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Chinese National People’s

Italian parliament
Congress

We have begun to expect the Western democratic institutions to display a certain degree of
debate and even raucousness. However the Chinese equivalent legislative bodies, whose
leaderships largely consist of engineers are believed to be much more disciplined and
expected to go about their business in a focused manner, confining themselves to the
weighty matters of national economy and defence.
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However the recent meeting of the Central Committee of the Communist
Party emphasised the need to boost country’s cultural soft power
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May be an opportune moment
As the numbers are also softening

GDP Growth rate (%)
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The rapid growth in China over the last three decades have certainly
resulted in several contradictions and co-existing trends in seemingly
opposite directions.

Newton’s law of Consumer trends in China

For every 4: VAW There is an
trend  ARROR0-F)
consumer tren i R equal and

that you can see
In China

opposite trend
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China last 30 years
With much reason to celebrate

« Average growth rate of over 9% a year
» Poverty rate reduced from 65% to 10%
* All millenium development goals achieved or within reach
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China last 30 years
Still much to look for

« Still need to improve the living standards of the huge rural
populace

« Challenges of inclusive growth, yawning income gaps and
providing affordable housing.
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Is this a typical Chinese consumer?
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China: Soon to be the largest luxury market in the world

. World s:’faur’ch"'large
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Yet 674 m Chinese consumers live in rural China
With a per capita income of less than US 1000
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Large youth population
222 m under 15 years of age

Population by age groups and sex (absolute numbers)
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But also the largest grey population in the world

"China had 178 million people aged 60 and above in 2010
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Further rapid ageing expected in the coming years

Population by age groups and sex (absolute numbers)
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The key challenges and opportunities today

Rapid urbanization

Declining demographic dividend

Gender imbalance

Inexorable march of internet

Changing structure of the economy
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Resulting gold mines

Fortune in smaller tier cities

Premium and luxury products
Health and well being industry
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1. Rapid urbanization
15 million urban consumers added every year in China!
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2.Dwindling demographic dividend
Supply of cheap labour in decline

°* 284 m

SUREETSN e 23% of pop
2000

® 222 m

RS e 17% of pop
2010
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2. Dwindling demographic dividend
China’ dependency ratio to go from 38 to 64 in 2050

60 years +
2000

60 years +
2010
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130 m
10% of population

178 m
13% of population

Source: National Statistics Bureau



3. Gender imbalance
951.3 % of China’s population is male

Experts estimate that 24 million Chinese men will be
unable to secure a bride in the next 10 years.
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Problem further compounded with
Poor perception of Chinese men among Chinese women!

Attractive women

(Opinion of Chinese men)
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Attractive men .
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4. Inexorable march of the internet
Though China has relatively low penetration of internet as compared to
the West

Countr Internet Penetration
y in 2011 (%)
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Yet it has the world’s largest population of internet users in
the world

(000,000) users
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Chinais the home to the largest internet population in the world!

"Sourced from CNNIC
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In China consumers are highly involved with the internet, and it is a
pivotal medium

HIGH

Internet iIs commoditised CONSUMPTION

Makes my life more efficient

Internet is pivotal
Is the centre of my life

| HIGH

| INVOLVEMENT

LOW f * "
INVOLVEMENT
£ \
) — 4

. . LOW
Internet is functional

It helps me to be productive

Internet is aspirational
Helps me achieve my goals

CONSUMPTION
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Where little debate is seen in the public domain or protests
on the street
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http://www.gmw.cn/gmw/gmrb/default.htm

But every concelivable topic is discussed on the internet
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5. Changing structure of the economy
Export of goods and services (% Share of GDP)

2006 2007
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Source: World Bank



Emerging cities set to drive
growth in China in the coming
decade




Fortune in small towns and villages

Large number of cities: (by end of 2009) in total 283

prefecture-level cities, 367 county-level cities and

1 y 581 counties.

More than 250 m | I I | O ﬂ consumers in tier 3

and tier 4 cities.
Source: China Statistical Yearbook, 2010
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With increasing affluence

Monthly household income in top Tier 3 cities.
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Living in towns which are in transition

Private
cars

'Ill 1aee mm Illlll-—'"___f:__'
. ma——

Old New Traditional Mod_ern
houses apartments entertainment entertainment
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Internet opening their world

An internet user in a village in Shanxi province

“' Photo by Cindy Liu, TNS China
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Icafé and mobile supplementing their access

Mode of accessing

internet in last four Total Tier 1 Tier 2 Tier 3 Tier 4
weeks%

At home
At work
At school

In iCafé
Mobile

Source: TNS RI, Digital life China report
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Local Brands Are Still Important
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Socialist Luxury
Premium and luxury products




Chinese consumers often buy low priced products and
shanzhai versions of international brands

® Price a strong guiding factor
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But willingly trade up as well as trade down
Store label kitchen roll and LV bags

The same consumer displays extreme price sensitivity for one product (normally
functional products of low perceived differentiation) and an extraordinary
premium for another product (mostly a visible consumption product or a product
of high perceived differentiation).
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Success needs recognition, to be seen

X|ang(1)

wear Expensive clothes Return hometown

SHOULDN’T

&

Expensive clothes  wear Dark nlght Walk
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The market is evolving toward the more sophisticated needs
states: Connoisseurship and self-reward growing while
Status declining

INDIVIDUALITY

CONFORMITY

2008

Individuality
(26%)

Connoisseurship Self-reward

(8%) (21%)
Status
(46%)
OWNERSHIP EXPERIVENCE
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INDIVIDUALITY

CONFORMITY

»
»

2009
Individuality
(23%)
Connoisseurship Self-reward
(17%) (26%0)
Q Status
(33%)
OWNERSHIP EXPERIVENCE

Source: Chinese Consumer
Luxury brands survey
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E-commerce

With Chinese characteristics
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China online shopping user population (million)

Dec-09 Jun-10 Dec-10 Jun-11
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Chinese online shoppers more frequent and more
intenSive Shopping

B % doing activity daily -=-No. of hours spent on activity per week

2.7

2.3

Global China Hong Japan UK us Brazil
Kong
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E-commerce

100 billion yuan (US S 15.6 billion)

e Online B2C sales in 2010 in China

200 billion yuan (US S 31.2 billion

e Online B2C sales expected in 201

. _ Source: Analysys International
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It is not just books and music — Chinese e-shoppers buy a
large range of products, including several low cost products.

M % of Interent users who shopped online in P1Y

Financial Services |1 0§
Credit cards | ko
Automotive Ruiii]
Hair care products | fo
SKiN Care ProOaUCTS | e
Cosmetics / facial Care Pro U CTS |5 1 0.
Home appliances (Shaver) | o f
AUdio VisUal | 1 1
Mobile gadget e o
Mobile Phone |1 o
Software
Computers and Hardware |t o
VIOV S o e
\V[TE]fo = EEEE____—_—______.—______..._.————————S 4
BOOKS s e
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Chinese and Indian affluent most likely to use internet for
financial services or investment purposes

India China
o 56%
(]
18%
. 19% 39%
0
29% 21%
APAC Middle East
32%
28%
28%
25% 15%

24%
Southern Europe

Northern Europe

33% 39% 0% 32%

10% 11%
25% 18%

& research international

28%

Central Europe

27%

Brazil*

38%

6%
28% Complete internet investor,
opening new investments accounts,

trading, transactions and advice
41%

Checking balances on
accounts, but no trading or
purchases of investments
8%
Primarily for researching
investments products, no
transactions

23%
North America

29%
. No internet usage
18%

32%

21%

*)Brazil affluent $ 40,000+
Source: TNS Affluent Consumer Study
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http://www.taobao.com/
http://www.dangdang.com/
http://www.moonbasa.com/
http://www.okbuy.com/
http://www.yougou.com/index.html
http://www.vcotton.com/
http://www.51youpin.com/
http://www.banggo.com/
http://www.rutisher.com/
http://www.fclub.cn/
http://www.shangpin.com/
http://www.womai.com/
http://www.redbaby.com.cn/

Significant activity seen among the retailing giants in the
Chinese e-commerce space

2006

i » Carrefour launched boostore,com and made the service
available | key cities in China

e Walmart acquired a minority stake in Chinese online grocery
store Yihaodian

‘j"_ mg 2011

e Tesco declared its aim to tap online shopping in China
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Group buying — a rage in China
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Lashou.com
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http://t.dianping.com/
http://tuan.fantong.com/
http://t.58.com/
http://www.24quan.com/

China‘s mobile e-commerce users

Unit: million people
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Source: Minsheng Securities, iResearch
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Number of Chinese people who do payment by mobile
phones

Unit: million people
500

400

300

200

100

2009 2010 2011e 2012e 2013e

Source: Minsheng Securities, iResearch
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Should not forget the role of internet for as a tool for brands to

connect with consumers

China
of consumers NEVER
browse online for products
or services to bu
Global

of consumers NEVER
browse online for products
or services to buy

i uency of online activities / OS3: Research sources
:Allrespondents 48804/2023
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% used touchpoint for researching — China
(Global)

Retailer sites ﬁ 28 (18)
Manufacturer / service
provider sites ﬁ 3 (18)
Search engines ﬁ 21 Online (16)
touchpoints

Review sites ﬁ 19 (12)
Userreviews ﬁ 17 (11)

Price comparison websites i 11 (11)
Comments on social networks i 10 (6)
C wodotmoun L4 qp
Retail stores D 16 Offline (12)

touchpoints

Offinemedia | 15 (1)
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