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Same Consumption Downgrade, Divergent Paths
Ahead for China and Japan

IN A NUTSHELL

— Recent evidence suggests that the consumption downgrade trend, which has impacted
China for several years, is also occurring in Japan.
— Consumption downgrade might be more accurately described as consumption polarization

Ivy-sw Ng in both China and Japan. Demand for high-end luxury brands and low-end everyday items
APAC Chief Investment remains robust, while affordable luxury goods face challenges.
Officer — The root cause of consumption downgrade in China is the negative wealth effect resulting

from falling property prices and weak stock market performance, which has a more
structural impact. In Japan, it is driven by negative real wage growth and a weakening yen,
leading to reduced purchasing power. However, this situation is expected to improve in the

Tommy Law next 12 months
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Consumption has been a crucial driver for the economies of both Japan and China, but it has fallen short of expectations in both
countries recently. In China, the latest retail sales data disappointed the market, reflecting the broader economic slowdown. Investors
have also grown increasingly concerned about weakness in the luxury sector, which they see as a harbinger of a more pronounced
slowdown in China’s retail landscape. On the other hand, Japan has grappled with its own consumption challenges. Despite a strong
stock market and rising asset prices, private consumption has lagged due to stagnant wage growth and high inflation. In May, Japan’s
household spending fell by 1.8% year over year (yoy), defying predictions of a 0.2% increase. This persistent weakness in household
spending suggests that the phenomenon of “consumption downgrade” —a trend that has impacted China for some time — now appears
to be taking hold in Japan as well.

It is worth noting that consumption downgrades in China and Japan are not reflected in the consumption structure of households at a
macro level. Economists often define basic consumption as the minimum necessary spending needed to survive, which includes
housing, food costs, expenditure on clothing, and transportation. In contrast, hedonic consumption refers to expenditure that provides
pleasure from the consumption experience, including healthcare, education, entertainment, and other service expenses. In both China
and Japan, the consumption structures of households and individuals have barely changed over the last 10 years. In fact, the proportion
of hedonic expenditure has even slightly increased in China, signaling that Chinese citizens have been spending even more on fulfilling
their non-basic needs.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recom-
mendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Forecasts are based on
assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Source: DWS Investment GmbH.
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Chart 2: Japan Consumption Structure for Household with 2+
People: 2014 - 2023
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Chart 1: China Per Capita Consumption Structure: 2014 - 2023
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Source: National Bureau of Statistics, as of June 30, 2024. Basic Consump- Source: Statistics Bureau of Japan, as of June 30, 2024. Basic Consumption
tion includes expenditure on food, tobacco and liquor, clothing and foot- includes expenditure on food, housing, fuel, light and water charges, cloth-
wear, housing, household equipment and transport and communication. ing and footwear, transportation, and communication. Hedonic consump-
Hedonic consumption includes expenditure on education, culture and rec- tion includes expenditure on medical care, education, culture and recrea-
reation, health care and medical services and miscellaneous goods and tion and other consumptions.

services.

Consumption downgrades in China and Japan share some similarities. They both reflect the way that people have reduced their
consumption of mid-priced goods and shifted their spending towards goods and services that offer better value for money. Taking the
fashion industry as an example, there is a consistent trend in China and Japan where the sales revenue of mid-priced brands is declining,
while low-priced brands have experienced significant growth post-COVID. It is also important to note that high-end luxury brands have
continued to achieve strong sales growth in both China and Japan. Therefore, the polarization of consumption habits is actually
happening in both countries.
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Source: Financial statements of Fast Retailing, Tapestry, Inc and Hermes, as of June 30, 2024.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recom-
mendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Forecasts are based on
assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Source: DWS Investment GmbH.
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While the symptoms of the consumption downgrade trend are strikingly similar in both China and Japan, the underlying root causes
driving this phenomenon differ between the two countries. As a result, the future trajectory of consumption patterns emerging from
this downgrade is also likely to diverge.

In China, the consumption downgrade is largely driven by falling home prices due to the PRC’s measures to curb property prices since
2019, magnified by disappointing stock market performance. These factors are believed to have a pervasive effect in China, where 70%
of household assets are tied up in property. In other words, the phenomenon is caused by the negative wealth effect, which is more
structural since the slump in property prices is anticipated to persist as the government’s support measures disappoint. The Third
Plenum, which recently concluded in Beijing, indicated plans to reform the consumption tax. This reform aims to allow local
governments to receive a larger share of the tax revenue, fueling market speculations that a consumption tax on luxury goods may be
introduced. Such a move could further reduce the onshore consumption of luxury items in China.

Chart 6: China House Price Change over the Last 6 Years Chart 7: CSI 300 Index Price Development over the Last 6 Years
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Source: WIND, as of June 30, 2024.

On the contrary, the recent consumption downturn in Japan was due to stagnant wage growth amidst rising inflation, fueled by a
weakening yen that has made the price of imports more costly. Hence, the cause of Japan’s consumption downgrade is a fall in
purchasing power, which, however, is expected to change in the next 12 months with the gap between US and Japan interest rates
narrowing down. Although consumption remains weak, the strong wage growth resulting from the spring wage negotiation is expected
to be reflected in the wage data from H2 2024. While the Consumer Price Index (CPI) in May has rebounded slightly to 2.8% year-over-
year from 2.5% in April, it is on a downward trajectory. The uncertainty lies in whether the Japanese yen (JPY) would continue to
weaken against the US dollar (USD).

As a result, the investment implications for investors who want to take advantage of consumption polarization are also different. In
China, where consumption downgrade is expected to persist, low-cost consumer staples providers who offer good value for money
and proactively expand overseas to look for additional growth drivers are poised to grow further. Spiritual and cultural consumptions
such as gaming and video might also benefit since consumers could obtain fulfillment via spiritual consumption instead of material
consumption. In Japan, it might be worth considering buying into affordable luxury goods providers that are expected to benefit from
a rebound of demand for mid-priced goods and services as a result of an expected increase in real wage.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recom-
mendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Forecasts are based on
assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Source: DWS Investment GmbH.

\3



APAC CIO View July 26, 2024

Important information - EMEA, APAC & LATAM

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products
or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and
employees (collectively “DWS”) are communicating this document in good faith and on the following basis.

This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction
and should not be treated as investment advice.

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring
the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections,
opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness of
such forward looking statements. Past performance is no guarantee of future results.

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness or
fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend
this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth
herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents.

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions
which may not prove valid.
DWS does not give taxation or legal advice.

This document may not be reproduced or circulated without DWS’s written authority.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or
regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction.
Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

For institutional / professional investors in Taiwan:

This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income from it
will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a marketing
communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold
any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions expressed herein, which
are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived from
various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability is assumed for any direct or
consequential losses arising from their use. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not
permitted.

© 2024 DWS Investment GmbH

Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority.
© 2024 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the Securities
and Futures Commission.
© 2024 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Monetary
Authority of Singapore.

© 2024 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document has not
been reviewed by the Australian Securities and Investments Commission.

© 2024 DWS Investments Australia Limited

as of 7/14/24; 101572_5_(07/2024)
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Important information — North America

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products,
or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making
an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies
described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this
document is for information/discussion purposes only and does not and is not intended to constitute an offer, recommendation or solicitation to
conclude a transaction or the basis for any contract to purchase or sell any security, or other instrument, or for DWS to enter into or arrange any type
of transaction as a consequence of any information contained herein and should not be treated as giving investment advice. DWS, including its subsid-
iaries and affiliates, does not provide legal, tax or accounting advice. This communication was prepared solely in connection with the promotion or
marketing, to the extent permitted by applicable law, of the transaction or matter addressed herein, and was not intended or written to be used, and
cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek
advice from an independent tax advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are
not guaranteed, unless specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee
its accuracy, completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect
our judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid.

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of
income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally invested at any point in
time. Further-more, substantial fluctuations of the value of the investment are possible even over short periods of time. Further, investment in inter-
national markets can be affected by a host of factors, including political or social conditions, diplomatic relations, limitations or removal of funds or
assets or imposition of (or change in) exchange control or tax regulations in such markets. Additionally, investments denominated in an alternative
currency will be subject to currency risk, changes in exchange rates which may have an adverse effect on the value, price or income of the investment.
This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a transac-
tion. The terms of an investment may be exclusively subject to the detailed provisions, including risk considerations, contained in the Offering Docu-
ments. When making an investment decision, you should rely on the final documentation relating to the investment and not the summary contained
in this document.

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections,
opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of
this mate-rial. Forward looking statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration
of different or additional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the
results contained herein. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements
or to any other financial information contained herein. We assume no responsibility to advise the recipients of this document with regard to changes
in our views.

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will be
achieved. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation (“FDIC”) unless specif-
ically noted and are not guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associated with us may act upon or use
material in this report prior to publication. DB may engage in transactions in a manner inconsistent with the views discussed herein. Opinions expressed
herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS. This document may not be reproduced or circu-
lated without our written authority. The manner of circulation and distribution of this document may be restricted by law or regulation in certain
countries. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary
to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such
jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future performance.
Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted by and proprietary to
the provider.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits
of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion purposes only and
does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an invitation
to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely solely on the final documentation
relating to the transaction you are considering, and not the information contained herein. DWS Group is not acting as your financial adviser or in any
other fiduciary capacity with respect to any transaction presented to you. Any transaction(s) or products(s) mentioned herein may not be appropriate
for all investors and before entering into any transaction you should take steps to ensure that you fully understand such transaction(s) and have made
an independent assessment of the appropriateness of the transaction(s) in the light of your own objectives and circumstances, including the possible
risks and benefits of entering into such transaction. You should also consider seeking advice from your own advisers in making this assessment. If you
decide to enter into a transaction with DWS Group you do so in reliance on your own judgment. The information contained in this document is based
on material we believe to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and
opinions contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. Past perfor-
mance is not a guarantee of future results. The distribution of this document and availability of these products and services in certain jurisdictions may
be restricted by law. You may not distribute this document, in whole or in part, without our express written permission.
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in
compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-
Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to do so
under applicable Bermuda legislation.
© 2024 DWS Investment GmbH, Mainzer LandstraBe 11-17, 60329 Frankfurt am Main, Germany.
All rights reserved.

as of 7/14/24; 101573 _3
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