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China’s Troubled Consumer Funds Turn to
Tech Stock Pickers
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China’s battered consumer-focused funds are showing signs
of pivoting to tech as a prolonged demand slump forces

even the sector’s most committed backers to rethink their
strategy.
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In one such signal, the E Fund Blue Chip Selected Mixed
Fund, China’s largest actively managed portfolio and a long-
time holder of consumer stocks such as Kweichow Moutai
Co. and Yum China Holdings Inc., this week appointed He
Yicheng as co-manager. He is well known for his bullish



stance on optical communications components makers
including Eoptolink Technology Inc. and chip-related names
such as WUS Printed Circuit (Kunshan) Co. across the other
portfolios he oversees.
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A similar shift has been unfolding at the Invesco Great Wall
Domestic Demand Growth Fund. It recently appointed an
additional manager whose existing portfolios are
concentrated in technology shares including Semiconductor
Manufacturing International Corp. and artificial intelligence-
chip designer Cambricon Technologies Corp.
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Taken together, the personnel changes underscore how the
consumer sector, once viewed as a long-term, defensive bet
on the rise of China’s middle class, has lost its charm after
years of weak spending, a property slump and persistent

deflationary pressures. With a gauge of staples stocks on
track for a sixth year of declines, investors are turning to



hotter themes like semiconductors and Al.
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China Tech Stocks Leave Consumer Peers Way Behind

Normalized As Of 05/29/2020 MCSI 300 Consumer Discretionary Index M CSI 300 Telecom Services M CSI 300 Consumer Staples
W CSI 300 Info Tech
300
Tech stocks
win big
+250
Consumer stocks
in the lead AN o
Ay 200 ®
W O
A 14 (D
L 3
\'l' A L ' / -+
ot / +150
-awfu sy |
50
2020 2021 2022 2023 2024 2025 2026
Source: Bloomberg Bloomberg @

“These moves reflect the pressure facing consumer-focused
funds, with declining performance, increasing redemption,
and fundraising challenges,” said Dai Jingxia, senior analyst
at Morningstar China. “They are partly aimed at broadening
research perspectives and introducing greater diversity in
investment styles.”
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For some funds, such as the Bank of Beijing Scotiabank
Emerging Consumption Mixed Fund, the portfolio shift
already seems to be underway. In recent quarters, it has
rotated out of holdings such as Haier Smart Home Co. and
Hebei Yangyuan Zhihui Beverage Co. in favor of Zhongji
Innolight Co., filings show.
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So-called Style Drift to Tech Could Shape Next Value-Fund
Alpha Cycle — when funds deviate from their stated
investment mandates — is often seen as a sign of
performance chasing and has in the past coincided with
market turning points. Oddly enough, the consumer sector
now finds itself at the wrong side of the strategy that it
benefited from a few years back.
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In the final stages of the liquor-stock boom — which saw

Kweichow Moutai’s shares more than double from the
pandemic swoon to reach a record high in early 2021 —
many mutual funds with mandates outside the consumer
sector increasingly piled into baijiu names to ride the rally.
The company’s stock is now down about 50% since that



peak.
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JPMorgan Chase & Co. JPMorgan Downgrades Moutai,
Wauliangye on Earnings Growth Outlook its rating on
Kweichow Moutai to neutral from overweight on Friday and
trimmed its price target by 26%. It also cut Wuliangye Yibin
Co. to underweight from neutral and nearly halved its target
price.
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Read more: China’s Economy Succumbs to Slowdown and
Reignites Stimulus Talk
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The Blue Chip fund, which boasted nearly 90 billion yuan
($13.3 billion) in assets about five years back, oversaw just
about 27 billion yuan at the end of March, according to data
compiled by Bloomberg.
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“Appointing fund managers with different areas of expertise
to co-manage the portfolio helps bring complementary
perspectives and enhance the experience for investors,” an
E Fund representative wrote in a response on WeChat.

“BALBA AN F 2 AU B e 2 LR B A S, A
TarREAMOIA, FFRIBHER AL, "5 kRS —
PLARRIEE LR RS h 5 A,

China Consumer and Beverage ETFs Have Seen Extended
Outflows
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Weekly net flows into Consumer and Beverage ETFs in Shanghai and Shenzhen
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Morningstar’s Dai cautioned against exuberance in the tech
sector.
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“Concentrated flows into tech are amplifying style
polarization and raising systemic risks,” she said, adding
that depressed valuations and light positioning in consumer
stocks could set the stage for a rebound.
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For now though, the allure of tech appears to be too strong,
burnished also by Beijing’s drive for self-sufficiency in the
semiconductor sector. The chip-heavy Star 50 Index has
surged more than 30% this year on Al-driven demand for
computing power, and reached a record high on Monday.
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A wave of initial public offerings is also fueling the
enthusiasm. Memory chip maker ChangXin Memory
Technologies Inc. has just received approval from the
Shanghai Stock Exchange for an IPO that’s on track to be the
biggest in mainland China since 2022. That adds to planned

listings of Baidu Inc.’s chip unit Kunlunxin and fellow



memory maker Yangtze Memory Technologies Co.
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The recent hiring of additional fund managers is meant to
strengthen larger funds’ research and investment
capabilities while broadening investment perspectives and
diversifying strategies across products, Invesco Great Wall
wrote in a response on WeChat.
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Read more: Al Boom Sparks Rush Into Chinese Optical

Stocks as Top Trade
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