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Doom or Boom for China in 2009?
Just ask Nielsen.

Despite, or due to, a singular political history, the past
20 years have seen China develop into the greatest
potential consumer market in the world. Though its
per capita income remains significantly lower than
America and other leading developed nations, the
country's vast growth possibilities, based on a
voracious consumer market, continue to force
manufacturers to try and get to grips with a market
that remains tricky to measure and hard to
understand.

The difficulty lies in both China's sheer size and its
relatively low household income. Even though urban
dwellers make up less than half of the total
population, shoppers are spread across 31 provinces in
more than 650 cities. Household incomes that
average around 40,000 RMB' ( est. 5,700 USD ) per
annum in China's developed cities fall to around half
that in less developed areas and require a product and
pricing strategy that differs similarly.

FOREIGN BRANDS TAKE AN EARLY LEAD

Regardless of research ‘grey areas’ resulting from such a vast
market, foreign brands had an early edge when it came to
‘first-to-market’ in China and easily dominated most Fast
Moving Consumer Goods' (FMCG) categories. Local
competitors soon sprung up however, and have been swift to
innovate, both in their product development and marketing.
And in China’s second tier markets where huge gains for
manufacturers are to be made, local brands have succeeded in
building consumer loyalty within many new categories as
foreign brands focused their efforts on key markets of
Shanghai, Beijing and Guangzhou. Despite the inroads made by
local brands, the majority of FMCG categories continue to be
dominated by foreign brands, with the notable exception of

‘Dairy’, where local brands have gained a significant share.

INCREASING PRICE OF RAW METERIAL DRIVES
SALES VALUE GROWTH

The categories that have generated most sales value up to October
2008 are those which have seen significant price increases due to
the growing cost of raw material. Edible Oil, Yoghurt and Liquid
Milk achieved the greatest sales value gains during this period,
followed by Carbonated Soft Drinks, Instant Noodles, Shampoo
and Laundry Detergents.

Edible Oil also topped the list of categories that has made the
greatest gain in value compared to the same period last year. Baby
Products, Diapers and Wet Tissues and Baby Wipes saw the next
greatest gain in value, followed by Ready-to-Drink Tea, Infant Milk

and Functional Drinks.

CHINESE CONSUMERS RESILIENT TO EXTERNAL
SHOCKS

Behind the optimism generated by the Beijing Olympics, 2008 has
been a challenging year for Chinese consumers, with food price
inflation, a downward trend in the stock market” and the potential

impact of the September financial crisis still being debated.

Despite the ups and downs, consumer confidence has been
relatively stable during the year. Though inflation made shoppers’
wallets lighter and spirits heavier in the first half of the year, with
prices falling in the second half, confidence appears to have
bounced back regardless of global financial rumblings. However,
optimism over job prospects and personal finances is somewhat
polarized and despite people generally feeling positive about their
earning potential over the next six months, shoppers are clearly
nervous about spending, with only one third anticipating the next

six months being a good time to buy.
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Consumer Confidence Index: Asia Pacific
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Where consumers reduce expense during downturn

Cut down on holidays / short breaks
Cut down on out-of-home entertainment

Delay upgrading technology, eg. PC, Mobile, etc

Spend less on new clothes

Try to save on gas and electricity

Delay the replacement of major household items

Cut down on take-away meals

Switch to cheaper grocery brands

Look for better deals on home loans, insurance, credit cards, etc
Cutdown on telephone expenses

Use my car less often

Cut outannual vacation

Cut down on or buy cheaper brands of alcohol

™ China
I Global Average

I wouldn't take any actions 4§Z{’

Interestingly, though Chinese shoppers are generally price
sensitive, stock market fluctuations appear less able to rattle
them. In a separate Nielsen study conducted in March ‘08,
despite over 70 percent of respondents claiming to invest in
the stock market, only four percent indicated that they had
immediately reduced their household spending when the stock

market didn't move in their favor.

Nonetheless, consumer confidence in investing in shares or
mutual funds has fallen since the second half of 2007 as
people resort to the security of bank deposits. After essential
living expenses are met, almost one in six will place spare cash
into savings, up 18 percent since last year. This compared with
a 15 percent decline in those wanting to take their chances on
the stock market (57% down to 42%).

MAJORITY OF SHOPPERS REMAIN LOYAL TO
FAVORITE BRANDS DURING DOWNTURN

According to Nielsen findings, budget-conscious shoppers will
reduce spending in other areas before scrimping on grocery
expenses. Forty-four percent indicated they would reduce
spending on short breaks, followed by out-of-home
entertainment (41%), technology (40%) and clothing (34%).
Only 25 percent said they would reduce expenditure on
grocery items. However, with the full impact of the financial
crisis yet to be understood in China, category dynamics will

need to be watched closely.
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As would be expected in a market where consumers will look
to reduce costs elsewhere before trimming their grocery bill,
FMCG category trends have remained largely positive in 2008.
Despite the increase in raw material costs being passed onto
consumers in many food categories, non-food prices remained

steady, resulting in little significant decline in demand.

Matching consumers’ relatively positive outlook, media spend3
throughout 2008 highlighted manufacturers’ ongoing
enthusiasm in local markets. On average up to October 2008,
media spend increased 17 percent compared to the same
period last year and looks to reach more than 522 billion RMB
by the end of the year. Spend on television advertising took
the lion's share, accounting for over 80 percent of total

advertising expenditure.

CHINA BECOMES LARGEST INTERNET
POPULATION GLOBALLY

With over 253 million netizens, 2008 saw China overtake the
United States with the most consumers online. With such a
vast Internet population, questions were raised as to whether
companies should continue to invest so heavily in traditional
media. With around 80 percent of the population yet to
subscribe to the Internet boom and the majority continuing to
cite television as their main source of information, presence in
traditional media remains crucial. Finally, despite Chinese
netizens almost doubling the amount of time they spend
online, from around eight hours per week in 2002 to 14 in
20084, the time spent watching TV has remained fairly steady,

at an estimated 21 hours per week’.
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THE EMERGENCE OF ‘BRAND CHINA'

China resembles any other brand obsessed market, however
the emergence of ‘Brand China’ in 2008 attracted particular
attention. As national pride reached fever pitch in the lead up
to the Games, questions were raised as to whether this fervor
would translate into foreign brands being left on the shelf in

favor of local equivalents.

To answer this question, Nielsen asked China’s online
consumers the importance to them in buying local brands.
Although only 13 percent indicated they would go out of their
way to purchase a local brand, almost half (46%) thought it
important, but wouldn't spend extra time looking for a local
brand if a foreign brand was more readily available. Fourin ten
indicated they were purely looking for a brand that satisfied

their purchase expectations, regardless of country of origin.

However it shouldn't necessarily sound alarm bells for foreign
brands that over 50 percent of online consumers indicate they
look to support ‘Brand China’ when purchasing packaged
goods. When Nielsen then asked about the top five product
attributes consumers looked for when purchasing a grocery
item, Country of Origin was little considered — at odds with

their apparent support of local brands when asked directly.
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‘Quality’ was the most popular product feature for shoppers to
list (87%), followed by 'Price’ (71%), ‘Word of mouth’ (63%),
‘Value for money’ (59%), ‘Family preference'(44%) and ‘Brand
I know' (33%). Only eight percent of respondents ranked
‘Foreign brand’ within their top five product attributes, and

dropped to only six percent for ‘Chinese brand’.

When asked, foreign brands were also attributed with more
product qualities than local counterparts. Some of the key
advantages Chinese shoppers perceived foreign brands to hold
over local were, ‘Higher quality’ (69%), ‘More premium’
(58%), ‘Better design’ (59%), ‘More modern' (53%),
‘Innovative' (49%) and 'Better advertising' (45%).

Chinese brands’ key advantages were perceived as ‘Low price’
(90%), ‘Chinese style' (68%) and ‘Value for money' (51%).
Though this list is less exhaustive than the advantages foreign
brands appear to offer, it's not to be forgotten that ‘Price’

remains a key purchase driver in China.
CONCLUSION

Even with growth predicted to slow by one or two percent in
2009, China still remains one of the most dynamic markets

globally.

Retail spending continues to reflect consumer optimism and
although the day-to-day impact of inflation may have
impacted people's enthusiasm in the first half of the year, the
potential impact of the global financial crisis on the China
economy appears at present not to weigh too heavily on

consumers' minds.

Despite a peak in national fervor during the Beijing Olympics,
the competitive environment in China is — more than ever
before - a level playing field. Local and foreign brands
increasingly compete side by side, with consumers little

concerned about country of origin.
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