percentage of GDP

decade, China has accumulated roughly USD 2 trn
of debt, based on numbers from the IMF and Bank of
America Merrill Lynch. On the surface, this increase
has caused alarm in some corners, notwithstanding
the fact that over the same period, China has gone
from being a two trillion dollar economy to one that
is five times the size now. Furthermore, debt service
ratios — these measure China’s ability to access
foreign currency to make good on debt payments not
denominated in renminbi - are very robust. Hence
the increase in the debt, especially when measured
against mature economies that are smaller in size,
needs to be put into perspective. Any rapid increase
in leverage has to be monitored closely for signs

of distress in debt service, but we would argue that
China is far away from posing a systemic risk in

this regard.
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More poignantly, the critical question is to what overall smartphone usage, yet at the same time,
extent the economy is shifting towards higher value-  roughly half the world’s smartphones are sold to
added services and in turn, a consumer—-driven model.  Chinese consumers. What this fact magnifies is the
Taking this a step further, there is a notion that untold potential of China’s digital economy, a topic

economies can ‘leap frog’ stages in their development,  we explore more closely in the entrepreneur profile
something that is arguably taking place in China now.  that follows this section.
For example, China lags other countries in terms of

Chart 2: Number of smartphones by region
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Chart 3: Percentage of adult population with a smartphone (2015)
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Beyond hardware, China is equally undergoing rapid revenue speaks of the opportunities in mobile content
growth in software: perhaps one of the clearest distribution, as smartphone penetration rises in
examples of this is the boom in movie box office sales.  tandem with the demand for content.

The well over CNY 40 bn per year in movie theater

Chart 4: China’s box office revenue
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More prosaically perhaps, the market for passenger then, market shares have shifted, with Korean and
vehicles displays another important facet of China’s US manufacturers jostling for customers alongside
development: intense competition where early leads Japanese and Chinese firms. This outcome

do not guarantee a permanent dominant position. A underscores an important distinction that we argue
decade ago, European car makers were in pole is vital to keep per capita income growth rising:
position relative to other car makers in China. Since market-derived competition and innovation.

Chart 5: Market share of passenger vehicles by origin
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Lastly, sticking with the ‘beauty capital’ theme of this  attract some of this demand has been an important
year’s report, this is certainly one area that China’s trend in recent years. Indeed, the average outlay by
influence is being widely felt. As tourism volumes a visitor to Japan from China is 60% higher than the

grow globally, visitors from China are notable for their  average, with roughly USD 500 being spent on
high spending, especially in the cosmetics and related ~ cosmetics alone.
goods. For an economy such as Japan, being able to

Chart 6: Amount spent by item, per shopper (between October and December 2015)
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What this demonstrates to us is that aggregate should be placed on sector-level developments to see
measures of wealth, in particular nominal GDP size, where consumers are headed next, be it as tourists
have less relevance today now that China’s economy with increased spending power or as avid fans of

has reached its current size. Far greater importance digital content in a fiercely competitive environment.
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INDONESIA MACRO

Indonesia: Staying out of the limelight

Indonesia was considered one of the ‘Fragile Five’
economies along with India in 2013 when the Federal
Reserve thought aloud about ending its bond
purchases (Quantitative Easing). The US dollar could
buy 3% more Indonesian rupiah by the end of 2014
and 10% more by the end of 2015. However,
something interesting happened along the way.

The Indonesian rupiah had weakened to an average
exchange rate of USD/IDR 14,402.3 in September
2015. By the end of the year, it had strengthened to
USD/IDR 13,840.0. Indeed, since October 2015, the
Indonesian rupiah had been the top performer among
Asian currencies vs. US dollar, except for the
Japanese yen (see chart 7).

Chart 1: Asian currencies in recent months (% change vs. US dollar) (between October 2015 and July 2016)
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Source: Bloomberg Finance L.P.

Indonesian President Joko Widodo (October 2014),
assumed office a few months after Narendra Modi
(May 2014) took office in India. Initially, he struggled
to get the better of his opposition in his own party
and outside. The international press dubbed the
country’s attempt to secure Indonesian ownership

of resource assets as ‘resource nationalism’. This
turnaround has been largely because the Indonesian
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HKD €@ -0.10%
PHP () -0.84%
INR () -221%
CNH @ -3.93%
CNY @ -4.19%

government had received breathing space to govern.
Further, the falling price of crude oil helped prevent
the fiscal deficit from getting out of control. Of
course, the government took action like India did by
cutting fuel subsidies and raising fuel prices towards
the end of 2014. Indonesia’s fiscal deficit is a modest
3.9%, in part thanks to these efforts.
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Another reason for the outperformance of the
Indonesian currency has been the relatively better
health of the Indonesian banking system and its
inflation performance. Just to provide a comparative
perspective, Indonesia’s banks have a capital
adequacy ratio of 21%, while non—performing loans
were 2.5% (gross) and 1.2% (net).

Indonesia’s current account deficit/GDP ratio is
estimated at 2.1% for 2015. Indonesia’s economy is
not clearly firing on all cylinders. Two-wheeler and
automobile sales are trending down. GDP growth
which was expected to be around 5.0% for 2016 is
now estimated only at 4.8%. While the forecast is for
the growth rate to recover to 5.4% next year (Asian
Development Bank estimates), it is quite possible that
global headwinds peg the growth rate back to 5.0%,
if the numbers for the first quarter are any indication.
GDP growth contracted q/q for an annual growth rate
of 4.9%, whereas consensus expectations expected
5.1%. This is not a big miss but a minor disappointment,
nonetheless. Overall, economic growth rate for 2016
is still expected to be around 5.0%.

Inflation in Indonesia looked likely to get out of hand

in 2015 as it did between 2013 and 2014 (one reason
why it was part of the ‘Fragile Five' club) but it quickly

Chart 2: Indonesian inflation trails Indian inflation rate

subsided thanks to the falling price of crude oil,
slower economic growth and more moderate growth
in M2 Money supply. Relative to India, inflation has
been benign so far this year. Earlier rate hikes in 2013
and 2015 placed the central bank in a position to ease
policy in 2016, from a position of strength. Despite

a narrower interest rate differential, the rupiah has
remained resilient in the face of global shocks, such as
the surprise Brexit vote. In February, Bank Indonesia
lowered the reserve requirement on banks from

7.5% to 6.5%. It took effect from mid-March. The
rupiah did not weaken then. Nor has the financial
market turmoil caused by the British vote to exit the
European Union weakened the rupiah. The currency
has remained resilient. Clearly, Bank Indonesia has
passed the test of credibility with financial markets.

In April 2016, Indonesia also changed its monetary
policy framework by replacing the one-year rate as a
policy instrument with a one-week repo rate. The
one-year policy rate was at 6.75% when this change
was announced. The one-week repo rate was 5.5%. It
was not a rate cut but it was a stealth ease, nonetheless.
By referencing the one-week rate, the psychology on
interest rates will change as the focus will be on a
much lower number. The one-week (reverse) repo
rate was further lowered to 5.25% in June.
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In a move to liberalise investment into the economy,
Indonesia removed many items from the Negative
Investment List in February of this year. This opens
the door to foreign participation in a broad range of
sectors and alleviates the risks of protectionism as
discussed earlier in this year’s report. Interestingly,
Indonesia has expressed an interest to join the
Trans—Pacific Partnership; this in itself would likely
boost trade but could also potentially expose the
rupiah to upward pressures. Foreign ownership can
be a double-edged sword. The currency can quickly
become overvalued as inflows surge.

Chart 3: FDI inflows

Indeed, Indonesia experienced the negative effects of
huge and rapid entry of foreign capital from 2010 to
2012 which subsquently exited in 2013. However, this
time it is not about portfolio flows but about direct
investment inflows. The country is still proceeding
only gradually on liberalising foreign ownership rules.
In dollar terms, India has received more foreign direct
investment (FDI) than Indonesia. However, as a share
of GDP, Indonesia has received more FDI than India
since 2010 (see chart 3). In real terms, the rupiah
effective exchange rate is more competitive than that
of the Indian rupee (see chart 4).
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Chart 4: Real Effective Exchange Rates (REER): rupiah is better off (2010=100)
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Barring a significant deterioration in external
conditions, the outlook for Indonesia is moderately
positive. The positives as mentioned include
moderating inflation, stronger rupiah, pick-up in
business sentiment and credit growth as well as

higher spending on infrastructure investment by the

government. In addition, a number of economic
reform packages, including the Tax Amnesty
programme which recently came into force, have
been implemented. These should help to support the

currency and attract greater investment interest from
both portfolio and FDI investors.
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INDIA MACRO

India: Capitalising on macroeconomic stability
The medium term outlook for India is predicated on
addressing a number of key structural challenges.
Chief among these is to raise the level of investment,
providing a supply side boost that will see India
harness its enormous potential to the fullest extent.
At the same time, examining inefficiencies in the
power sector and taxation, in particular, would serve
to lessen the burden of doing business and bolster
fiscal institutions.

While not underestimating the work that lies
ahead, important milestones are being reached,
such as progress on sales taxes. Such efforts
promise to lessen the drag on growth, which in

recent years, has arguably underwhelmed many
observers.

Not firing on all cylinders

In dollar terms, India’s GDP growth rates in the last
few years has been rather modest. In the financial
years 2012-13 and in 2013-14, India’s real GDP in
US dollar terms contracted 7% and 4% respectively
(see chart 1). In 2014-15, thanks to the stability in the
IND/USD exchange rate, India’s real GDP growth
in dollar terms was nearly 6.0%. Again, in 2015-16,
GDP growth rate in US dollar terms is almost flat at
0.5%. The rupee price of the US dollar has gone up
by nearly 40% from 2011-12 to 2015-16 (based on
monthly average of USD/INR exchange rate).

Chart 1: India’s real annual GDP growth rate in USD and USD/INR exchange rate
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In local currency terms, IMF forecasts Indian GDP
growth at 7.5% for 2016-17 and 2017-18. The
Reserve Bank of India (RBI) forecasts growth in
‘Gross Value Added (GVA) of 7.6% and 7.9% for
these two years. If subsidies are added and indirect
taxes are subtracted from GDP, one gets GVA.

Since these two are considered government payments
and receipts respectively, the emphasis is on GVA
rather than on GDP. Indian GDP in nominal terms
crossed the USD 2 trn mark in 2014-15. India’s
financial year runs from April to March. As per IMF
forecasts, among the major economies, India’s growth
rate is expected to be the highest. For India, the scope
for catch-up exists as its GDP crossed the USD 2 trn
threshold only recently and in per capita terms, its
GDP is lower than countries like China, Indonesia,
Thailand and Malaysia.

The government has begun addressing many long-
standing problems. At the same time, new challenges
have cropped up. We will analyse India’s macro-
economy in the light of the policy achievements in
the two years that this government has been in office
and policy challenges that lie ahead.

Public investment driving growth

Power sector reforms

Electricity, roads and water are the key concerns of

an average Indian. This government is working on
providing all Indians electricity 24/7 through multiple
fronts. They are providing lighting to villages, they are
replacing halogen lamps with LED lighting and thus
saving hugely on power consumption and they have
come up with an incentive (carrot-and-stick) scheme
‘UDAY’ (which means the dawn in Hindi) to make the
state—run electrical utilities transfer their losses to the
State government budgets.
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Government-owned and managed utilities have
incurred losses because they have chosen to
distribute power free to farmers. Meanwhile, they
have arguably undercharged households and
overcharged industries for electricity consumption,
which has caused the latter back out of the
distribution and generate captive power. Nor are they
able to buy power produced by independent power
producers. India had enabled power generation in the
private sector. However, distribution remains in the
hands of the state-run utilities that are hobbled by
losses. The new government’s scheme UDAY is
meant to address many problems that are
intertwined.

Utilities” balance sheets will improve under the
scheme. Banks’ loans lent to utilities that are not
performing will be replaced by state-guaranteed
bonds. Power producers will benefit as utilities will buy
power from them again. States will have to provide
for electricity subsidy explicitly, going forward, if they
wish to sell electricity below economic rates. Lastly,

if States continued to avoid taking responsibility

for their subsidies, then their borrowing limits might

be reduced.

Making up for private investment slack

India’s growth is driven by public investment in roads,
railways, ports and energy whereas private investment
spending is not picking up. Gross fixed capital
formation (GFCF) is estimated to have grown at
3.6% in nominal terms in 2015-16 and 5.3% in real
terms, indicating that there is deflation in the prices
of equipment. As share of GDP, GFCF has declined
steadily from 34.3% in 2011-12 to 31.6% in 2015-16.
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Chart 2: Ratio of gross fixed capital formation to GDP at constant 2011-12 prices
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The government has continued to build roads at a
fast pace. Road construction picked up pace in
2014-15. 36,000 kms of new rural roads were added
in 2014-15, about 11,000 kms more than in the
previous year. 8,000 kms of highways were added in
2014-15 compared to only 3,500 kms in the year
before. Out of the target of 10,000 kms for 2015-16,

about 76% was achieved in the financial year 2015-16.

It is a matter of debate, however in India’s case, the
urgent need for infrastructure and other investment
should be the focus of policy making, avoiding
outcomes that purely generate asset inflation.

The government has also announced a
comprehensive Hydrocarbon Exploration and
Licensing Policy (HELP) which has helped remove
policy uncertainties. License fees will be based on
revenues and not on profits. Oil companies can apply
to take up exploration fields not already covered by
exploration. Following this, the fields will be put up for
auction by the government, in which the bidder
offering the highest share in revenue to the
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government will get it. In other words, they do not
have to wait for the government to offer the fields for
exploration. They can initiate action at their end.

It might draw in foreign investor interest especially if
the persisting uncertainty over tax claims based on

a retrospective tax law is removed. This government
has not yet repealed the law brought in by the
previous government that renders firms liable to taxes
on income or capital gains that would have been
exempt from tax under laws prevailing then. It has
pledged not to make fresh retrospective tax claims
but the pending legal disputes are still winding their
way through international arbitration and that indeed
is an overhang on rising investment interest.

Yet, India has been successful in recent years —
especially since the Modi government came to
office - in picking up FDI. Net FDI - as per Balance
of Payment statistics of the Reserve Bank of India
(RBI) - was USD 33.7 bn in the first nine months of
2015-16, higher than USD 31.6 bn received in the
whole of 2014-15 (see chart 3).
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Chart 3: Net FDI inflows into India
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Monetary policy and investment revival

India’s monetary policy has become increasingly
accommodative in the last two years. When
Raghuram Rajan took over as the RBI Governor, the
policy rate was 7.5%. It was raised to 8.0% in the first
few months of his term. From January 2014, it has
been declining and now stands at 6.5%". In real terms,
the policy rate has increased. The trailing 12-month
inflation rate in January 2014 was 9.7%. The policy
rate then was 8.0%. Hence, the real rate was -1.7%.
Now, the policy rate is 6.5% and the inflation rate as
of May 2016 is 5.8%.The current real policy interest
rate is +0.7%. It has swung 2.4% in the last two years.
Has it held back investment?

1 Source: Bloomberg Finance L.P.
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The answer is not straightforward. Firstly, the real

rate of interest has ensured exchange rate stability.
Secondly, the growth rate of the economy has
improved gradually in the last two years from 6.6% to
7.6%. Yet, the rupee has depreciated steadily, against
the US dollar. In other words, RBI had not allowed
financial conditions to become too tight with interest
rates and currency, both being stronger. M3 growth
rate is somewhat low at 10.7%. In a balance sheet
constrained environment, low interest rates stoke
speculative investment in real estate and stock
markets rather than in real assets that generate
employment. It is a matter of debate, however in
India’s case, the urgent need for infrastructure and
other investment should be the focus of policy making,
avoiding outcomes that purely generate asset inflation.
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India has a balance sheet challenge. Both its banks
and its large corporate borrowers have strained
balance sheets. According to the June 2016 report
on financial stability published by RBI, the percentage
of stressed assets of the Indian banking system was
11.5%. The figure for government-owned banks was
higher at 14.5%.

Indian corporations, on their part, have a high debt -
equity ratio. Business expansion funded by debt

has backfired as global and Indian growth stuttered.
Excess capacities in China have arguably seen
downward price pressure on steel worldwide.
However, with the government and RBI prodding the
banks to clean up their balance sheets, the situation is
likely to improve. International media has begun to

Chart 4: Non-food bank credit growth

acknowledge the early signs of problem resolution2.
Of course, if growth accelerates, asset sale

of corporations will become easier and even
non-performing bank assets could become regular.

In the budget for 2016-17, the government had
earmarked INR 250 bn for bank recapitalisation
(around USD 3.6 bn). The first instalment of that
recapitalisation should take place fairly soon.
However, until the balance sheets of both lenders and
borrowers improve, credit growth would remain
sluggish. Bank loans to micro, small and medium
enterprises are contracting. Credit to large enterprises
is growing but the growth rate has slowed sharply
from around 7.0% y/y in January to just over 3.0%

in May (see chart 4).
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Concluding remarks

For the most part, after two years of a hesitant
recovery from the bottom of 2013-14, the conditions
for an accelerated economic growth in India are in
place. There is a serious attempt to make electricity
and road connectivity a reality for all Indians.

Consumer spending is holding up. Household balance
sheets are strong. It is evident in the improvement

in automobile sales (see chart 5) and in the number
of registered GSM mobile phone users (see chart 6).
Personal credit growth is strong at 19% y/y, as seen in
the chart above on bank credit growth.

2 ‘India’s banks face up to corporate debt problems’, Financial Times, 20 April 2016
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Chart 5: Domestic vehicle sales trends

%
25

20

2011-12 2012-13

2013-14 2014-15 2015-16

B Passenger Vehicles B Commercial Vehicles B Three Wheelers B Two Wheelers

Source: Society of Indian Automobile Manufacturers and media reports (only for 2015-16 figures)

Chart 6: Registered GSM mobile users
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One of the main risks that India faces is water. India
has had two back-to-back deficient monsoon seasons
in 2014-15 and in 2015-16. Production of foodgrains
has stagnated whereas oil seeds production has
declined (see chart 7). In the calendar year 2016,
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summer set in early in April and water storage in
reservoirs declined. There was drought in ten States
and the affected people exceed 300 million.
However, offsetting these concerns, the Meteorology
Department predicted an ‘above-normal’ monsoon.
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Chart 7: Agricultural production
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Much of the anticipated acceleration in economic marked by rising and high inflation, currency

growth depends on this forecast being realised. Six overvaluation and current account deficit.

weeks into the monsoon season that started in June,

the monsoon has gathered strength and large parts There is greater uncertainty than before on the

of India have received normal to excess rainfall. If the  outlook for the global economy in the coming years.
trend persists for the second half of the monsoon, That would strain bank balance sheets and hurt

it should augur well for rural demand and business capital market sentiment globally. India would suffer

confidence. It would matter as much to confidence as  spillover effects. Export growth would be adversely
to economic growth and, indeed, it might play a very affected but it is already hurting anyway. The
big role in the re—election prospect of this government  incremental impact will be marginal. On the positive

as it enters the crucial second half of its tenure in the side, a global slowdown and market correction

course of the current financial year 2016-17. or crash would cause oil price to decline. That is
important for India. Hence, on balance, India may

An above-average monsoon and continued sluggish not be much worse off from global developments.

global demand for crude oil that will hold oil prices
down should set the stage. Further acceleration would  India’s record with short-term growth spurts leaves

depend on free flow of bank credit to industries, ample room for caution. They are usually followed by
consequent investment and employment generation macroeconomic imbalances and a steep fall in the
and the creation of a single national market through rupee. The government has to do all it can, to avoid a
the implementation of a national Goods and Services  recurrence of that. Subject to that important caveat, it
Tax. Then, India will have to ensure that there is no is fair to say that India is looking ahead to 2016-17 with

recurrence of the familiar overheating of the economy  cautious optimism — more optimism and less caution.
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JAPAN MACRO

Over the past five years, Japan’s population has
declined by over one million. At the same time,
however, per capita income has risen by approximately
USD 2,000. These two facts illustrate how Japan’s
economy continues to push policy makers, academics
and analysts in coming to terms of what ‘needs to

be done’ to ‘fix’ a myriad of unique challenges. An
ageing population arguably contributes to a natural
deflationary drag as lack of meaningful immigration
and a shrinking labour force tends to pull down prices.
However deflation preserves the purchasing power

of cash, which represents over 40% of the asset
allocation of households. High levels of government
debt are in stark contrast to low household borrowings
and ample savings in the corporate sector. Put
differently, despite the often discussed malaise that
Japan’s economy seems to be laboring under, the
reality is that there are robust counter arguments
against this at almost every turn. The most straight
forward of all is perhaps that income per head growth
in Japan has kept pace with Switzerland over the past
15 years, and exceeded that of France.

Chart 1: Per capita GDP (in local currency) indexed to 2,000
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Nevertheless, the Abe government launched a series
of fiscal, monetary and structural measures in late
2012 to great acclaim, dedicated to overcoming
deflation and boosting national income. One core
tenant of these policies was the central role to be
played by a competitive devaluation of the yen.

Chart 2: Contribution to Japan’s goods inflation

Detractors of these efforts, collectively labeled as
‘Abenomics’, point to the limited success in lifting
durable goods inflation, as well as the perceived
caution on the part of both households and the
corporate sector to boost spending.
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To be fair, during the course of the Abenomics
programme, the government lifted consumption
taxes in a bid to shore up its long term fiscal outlook.
With net government debt at over 130% of GDP, few
would argue that measures are not needed to restore
Japan’s fiscal path to a more solid footing. However,
in the wake of the April 2014 tax hike, consumption
appears to have moved sideways. To add insult to
injury, in the wake of heightened international political
risk over the course of 2016, the yen assumed its
traditional function of being a safe haven asset,
undermining the BoJ’s concerted efforts to support a
depreciation bias in the currency.

That said, the Japanese economy has undergone
rapid change, both in connection with Abenomics and
arguably separate to it. For example, while aggregate
consumption statistics imply that very little has

Semi-durable goods

— Goods price inflation
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changed in recent years, the way that consumers are
engaging with the economy has changed significantly.
In this regard, internet-driven sales have grown

at a rapid pace, suggesting what we see in overall
consumption numbers is a blend of a cautious
consumer sentiment and a radical shift to online
retailing. This speaks of a much broader global
phenomenon which faces off the legacy of bricks
and mortar points of sale versus a world that is
largely mobile and where consumers rely on their
smartphones and tablets to do a lot of what they did
in the past. This does not change the outcome that
the propensity to consume has not moved higher in
a material way; households and the corporate sector
do not appear confident enough yet to shift their
stockpile of savings into spending or investing, but it
is equally wrong to argue that consumption in itself is
not dynamic.
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Chart 3: Japan’s propensity to consume: consumption as a percentage of compensation
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Chart 4: Japan’s consumption indices

Index
350
300
250
200
100

~9l9°4
~ §l2°d
~ L3P0
I gl bny
—sLunr
I gl idy
~ Sl9ed
~ ¥122d
~ 7130
~ L bny
- Lunf
= pLidy
~ 71994
~¢l22d
~ 2L 30O
- ¢l bny
—eLunr
¢l ddy
2l 9°4
— cl2=d
~ CLPO
- zLbny
~cLunr
Lzl dy
~ clg9ed
~ LL23d
~ LL3PO
- 1L Bbny
—Leunf
1L 4dy
~LlLged
~ OL22d
~ 0L3P0O
L oL bny
L oLunp

86

Digital-content Consumption

Consumption Index
Source: Bloomberg Finance L.P., Julius Baer
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The great debate in Japan over the coming quarters
will centre on how to achieve a second wind for
Abenomics. Having accomplished an important
milestone in its fiscal consolidation and reaped
benefits of earlier yen depreciation, the question is
invariably down to ‘what next?’

Our view is that policy makers will closely examine the
merits of what is termed ‘overt money financing of
government deficits’, a.k.a ‘helicopter money’, but
ultimately elect not to go down this path. At first
glance, it can be argued that both negative interest
rates and asset purchase programmes by the BoJ
have had a material impact on raising inflation
expectations. While this may be the case, it does not
automatically follow that helicopter money is the next
natural step for the Bank of Japan to take. This is for
two reasons: one, the Japanese public is well aware

of the extremely high cost of similar undertaking

that occurred in the 1930s, equivalent to the oft
mentioned German aversion to unconventional
monetary policies owing to memories of hyperinflation

Chart 5: Overseas M&A deals and value

in its own past. Second, it may not be technically
possible for the Bank of Japan to execute helicopter
money without incurring costs for the Finance
Ministry, thereby negating the benefits of this
strategy in the first place.

In any event, a move to helicopter money would likely
be preceded by a period of further negative interest
rates and asset buying that could last years. What we
image is more likely is that Japan is likely to be forced
to persevere through a complicated 2016-17 period,
where external factor such as uncertainty over
China’s policy mix, the risk of global protectionism
and the rise of populism conspire to keep the yen
strong. In the shorter term, yen strength will likely see
an acceleration of outbound merger and mergers
acquisitions (M&A), which has been somewhat
neglected in recent years. This means that corporate
Japan may end up using the ‘opportunity’ of a stalled
Abenomics to gain access to growth markets and
customers overseas.
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We examine the topic of overseas investment
opportunities for Japanese companies in the following
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section, highlighting an entrepreneur in the dynamic
field of Internet security.
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NEXT GENERATION ENTREPRENEURS

INTRODUCTION

Mr. Amit Lohia

Group Managing Director, Indorama Corporation

Mr. Amit Lohia is a third generation entrepreneur and
Group Managing Director of Indorama Corporation since 2004.
Indorama was founded in 1975 by Mr. Lohia’s father S.P., and has grown today
to become a global manufacturer of a variety of industrial products
with over 28,000 employees globally. The company has grown and
expanded across the years successfully into several overseas markets in
North America, Africa & Europe with a number of greenfield and
acquisition projects spearheaded by Mr. Lohia himself.

In this exclusive interview, we get insights from Mr. Lohia about leadership

and entrepreneurship in Asia, the influence of his Indian heritage and his views
on the challenges and opportunities ahead.
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In lieu of what is happening in the world today,
how optimistic or worried are you about the
current economic environment?

| think there are two aspects to consider: the real
economy — which is what our organisation is
concerned with as a manufacturer - is still doing
fine. In our case, we make products which are used
ultimately in day-to-day fast moving consumer
goods such as diapers, car-related products,
healthcare, wellness and beauty products like
cosmetics, and also food fertilisers. The consumption
and demand for these still hold strong so our core
business is holding up well and I'm fairly optimistic
that it will continue to be so in the near future.

| think the financial markets are probably showing
more nervousness than | see in our core business.

In terms of a macro scenario, we are now in a new
paradigm of lower and slower global growth. While
we knew this was inevitable and had to come, yet
when it came, it still hit us hard and everyone is now
getting accustomed to this era of slower growth.

How do you view the monetary and fiscal
policies that have been introduced over the past
few years? Has the business environment
become more certain or do you think it has
become riskier?

What affects us directly in our business and our
investments are interest rates. | think the low interest
rates of the past several years have done their job in
most parts, but going forward, | don’t think we can
bank on it too much more. It has served its purpose
and we need to move on and not depend on it too
much to save the economy.

At the same time, | don’t foresee rates nor inflation
to go up too much. Everyone understands and
recognises that rapid rising interest rates will do
more harm than good - not just for corporations and
individuals, but even for governments with high level
of debts. It is in nobody’s interest to raise rates.
Inflation should also remain fairly under control.
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How do you view the Asian economy right now
and in the foreseeable future?

Asia continues to be important as an economic region
for the world and it is also a key part of our business
portfolio. While we focus more on organic growth in
this region specifically for our business in Southeast
Asia, a lot of our assets in China were possible

due to the acquisitions we made. When we do M&A
acquisitions in the Americas or in Europe, we often
acquire their operations and assets in Asia,
particularly in China where we have seen strong
growth in the country.

Is innovation a key area of focus in your business?
Innovation is actually something we think about a

lot internally, and we try to imbue it as part of our
corporate culture. | am of the view that innovation
should not be compartmentalised as a function in a
company and it is key to have all employees think and
exercise innovation in their respective functions.

Innovation is not the sole responsibility of the R&D
team and it is, in fact, a journey that should be
followed collectively by all in the company. It takes
time and has to be implemented both at a top—down
and bottoms-up approach.

In our company, all business managers demonstrate
innovation by spearheading special projects and

we have seen that such participation has helped
foster the spirit of innovation within our organisation.
For example, one which | personally lead is an
information-sharing platform likened to a social media
sharing platform which we hope will make sharing

and learning of information and best practices -

a fun, interactive and informative experience.
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How do you keep your entrepreneurial spirit sharp
when it comes to managing your business?

| believe in the importance of being hands—on yet not
micro-managing. It may be a balancing act but it

can be done. We practise this in our company where
senior managers are hands—on in their respective area
but yet empower junior managers sufficiently without
being stifling.

We also have to reward entrepreneurial spirit and
behaviour and that is also something we try to do.
We encourage employees to take on projects and
assume the role of a project leader. As the project
leader, they are given the autonomy of running the
project akin to running their own business; having a
proper business case, project plan and managing risks
and budgets.

As a successful Global Indian, what do you see
as the strengths and weaknesses of the Indian
economy?

India is very entrepreneurial as a nation, aided
particularly by its large population and rising middle
class. Prime Minister Modi’s ‘Make in India’ initiative
seems to be pushing the right buttons and sending a
strong positive signal and all these can only bode well
for the country to cement its position as a leading
economy of the world. In terms of challenges, the
high interest rates observed will impact growth for
the country. | am also of the opinion that prudent
financial discipline can be better in many Indian
organisations.

Would you say your Indian heritage has
influenced your views and practices both
personally and professionally?

| come from a traditional Indian family and our
business remains primarily family—owned, so in this
aspect, our corporate culture is still very much
family-oriented. It is a seemingly simple concept but
yet very powerful notion. We believe in taking care
of each other and this applies not only to our family
relationships but it also extends to our company
where every employee in our organisation is part of
the family.

My father built the company and led it to its success
and preserving our family legacy is very important
to us and ensuring the preservation of our business
for the next generation is part of our DNA. We
promote values such as hard work, dedication,
commitment, and loyalty in our family as well as in
our company culture.
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What is your management philosophy? How are
you like as a leader?

While | can be very empirical and | love data, | am
on the other hand very easy going and believe in the
power of delegation. | am more risk averse than my
father but | believe we have been well-balanced in
our investment decisions.

When | joined Indorama (as my first job), | learned
as much as | could from my father in managing

the business and now that | have taken over the
day-to—day running of the operations, one common
trait we still share is our people-oriented approach
which is still very much evident in our company
culture to date.
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INTRODUCTION

Mr. Wu Xinhong
Co-founder and Chief Executive Officer, Meitu, Inc.

Mr. Wu Xinhong is co-founder and CEO of Meitu, Inc. which was
established in 2008. After three years of idea conceptualisation,
Meitu launched it’s first mobile app on 14 February 2011. Since then,
riding on the exponential growth of smartphone users in China,
Meitu’s suite of apps, which include MeituPic and BeautyPlus, have been
activated on more than 1.1 billion unique smartphones.

Mr. Wu believes Meitu’s growth opportunities are still abundant in
the global scene. Currently, more than 80% of Meitu’s users come from
the Greater China region. Developing countries such as Indonesia and India
are at the top of his list to expand Meitu’s presence as market saturation
and intense competition in developed nations limit growth opportunities.

We sit down for an exclusive interview with Mr. Wu to discuss the
opportunities and challenges for aspiring entrepreneurs in China.
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What are the biggest challenges (obstacles)
you’ve encountered while building Meitu? How
have you tackled them?

The first major challenge we have encountered was
between 2008 and 2010, when Meitu planned to
launch the mobile version of MeituPic (called Meitu
Xiuxiu in China). iPhone 1 was released in 2007.
We realised that smartphones were becoming a
mega-trend. However, we could not find engineers
specialised in iOS and Android development, as
Meitu is located in Xiamen, a city with a relatively
small talent pool. Therefore, the mobile version of
MeituPic has remained an idea for over two years.
MeituPic’s first mobile version was officially launched
on 14 February 2011, the Valentines” Day. From idea
conceptualisation in 2009 to the official launch in
2011, it took us three years. Luckily, the smartphone
has remained a niche market product until 2011.

In 2011, smartphone users grew exponentially.

Meitu grabbed and leveraged on this opportunity.
Nevertheless, we believe that it could have turned out
to be even better if the product had been launched
earlier, since optimal user experience could only be
achieved through constant product optimisation

and upgrade.

The second challenge we face is the current one,
that is, migrating the Meitu suite of apps into
platform and materialise the commercialisation of
our product chain.
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Over the next five years, what do you expect to
be the key opportunities and challenges facing
your business?

In the next five years, a big opportunity not to be
missed by Meitu is the rising of the post-00s
generation, such as those born from 2000 to 2009.
We have leveraged on the opportunity when the
post-90s users became the mainstream. Likewise,
we have to leverage on the rising of the post-00s
generation. Another opportunity not to be missed is
the exponential growth of online videos and the boom
of user generated content (UGC). Previously, Youku
Inc., (formerly known as Youku.com) and iQIYl.com
operated more or less like online TV stations in China,
streaming professionally produced videos they had
procured. UGC is gaining traction in China, e.g. Papi
Jiang (‘ papi #"), the most viewed video blogs
produced by a talented Chinese video blogger Jiang
Yilei, is a typical example of UGC. Previously people
doubted whether this type of content would be
popular among online viewers, whereas nowadays the
younger generation enjoys watching videos produced
by their peers. The growth of smartphone users
between 2008 and 2015 brought about the explosive
growth of visual content. We see 2015 as a turning
point when online video started to gain traction.

We see substantial growth potential for online videos,
including UGC and live stream, both of which

use video as media. Meipai, the video editing app
launched by Meitu in 2014, also uses video as media.

What products have Meitu launched globally?
Has Meitu initiated internationalisation
procedures?

We have successfully launched some products
globally. BeautyPlus, the global version of BeautyCam
(called ZEEHEH in Chinese), is used by over 100
million users globally. India is one of Meitu’s biggest
overseas markets. Meitu’s applications are popular
among Japanese users too. Step by step, we will
launch the global version of all major products.

We have set up offices in seven countries and regions
outside China, namely Brazil, Hong Kong, Singapore,
India, Indonesia, Japan and the US. The overseas
representative offices focus on products localisation
and business development.
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What makes Meitu stand out from its peers?

We pay great attention to young users and value
their need and preference. As students, they think
and behave differently from the rest of us who have
joined the workforce. Back in 2007, | developed a
Martian Translator, many of its users were post 90s
who were considered the ‘non-mainstream’ then.

In 2008, we launched MeituPic, targeting young users
who were born after the 1990s. Today, we see the
boom in demand from the post-00 users who are to
turn into the mainstream. Therefore, we value their
need and preference.

What is the key message from your experience
that you want to share with aspiring
entrepreneurs?

| would think of two terms which are of crucial
importance to me: one is ‘unpredictable’ and the
other is ‘anatta’. In an ever-evolving marketplace with
ever—changing user demographics, we need to be
open-minded and flexible to embrace all the changes.
Entrepreneurs need to embrace the changes with a
positive mind-set, since changes might be good or
bad. When you are running a business, you tend

to be self-centred and make decisions by yourself.
However, as the company grows, personal influence
and energy is not enough to ensure effective
communication with each and every person,
therefore, there’s a need for decentralisation in order
to ensure effective communication within the
company. ‘Anatta’, or selfless, can make you see things
from others’ perspective, for example, that of the
users, colleagues or partners. These two points are
really important.

The future development of Meitu cannot solely

rely on my own efforts. | need to step back, and
transform Meitu into a platform and consequently it
would enter into an elevated platform which requires
more support. | hope that products can be made
efficiently, with each colleague doing their own job.
The products are handled by their own project teams.
Given my experience, | am able to provide more
support to this platform, helping each person to
unleash their potential.

95

As a successful Chinese technopreneur, what do
you see as the opportunities and challenges in the
current market environment in China? Do you
feel the current market environment in China is
supportive for young entrepreneurs like you?

A huge opportunity has arisen in China at the
moment-the state is encouraging entrepreneurship
and innovation. This is an extremely good thing.

It has been more than 15 years since | started my own
business. We saw unprecedented level of support for
innovation from the government. You will find that
the entire chain is increasingly improved and
becoming more mature, which is a fantastic historical
opportunity. China’s Internet industry is booming,
which renders a great help to entrepreneurs. In the
past, it was pretty difficult for a product to reach out
to 1 billion users within a day. However, now with
WeChat, good things can go viral instantly. It might
be a fun game, or a good film. Good things can
become a hit and make headline instantly, which
means that in a very mature market, as long as you
can come out with a good product, you then have
the leverage to quickly reach out to more users in a
well-established platform. It’s not like before when
products lacked distribution channels.

What challenges are there in the current market?
At present, some oligarchies have already formed

in China. If one has not joined their system, it is very
hard to quickly get the needed resources. In China,
we have magnates like BAT (Baidu, Alibaba and
Tencent). Their presence is seen in almost every
arena. This could turn out to be quite a challenge

for start-ups.
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INTRODUCTION

Mr. Toshio Dogu
Founder and Chief Executive Officer, Digital Arts Inc.

As a founder and chief executive of IT company Digital Arts, Toshio Dogu
is on the forefront of meeting Japan’s evolving digital security needs.
Established in 1995, it now targets providing Internet security solutions
for smartphones, building upon its established business of IT security for
corporations. Spearheading an international expansion, Digital Arts is taking
its ‘Made in Japan’ technology to new markets and adapting its product range
as security needs increase rapidly on the back of new portable services.

Social responsibility is a hallmark of Digital Arts, as many of its products
help to filter content and make devices safer for all to use.

In the next pages, Dogu-san explains to us how his approach to being an
entrepreneur has changed over time and what his vision for the future is.
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What do you do to keep the entrepreneurial focus
sharp in a your company?

As an entrepreneur, | take the similar perspective that
parents have towards their children. Consequently, it
is vital for me to protect my child (company), see it
grow and succeed in society overall. This is arguably
different from a manager who is not an owner at the
same time. While important, | do not concern myself
solely with sustaining high profile margins or creating
a well-known brand. Rather, my higher goal is to
work towards keeping the child (company) in good
condition for the longer term.

What are currently your highest priorities?

In many ways, companies can be seen as people. In
this context, | feel that most people are running at
only 60% of their true capacity, irrespective of their
education and abilities. So it is up to the organisation
to create an environment where people can reach
their true potential and go beyond. Naturally here
we also speak of staff evaluation and compensation
models. | have found that some firms offer high
returns for staff taking higher risks, which is very clear
cut from a management perspective; it follows a
‘give and take’ principal. However, what is lost is the
importance of performance as a team. It is essential
to maintain a good balance to achieve strong results
as a group, and therefore, my focus is on building an
organisation and environment where people feel
inspired to deliver 130%.

How do you approach the topic of innovating
your business?

We approach innovation differently from large
companies, where very often the goal is to achieve
sales target. Rather, we raise the question, “what can
we change?” or “what can we solve?” and build our
marketing and innovation activities around the search
for those answers. This is also in contrast to the
manufacturing sector, where innovation is planted
like a seed and technology adapts over time. In our
case, the technology we use has been around for
some time, but we can apply it in new ways, creating
an entirely new concept. Indeed this can be patented
and is a ‘sweet spot’ that we target.
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Are you more or less optimistic today than one
year ago, regarding the global economy?

As we only recently started our overseas operations,
the global economy per se has not been a material
factor as of yet. That said, we are very optimistic
about the growth prospects of our overall business,
as I T is the foundation of the global economy going
forward and cybersecurity will certainly play a crucial
role. What we observe is that security demand has
not kept pace with the development of IT in general.
In part, this is because too often people believe that
security related incidents “surely cannot happen to
me”. Organisations have not experienced significant
damage in order to take cybersecurity seriously,

and | feel that many are not aware that various

risks increase as IT usage grow at a rapid pace.

By extension, the importance of IT security will not
be left behind as risks need to be addressed.

Which markets do you regard as growth markets
in Asia/globally for your business?

We are present in both North America and Asia, but
we believe our largest growth market right now is
Europe. From a cultural perspective, the IT security
needs of European consumers are a good match for
our business strategy. We are currently setting up
our operations in London which will be launched by
Summer 2016. For the IT industry in general, however,
we see ample opportunities that stretch across Asia,
Africa and into South America as well.

Over the next five years, what do you expect to
be the key opportunities and challenges facing
your business?

Our firm has a 50% market share in the Japanese
market. Currently, no Japanese IT company has
succeeded on a global scale. As a Japanese IT
company, our ambition is to grow beyond our
domestic success and meet the challenges and
opportunities in the international markets, notably our
North American counterparts. In short, our goal is to
bring de facto solutions to the global market.



JULIUS BAER WEALTH REPORT: ASIA

What is the key message from your experience
that you want so share with aspiring
entrepreneurs?

| believe it is important to remember that when
individuals are starting out, be it as entrepreneurs or
otherwise, there is a great deal to learn from others.
Education is a measure of success for students,
however it does not guarantee your success in your
career. A certain measure of patience is therefore
needed to absorb useful lessons from colleagues and
those that have led the way before us. Beyond this,

| find that very often entrepreneurs are active in
industries that they first started off in as employees,
so when you chose your first job, think to yourself
“can | devote my life and career to this industry?”
Paying close attention to what you experience early
on in your working life has great value.
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CONCLUSIONS

Despite the fact that it has been almost a decade since the Global Financial Crisis,
the consensus among investors that a recovery has come full circle has yet to be
formed with confidence. This is evidenced by the seemingly contradictory signs
regarding the state of the global economy, Asia included. Asia’s growth rates and
overall economic fundamentals remain better positioned than the rest of the world,
albeit there are clear signs of secularly lower growth. In such an environment, how
should investors view the prospects for wealth creation in Asia?

Reflecting upon this year’s Julius Baer Wealth Report: Asia, our main takeaway is that
sector-level evidence confirms Asia’s deserved reputation of dynamism and change.
Adoption rates of new technologies that enable consumption and higher value added
services are not homogenous across the region, implying that several key economies
have ample room to catch up, spurring wealth creation well into the medium term.
Mature economies like Hong Kong, Singapore and Japan promise to grow slower,

but can take advantage of their sizable accumulation in financial and human capital.
As Asia integrates further over the coming years, our key concern is the rise of barriers
to trade and protectionism, which threaten value chains across the world and is a risk
that needs to be closely monitored.
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IMPORTANT LEGAL INFORMATION

This publication constitutes marketing material and is not the result of independent financial/investment research.
Therefore it has not been prepared in accordance with the legal requirements regarding the independence of financial /
investment research and is not subject to any prohibition on dealing ahead of the dissemination of financial /investment
research.

The information and opinions expressed in this publication were produced by Bank Julius Baer & Co. Ltd., Singapore
branch, which is requlated by the Monetary Authority of Singapore, as of the date of writing and are subject to

change without notice. This publication is intended for information purposes only and does not constitute an offer,
a recommendation or an invitation by, or on behalf of, Bank Julius Baer & Co. Ltd., Singapore branch, or of its subsidiaries
or affiliated companies (Julius Baer) to make any investments. Opinions and comments of the authors reflect their
current views, but not necessarily those of other Julius Baer entities or any other third party.

Services and/or products mentioned in this publication may not be suitable for all recipients and may not be available in
all countries. Clients of Julius Baer are kindly requested to get in touch with the local Julius Baer entity in order to
be informed about the services and/or products available in such country.

This publication has been prepared without taking account of the objectives, financial situation or needs of any particular
investor. Before entering into any transaction, investors should consider the suitability of the transaction to individual
circumstances and objectives. Any investment or trading or other decision should only be made by the client after a
thorough reading of the relevant product term sheet, subscription agreement, information memorandum, prospectus or
other offering document relating to the issue of the securities or other financial instruments. Nothing in this publication
constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is
suitable or appropriate for individual circumstances, or otherwise constitutes a personal recommendation for any
specific investor. Julius Baer recommends that investors independently assess, with a professional advisor, the specific
financial risks as well as legal, requlatory, credit, tax and accounting consequences. The value of investments may fall
as well as rise, and returns may be affected by exchange rates. The investor may not get back the amount invested.
Past performance is not a reliable indicator of future results. Performance forecasts are not a reliable indicator of
future performance.

Although the information and data herein are obtained from sources believed to be reliable, no representation is made
that the information is accurate or complete. Julius Baer does not accept liability for any loss arising from the use of this
publication. This publication may only be distributed in countries where its distribution is legally permitted. This
publication is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or
otherwise) such publications are prohibited.

External Asset Managers/External Financial Advisors: in case this marketing publication is provided to an External
Asset Manager or an External Financial Advisor, Julius Baer expressly prohibits that it is redistributed by the External
Asset Manager or the External Financial Advisor and is made available to their clients and/or third parties. By receiving
any marketing publication, the External Asset Managers or the External Financial Advisors confirm that they will make
their own independent analysis and investment decisions, if applicable.

Austria: Julius Baer Investment Advisory GesmbH, authorised and regulated by the Austrian Financial Market Authority
(FMA), distributes this publication to its clients.

Chile: this publication is for the intended recipient only.

Dubai International Financial Centre: this publication is distributed by Julius Baer (Middle East) Ltd. It may not be
relied upon by or distributed to retail clients. Please note that Julius Baer (Middle East) Ltd. offers financial products
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products or transactions and any associated risks. The products or services mentioned will be available only to professional
clients in line with the definition of the Dubai Financial Services Authority (DFSA) Conduct of Business Module. Julius
Baer (Middle East) Ltd. is duly licensed and regulated by the DFSA.

Germany: Bank Julius Bar Europe AG, authorised and regulated by the German Federal Financial Supervisory Authority
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sale of securities or financial instruments, when the provider of such advice has an affiliation to the security or financial
instrument. Due to its affiliation to Bank Julius Baer & Co. Ltd., JBFS is considered to be affiliated to certain securities
and financial instruments that may be connected to the services JBFS provides, and therefore any use of the term
‘investment advice’ or any variation thereof, in this publication should be understood as ‘investment marketing’, as
explained above.

Japan: This publication has been produced by Bank Julius Baer & Co. Ltd. Singapore Branch and may have been
distributed by or on behalf of said branch as a form of advertisement. This publication is intended for information
purposes only and does not constitute any offer or an invitation by, or on behalf of, Bank Julius Baer & Co. Ltd.
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Kingdom of Bahrain: Julius Baer (Bahrain) B.S.C.(c), an investment business firm which is licensed and requlated by
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The CBB does not take any responsibility for the accuracy of the statements and information contained in this publication
nor shall it have any liability to any person for any damage or loss resulting from reliance on any statement or information
contained herein.

Lebanon: this publication is distributed by Julius Baer (Lebanon) S.A.L., which is a duly licensed financial intermediation
institution supervised by the Capital Markets Authority (CMA). It has not been approved or licensed by the CMA or
any other relevant authority in Lebanon. It is strictly private and confidential and is being issued to a limited number of
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Luxembourg: this publication is distributed by Julius Baer Investment Services S.a r.l., authorised and requlated by the
Commission de Surveillance du Secteur Financier (CSSF). This publication has not been authorised or reviewed by the

CSSF and it is not intended to file it with the CSSF.
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Monaco: Bank Julius Baer (Monaco) S.A.M., an institution approved by the Minister of State for Monaco and the
Bank of France, and Julius Baer Wealth Management (Monaco) S.A.M., an asset management company authorised in
Monaco, distribute this publication to their clients.

Netherlands: Julius Baer (Netherlands) B.V., authorised and requlated by the Netherlands Authority for the Financial
Markets (AFM) and authorised to (i) receive and transfer orders from clients, and (ii) provide investment advice,
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publication are neither registered with nor under the supervision of the Superintendence of the Securities Market
(formerly the National Securities Commission). The exemption from registration is based on Article 129 of Decree
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consequence, the tax treatment established in Articles 334 to 336 of the Securities Law, does not apply. This publication
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Singapore: this publication is available from Bank Julius Baer & Co. Ltd., Singapore branch, for accredited investors
only. As Bank Julius Baer & Co. Ltd., Singapore branch, has a Unit exemption under Section 100(2) of the Financial
Advisers Act, Cap. 110 of Singapore (the FAA), it is exempted from many of the requirements of the FAA, amongst
others, the requirement to disclose any interest in, or any interest in the acquisition or disposal of, any securities or financial
instruments that may be referred to in this publication. Further details of these exemptions are available on request. This
publication has not been reviewed by and is not endorsed by the Monetary Authority of Singapore (MAS). Any document
or material relating to the offer or sale, or invitation for subscription or purchase, of securities or investment funds

(i.e. collective investment schemes) may not be circulated or distributed, nor may such securities or investment funds
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to persons in Singapore other than (i) to an institutional investor under Section 274 or 304 respectively of the Securities
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or any person pursuant to Section 275(1A) or 305(2) respectively, and in accordance with the conditions specified in
Section 275 or 305 respectively of the SFA, or (jii) otherwise pursuant to, and in accordance with the conditions of,

any other applicable provision of the SFA. In particular, for investment funds that are not authorised or recognised by
the MAS, units in such funds are not allowed to be offered to the retail public; any written material issued to persons as
aforementioned in connection with an offer is not a prospectus as defined in the SFA and, accordingly, statutory liability
under the SFA in relation to the content of prospectuses does not apply, and investors should consider carefully whether
the investment is suitable for them. Please contact a representative of Bank Julius Baer & Co. Ltd., Singapore branch,
with respect to any inquiries concerning this publication. Bank Julius Baer & Co. Ltd. is incorporated in Switzerland.

Spain: Julius Baer Agencia de Valores, S.A.U., authorised and regulated by the Comisién Nacional del Mercado de
Valores (CNMV), distributes this publication to its clients. The relevant services and/or products mentioned in this
publication shall only be provided in Spain by a Julius Baer entity authorised to provide such services/products in Spain.

Switzerland: this publication is distributed by Bank Julius Baer & Co. Ltd., Zurich, authorised and regulated by the Swiss
Financial Market Supervisory Authority FINMA.

United Arab Emirates: this publication has not been approved or licensed by the UAE Central Bank, the UAE Securities
and Commodities Authority or any other relevant authority in the UAE. It is strictly private and confidential and is being
issued to a limited number of sophisticated individual and institutional investors upon their request and must not be
provided to or relied upon by any other person.

United States: NEITHER THIS PUBLICATION NOR ANY COPY THEREOF MAY BE SENT, TAKEN INTO OR
DISTRIBUTED IN THE UNITED STATES OR TO ANY US PERSON.

This publication may contain information obtained from third parties, including ratings from rating agencies such as
Standard & Poor’s, Moody’s, Fitch and other similar rating agencies. Reproduction and distribution of third—party
content in any form is prohibited except with the prior written permission of the related third party. Third—party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings,
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and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results
obtained from the use of such content. Third—party content providers give no express or implied warranties, including,
but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Third-party content
providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including lost income or profits and opportunity costs) in connection with
any use of their content, including ratings. Credit ratings are statements of opinions and are not statements of fact or
recommendations to purchase, hold or sell securities. They do not address the market value of securities or the suitability
of securities for investment purposes, and should not be relied on as investment advice.
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