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China: At a turning point 

As growth begins to cool, where will the market land? 

Though the market surged in the final quarter of 2015, year-over-year growth 
remained in the single digits. This may be a sign of the “new normal” in China as the 
industry begins to show signs of maturity.  
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Inflection point 

After enjoying over a decade of surging growth, the 
Chinese automotive market is reaching a critical point 
in its development. A strong, double-digit rebound in 
the final quarter of 2015 pushed the market to finish 
the year at 6.7% growth. Sluggish economic growth 
was cause for concern for the market as a whole, 
particularly when sales were down at the midpoint of 
the year, but stimulus policies helped push the market 
back into gear in the fourth quarter. Going forward, as 
the market continues to mature and move beyond a 
glut of first-time buyers, growth is expected to shift to 
a more modest and restrained pace.  

Beyond rate of growth, the development of peripheral 
sectors is another indicator that the Chinese market is 
showing signs of maturation. The emergence of auto 
finance and leasing as well as the growth of the used 
car and aftermarket sectors are signs that market is 
moving beyond the flood of first-time buyers into a 
diversified, maturing market. The current, older 
generation of vehicle owners have been known to be 
conservative with spending preferring to purchase 
with lump sum cash payments. This has kept auto 
finance penetration rates low - around 20% - especially 

when compared to the 50% to 80% rates seen in 
mature markets. Consumer demographics are shifting 
in the market, with buyers entering the market at a 
younger age who are more likely to leverage alternative 
financing measures like credit and leasing. In another 
sign of market maturation, as new vehicle sales and 
assembly growth has shown signs of slowing, used car 
sales have surged, reaching an impressive 18.6% 
compounded annual growth rate (CAGR) between 
2010 and 2015. Used vehicle trade volumes reached 
9.6 million units last year, and is expected to grow well 
past the 10 million units in 2016. 

Technology driving change 

As the market continues to change and evolve, the 
related technology within the sector will change as 
well. As pollution and smog continue to plague the 
market, the Chinese government has extended its 
efforts with new energy vehicles (NEVs) as one facet of 
tackling the growing concerns. Sales of NEVs reached 
330,000 units in 2015, which is triple the volume of 
the previous year, putting China atop other markets 
worldwide. As stimulus subsidies are expected to 
remain through 2016 and beyond for NEVs, sustained 
growth of the segment is projected throughout the 
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forecast window. The Autofacts forecast calls for NEVs 
to eclipse the 1 million unit mark in annual assembly 
by 2022, representing just under 30% CAGR between 
2015 and 2022. 

Inside the cabin, consumers are increasingly 
demanding added in-vehicle connectivity and 
technology – a reflection of the growing connectivity 
and mobility of the market as a whole. It is estimated 
that there were more than 600 million mobile phone 
users in China in 2015. By 2020, 60% of population is 
expected to live in densely populated urban centers, 
requiring even more mobility and technology. Local 
technology stalwarts Baidu, Alibaba and Tencent 
(BAT) are all already proactively reviewing their 
strategies within the auto space, just as tech 
companies abroad are playing an increasing role in 
design and manufacturing. Internet companies are 
now launching after-market style products and 
services, and in some cases, they’re doing it with less 
lead time than their counterparts abroad. These 
developments confirm that cross-sector collaboration 
and partnerships between Chinese OEMs and private 
enterprises is not only inevitable, but serve as an 
opportunity for the industry to grow and develop into 
unchartered territory.  

Obstacles remain 

Of course, along with these opportunities for growth 
and development, challenges remain as the Chinese 
market progresses. One of the most foremost concerns 
is the need for consolidation in the number of brands 
and manufacturers, particularly among the domestic 
players. Currently, the market is home to 76 OEM 
groups, 184 vehicle assemblers and more than 1,000 
tuning operations. Since 2013, the Ministry of Industry 
and Information Technology (MIIT) has pushed 
regulators to eliminate so-called “zombie 

automakers”– assemblers with little or no output by 
revoking their production licenses. This process has 
been slow, but it’s an important step towards 
consolidation. As growth in the market cools and 
matures, both internal and external forces should 
drive increased M&A activity. We would expect the 
smaller OEMs to either seek partnerships or dissolve 
as larger OEMs seek to acquire others. In the next 
decade, this shakeout should accelerate in progress, 
leaving a streamlined competitive landscape.  

Related to the oversupply of brands and assemblers, 
over capacity continues to plague the market. Excess 
capacity could reach as high as 10 million in 2016, and 
this figure will only climb higher as the market slows 
down. Mature markets like the US and select EU 
countries have faced difficult decisions during 
economic downturns, where plants and facilities were 
either idled or shuttered. Assemblers in China will 
eventually face the same struggles but the hope is that, 
once complete, utilization rates will jump to more 
profitable levels and capacity is rationalized within an 
efficient range across OEMs and assemblers.  

Forging ahead 

As the auto sector in China continues to develop and 
change into a mature market, we expect annual sales 
to slow considerably. Indeed, the 21% CAGR enjoyed 
between 2003 and 2013 will be a thing of the past. A 
mix of new peripheral sectors, advanced technology, 
and rationalization of existing industry participants 
and capacity will be required to maintain a sustainable 
level of growth. Of course, the focus on product and 
quality is equally essential during this critical juncture.  

To continue this conversation and find additional 
information on PwC’s automotive capabilities in China, 
please visit pwc.com/auto.
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Source: Autofacts 2016 Q1 Forecast Release, Oxford Economics 
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