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ONLINE TURNS IN NET PROFIT

BUSTLING E-COMMERCE MARKET CREATES NEW GROWTH OPPORTUNITIES FOR OVERSEAS COMPANIES IN CHINA
ESTIMATED MARKET SHARE FOR B2C AND C2C IN CHINA 2010-2017

ByMENG JING
mengjing@chinadaily.com.cn

ritish retailer Burberry Group

may never have imagined that its

scarves and trench coats would be

sold from virtual stores in China.
But the iconic luxury brand and other big-
gies like Marks & Spencer, Mothercare;
Nike, Levi’s and Sony are increasingly find-
ing that having an online presence is essen-
tial for continued success in China.

For most of these companies, the online
attraction is understandable as surfing the
Internet is not only the favorite leisure activ-
ity for young people in China, but also the
main influencer for purchasing decisions.
Physical risks and costs associated with set-
ting up stores also have prompted many of
these companies to instead have an online
presence, i

In April, Burberry opened a virtual store
on Tmall, the biggest business-to-customer
site in China, and now offers a wide array of
items, ranging from woolen scarves priced
at 4,000 yuan (461 euros; $640) to high-end
trench coats called Heritage, priced at 17,500

yuan.

Though Burberry is the first pure luxury
brand to join Tmall, the platform has already
attracted more than 70,000 sellers. British
fast-fashion retailer ASOS has also estab-
lished a store on Tmall to supplement its
existing outlet in China. '

‘While it is still too early to gauge whether
Burberry would reap gains in the long run,
there is no doubting the huge growth poten-
tial of China’s e<commerce market.

Growth rates typically represent the true
potential of any industry. The e-commerce
industry has been no exception and has
clocked consistent growth rates of over 70
percent in China since 2006.

Last year, Chinese shoppers purchased 1.8
trillion yuan worth of goods online, which
means that 7.9 percent of the country’s total
retail trade was conducted over the Internet
in 2013.

Consumer preferences

Industry experts, however, say that Chi-
nese e-commerce platforms have played a
big role in shaping consumer preferences.
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They point out that though e-commerce sites
such as Taobao and Tmall were initially used
by Chinese consumers to leverage pricing
advantages, the platforms have now become
more sophisticated. E-commerce platforms
are focusing more on branding and product
qualities and this has benefited multinational
firms, they say.

Carrie Yu, a partner who specializes in
retail and consumer practice with global
consultancy firm PricewaterhouseCoopers in
Hong Kong, says it is an opportune time for
tapping the e-commerce potential in China.

“China is moving toward a consumption
economy and more and more of its citizens
are becoming affluent and they want to
spend to indulge themselves,” Yu says.

She says that unlike some people who have
reached a certain age and regard savings as
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a virtue, the young Chinese love to spend, as
they want to have a comfortable life rather
than just save money.

Yu says China’s love affair with Apple prod-
ucts is the best example of this trend. “Rather
than smartphones they are street phones in
China, especially among the younger genera-
tion. Obviously price is not an issue here, as
the higher prices have not deterred purchas-
es. It is not uncommon to find many young
Chinese who have spent more than a month’s
salary to acquire the latest iPhone,” she says.

That, experts say, is also the driving force
for the e-commerce industry in China. Con-
sumption is no longer determined by prices
and is more a combination of qualities and
services, they say. Adding further credence
to these statements are reports that China
overtook the US to become the biggest e-com-
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merce market in the world last year.

Enormous potential

Though the e-commerce market is unlikely
to post growth rates of over 100 percent it
recorded between 2006 and 2010, it still has
enormous potential due to the huge size of
the market.

China’s real consumption in 2013 was 36.5
percent of total GDP, which is significantly
lower than that of other countries, such as
the United States, which had a consumption
rate of 66.8 percent in 2013, according to
Euromonitor International.

Moreover, only about half of China’s 618
million Internet users are online shoppers.
With the increasing number of Internet users
and the growing number of people making
purchases online, the online shopping mar-
ket in China is likely to remain the world’s
largest forever simply due to the large num-
ber of people who shop online, says Egidio

Zarrella, partner for clients
and innovation consult-
ing services with con-
sultancy firm KPMG
China.

“Even though
China’s e-com-
merce market is
big, it accounts
for just 8 per-
cent of the
global retail
market. In
the next
10 years,
it (e-com-
merce mar-
ket) would
account for
over 50 percent
of the retail mar-
ket,” says Zarrel-
la, adding that
the Chinese are
becoming more
tech-savvy and
enjoy purchasing
goods online.

According to
research Zarrella
did in 2013, a large

number of Chinese people have three or four
mobile devices compared with one or two for
people in Europe and the US.

Arecent PwC Global Total Retail Survey of
15,000 online respondents from 15 territories
highlighted that the Chinese respondents are
more active in online shopping compared to

_their global counterparts.

About 62 percent of the Chinese respon-
dents said that they shop online every week
compared with just 21 percent of global
respondents. In addition, these people also
make purchases through mobile devices.
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Catalyst for consumption

The Chinése government has seen e-com-
merce as the catalyst that will help it transi-
tion from an export-oriented society to one
that is more driven by domestic purchases.

According to studies conducted by the
Chinese Academy of Social Sciences, online
shopping, which directly generates more
than 10 million jobs, is estimated to contrib-
ute about 548 percent of China’s economic
growth by 2020.

“Tt (5.48 percent) may seem like
a small number, but it can have
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a strong influence on the
economy. Not only will
the size of the economy
increase, but the eco-
nomic structure can
also benefit from

the e-influ-

ence,;’ says

Li Yongji-

an, head

of Informa-

tion and

e-Busi-

ness

Studies at the National Academy of Eco-
nomic Strategy at Beijing-based CASS.

The convenience associated with online
shopping also helps in narrowing the pur-
chasing gap between urban and rural China.
“People have access to the same products
online, be it in first-tier cities or fourth-tier
cities,” Li says.

The online purchasing power of small cit-
ies or even counties in China is something
that cannot be ignored for companies looking
to carve a niche in China. Alipay, the e-pay-
ment arm of Alibaba, found that residents of
Yiwu, Zhejiang province (home to a major
wholesale market for appliances, accessories
and toys) spent an average of 40,000 yuan
online in 2013, more than twice the amount
for Beijing.

On Alipay’s top 100 list of small cities and
counties for online purchase, 36 out of the

100 localities were in Zhejiang. Jiangsu prov-
ince ranked second, with 27 small cities, fol-
lowed by Fujian with 13.

Residents of the top 100 small cities and
counties shopped online eight times on aver-
age last vear. Those who spent more than 1
million yuan in 2013 mostly came from Yiwu
and Cangnan county in Zhejiang, as well as
Changshu, a city in Jiangsu province.

The ability to reach out to more custom-
ers in remote areas of China, where stores
are few and the costs of building a physical
presence steep makes e-commerce a popular
choice for Western companies, o

Many governments and official organiza-
tions in the West are aware of the impor-
tance of e-commerce in China. British Prime
Minister David Cameron’s closed-door meet-
ing with Alibaba founder Jack Ma last year
further reinforced the sector’s importance in
China for overseas companies, particularly
those from the UK.

Alibaba’s Tmall has already teamed up
with several overseas government agencies
on special promotions allowing Chinese con-
sumers to buy fresh fruits and other food
online, direct from the source.

In February, it successfully sold tulips
online with the Netherlands Consulate-
General. In early May, it paired with New
Zealand Trade and Enterprise, the country’s
trade development agency, to ship more than

50,000 pre-ordered oysters and mussels
to China within 72 hours of harvest-
ing.
Some experts say that Chinese
consumers hold higher esteem
for foreign brands than local
brands. Yu of PwC Hong Kong
says that as consumers in
China become more sophis-
ticated, they will increasingly
value quality, brand and after
sales service, which extends to
fairness of doing business. “This
is the big advantage for for-

eign brands,” she says.
However, Zarrella of
KPMG China says that
though the Chinese like
high quality products, it
does not necessarily mean
that they are willing to pay

a premium for that.

“They do not like cheap
goods anymore, but they
do like to bargain. And
they tend to do most of their

research online to see where

isthe best place to buy it,” he says.

The hunger for high qual-

ity products with reasonable

prices has created a new

business called daigou,

which means buying via

overseas contacts through

Taobao or other profession-

al buyer agencies and websites.

Daigou agents charge for certain commission
and mail the purchased goods across borders.
The top items on daigou lists are baby
formula and luxury goods. A China luxury

goods market study released by Bain & Co
in December 2013 found nearly 60 percent
of the 1,400 customers they interviewed had
made at least some luxury purchases through
the daigou market.

Statistics from the China E-commerce
Research Center showed that the online
daigou market amounted to 744 billion yuan
in 2013. The center forecast that the market
would exceed 100 billion yuan in 2014.

Going global

The booming daigou business is also part
of the reason why Alibaba chose to launch
an independent website called Tmall Global
in February to allow overseas brands and
merchants to sell directly to Chinese online
shoppers. -

Alibaba said more than 140 companies,
which sell thousands of international brands
from the United States to Japan, have opened
for business on Tmall Global.

Rather than simply using e-commerce asa.
sales channel, more and more multinational
brands are seeing it as an effective method
of marketing and for eliciting feedback from
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Chinese customers, says Huang Zhixiong,
vice-president of yhd.com, a Shanghai-based
e-commerce company that is majority-owned
by US-based retail giant Wal-Mart Stores Inc.

“It usually costs a fortune for foreign
brands to sell across China because it is pric-
ey to build up sales channels. They need to
find a national sales representative and all
kinds of local sales representatives across the
country, which will eventually split profits.
And they also need to rent warehouses across
the country to ensure the supplies and deliv-
ery, says Huang.

But now, most of these brands, which want
to expand into China, can simply sell online
and e-commerce platforms can provide the
real-time sales data to give them feedback
on new products.

As one of the most popular online super-

markets in China, yhd.com has teamed
up with 200 brands directly. Through the
partnership, yhd.com can get lower-priced
products directly from producers rather than
sales representatives, while brands can get
feedback on whether or not customers like
their newly launched products.

“About half of the 200 brands, which are
directly cooperating with us, are multina-
tional brands. It is obvious they are paying
more and more attention to e-commerce.
Years ago, most of them simply saw us as a
sales channel, but now they understand that
we can offer more than services with our data
digging technology;” he says.

Though e-commerce has offered multi-
national brands a great platform to engage
with Chinese consumers, it doesn’t mean that
they can simply set up virtual storefronts and
expect the money to keep coming in.

T J W, sales director of Hybris Greater
China, a leading enterprise in Asia, which
helps businesses around the globe sell more
goods, services and digital content through
an omni-channel strategy, says that Chinese
people are extremely brand conscious and
brands need to have a particular level of
awareness or reputation to attract customers.

“And as they grow more discerning, multi-
nationals are having to work harder to prove
their worth — and are having to defend
their brands on China’s wild social media,”
he says.

According to Wu, most of the major US
and European retailers have opened tradi-
tional brick-and-mortar stores in China, but
many maintain only informational Chinese
language websites with no transactional
capabilities.

“However, to garner reputation and pres-
ence in China to run the business success-
fully, brands will have to eventually adapt
both online and offline strategies and omni-
channel solutions will prove to be the clinch-
er; he says.
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