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The Changing Chinese Travel Market



China - US Consumption

trade war downtrending
Exchange

Geopolitical rate
risks fluctuations

Do these factors affect the outbound travel of Chinese consumers?

Do they affect Chinese consumers’ passion for shopping?



The Changing Chinese Travel Market

1.Chinese travel market overview

(1) China is the world’s largest outbound travel market in terms of number of
outbound travelers and spending on outbound travel

World’s largest source of World’s No.1 spending
outbound travelers on outbound travel

130 115.29

MILLION PERSON BILLION USD

Number of Chinese outbound Spending on outboeund travel
travelers in 2017 in"2017

Source:China Toruism Academy



I The Changing Chinese Travel Market

1.Chinese travel market overview

(2) Strong growth momentum

Multiple factors have contributed to the strong
growth of Chinese outbound travel market:
increased national income, relaxed travel visa,
increased knowledge and desires for destinations,
easier access to travel information online,
increased international airlines and air routes
from China, among others.

First half of 2017

Outbound travel grew 15% YOY
compared to first half of 2017

First half of 2018

Source: China Tourism Academy, Ctrip Big Data Report on Chinese Outbound Tourism in the First Half of 2018
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2.Key characteristics of Chinese travel market

(1) More sophisticated travelers

Sightseers focused on cost

Travelling shoppers performance
19% 20%
Backpacker f Personality pioneers
12% ¢ | 13%
Stress relief seekers ' ' Travelling hipsters

10% . N 10%

Novice travelers

5% 1%

= The outbound travel market is
growing and the traveler prefer-
ence and behavior are also evolv-
ing, as travelers and their behavior
become more complicated

= According to the latest outbound
travel research by McKinsey, the
Chinese outbound traveler popula-
tion is divided into eight major cat-
egories

Source: Deep Insight into Chinese Outbound Travel Market published by McKinsey in September 2018.



The Changing Chinese Travel Market

2.Key characteristics of Chinese travel market
(1) More sophisticated travelers

’n Segments of Chinese t ravel market : the middle
class, millennial generation and Z generation

China’s Z
generation
approh‘reé- -—

250

MILLION PEOPLE

Chinese middle class Millennial generation
(born in the 1960’ s and1970’ s) (born in 1980-1995)

Z generation
(born in 1996-2010)
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2.Key characteristics of Chinese travel market

(1) More sophisticated travelers

Commonalities of the middle class,
millennial generation and Z generation

— 9 — &
Price sensitive and Personalized, Seek for new and

research before unique products innovative shopping

purchase and experiences experience, savvy

with online shopping
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2.Key characteristics of Chinese travel market

(1) More sophisticated travelers

Conventional, ek L

brand loyalty

= Millennial genera-
tion are creative,
trend setters

Differences
among middle

Pursue high value,

unique, exclusive
class, millennial

. generation and Z
generation

products
»« Z generation relies

on social media
Millennial channels to share

generation ) .
and Z generation their experiences



Airplane, train, cruise and self-
~ driving have become the preferred
mode of travel for Chinese =
travelers. Inrecent years, Chinese L —

cruise travel market saw annual RIRRERESN IR
average growth rate of 40% and = ; ' ==
China’s annual cruise traveler _ — /
p?p.ulat.ion is expectled to reach 10 R > RLE == =
million in 2030, making the =
country the largest cruise travel '
market in the world.

e S L

Source: China Traveler Willingness Survey Report, the China Shipping Industry Outlook 2030 published by
Shanghai International Shipping Institute
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2.Key characteristics of Chinese travel market

(3) Influence of Internet to behaviors of Chinese consumers

Internet has made Chinese consumers world-leading in online shopping

volume and number of online shoppers
O 5

Online shopping Number of online Penetration rate Mobile internet
sales shoppers of mobile payment surfing time
(100 million USD) (100 million) (hour /day)

China 851 0 4.6 620/0 3.1

China comparison 2.2times 2.6times 3.2times 1.5times

to US

Source: eMarketer.com , We Are Social & Hootsuite Digital in 2017 Global Over view, Accenture study
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2.Key characteristics of Chinese travel market

(3) Influence of Internet tobehaviors of Chinese consumers

Mobile and internet has changed the way Chinese travelers
their travel and purchasing behaviour

Online
order or
mobile
purchase

Research
on shopping
options

Create
shopping
list

Air ticket
booking

Travel
planning

plan

Post

shopping
experience
sharing

Price
Comparison
on APP

Hotel Visa
reservation application

mobile
payment

12



How should we adapt to
Chinese consumers
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How should we adapt to Chinese consumers

1.0ffer seamless omni-channel experience to travelers in
all presence

=) Q) (83 (@)=
AR A o= Ot
Alrport Border In- fllght Crmse Seaport Rallway D|plomat Passenger ——

Downtown
' station

.

International
Airport duty-free
stores

Offshore duty-free Downtown duty-free
stores stores

Beijing
Hong Kong Airport Shanghai
S e Sanya International : L | ot Dalian
Shanghai Airport Duty Free Shopping o  ————— Qingdao
Complex R Xiamen

Guangzhou Airport

Cambodia
Macau

Macau Airport



How should we adapt to Chinese consumers

2.Wide range of assortment

Widest range of assortment:

Provide widest range of assortment
across duty-free industry, with total of
14 categories across liquor, tobacco,
beauty, fashions n accessories, food n
general merchandises.

_, Largest number of products:

1 Nearly 90,000 products across the
wide range of assortment.

Brand offering:

Approximately 1000 brands
offering to our customers

Professional and international mer-
chant teams to constantly seeking
for new and attractive products

15



How should we adapt to Chinese consumers

3.0ffer best duty-free prices to consumers

(1) Make leaping-forward breakthroughs at many major hub airport channels,
significantly increase its duty-free market, thus effectively lowering the
duty-free prices with the remarkable scale effect.

Domestic market share

80%

51%
37%

2016 2017 2018H1

2.2%

2016

Share of global industry

3.5% 6.2%

2017 2018H1
16



How should we adapt to Chinese consumers

3.0ffer best duty-free prices to consumers

(2) Optimization in six areas to increase profit and minimize operating cost

Reducing Consolidating

logistics group

cost resources

Optimizing Six optimization measures to Operati
payment . perating
terms reduce the duty-free prices excellence

Optimizing

optimizing
commercial
terms

financial
processes




How should we adapt to Chinese consumers

4.Use of digital technology to enhance consumer
shopping experience

(1) Provide seamless omni-channel
shopping experience to allow con- / . \

sumer to shop any time, any where,
at their convenience

R BB

HMMLLYA RS
BT RHE
MRBOVIGRHE
SEPABELIS SRS
BB KN RIRIE

O ® B 8 S

KERET ©




How should we adapt to Chinese consumers

4.Use of digital technology to enhance consumer
shopping experience

(2) Use of interactive technology to enhance consumer experience and
engagement

Digital bartender—Tasting Bar Wine interactive table

19



How should we adapt to Chinese consumers

5.Holistic service to increase consumer satisfaction
and brand loyalty

cdfs=

VIP member services Widest network of after-sales service centre in China
= Airport limousine service m Service guarantee for customer complaint: Acknowledge
within 3 hours and resolve within 24 hours
= VIP lounge
s Only retailer with full coverage in China with after-sales
= Personalized travel planning service centres
= Priority check out service ® Consistent after-sales services standard and processes

20



How should brand owners adapt
to Chinese consumers

21



How should brand owners adapt to Chinese consumers

1. Provide more duty-free exclusive products to attract

consumers

Ao Brand to create exclusive and
attractive products for duty free

market

a Increase duty free competitiveness
and differentiation vs domestic

market

MouTAl I

Duty Free exclusives are highly sought
after by consumers

22



How should brand owners adapt to Chinese consumers

2. Tighten supervision over e-commerce online sales

channels to preserve brand image

Many 3rd party online channels are able to promote and sell luxury goods with

non controlled price, this has direct impact to the duty-free channels and affect
brandimage and loyalty

Brand
WeChat
store

23
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How should airport authorities

adapt to Chinese consumers

24



How should airport authorities adapt to Chinese consumers

1.0ffer favorable rent and commercial terms

Shanghai Airport initiatee
to provide duty-free opera-
tors with favorable com-
mission rate for fashion

categories

This initiative is able to
attract new international
(i

ql' ﬂ N 3, TaE R brands and increase

! \
L luxury shopping options

-

25



How should airport authorities adapt to Chinese consumers

2.More flight revenue and reduced reliance upon

non-flight revenue

Better operating
U

conditions will help to
increase flight revenue

Thereby, Reducing
reliance in

non-flight revenue

26



How should airport authorities adapt to Chinese consumers

3.Cancel or reduce the control over duty-free prices to
improve the commercial image of airports

A Airport low- price competition A Assess based on brand and
is detrimental to the commer- assortment variety, cancel or
cial image of airports reduce assessment and con-

trol of duty-free prices

27



i -Win-win strategy U
Working together to create a better

future for Chinese travel retail market
iy “’53

" y g o~
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