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I Summary

China’s home appliance industry has come a long way in the past decade. In terms of sales volumes, core domestic home appliance products have won mainstream
acceptance to fulfill functional consumer demand. In terms of brands, premium products constantly emerge and perform well. In the global market, home appliance
companies have evolved from being learners to leaders. We see a strong momentum toward global expansion for domestic home appliances Major categories rank high
on Amazon’s sales lists. However, as growth rates of the domestic home appliance market gradually slow down, we expect to see quality improvements rather than
volume growth. We believe the drivers of demand are: 1) personal consumption levels have increased as consumers increasingly pursue quality of life; 2) people
increasingly require the assistance of intelligent products as time for housework decreases; and 3) demographic changes: home appliance safety and convenience have
become necessary with elderly and children often left at home while breadwinners go out to work.

Smart home devices set for a boom

Smart homes require the intelligentization of the entire residence. China’s smart home device market size was RMB435.4bn in 2020, a CAGR of 20% over the past four
years. We expect market scale will exceed RMB800bn in 2050E, and smart home appliances account for the largest share of the mix at RMB282.2bn. In 2020, the smart
home market witnessed the functionality of different device scenarios, mainly due to improvements in comparability, AIOT, wireless communication technology and
reduced costs. The after-market, open-source ecosystem cooperation and technology empowerment models are key focus areas for future development.

The next decade: 10T launches a new era in smart home appliances

We see two major directions that the smart home market could grow: 1) one-time price increases based on product intelligence; and 2) combining low-frequency home
appliances with high-frequency peripheral ones via supply chain collaborations.

Our view

Smart home appliance trends are one of the key ones to watch, as it moves from sales volume growth to quality improvements. We are optimistic about smart home
appliance development for the long term. We believe that catalysts such as software and hardware upgrades, cost reductions and strong demand will drive smart home
appliance growth. Rising prices of home appliances and supply chain synergy would ensure the passage of this new era for the home appliance industry.

Risks include: Consumer demand falling below expectations; IOT developments falling below expectations; high volatility in raw material prices; and smart home
appliance developments falling below expectations.
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