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Hong Kong Jewelry: shaping a young brand and

embracing the new generation

2/3/2020

The Hong Kong jewelry market has a capacity of HK $ 85.3 billion with matured brands. This
industry is highly concentrated which heavily relies on the mainland customers and RMB
exchange rate. The dividend in this industry is fading.Mainland market is 580 billion yuan with a
12% CAGR over the past 14 years. The consumer desiring is strong, yet the buying power remains
poor, thus the market holds tremendous potential.

From the aspect of variety, the culture of gold consumption is profound enough in China and the
consumption sinking has been completed, but there is a weak emotional connection with
generation Z. Chinese diamond market has huge room for penetration rate to grow and the self-
delighting consumption has gradually become a mainstream. In a word, the diamond jewelry
market has a great potential for future development.

The jewelry industry is now under new evolving trends like consumption upgrading, consumption
sinking and new consumption concept of young generation. The consumption sinking is the most
important part since Chinese low-level cities have enormous population and fast-growing PCDI
which now is becoming the driving force of jewelry brands to open new stores. Expanding the
low-level markets fully dependents on local franchisees, the policies should not only attract high-
quality local franchisees, but also set a certain threshold to eliminate speculators.

We are optimistic about the development prospects of HK jewelry brands. Companies mainly
rely on channel distributers to build a moat among the intense competition. Based on the long-
term, we believe that the competition between jewelers is fine management and brand building.
(1) refinement of operation and management, strengthening the control of supply chain and
terminal sales, and maintaining a good brand image are the top priority. All stores of chow sang
sang are directly operated, while chow tai fook and liufu are very careful in the supervision and
monitoring of franchisees, and have excellent channel control ability. (2) HK brands take the lead
in strategic launching of younger, more fashionable, young brands to attract the new generation
of consumer groups.

Impact of the public health event and investment suggestions. During SARS in 2003, jewelry
and other high-end consumer goods were seriously affected by the epidemic, especially in Hong
Kong. In the next quarter, industry needs rebounded in retaliation. The stock price rebound and
had been a bull market for a long time. The core factor is still the strong support of the
fundamentals. In 2003, it is at the beginning of the golden decade of China's jewelry industry.
The effective strategy for HK brands is to launch young-designed brands to attract young
consumers. The valuation of HK jewelry enterprise is below the median level at present. We
recommend to pay attention to Chow Tai Fook, Lukfook group and Chow Sang Sang.

1) Chow Tai Fook has a solid position in the industry. (1) it has accelerated to open stores in
third and fourth tier cities. (2) the company has employed a multi-brand strategy to seize
different markets by launching young brands Soinlove and Monologue to mitigate the aging
brand image, which is a common problem; JEWELRIA and ARTRIUM are high-end brands
for young and new wealth, opening the blue ocean market; expanding the consumer group.

2)  With the middle-end products, friendly price and many marketing activities, Lukfook will
effectively cater to local consumers in low-level cities. The company plans to open no less
than 150 stores each year in the next three years. Lukfook has launched the multi-brand
strategy, such as Goldstyle and Dear Q.

3) Chow Sang Sang is established as a local brands in high-end market, famous for trendy
design, high-level image and a variety of new products.

Potential risks: Optional consumption growth slows down; unexpected stores opening; brand
image suffers; difficult in franchisees management; poor operation; tax; raw material price
fluctuation; consumption habits.
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