
ORIGIN	OF	THE	CHINESE	ZODIAC

The	Chinese	Zodiac	is	a	cycle	that	lasts	12	years,	with	one	of
12	animals	representing	each	year.

Legend	has	it	that	the	Jade	Emperor	decided	to	have	a	grand
race,	and	all	the	animals	in	the	kingdom	were	invited.	A	dozen
animals	arrived,	including	the	rat,	ox,	tiger,	rabbit,	dragon,
snake,	horse,	goat,	monkey,	rooster,	dog	and	pig.	The	Jade
Emperor	rewarded	each	animal	by	naming	a	year	on	the
Chinese	Zodiac	calendar	after	them,	arranged	according	to
their	order	of	arrival.
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On	February	5,	2019,	the	Chinese	New	Year	ushers	in	the	Year	of	the	Pig.	Traditionally,	the	pig	is	the	last	animal
represented	in	the	12-year	Chinese	astrological	cycle.

Franklin	Templeton	Emerging	Market	Equity’s	Chetan	Sehgal	and	Andrew	Ness	consider	how	the	characteristics
of	the	Chinese	zodiac’s	pig	might	relate	to	some	of	the	themes	on	emerging	market	investors’	minds	in	2019.

End	of	the	Astrological	Cycle,	Not	the	Economic	Cycle
The	Year	of	the	Pig	is	traditionally	the	last	in	the	Chinese	astrological	cycle.	Its	arrival	in	2019	coincides	with
concern	among	some	observers	that	the	current	global	economic	cycle	is	coming	to	an	end.

That’s	not	our	interpretation.	Notwithstanding	some	signs	of	slower	global	growth,	notably	from	China,	we	think
the	current	cycle	may	have	more	room	to	run.

After	years	of	heady	growth,	China	now
faces	a	mix	of	challenges	that	threaten	to
curb	its	momentum	as	trade	tensions	collide
with	China’s	efforts	to	restructure	its
economy.	Amid	slowing	growth,	we	think
there	could	be	greater	dispersion	in
corporate	earnings	that	will	ultimately	sift
out	the	winners	from	the	losers	in	all
markets.

Our	near-term	outlook	is	cautious.	We	don’t
foresee	a	hard	landing	as	we	think	China’s
state-directed	system	offers	a	measure	of
confidence	in	its	ability	to	execute	policies.
So	far,	we	think	China	has	been	able	to
balance	economic	growth	with	structural
reforms.



The	Pig	as	a	Symbol	of	Wealth
The	expansion	of	the	middle	classes	has	been	probably	the	most	influential	demographic	change	in	emerging
markets	in	recent	years	and	has	underpinned	much	of	the	growth	in	those	economies.	In	2019,	we	expect
growing	domestic	consumer	demand	to	be	a	contributing	factor	to	emerging	markets’	resilience	in	the	face	of
external	headwinds.

Growing	middle-class	populations	and	increasing	affluence	should	continue	to	drive	“premiumization”	in	the
medium	to	long	term,	spurring	demand	for	high-end	products	in	emerging	markets.	That	is,	we	believe
companies	with	strong	premium-brand	positioning	and	superior	products	should	see	sustainable	and	higher-than-
average	industry	growth	levels	in	the	years	to	come.

Especially	impressive	is	a	new	generation	of	mega	companies	that	have	found	success	through	consumer-
focused	innovation.	They	are	keenly	attuned	to	the	needs	of	a	rising	middle	class	that	is	eager	to	spend,	and	they
are	devoting	their	know-how	to	fulfil	these	needs.	Hyper-competitive	companies	have	leapfrogged	established
business	models,	in	many	cases	overtaking	their	Western	peers.



An	Industrious	Revolution
Some	earlier	readings	of	the	Chinese	Zodiac	origin	story	blame	the	pig’s	late	place	in	the	astrological	cycle	on	its
laziness.	Today,	Chinese	astrologers	tend	to	emphasize	the	pig’s	industriousness.

As	we	survey	the	investment	landscape	at	the	beginning	of	the	Year	of	the	Pig,	the	growing	industriousness	of
emerging	market	companies	stands	out	strongly.

Emerging-market	companies	have	emerged	as	innovators	in	technology.	In	many	cases,	new	technologies	have
higher	adoption	rates	in	emerging	markets	as	no	existing	infrastructure	is	in	place.

Across	various	industries,	China	has	become	the	innovator	to	watch.	For	instance,	rapid	improvements	in	lithium-
ion	battery	production	have	helped	turn	the	country	into	the	world’s	largest	electric	vehicle	market.

http://emergingmarkets.blog.franklintempleton.com/2018/11/06/a-prescription-for-innovation/
http://emergingmarkets.blog.franklintempleton.com/2018/10/31/race-harness-ai-technology-asia/


China’s	progress	in	the	automobile	industry	is	in	part	due	to	the	government’s	drive	to	promote	the	country	as
the	world	leader	in	green	energy.	In	2017,	the	Chinese	government	pledged	to	invest	US$360	billion	in	renewable
energy	by	2020	while	scrapping	plans	to	build	coal-fired	power	plants.

Since	then,	Chinese	authorities	have	already	exceeded	official	targets	for	clean	energy	sources.	In	our	view,	the
country’s	focus	on	tackling	pollution,	by	creating	the	next	generation	of	smart	cars,	also	plays	into	China’s
broader	strategy	in	becoming	a	leader	in	innovation.

In	China’s	pharmaceutical	industry,	government	policies	favoring	the	development	of	novel	drugs	over	generics
have	encouraged	local	companies	to	scale	up	research	and	development	expenditures.	This	could	sow	the	seed
for	a	pipeline	of	groundbreaking	treatments	from	Chinese	drug	makers.

Such	companies	have	become	emblems	of	China’s	“new	economy,”	which	centers	on	technology	and
consumption.	We	view	China’s	consumer	market	as	a	force	to	be	reckoned	with.	It	has	become	the	second
largest	in	the	world	after	a	breakneck	pace	of	growth	in	the	past	20	years,	and	we	believe	the	uptrend	can
continue.

Cautious	Optimism		
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We	think	China’s	longer-term	prospects	will	hinge	greatly	on	how	well	it	handles	its	challenges.	There	are	also
broader	systemic	tensions	it	needs	to	confront.	If	China’s	rebalancing	efforts	result	in	an	economy	that	is	sturdier
and	more	sustainable,	in	our	view,	it	would	almost	certainly	continue	to	be	a	structural	growth	driver	for
emerging	markets	in	the	decades	to	come.	We	are	watching	developments	closely.

The	comments,	opinions	and	analyses	expressed	herein	are	solely	the	views	of	the	author(s),	are	for
informational	purposes	only	and	should	not	be	considered	individual	investment	advice	or	recommendations	to
invest	in	any	security	or	to	adopt	any	investment	strategy.	Because	market	and	economic	conditions	are	subject
to	rapid	change,	comments,	opinions	and	analyses	are	rendered	as	of	the	date	of	the	posting	and	may	change
without	notice.	The	material	is	not	intended	as	a	complete	analysis	of	every	material	fact	regarding	any	country,
region,	market,	industry,	investment	or	strategy.

Data	from	third-party	sources	may	have	been	used	in	the	preparation	of	this	material	and	Franklin	Templeton
Investments	(“FTI”)	has	not	independently	verified,	validated	or	audited	such	data.	FTI	accepts	no	liability
whatsoever	for	any	loss	arising	from	use	of	this	information,	and	reliance	upon	the	comments,	opinions	and
analyses	in	the	material	is	at	the	sole	discretion	of	the	user.	Products,	services	and	information	may	not	be
available	in	all	jurisdictions	and	are	offered	by	FTI	affiliates	and/or	their	distributors	as	local	laws	and	regulations
permit.	Please	consult	your	own	professional	adviser	for	further	information	on	availability	of	products	and
services	in	your	jurisdiction.

To	get	insights	from	Franklin	Templeton	delivered	to	your	inbox,	subscribe	to	the	Investment	Adventures	in
Emerging	Markets	blog.

For	timely	investing	tidbits,	follow	us	on	Twitter	@FTI_emerging	and	on	LinkedIn.

Important	Legal	Information
All	investments	involve	risks,	including	the	possible	loss	of	principal.	Investments	in	foreign	securities	involve
special	risks	including	currency	fluctuations,	economic	instability	and	political	developments.	Investments	in
emerging	markets,	of	which	frontier	markets	are	a	subset,	involve	heightened	risks	related	to	the	same	factors,
in	addition	to	those	associated	with	these	markets’	smaller	size,	lesser	liquidity	and	lack	of	established	legal,
political,	business	and	social	frameworks	to	support	securities	markets.	Because	these	frameworks	are	typically
even	less	developed	in	frontier	markets,	as	well	as	various	factors	including	the	increased	potential	for	extreme
price	volatility,	illiquidity,	trade	barriers	and	exchange	controls,	the	risks	associated	with	emerging	markets	are
magnified	in	frontier	markets.	Stock	prices	fluctuate,	sometimes	rapidly	and	dramatically,	due	to	factors	affecting
individual	companies,	particular	industries	or	sectors,	or	general	market	conditions.

http://pages.e.frk.com/emergingmarkets-blog-sub/
https://twitter.com/fti_emerging
http://www.linkedin.com/company/3676?trk=tyah

