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C hina’s economic growth soft ened in 2014 amid the structural transformati on of the economy. Yet, 
consumpti on has played a more signifi cant role in driving economic growth. The consumer market is 

expected to develop steadily in 2015, but the growth rate is likely to be somewhat lower than that in 2014 as 
Chinese consumers conti nue to become more rati onal. 

As the second largest consumer market in the world, businesses at home and abroad are increasingly focusing on 
China. In this light, the Expert Committ ee of the China General Chamber of Commerce joined forces with the Fung 
Business Intelligence Centre of the Fung Group and the China Business Herald Research Insti tute to launch the 
12th report of the Ten Highlight series.

The Ten Highlights series provides enterprises with an insightf ul, comprehensive view of China’s latest commercial 
developments; this has been well received over successive years by investors eager to understand the latest 
commercial trends and issues in China. 

Selection of the Ten Highlights
Ten Highlights of China’s Commercial Sector 2015 presents Highlights identi fi ed aft er a series of votes and formal, 
in-depth panel discussions. The views of over 170 top-ti er experts were collected and arti culated throughout the 
report.

Introduction

report.
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The China General Chamber of Commerce

Founded in 1994, the China General Chamber of Commerce (CGCC) is a quasi-government association endorsed by 
the State Council. The CGCC has around 70,000 members, encompassing enterprises from retail, distribution, services 
and tourism sectors, local commercial chambers, national professional associations, intermediary organisations 
and individuals. Commissioned by the Chinese Government, the CGCC consists of 14 committees, working on 
areas such as retailing, wholesaling, public relations and industry analyses etc.; it also supervises 40 national 
associations, and over 30 newspapers and magazines published both inside and outside China.

The Expert Committee of the China General Chamber of Commerce 
The Expert Committee of the China General Chamber of Commerce (ECCGCC), a sub-division of the CGCC, 
comprises over 170 prominent experts from various government departments, research institutes and universities, 
leading corporations, professional associations, consultancy firms and newspaper offices, which include the 
Ministry of Commerce, the Chinese Academy of Social Sciences, the China Chain Store and Franchise Association, 
the Development Research Centre of the State Council, the Renmin University, the Capital University of Economics 
and Business, and the Beijing Technology and Business University, etc. The ECCGCC serves as a platform for the 
experts to exchange ideas on the development of commercial enterprises and the distribution sector.

The Fung Group

The Fung Group is a privately held multinational group of companies headquartered in Hong Kong whose core 
businesses are trading, logistics, distribution and retailing. The Fung Group employs over 45,000 people across 
40 economies worldwide, generating total revenue of more than US$22.6 billion in 2013. Fung Holdings (1937) 
Limited, a privately held business entity headquartered in Hong Kong, is the major shareholder of the Fung group 
of companies. 

The Fung Business Intelligence Centre

The Fung Business Intelligence Centre, through its unique relationships, collects and analyses market data on 
China’s economy, with special reference to sourcing, supply chains, distribution and retail. It also produces reports 
on sourcing and trading in other Asian countries and has recently expanded its research services on the global 
retail industry, where unprecedented change is being driven by technological innovation, the advent of multi-sales 
channels and greater supply chain efficiency. 

Serving as a knowledge bank for the Fung Group, the Centre also makes its market data and analysis available to 
businesses, scholars and governments around the world. It is an impartial thought leader on issues shaping the 
future of manufacturing, distribution, logistics and retailing in China, and retailing globally. It regularly provides 
advice and consultancy services to internal and external clients.

China Business Herald Research Institute

China Business Herald Research Institute is an affiliated research institute of the China Business Herald, one of 
the leading national business newspapers in China. The Institute seeks to address debates in the distribution 
sector in China, and measures and communicates the impact of innovation and development of the industry as 
well as commercial enterprises on the distribution sector from a global perspective. The Institute has established 
relationships with various government departments, research institutes and universities and leading corporations 
home and abroad.

About the Organisations 
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Consumer market sees steady growth; rational consumption remains a norm

China’s economic growth softened in 2014 amid the structural transformation of the economy, with 
consumption set to play a more significant role for driving growth. It is expected that growth will 
continue to moderate slightly in 2015. With the government’s measures to guide a healthy and orderly 
development of the consumer market, rationalisation of the consumer market and mass-market 
consumption are expected to remain high on the agenda in the coming year.

Institutional reform of distribution sector underway; 
a better-regulated environment is key

A new document aimed at the distribution sector’s institutional reform is being drafted by the Ministry 
of Commerce and is likely to be promulgated in 2015 upon the State Council’s approval. The document’s 
central focus will go beyond the distribution sector to cover trade services, given the sector’s critical role 
in overall economic development. Reform measures will also cover the enactment of new legislation, 
administrative systems and regulation of the distribution sector as a whole.

Catering market under transformation and upgrading; 
mass dining a new trend

In view of slowing growth, China’s catering industry has been undergoing transformation and upgrading 
over recent years. Many catering enterprises have started providing new services such as wedding 
banquets or “experience” dining, while some have upgraded central kitchen facilities to lower operating 
costs. The rise of O2O has also prompted more restaurants to engage customers with mobile apps. On 
the other hand, mass dining has become a trend as more high-end restaurants have expanded into this 
market segment and the government has provided its support for the development of mass catering. 

Luxury market slows while “affordable luxury” gains in popularity 

2014 has been a difficult year for luxury players. The slowing of China's luxury market was due in part 
to the government’s anti-corruption drive and the growing tendency by consumers to buy luxury 
goods abroad. Moreover, with China’s e-commerce market becoming more mature, larger numbers 
of consumers are indicating greater confidence for buying luxury products online, particularly via 
overseas online shopping platforms. Meanwhile, as Chinese consumers become more discerning, their 
preferences and attitudes towards luxury brands are changing. An increasing number of consumers now 
turn to affordable luxury brands that are chic and stylish, but sell at cheaper prices. 

Department stores, large supermarkets revamp; 
convenience stores, community stores in focus

Department stores and large-scale supermarkets have experienced repeated sales declines and 
numerous store closures in recent years. Recognising the potential threat of online retailing, many 
traditional retailers have started to rethink their strategies and undertake retail overhauls. Many 
have embraced technologies to enhance in-store experience; others have started to implement O2O 
strategies. In the meantime, smaller-sized retailers, such as convenience stores and community stores, 

Executive Summary
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enjoy stronger growth. They have the advantage over their competitors of having closer access to their 
target customers, and are also able to offer faster services, along with attractive product selections and 
added convenience.  

Online-offline competition intensifies; “O2O” a coming trend 

E-commerce has significantly transformed China’s commercial landscape. To stay relevant in the market, 
both traditional and online retailers have started adopting O2O, hoping to create a seamless experience 
across multiple marketing and sales channels. These include: Having a presence both online and offline; 
launching mobile apps to facilitate “shopping on the go”; offering more pick-up points; integrating back-
end operations; unifying online and offline pricing, and forming partnerships with Internet companies. 

Wholesale markets undergo transformation and upgrading

Wholesale markets play an important role in channeling products from the country’s small- and 
medium-sized manufacturers to urban and rural consumers. Yet, they face many challenges – 
backward transaction models, lack of integrated facilities, poor differentiation and low levels of 
internationalisation. To survive, they should enhance levels of informatisation, build their own brands 
and explore new opportunities, such as expanding into overseas markets.

Express delivery firms scale up, promoting logistics development

China is the world’s second largest express delivery market and will likely overtake the U.S. to become 
the largest in 2014. Since the Chinese government opened up the sector in 2009, privately-owned 
express delivery companies have established a firm foothold – the number of orders handled by 
privately-owned express delivery firms accounted for 79% of the national total in 2013. In the future, 
the sector is expected to see a more comprehensive service network to cover the rural areas. More 
operators will consider going global to meet rising demand. Also, local operators will seek to enhance 
their competitive edge amid the increasing challenges brought by international operators.

Innovation drives operational transformation, creating new business models

Innovation provides a central theme for China’s economic development, aimed at stimulating business 
operations. Chinese customers today have differing and more sophisticated expectations of products, 
services, experiences and value. Market players have to adapt to the changing landscape by introducing 
innovative business models, new business solutions, and products and services that suit the changing 
needs of consumers, while creating an exciting and impactful shopping “experience”. Customisation and 
differentiated positioning are the central elements for success.

Towards a new era of consumerism

In the digital era, consumer behaviour and preferences are being significantly affected by high Internet 
penetration, ubiquitous availability of information and rapidly-growing social media networks. Highly 
connected and tech savvy customers like to obtain product information from social networks and share 
their feedback across social media platforms. They also seek a seamless shopping experience across 
multiple channels. Brands and retailers need to understand and anticipate changing consumer needs 
and respond rapidly with relevant products and solutions. 
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T he past year has seen profound changes in 
China’s commercial sector. Technological 

advances and the rapid development of e-commerce 
have changed the way businesses operate, but also 
affected the way people shop. Rising consumerism and 
changing consumer preferences have also significantly 
reshaped the market landscape. 

The year 2015 is expected to remain a challenging one 
for commercial enterprises. Slower economic growth, 
mounting costs and growing competition continue to 
squeeze profit margins. To stay relevant in the market, 
enterprises are advised to keep a close eye on the 
following areas:

Latest policy developments
• Over the past few years, the Chinese government 

has promulgated a series of policies to boost 
domestic consumption, facilitating the nation’s 
shift from an investment-led to a consumption-
driven economy. For instance, in 2012, the 
Development Plan for Domestic Trade (2011-
15) and the Opinions of the State Council on 
Further Reformation of the Distribution Sector 
and Acceleration of the Development of the 
Distribution Sector were announced to support 
the distribution sector’s development. Further, 
in October 2014, the State Council released the 
Opinions of the State Council on Facilitating 
Healthy Development of the Distribution 
Sector, to guide the sector’s healthy and orderly 
development. 

• Government sources indicate that a new 
document aimed at the distribution sector’s 
institutional reform is being drafted and is likely to 
be promulgated in 2015. 

 ‒ The ultimate goal of institutional reform 
is to establish a better-regulated business 
environment for the distribution sector. 

 ‒ The document’s central focus is to go beyond 
the distribution sector to cover trade services, 
given the sector’s critical role in overall 
economic development. 

 ‒ The reform measures will also cover the 
enactment of new legislation, reform of 
administrative systems and government 
department functions, together with 
regulation of the distribution sector as a 
whole. 

• Investors are advised to monitor the latest policy 
and regulatory developments so as to seize 
business opportunities arising, or to adjust their 
business strategies accordingly. 

Mass-market consumption: 
a new focal point for enterprises
• China’s anti-corruption drive has taken a toll on 

the high-end consumption market; both luxury 
goods and high-end catering sales growth have 
slackened markedly since 2013. At the same time, 
there has been increasing demand for goods or 
services that are deemed value for money, and 
those that target the mass market. Such a shift has 

Implications for foreign investors
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been reflected in the rising demand for affordable 
luxury and mass dining. It is expected that mass-
market consumption will be a focal point in the 
coming year. Investors are advised to review their 
market positioning and consider whether they 
should expand into this market segment. 

Understand your customers: 
the overarching rule of businesses
• The new generation of consumers is becoming 

more complex in a number of dimensions: They 
are more discerning and knowledgeable thanks to 
increasing Internet accessibility and engagement 
in social networks. They are more interactive; 
young and tech savvy consumers like to obtain 
product information from social networks 
and share their feedback across social media 
platforms. They are ubiquitous; consumers are 
increasingly on the move and their purchasing 
journey is more dynamic. Enterprises need to 
have a better understanding of their customers 
given these characteristics, and deliver what they 
expect. 

The importance of mobility and 
growing role of online advocacy
• Digitalisation has touched upon all aspects of 

business, and at the same time greatly influenced 
consumers’ purchasing decisions. Enterprises 
should build a digital and mobile presence to 
capitalise on the growing trend for customers using 
mobile devices to obtain product information as 
well as carry out transactions. At the same time, 
social media is expected to influence an increasing 
proportion of sales into the future. To win over 
customers, enterprises should actively engage with 
them via different social media platforms.  

• Young and innovative customers are increasingly 
transforming from “consumers” to “prosumers”; they 
like to take part in product design or in the marketing 
process. Enterprises are advised to regularly solicit 
feedback from customers and maintain a long-term 
relationship with them. Engaged customers are likely 
to advocate the products or services they want via 
social networks. 

Technologies play a key role 
in business operation
• Realising the importance of digital platforms in 

luring customers, increasing numbers of brands 
and retailers have embraced new technologies 
such as analytic tools, location-based technologies, 
in-store mapping technologies, augmented reality, 
RFID, and QR codes to provide customers with a 
more personalised shopping experience.

• In particular, the appropriate use of Big Data 
enables brands and retailers to better understand 
the needs and preferences of different consumer 
segments, anticipate their shopping habits and 
offer tailored products and services to them. 
However, many businesses are still at an early 
stage to find and adopt the right analytic tools; 
some may find themselves overwhelmed by 
data, paralysed by silos, or experience difficulty 
applying Big Data analytics across the organisation. 
Enterprises need to be aware of these potential 
hurdles. 
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• Customer “experience” is the focus of O2O, but 
there is no one-size-fits-all strategy. Enterprises 
need to have a thorough understanding of 
market shifts and consumer preferences, take 
account of their own value propositions and 
develop strategies that best suit both enterprise 
and customers. That said, moving to an O2O 
model is not easy. Obtaining senior management 
support, limited investments and talent shortages 
are among major hurdles in O2O strategy 
implementation. 

The rise of O2O 

• There is a clear trend in the commercial sector 
towards the use of O2O approaches to engage 
customers and provide a seamless, integrated 
experience for customers across all channels. On 
the one hand, more bricks-and-mortar retailers 
have pursued digital expansion, taking full 
advantage of their physical stores and supply chain 
infrastructure; on the other hand, online retailers 
have sought to set up their offline presence. Many 
retailers have also leveraged the vast network of 
convenience stores to offer pick-up services. To 
create greater O2O synergies, some retailers have 
formed strategic alliances with Internet giants, 
leveraging a vast web of businesses and a large 
customer base to reach out to consumers.  



13

Ten Highlights of China’s Commercial Sector 2015

Introducing new business models 
and innovative business solutions: 
crucial for business success
• Innovation provides a central theme for China’s 

economic development; it will continue to be the 
key over the coming year for driving consumption 
and operational excellence. Chinese customers 
today have differing and more sophisticated 
expectations of products, services, experiences and 
value; market players need to provide products and 
services that suit the diverse needs of customers. 
Hence, customisation and differentiated positioning 
are essential elements for success. 

• Enterprises should introduce innovative business 
solutions to fit with the changing market landscape. 
In the face of increasing competition from small-
scale retailers, many large-sized department store 
and hypermarket operators have started to rethink 
their strategies and undertake retail overhauls. 
Accelerating format revamps, increasing the 
proportion of direct sales and enhancing in-store 
experience are some popular strategies adopted by 
large retailers.  

The need to focus on 
core business functions and 
enhance supply chain efficiencies
• While digitalisation, deployment of O2O 

strategies and innovation are essential in 
the digital era, optimising performance and 
improving competitiveness are equally important 
for success in China’s highly competitive market. 
Product quality, assortment and pricing are 
crucial elements that enterprises must not 
overlook. Adopting the right branding strategies 
also proves essential for enterprises to stand out 
from their competitors. 

• Supply chain management remains an element 
determining success in the consumer-driven 
era. Enterprises should pay special attention to 
enhancing supply chain efficiencies and forging 
closer collaboration among players along the 
supply chain – producers, distributors, logistics 
services providers, retailers and consumers – 
to ensure the right products are created and 
delivered to the right consumers at the right time.
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in 2013. Our experts expect the nominal growth of 
retail sales to range from around 12.0% to 12.3% yoy, 
lower than for the full year of 2013. 

While total retail sales growth slowed, online retail 
sales recorded stunning growth in 2014. According 
to iResearch, the total online transaction value is 
estimated to exceed 2.76 trillion yuan in 2014 and 
account for more than 10.4% of total retail sales. 

Most categories showed 
slower sales growth than in 2013
By product category over the period January to 
October 2014, 12 of 13 categories recorded negative 
sales growth compared with the same period in 
2013; only sales of “telecommunications equipment” 
achieved a faster growth of 26.4% yoy compared to 
2013. By contrast, growth in the “gold, silver, and 
jewellery” category was measured as the slowest (at 
-1.7% yoy from January to October 2014), after rapid 
growth at 25.8% yoy in 2013.

Growth of rural retail sales slowed, but still 
outpaced urban retail sales growth
Rural retail sales rose 13.0% yoy to reach 2,923.2 
billion yuan in the period January to October 2014, 
1.5 ppt lower than in the same period of 2013. 
Meanwhile, urban retail sales expanded 11.8% yoy to 
18,388.6 billion yuan. In real terms, urban sales grew 
by 10.6% yoy, 1.2 ppt lower than for rural sales growth. 
The slower growth in rural retail sales was partly 
attributable to a reduction in the rural population 
as a result of the urbanisation process, as well as 
the government’s move to cut back on consumption 
subsidies to rural households -- such as the subsidies 
to purchase home appliances, automobiles and 
agricultural machinery, and the trade-in subsidies for 
car and home appliance purchases. 

Consumer market sees steady growth; 
rational consumption remains a norm

1

C hina’s economic growth softened in 2014 amid 
the structural transformation of the economy, 

with consumption set to play a more significant role 
for driving growth. Our experts believe that growth 
will continue to moderate slightly in 2015, while the 
consumer market will develop steadily. Having said 
that, the overall growth rate will be somewhat lower 
than in 2014. Rationalisation of the consumer market 
is expected to remain a focal point in the coming year.

Domestic trade: 
major developments in 2014

GDP growth softened
China’s real GDP growth was 7.3% year-on-year (yoy) in 
3Q14, down from 7.5% yoy in 2Q14. In 1-3Q14, China’s 
GDP stood at 42.0 trillion yuan, up by 7.4% yoy in real 
terms, with the tertiary sector growing faster than the 
secondary sector. Consumption made up 48.5% of GDP 
growth in 1-3Q14, 2.6 percentage points (ppt) higher 
than in the same period of 2013, and 7.2 ppt higher 
than investment contribution to GDP growth. 

CPI stayed flat
China’s consumer price index (CPI) yoy growth rate 
decelerated in 2H14, from 2.3% yoy in July to 2.0% yoy 
in August, and further to 1.6% yoy in September and 
October, driven by moderating food inflation prices. 
CPI growth over the period January to October was 
2.1% yoy. 

Retail sales saw slower growth, 
while online retail scaled up  
China’s total retail sales growth decelerated in 2014. In 
the period January to October 2014, total retail sales 
of consumer goods rose nominally by 12.0% yoy to 
reach 21,311.8 billion yuan, down by 1.0 ppt compared 
with the same period in 2013. Real growth was 10.8% 
yoy, down by 0.6 ppt compared with the same period 
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Catering sales rebounded slightly
China’s catering sector saw an overall, gradual recovery 
in 2014. Nominal growth for catering sales picked 
up slightly from 9.0% yoy in 2013 to 9.7% yoy in the 
period January to October 2014. Retail sales among 
catering enterprises above designated size rebounded 
to 2.0% yoy, up from -1.8% yoy in 2013. Mass market 
or mid-end restaurants, in particular, witnessed 
notably rapid growth. 

Sluggish performance by large-scale 
retail enterprises 
China National Commercial Information Centre reports 
retail sales of 100 key large-scale retail enterprises (mainly 
operating in a department store format) increasing 
0.15% yoy in the period January to October 2014, down 
by 9.0 ppt from the same period in 2013. 71 of the 100 
key retailers recorded slower sales growth, up from 38 
in the same period 2013. Of the 71, 35 reported their 
sales dropping more than 10% over the period January to 
October 2014.

Our experts expect China’s consumer market to grow steadily at around 11% yoy in 2015. They believe a 
better macroeconomic environment, a low unemployment rate, modest inflation and a continuing increase 
in urban and rural incomes will all continue to fuel consumption growth. However, China’s rising elderly 
population may have a negative impact on consumption, with the elderly generally less willing to spend 
compared with younger generations. Our experts also highlight the following factors:

More rational, “healthier” consumption
As China moves towards a market-based economy, it is unlikely that the government will roll out large-
scale stimulus measures to boost consumption in the near future, nor is it likely to launch many direct, 
consumption subsidy measures. As a result, Chinese consumers are expected to become more rational in 
their purchasing habits. Our experts also expect the government to continue its anti-corruption drive to 
curb bad practices and avoid extravagance. In that sense, consumption is expected to become “healthier” 
into the future.

Better prospect for mass-market consumption
Over the past few years, high-end sales constituted a major element of consumption growth. High-end 
department stores, specialty stores and high-end catering enterprises saw sales growth rising to 30% 
yoy. However, since 2013, luxury goods and high-end catering sales growth have slowed as a result of the 
government’s efforts to curb government spending on lavish banquets and to rein in extravagant spending. 
At the same time, there has been increasing demand for goods that are deemed value for money, and 
those that target the mass market. It is expected that mass-market consumption will be more specifically 
in focus during the coming year. 

A better environment for consumption
Recently, the government launched measures to support consumer market  development. In October 
2014, the State Council released the Opinions of the State Council on Facilitating Healthy Development of 
the Distribution Sector, guiding the sector’s healthy and orderly development. On 29 November 2014, the 
Executive Meeting of the State Council chaired by Premier Li Keqiang recognised the need to encourage 
consumption by increasing household disposable income, improving the social welfare system, as well as 
improving the consumption environment. Other areas of focus include expanding Internet consumption, 
on a sectoral level promoting green, leisure, educational and elderly-care consumption and stabilising 
housing consumption. 

What the Experts say“

“
Ten Highlights of China’s Commercial Sector 2015
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develop guiding principles for the reform 
document
The MOFCOM task force will develop guiding principles 
for reform based on legal grounds, with a view to 
establishing a better-regulated business environment. 
Experience of similar reforms over the past few years 
and cases extrapolated from other countries will 
be key references, as the task force formulates the 
required principles. 

Phase two: The MOFCOM task force will draw 
up the reform document
Following the guiding principles formulated in phase 
one, the MOFCOM task force will draw up a reform 
document for consideration by the State Council. 
The document’s central focus will go beyond the 
distribution sector to cover trade services, given the 
sector’s critical role in overall economic development. 
The reform measures will also cover the enactment of 
new legislation, reform of administrative systems and 
regulation of the distribution sector as a whole. 

Phase three: Pilot reform projected for imple-
mentation in selected cities
Once the phase two document is approved by the 
State Council, individual pilot reform projects are to 
be implemented in selected cities. One or two such 
projects will be implemented in each city and each 
project will proceed over a one-to-two-year term. 
The length of the period will be longer depending 
on the challenges and complexity of each project. 
Government departments, enterprises engaged in 
the distribution sector, industry associations and 
other organisations serving the distribution sector are 
expected to be involved in these pilot schemes. Exhibit 
1 lists some of the suggested cities and respective 
focus areas of the projects that will likely to be 
implemented. 

Institutional reform of distribution sector underway;  
a better-regulated environment is key

2

O ver the past few years, the Chinese government 
has promulgated a series of policies to boost 

domestic consumption, facilitating the nation to shift 
from an investment-led to a consumption-driven 
economy. In 2012, the Development Plan for Domestic 
Trade (2011-15) and the Opinions of the State Council 
on Further Reformation of the Distribution Sector and 
Acceleration of the Development of the Distribution 
Sector were announced to support the distribution 
sector’s development. Further, in October 2014, 
the State Council released the Opinions of the State 
Council on Facilitating Healthy Development of the 
Distribution Sector, to guide the sector’s healthy and 
orderly development. 

MOFCOM leads a task force 
to plan and implement institutional 
reform of the distribution sector
Government sources indicate that a new document 
aimed at the distribution sector’s institutional reform is 
being drafted and is likely to be promulgated in 2015. 
The Ministry of Commerce (MOFCOM) is leading a task 
force to plan and implement the reform, which will 
advance through three phases: 

Phase one: The MOFCOM task force will 
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The document is still in the drafting stage, with the final version to be revealed in 2015; the pilot 
projects are to be implemented in selected cities thereafter. Our experts expect the MOFCOM task 
force to take into account the following when drawing up the document:  

• Institutional reform is to be based on legal principles. It should be designed to speed up reform 
of government functions and administrative systems, so as to provide a better-regulated business 
environment for the distribution sector.  

• All stakeholders should be engaged in regulating and monitoring the distribution sector. 
Government departments responsible for policy making and implementation, industry 
associations, enterprises engaging in the distribution sector, the mass media and consumers 
are expected to make concerted efforts to regulate and monitor the distribution sector’s 
development. 

• The distribution sector should be regulated and based on a legal framework. For example, 
relevant government departments should not intervene or restrict the operation of a business 
provided it does not enter the scope of prohibited industries. Conversely, government 
departments should draw up rules and regulations in accordance with related laws and 
legislations, and should also only formulate or promulgate rules and regulations when required by 
law. 

• Relevant government departments need to adjust their approach and refine their functions – 
from monitoring and regulating the distribution sector to monitoring parties entering the sector 
as well as business transactions within the sector. For example, an enterprise mainly engaged in 
production would not directly be under the supervision of government departments responsible 
for regulating the distribution sector. However, if such an enterprise were to be engaged in 
commercial activities such as retailing, then relevant government departments should seek to 
monitor such activities under their wider regulatory responsibility for distribution.    

What the Experts say“

“
Ten Highlights of China’s Commercial Sector 2015

Selected cities Focus areas of pilot reform projects

Shanghai
Formulating steps towards an economy run on market principles; improving the 
overall business environment; promoting innovation in the distribution sector, such 
as adopting innovative measures implemented in the Shanghai Free Trade Zone

Qingdao Enacting local legislation regulating the distribution sector

Xiamen Improving infrastructure for better development of the distribution sector

Nanjing Delegating duties from government departments to industry associations

Chengdu
Reorganising and redefining the duties of different government departments 
responsible for regulating the distribution sector

Guangzhou
Fostering integrity of the distribution sector; simplifying the administrative 
procedures of industry associations

Exhibit 1| Selected cities, focus areas of projects likely to be implemented

Source: Expert Committee of the China General Chamber of Commerce & Fung Business Intelligence Centre
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increased turnover of one of its restaurants to almost 
100 million yuan, by introducing wedding banquets 
and specialist event dining services. Dan Feng Xuan, 
a mid-to-high-end catering enterprise in Nanchang, 
has started offering “home style” meals and corporate 
catering services, targeting both family households and 
corporate clients. 

Introducing “experience” dining
To create unique dining experiences, many catering 
enterprises have introduced new service styles. 
Take Seafood Market, a supermarket-like restaurant 
in Shenzhen, is a self-service seafood restaurant at 
which customers can buy sashimi, sushi and selected 
pre-cooked seafood at the counter and then serve 
themselves. This self-service dining model not only 
offers consumers a new dining experience but also 
lowers operating costs. 

Upgrading central kitchen facilities
An all-embracing central kitchen plays a vital role for 
achieving standardisation and reducing operating 
costs.  Hence, many food service providers are making 
efforts to upgrade their central kitchen facilities to 
ensure the quality and safety of their produce. Xing 
Hua Restaurant, a one century old catering enterprise 
in Shanghai, is optimising its central kitchen facilities to 
achieve standardisation and accelerate its expansion 
into food processing. 
  
Middle-aged female workers alleviating the 
labour shortage 
To reduce labour costs and ease the staff shortage, 
many catering enterprises are tending to hire middle-
aged female workers. Compared with their younger 
counterparts born in the 1980s and 1990s, these 
middle-aged women are seen as more responsible and 
hard working, therefore welcomed by both customers 
and caterers. 

Catering market under transformation and upgrading; 
mass dining a new trend

3

G rowth has been falling away in China’s catering 
industry over recent years: In 2013, this hit a 

21-year low at 9% year-on-year (yoy), with total retail 
sales of 2,539.2 billion yuan. However, sales figures for 
2014 have shown signs of recovery, with total retail 
sales for 1-3Q14 at 1,993.4 billion yuan, up by 9.7% 
yoy. In fact, the China Cuisine Association reports 
that the catering market is set to record double-digit 
sales growth in 2014, with growth momentum for 
catering enterprises above designated size expected to 
continue.

Recent development trends in the 
catering sector 

Diversifying market segments, 
target on the mass market 
Larger numbers of fine dining enterprises are 
expanding into the mid-end and mass dining segments. 
In one case, Xiao Nan Guo, a high-end restaurant chain 
specialised in Shanghainese cuisine, introduced mass 
dining chain establishments “The Dining Room” and 
“Shanghai Min’s Family Restaurant” to serve meals in 
a stylish, casual setting. Another upscale restaurant 
chain, Jingya, has transformed some of its high-
end dining restaurants into stylish, seafood hotpot 
restaurants, targeting middle-income consumers. 
Jingya also provides catering services at railway 
stations. Then, two years ago, Quanjude, a Beijing-
based restaurant renowned for its Peking Roast Duck, 
started offering breakfast and buffet meals to target 
the mass market. Since 2014, premium dining service 
provider South Beauty started offering lunch boxes at 
prices as low as 26 yuan. 

Identifying new growth points
Some catering enterprises have rolled out new services 
in search of growth. Shaoxing Hotel, a renowned 
catering enterprise in Shanghai, has successfully 



1919

Engaging customers with mobile apps
With the growing popularity of mobile commerce, 
many catering enterprises have launched apps to 
reach out to consumers. Besides providing menus and 
mobile coupons, some apps also feature interactive 
functions like reservation and payment options. The 
rise in China’s catering market under “O2O” or “online 
and offline integration” (also known as “omni-channel” 
strategies) is driving increasing numbers of consumers 
to pay and order meals online: The number of catering 
app users is set to reach over 200 million in 2015. 

Mass catering becomes a trend
Over the past few years, mass catering has continued 
to gain market share, and constitutes a major trend.  
The government also supports the development of 
mass catering: in June 2014, the Ministry of Commerce 
(MOFCOM) promulgated the Guiding Opinions on 
Accelerating the Development of Mass Catering. 
The Opinions set out the government’s objective of 
increasing mass catering’s market share from the 

current 80% to 85% of total sales within five years. 

Despite the rapid growth of mass catering, cost 
increases (that include rent, labour, raw materials 
and utility bills) have all eaten into catering 
enterprises’ profit margins. According to the China 
Hotel Association, operating costs of major catering 
enterprises rose by over 10% in 1H14, while profit 
margins dropped by almost 10%.

Our experts suggest the following as regards the catering sector’s development over the coming year: 

Taking into account consumer preferences when formulating strategies 
Mass catering is not only about low prices; indeed, selling homogenous products at low prices or 
launching aggressive price targets are unsustainable manoeuvres. Catering enterprises are advised to 
take into account consumer preferences when developing menus and formulating pricing strategies. 

Abolishing the “minimum charge” 
In 2014, the Chinese government endorsed a new regulation prohibiting catering operators from 
imposing any minimum charge requirement. Our experts are hopeful that relevant authorities will 
consult catering enterprises when formulating the implementation of regulatory details. 

Supporting mass catering enterprises to go public
In 2014, not a single mass catering enterprise in China successfully obtained an IPO listing approval. 
Our experts hope that the China Securities Regulation Commission will support such enterprises to list 
on stock exchanges. They believe the catering industry will benefit, since additional funds would help 
catering enterprises expand and, at the same time, contribute substantially to greater job creation. 

What the Experts say“

“
Ten Highlights of China’s Commercial Sector 2015
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The high profile anti-corruption drive hit sales of 
high-end luxury goods hard, affecting many of the 
category’s retailers. Interim results for 2014 among 
some international luxury retailers showed a marked 
decline in China sales. For instance, in 1H14, Rémy 
Martin, the French cognac producer, saw a 15.4% yoy 
sales decline. Due to a weaker performance in the 
Asia Pacific region, LVMH, the world’s biggest luxury 
group, reported lower sales growth at 4% yoy in 
1-3Q14. Prada Group, the Italian luxury fashion house, 
witnessed a 20.6% drop in profits while total sales 
were up slightly by 1.3% over the same period, while 
Mulberry, the British luxury leather goods company, 
saw sales tumble 7% yoy. 

Luxury shoppers prefer to shop 
abroad or via “haitao” 
While the growth of China’s luxury market slackens, 
overseas luxury consumption by Chinese consumers 
continues to power ahead. Bain & Company estimates 
that Chinese consumers spend three times more abroad 
than they spend locally. According to a report published 
by Fortune Character Institute, a Chinese market 
research agency specialising in the luxury sector, overseas 
purchases by Chinese consumers reached US$102 billion 
in 2013, accounting for 47% of global luxury purchases. 
This trend has become increasingly evident in 2014.  

With China’s e-commerce market becoming more 
mature, larger numbers of consumers are indicating 
greater confidence for buying luxury products online, 
particularly via overseas online shopping platforms. This 
approach is commonly referred to as “haitao”. 

Some overseas e-commerce platforms recently 
partnered with Alipay, a leading domestic, third-party 
online payment provider, to allow customers to settle 
payment in yuan. For instance, in November 2014, U.S. 
e-commerce platforms, ShopRunner and Borderfree, 

Luxury market slows while 
“affordable luxury” gains in popularity

4

Anti-corruption measures take 
their toll on the luxury market
Since 2012, the Chinese government has launched a 
number of anti-gifting and anti-corruption campaigns, 
releasing several guidelines and directives to rein in 
extravagant spending. The anti-corruption drive has 
greatly affected gift giving. A survey by Hurun Research 
Institute shows that gifting among China’s wealthiest 
individuals fell 25% yoy in 2013. Luxury watches and 
high-end menswear were the most greatly affected 
luxury categories. 

C hina’s luxury market has slowed markedly, with 
growth of sales dropping away since 4Q11. In 

fact, 2014 has been a difficult year for luxury players. 
Bain & Company expects luxury spending in China to 
reach 15 billion euro or 117.8 billion yuan, lower by 
2% year-on-year (yoy). This negative growth, China’s 
first ever in this spending category, was due in part 
to the government’s anti-corruption drive – but also 
to the growing tendency by consumers to buy luxury 
goods abroad. Despite the slowing domestic market, 
Chinese mainland people are still the world’s largest 
consumers of luxury goods, and account for 29% of 
global purchases.
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both launched partnerships 
between Alipay and U.S. brands 
and retailers, bringing Alipay’s 
ePass payment system to retailers 
and allowing Chinese shoppers 
to easily shop and settle payment 
on U.S. sites. Brands that have 
partnered with ShopRunner 
include those already popular in 
China, such as Tommy Hilfiger 
and Tory Burch. Borderfree will 
bring the ePass payment system 
to other major names: Saks Fifth 
Avenue, Bloomingdale’s, Macy’s, 
Ann Taylor and Aéropostale. 
Besides, the rapid development of global fulfilment 
networks has shortened delivery times and encouraged 
Chinese customers to buy on overseas shopping websites. 

As to why Chinese consumers buy abroad or via online 
platforms, the main reason is price. Hefty import 
tariffs and consumption taxes, as well as higher pricing 
strategies, make prices of luxury products within China 
much higher than in other countries. For instance, a 
Burberry jacket reportedly costs 53% more in China 
than in Japan and France. Product authenticity, a greater 
variety of choice and the experience of shopping overseas 
are other major drivers for overseas luxury consumption.  

The rise of affordable luxury 
As Chinese consumers become more discerning, their 
preferences and attitudes towards luxury brands 
are changing. While many consumers still enjoy 

purchasing luxury goods with conspicuous logos – a 
practice that still remains prevalent in lower-tier 
cities – an increasing number of consumers now 
look for high quality but value-for-money products. 
They increasingly turn to affordable luxury brands 
that are chic and stylish, but sell at cheaper prices. 
Selected examples of such affordable, popular 
luxury brands include Coach, Michael Kors, Agnès B, 
Kate Spade and Tory Burch. 

In parallel, some well-known international luxury 
brands have launched diffused, related lines which 
sell relatively cheaper products and target mainly 
younger consumers; examples include Miu Miu 
(Prada’s affiliate brand), Emporio Armani (Giorgio 
Armani’s diffusion line), Marc By Marc Jacob (Marc 
Jacob’s diffusion line), and DKNY (Donna Karen’s 
secondary line). These cheaper lines are gaining 
popularity among Chinese consumers.

Due to greater controls on luxury spending, the top end of the market in China is likely to remain 
sluggish in 2015. Have said that, Chinese consumers continue to set the trend for buying luxury goods 
abroad. Driven by the rapid increase of household disposable incomes, individual wealth and an 
underlying, affluent middle class the growth potential of China’s luxury sector is enormous, not least 
as there continues to be rising demand for luxury goods in smaller cities. 

As Chinese consumers now show increasing interest in affordable luxury, our experts would urge local 
luxury retailers to redouble efforts to produce seductive designs and create brands offering unique 
qualities, exclusivity and value for money. 

What the Experts say“ “
Ten Highlights of China’s Commercial Sector 2015
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Embracing technologies and Big Data
Increasing numbers of department store and large 
supermarket operators are becoming tech savvy; 
they are eager to adopt new technologies that help 
improve the in-store experience. Many have also made 
significant investment in data analytic tools, hoping 
to collect essential consumer data, anticipate their 
needs and provide personalised products and services 
accordingly. 

Building synergies across sales channels 
and exploring O2O
Many large-scale retailers are now working hard on 
integrating their sales channels, which include physical 
stores, online and mobile platforms, and social media, 
in the hope of providing a seamless, cross-channel 
experience. An increasing number of retailers are 
starting to implement their O2O strategies. (NB. Refer 
to Highlight #6 for details on O2O strategies) 

Increasing the proportion of direct sales  
Increasing numbers of department store operators 
now realise the drawbacks of the concessionary model 
– low profitability, poor differentiation of brands and 
products and low customer loyalty. They have started 
to engage increasingly in direct sales. Additionally, 
operators source products direct from local and 
overseas suppliers while developing private labels, in 
the hope of increasing product differentiation. 

Tapping the shopping mall format
As shopping malls can offer diversity in shopping, 
dining and entertainment facilities, as well as the all-
important “lifestyle experience”, they are becoming 
increasingly popular. Retailers from other channels 
have started to develop and operate their own malls. 
For instance, in September 2014, Wal-Mart reportedly 
invested 600 million yuan to build its first shopping 
centre, spanning a total floor area of approximately 

Department stores, large supermarkets revamp; 
convenience stores, community stores in focus

5

S low economic growth, rising operating costs and 
fierce competition from online retailers have all 

posed major business challenges for China’s traditional 
retail formats. In particular, department stores and 
large-scale supermarkets have experienced repeated 
sales declines and numerous store closures. Linkshop 
reports that as many as 12 department stores and 146 
large hypermarkets were closed in 1H14. Store closures 
continued in 2H14 and are expected to constitute a 
prominent trend in 2015. A survey by China Chain Store 
and Franchise Association (CCFA) shows that the pace 
at which retailers in the Top 100 opened new stores in 
2013 was the slowest in 15 years, at a year-on-year (yoy) 
growth rate of 7.6%; CCFA expects the growth rate to 
have been lower still at 5% yoy in 2014. 

It is undeniable that the rise of online retailing has 
affected sales for department stores and large-
scale supermarkets. But these traditional retail 
channels still play a key role in distributing goods and 
services. Furthermore, shopping with friends and 
families remains a deep-rooted tradition for Chinese 
consumers.

Department stores and 
large supermarkets carry out 
store revamps 
Recognising the potential threat of online retailing, 
many traditional retailers have started to rethink their 
strategies and undertake retail overhauls. Described 
below are some strategies adopted by traditional 
retailers, given growing competition from online peers: 

Enhancing the in-store experience
To enhance customer experience, some department 
store operators have incorporated more restaurants 
and entertainment features such as cinemas, kids’ play 
areas, education services, spas and exhibitions. 



2323

100,000 sqm in Zhuhai, Guangdong 
province. In the same month, Better 
Life Commercial Chain, a Hunan-based 
multi-format retailer, announced that it is 
investing 5 billion yuan to build 13 Better 
Life shopping malls in central and south 
western parts of China over the next two 
years. Other retailers – including Ikea, 
Red Star Macalline, Aeon Supermarket, 
Auchan and Yurun Group – have 
reportedly also tapped into the shopping 
mall sector. 

Retailers move to smaller 
formats; convenience stores, 
community stores gain popularity
While department stores and large supermarkets experience 
hard times, small-sized retailers such as convenience stores 
and community stores enjoy stronger growth. According to 
the Ministry of Commerce, the convenience store sector was 
the fastest-growing format, with average yoy growth of 13% 
in the first five months of 2014, compared with 7% and 7.2% 
for department stores and the large supermarket format, 
respectively. As small format retailers, convenience stores 

have the advantage of closer access to customers, while 
offering quicker services. On the other hand, given the vast 
network of convenience stores, more online retailers such as 
Alibaba, JD.com, Amazon China, Yihaodian and RT-Mart have 
teamed up with these stores to provide pick-up services. 

Growing in tandem are community stores which are 
usually smaller-sized stores; they include supermarkets 
and convenience stores launched in local communities 
intended to serve neighbourhoods. For instance, Rainbow 
Department Store has recently tapped into the convenience 
store format and opened convenience stores in July 2014; 
most are located in local communities.

Our experts predict the following retail format trend development in 2015:

• Department stores and large supermarkets retail growth will remain sluggish and store closures 
are here to stay. These large scale retailers will increase efforts to accelerate format revamps and 
enhance customer “experience”.

• Convenience stores and community stores will retain their growth momentum. They will extend 
services to boost customer loyalty. More private labels and fresh food offerings are expected. 
Meanwhile, stores will focus on launching digital and mobile platforms and work towards omni-
channel retailing. 

• Shopping malls are to receive increasing attention from real estate developers and remain an 
investment focus. According to CBRE, nine cities out of the world’s top 10 were located in China in 
2013 for completed new shopping centre space. Knight Frank points out that over 800 mixed-use 
complexes totalling 300 million sqm are currently under construction; the total floor area after 
completion will be equivalent to the total floor area of 1,000 Malls of America, the biggest mall in 
the U.S. Our experts warn that the shopping mall building spree will lead to oversupply of retail 
space and the situation will likely become more acute in the coming year. 

What the Experts say“

“
Ten Highlights of China’s Commercial Sector 2015
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accounted for 14.5% of the total online transaction 
value in 2013. Currently, around 70% of transactions 
are made via personal computers (PCs) and 30% 
via mobile devices. It is expected that the share of 
transactions on mobile devices will exceed PCs by 2016 
– 52.7% on mobile devices and 47.3% on PCs.

The rise of e-commerce has indeed posed increasing 
pressure on traditional retailers. According to media 
sources, in 1H14, 72 major listed retailers obtained 
sales growth of 2.48% yoy; and around 60% of these 
retailers did not make a profit. These major listed 
retailers reportedly closed 158 stores in 1H14, up from 
35 in FY13. 

Embracing O2O is a major trend
The rise of e-commerce and changing consumer 
preferences have served to transform the way retailers 
operate their businesses. Retailers are able to apply 
the latest retail technologies in their O2O initiatives. 
The following are some common O2O approaches 
adopted by retailers:

Offline retailers go online; 
e-tailers go from clicks to bricks
It is common for traditional retailers to build their 
own online stores or launch stores on third-party 
online platforms such as Tmall or JD.com. By contrast, 
some pure click e-tailers have started to increase 
their offline presence by opening physical stores. This 
trend is particularly common in overseas markets; 
for instance, U.S. online apparel brand Bonobos, and 
U.K. online apparel retailer My-Wardrobe have each 
opened offline stores to provide customers with the 
opportunity to “try on” the products before placing 
orders online. Amazon has also announced that it will 
open a physical store in Manhattan, New York city to 
provide pickup and return services. In China, a few 
online retailers such as Moonbasa, an online apparel 

Online-offline competition intensifies; 
“O2O” a coming trending

6

The explosive growth of China’s e-commerce 
market and its impact on commercial activities 

have undoubtedly captured the world’s attention. In 
2014, one of the hottest issues would be Alibaba’s 
initial public offering on the New York Stock Exchange 
in September 2014, raising US$21.8 billion, the largest 
IPO in history. Alibaba’s Singles’ Day shopping festival 
also caught international attention as it went global 
for the first time. More than 200 merchants from over 
20 countries participated. Alibaba’s total sales on 11 
November, 2014 amounted to 57.1 billion yuan or 
US$9.3 billion, up by 60% year-on-year (yoy) compared 
to 2013 and far exceeding sales figures for Black Friday 
and Cyber Monday for that year combined. 

E-commerce has indeed transformed China’s 
commercial landscape. Retailers are now involved 
in fierce competition. Some traditional retailers 
that operate only physical stores are losing business 
as e-commerce rivals grow. To stay relevant in the 
market, both traditional and online retailers have 
started implementing “O2O” or “online and offline 
integration” (also known as “omni channel” strategies), 
hoping to create a seamless experience across multiple 
marketing and sales channels.

The rise of e-commerce increases 
pressure on traditional retailers 
China’s online market has witnessed extraordinary 
growth over recent years. According to iResearch, the 
transaction value of China’s online market increased 
by 59.4% yoy to reach 1.89 trillion yuan in 2013, 
accounting for 8.0% of the country’s total retail sales. 
The total online transaction value is estimated to 
exceed 2.76 trillion yuan in 2014 and account for more 
than 10.4% of total retail sales.  

In tandem, mobile-commerce has also seen a great 
leap forward in development. Mobile shopping 
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retailer, have already opened physical stores in several 
cities. It is expected that more will follow suit in the 
near future. 

Launching mobile apps to facilitate 
“shopping on the go”
With the rapid growth of m-commerce, many retailers 
have tapped the market by launching their own mobile 
apps. For example, Yonghui Supermarket, a Fuzhou-
based supermarket chain, launched its mobile app 
in early 2014. Customers can use the app to shop by 
scanning the QR codes on product tags; the products 
will then be added to the online shopping basket. 
Customers can complete the payment process via their 
mobile devices. They can choose to have their orders 
delivered to their homes or picked up in-store. This 
service is currently available at eight Yonghui stores. 

Offering more pick-up points
To provide more convenient shopping experiences, 
some retailers have partnered with convenience stores 
to offer pick-up services. For example, JD.com has 
teamed up with more than 10,000 convenience stores 
in 15 cities across the country to provide customers 
with self pick-up services. By contrast, Rainbow 
Department Store, a leading Shenzhen-based chain, 
has opened its own convenience store, “O2O Store”; 
customers are provided with pick-up services for online 
purchases made in Rainbow Department Store outlets 
and the chain’s high-end, Dreams-on Department 
Store. Leading domestic delivery company, SF Express, 
has also stepped into the market by building its own 
convenience store chain, Heike, as part of its O2O 
strategy, where consumers can pick up their online 
orders at Heike outlets. 

Integrating back-end operations
To ensure smooth implementation of O2O, some 
retailers have integrated their back-end operations 

and systems such as inventory, warehousing and 
logistics. For example, Better Life Commercial Chain, a 
Hunan-based multi-format retailer, launched its new 
e-commerce platform, Yunhou Platform, in October 
2014; compared with the company’s previous online 
site, bubugao.com, the new platform places more 
focus on the integration of its online and offline 
businesses in terms of logistics, payments and 
membership. Moreover, the company is reportedly to 
leverage its convenience stores network in Hunan to 
handle online orders. At the same time, Better Life has 
applied for a licence to launch its own mobile payment 
system. 

Unifying online and offline pricing
Same-price strategies play a key role in facilitating 
O2O. Suning, a leading domestic home appliance 
retailer, is the forerunner where it comes to unifying 
prices for its online and offline offerings. The company 
offers the same prices on its online and offline 
platforms at both regional and city levels. 

Forming partnership with Internet companies 
To create greater O2O synergies, some retailers have 
formed strategic alliances with Internet giants. For 
instance, in March 2014, Alibaba invested HK$5.37 
billion in Intime Retail Group to develop its O2O 
business. The two companies have integrated their 
membership and payment systems. A more recent 
case is Wanda Group, China’s biggest commercial 
property developer and operator of Wanda Malls: The 
company has formed a 5 billion yuan joint venture with 
two of China’s largest Internet companies, Tencent and 
Baidu, aiming to diversify into O2O businesses. Wanda 
Group will have a 70% stake, while Tencent and Baidu 
will each own a 15% stake. Key areas of cooperation 
include the development of a unified membership 
programme, a mobile payment scheme and big data 
analysis.

It is inevitable that e-commerce will continue to exert pressure on retailers. While implementing O2O 
strategies, retailers must also focus on core business functions, such as improving product quality 
and assortment and providing exceptional customer service. Improving competitiveness is crucial 
for success. More importantly, retailers have to be flexible enough to adapt to the rapidly changing 
marketplace. Customer “experience” is the focus of O2O, but there is no one-size-fits-all strategy. 
Retailers need to take account of their own value propositions and develop strategies that best suit 
both company and customers.  

What the Experts say“ “
Ten Highlights of China’s Commercial Sector 2015
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Online distribution emerges
As of 2013, there were 157 online wholesale marketplaces 
registered with the Zhejiang government. In Yiwu, a city in 
Zhejiang province which is known for its wholesale markets, 
some 210,000 enterprises engaging in online business were 
registered with the local government. Over 700,000 express 
parcels are sent from these enterprises every day.  

Wholesale markets in urban areas 
relocate to rural areas 
The presence of traditional wholesale markets in urban areas 
has led to concerns over hygiene, traffic congestion and noise 
pollution. By relocating them to rural areas, these problems are 
expected to be eased. The land released can be allocated for 
other higher value-added industries or environmentally-friendly 
usage. Examples of relocation of wholesale markets include 
the relocation in 2008 of nine traditional agricultural produce 
wholesale markets to a purpose-built site in the rural area of 
south Hangzhou. In 2014, some traditional wholesale markets 
in Beijing, such as the Zoo Clothing Wholesale Market, were 
relocated to nearby Hebei province. 

Wholesale markets undergo 
transformation and upgrading

7

W holesale markets, which allow groups of 
merchants to display and sell goods on site, 

are often regarded as a distinct feature of China’s 
distribution landscape. These markets play an important 
role in channeling products from the country’s small- 
and medium-sized manufacturers to urban and rural 
consumers. According to the National Bureau of Statistics 
of China, the number of wholesale markets, each with 
a transaction value of more than 100 million yuan, 
amounted to 5,089 in 2013, recording a total transaction 
value of 983 million yuan.

Key characteristics of China’s 
wholesale markets

Below are the key characteristics of China’s wholesale 
markets: 

Specialised wholesale markets contribute 
more to the total transaction value of 
wholesale markets
In 2013, of the 5,089 wholesale markets with a 
transaction value of more than 100 million yuan, 1,381 
were general wholesale ones, accounting for 27.1% of 
the total. Their transaction value stood at 2.0 trillion 
yuan, accounting for 20.7% of market share. By contrast, 
specialised wholesale markets played a more dominant 
role – accounting for 72.9% of wholesale markets with 
a transaction value of more than 100 million yuan and 
79.3% of total transaction value.  

Larger-sized wholesale markets are 
concentrated in the coastal provinces
Chart 1 shows the top 10 provincial/ municipality-based 
markets in terms of number of wholesale markets with 
a transaction value of more than 100 million yuan in 
2013. The top 10 account for 69.5% of China’s larger-sized 
wholesale markets and most are located in the eastern 
coastal areas.

Rank
Province/ 

municipality

Number of wholesale 
markets with a 

transaction value 
of more than 

100 million yuan

% Share

1 Zhejiang 767 15.1%
2 Shandong 558 11.1%
3 Jiangsu 547 10.7%
4 Guangdong 364 7.2%
5 Hunan 327 6.4%
6 Hebei 253 5.05
7 Liaoning 217 4.3%
8 Henan 170 3.3%
9 Hubei 169 3.3%

10 Shanghai 164 3.2%

Chart 1 | Top 10 province/ municipality in terms of number of 
wholesale markets with a transaction value of more than 100 
million yuan, 2013   

Source: National Bureau of Statistics of China
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markets. As a result, the State Council has directed local 
governments to increase their support for the development 
of wholesale markets over recent years. These measures 
include building government-owned or government-
operated wholesale markets, investing in existing markets, 
introducing tax breaks, as well as lowering the entry barriers 
of wholesale markets for peasants.

Our experts believe traditional wholesale markets 
in China are facing many challenges. Backward 
transaction models, lack of integrated facilities, poor 
differentiation and low levels of internationalisation 
are just a few. Our experts further suggest the following 
with regard to the upgrading of traditional wholesale 
markets for the future:  

Wholesale markets should enhance levels of 
informatisation
Traditional wholesale markets should adopt advanced 
IT systems in such areas as information sharing, 
product display, order management and payment 
solutions. For those who operate online stores, they 
should be encouraged to develop online and offline 
integration. From an industry perspective, a specified 
index reflecting price trends of a particular commodity, 
such as apparel or vegetables, could be developed 
based on the information collected. Electronic 
transactions and centralised clearing and settlement 
could also be established. 

Wholesale markets should build their own 
brands
Many see wholesale markets as disorganised 
marketplaces. To establish reputation, wholesale 
markets should be free to build their own brands. For 
example, Yiwu’s China Commodity City (CCC), China’s 
largest commodity wholesale market, has registered its 
trademark with the State Administration for Industry 
and Commerce – a key step towards building its 
individualised brand name.  

Wholesale markets should adopt new 
modes of transaction 
Besides traditional ways of selling in a shop or a stall 
in wholesale markets, new modes of transaction 
should be encouraged. For instance, some agricultural 
wholesale markets in Shanghai, Shenzhen and 
Shouguang have introduced auctions as a new 
transactional mode. Bidders can offer farm produce at 

preferred prices. Such transactions offer transparency 
and fairness in the trading process. 

Wholesale markets should develop better 
regulation
Most sellers and buyers at wholesale markets are 
individual business operators. They are encouraged to 
register as legal entities so that they can be regulated 
in an orderly manner by relevant departments. Indeed, 
some operators in Yiwu, Shijiazhuang and Shandong 
have taken the initiative to self register. Relevant 
governments should offer policy support to encourage 
more operators to do so.   

Wholesale markets should go international
Besides selling to domestic buyers, wholesale markets 
need to explore export opportunities. Wholesale 
markets in Linyi, Shandong province, have been 
developing export businesses. Linyi wholesale 
markets’ total export value increased 150% in 2013, 
as a result. Indeed, wholesale markets should take 
the initiative when considering setting up presences 
in overseas markets such as in Europe, Southeast Asia 
and Africa. 

Wholesale markets should relocate from 
urban to rural areas
The upgrading of wholesale markets can be achieved 
through relocation to rural areas. New sites could be 
models for advanced facilities such as showrooms, 
warehouses and logistics centres, as well as advanced 
IT systems. Functions such as recycling, product display, 
brand building, and research and development could 
also be planned as part of the upgrading. 

Government should continue its support for 
new agricultural wholesale markets
Market principles should be the basis for developing 
wholesale markets. Government support should 
embrace these principles even as they introduce 
measures to make wholesale markets more viable. 
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Government increases support 
to establishment of agricultural 
wholesale markets
Most of China’s current wholesale markets are privately 
owned or privately operated and they charge tenants a 
variety of fees. It is not easy for peasants to afford the 
hefty fees and sell their farm produce through wholesale 
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handled by privately-owned express delivery firms 
accounted for 79% of the national total in 2013. SF 
Express, originating in Dongguan and founded in 
early 1990s, is among China’s largest privately-owned 
players. As of July 2014, the company owned 15 jet 
aircraft and over 12,000 vehicles; its network of over 
9,100 service points covers the Chinese mainland, 
Taiwan, Hong Kong and countries such as Malaysia, 
Vietnam, South Korea, Australia and the U.S. Other 
major privately-owned express delivery companies in 
China include STO Express, YTO Express, ZTO Express, 
Yunda, TTK Express, Best Express, ZJS Express and 
Guotong Express.  

Despite rapid growth, challenges for privately-
owned express delivery companies still remain. Their 
geographical coverage focuses mainly on the coastal 
regions – orders handled in the Pearl River Delta, 
the Yangtze River Delta and the Beijing-Tianjin-Hebei 
region accounted for 72.4% of the national total in 
1-3Q14. Meanwhile, within each region, coverage is 
highly concentrated in urban rather than in rural areas. 
Rural residents do not receive the full services offered 
by privately-owned express delivery firms, due to the 
limitations of their service networks.  

Trends to watch
Express delivery sector to see 
a more comprehensive service network
The central government has promulgated a series 
of policies to support development of the logistics 
infrastructure in rural areas. For instance, the Mid- and 
Long-term Development Plan for Logistics released by the 
State Council stated that the government is to support the 
development of the express delivery sector to serve both 
urban and rural areas and nurture large-sized competitive, 
express delivery companies. 

With improving transport infrastructure and higher 
Internet penetration rate, the online shopping and delivery 

Express delivery firms scale up, 
promoting logistics development 

8

C hina is the world’s second largest express 
delivery market and will likely overtake the 

U.S. to become the largest in 2014. In 2013, express 
delivery companies in China handled about 9.2 billion 
orders, rising from only one billion in 2006, with a 
compound annual growth rate of 37.3%. As of 20 
October, 2014, express delivery companies in China 
handled about 10 billion orders, surpassing those 
recorded in 2013. As for total revenue, the express 
delivery sector recorded 229.4 billion yuan in 1-3Q14, 
up by 23.9% year-on-year.  

Growth drivers of express delivery
Institutional reform has stimulated the growth of 
privately-owned express delivery companies. Since the 
government opened the sector to private enterprises 
in 2009, numerous small, privately-owned express 
delivery companies have been set up with stellar 
growth. 

Additionally, the rapid growth of China’s e-commerce 
sector over the past few years has also fuelled demand 
for express deliveries. In 2013, Alibaba’s partnering 
express delivery firms handled five billion online orders 
for Alibaba-affiliated companies. A total of 57.1 billion 
yuan, or US$9.3 billion, of online sales were recorded 
on China’s Singles’ Day on 11 November, 2014 through 
Alibaba-related websites: This reportedly generated 
almost 280 million express delivery orders.    

Privately-owned express delivery 
service providers are taking 
the lead
Since the Chinese government opened the sector 
to private enterprise in 2009, privately-owned 
express delivery companies have established a firm 
foothold. According to a report jointly released by 
the Development & Research Center of the State Post 
Bureau and Deloitte in 2014, the number of orders 
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infrastructure for rural areas is expected to advance step 
by step. Some e-commerce giants, such as Alibaba, JD.com 
and Dangdang, have expressed their intention to further 
expand in the rural market. For instance, in July 2014, 
Cainiao Logistics, a logistics network established by Alibaba 

and its partners, teamed up with Rrs.com to ship orders in 
rural areas. Rrs.com is the logistics arm of Haier Group, one 
of the country’s largest consumer electronics and home 
appliance producers, while its distribution network covers 
93% of China’s 2,600 counties and is able to reach town 
and village levels in each county. 

Local express delivery companies to 
“go global” and enhance their 
competitiveness
As more Chinese manufacturers and cross-border 
e-commerce operators expand their overseas presence, 
demand for international logistics services, including 
express delivery, inevitably increases. Against this 
backdrop, Chinese logistics enterprises, including express 
delivery companies, need to consider going global. Also, 
as more international express delivery firms enter China, 
local express delivery companies have to enhance their 
competitive edge.

Besides promoting information technologies and boosting supply chain efficiencies, our experts 
suggest express delivery companies considering the following initiatives: 

Seeking cooperation with other companies
Companies can develop mutual beneficial relationships with each other to achieve synergies. 
Partnerships may be in the form of business cooperation or via mergers and acquisitions (M&A). 
Cainiao Logistics’ and Rrs.com’s cooperative approach is a case in point. Leveraging big data collected 
by Cainiao Logistics, Rrs.com is able to develop flexible delivery routes related to local conditions. 

Engaging in O2O initiatives
Another approach that express delivery companies should consider is to take part in O2O initiatives. 
SF Express has recently been a pioneer in (and actively engaged in) the O2O marketplace. Orders 
placed on SF Best, SF Express’s online store selling mainly fresh farm produce and other edible 
products, can be delivered to consumers’ preferred addresses; alternatively, products can be collected 
at SF Express service centres as well as on SF Express’ community service store chain, Heike. Besides 
picking up online orders from SF Best, customers can place online orders with the smart devices 
available in Heike stores. Also, customers can enjoy a wide range of services at these Heike stores, 
including ATM banking, mobile phone credit top ups and bill payments.

Promoting green practices
Environmental concerns have been high on the government’s growth agenda. Society’s environmental 
burden has increased significantly with the plethora of packaging materials for parcels delivered by 
express delivery firms. Such companies should consider encouraging consumers to recycle packaging 
materials, possibly offering financial incentives. Recycling packaging materials not only contributes to 
the country’s environmental protection policies, but also helps reduce delivery companies’ costs.   
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Another player is Lecheng Supermarket (Lecheng), 
a leading chain in Hefei, the capital city of Anhui 
province. Dubbed China’s first “supermarket of the 
future”, Lecheng leads the way when it comes to 
leveraging technologies to provide better quality 
in-store experiences and enhance customer value. 
Electronic shelf labels are now in use, while escalators 
for shopping carts have been installed in Lecheng’s 
stores. A number of small-scale shops have been set 
up within Lecheng supermarkets to sell a variety of 
products and services, from confectionery, stationary 
and decorative flower boutiques to dry cleaning 
services. 

Segmenting the market and 
engaging in multi-format operations
Some retailers, particularly department store operators, 
have refined their strategies to cater to specific customer 
demographics. For instance, Dalian Dashang Group 
operates three different types of department store: 
Upscale Mykal Department Store targets high-income 
customers, while Kingson Department Store aims to attract 
trendy customers looking for fashionable products; New 
Mart targets the mass market. 

Innovation drives operational transformation, 
creating new business models

9

I nnovation provides a central theme for China’s 
economic development, aimed at stimulating 

business operations. At the Asia-Pacific Economic 
Cooperation (APEC) meeting in November 2014, 
President Xi Jinping stated that the country’s economy 
is increasingly driven by innovation rather than 
investment; innovation is becoming an important 
feature of China’s “new normal” economy, one focused 
on slower but more sustainable growth. Earlier, at 
the opening ceremony of the annual meeting of the 
World Economic Forum in September 2014, Premier Li 
Keqiang also underlined the importance of creativity 
and innovation in China’s development.

Innovative business models 
and business solutions
The ability to innovate is indeed a major priority for 
China’s businesses themselves, given an increasingly 
competitive marketplace. Over the past few years, 
both domestic and foreign commercial enterprises 
have progressively introduced innovative business 
models, new business solutions, products and services. 
Outlined below are examples of major innovative 
business models that have come to the fore: 

From selling products to selling customer 
“experience” and “lifestyle”
Many consumers now visit a department store or 
shopping mall to buy products – but also increasingly 
to spend time with friends and family. To enhance 
customer “experience”, some department store 
operators, such as high-end Hangzhou Tower, have 
repositioned themselves by switching from solely 
selling high-end products to providing shopping, 
catering and entertainment facilities. As a case in 
point, Hangzhou Tower opened a community shopping 
centre in a nearby affluent city, serving local residents 
with everyday requirements. 
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Beijing Wangfujing Department Store (Group) also 
runs various types of department store. Wangfujing 
Department Store targets the mid- to high-end market; 
Shuangan Department Store focuses on higher income 
consumers, while Dongan Department Store is a mid-
scale operation aimed at shoppers looking for trendy and 
fashionable products. Beijing Wangfujing Department 
Store (Group) adopts a “department store plus shopping 
mall” model. As well as its physical stores, Wangfujing has 
also established its own self-operated online platform and 
a store on Tmall. 

China Resources Enterprises, the operator of China 
Resource Vanguard and a leading hypermarket chain, 
operates high-end supermarkets Ole and BLT, as well as 
boutique supermarket V+ City; it now hopes to diversify 
operations to cater to further customer segments. 

Some retailers or brand owners, on the other hand, 
have engaged in multi-format operations. For instance, 
Kidswant, a specialty retailer selling maternity apparel 
and accessories for mums-to-be and children aged from 
newborn to 14 years, has diversified to provide various 
types of child-related services such as swimming classes, 
early education, photography, art and music courses, all 
aimed at providing “one-stop” services to families. Many 
people now regard Kidswant as a service provider, rather 
than as a retailer. 

Differentiation strategy
To win in today’s highly competitive market, it has 
become essential for enterprises to differentiate 
themselves. Sun Art Retail Group Ltd. (Sun Art), a Hong 
Kong-listed hypermarket chain operator and owner of 
RT Mart and Auchan in China, has done particularly well. 
While most retailers still focus their expansion in tier 1 
and tier 2 cities, Sun Art has shifted focus to lower tier 
cities, with over 70% of its stores located in tier 3 and 
tier 4 cities, and even in townships. Leveraging its long-

standing relationship with suppliers, the company has 
engaged in direct sales; RT Mart and Auchan have also 
launched their own-store labels. Sun Art’s differentiation 
strategy allows for lower operating costs while generating 
higher net profit margins. All RT Mart and Auchan stores 
in China reportedly remain profitable.   

Andeli Department Store (Andeli), a leading regional 
department store player in Anhui province, is another 
company that has successfully adopted a differentiated 
strategy. The retailer has long been involved in direct 
sales, enabling it to offer unique products to customers at 
cheaper prices, and reap higher profit margins than rival 
operators. Andeli focuses its operation in Hefei, Anhui 
province, and has become one of the most powerful 
retailers in the city. 

Leveraging technologies to create 
new business solutions
With technological advances, manufacturers and brand 
owners are able to improve operational efficiencies 
and receive a better understanding of their customers – 
hence, successfully supply products to them direct.
 
A good example is Shangpin Home Collection (Shangpin), 
a leading furniture manufacturer specialised in 
producing customised furniture. The company provides 
free measurements, space planning and realistic, 
photographic design proposal services, aimed directly at 
customers. They, in turn, can book services via Shangpin’s 
online platform (www.homekoo.com), or from any of 
its 700-plus physical stores across the country. Shangpin 
also makes use of state-of-the-art software technology 
to seamlessly link its design process to production. 
Customers can choose custom-made furniture through its 
design software; all changes are transmitted in real time 
to the company’s factory. Shangpin’s case highlights the 
importance of technology for linking players along the 
supply chain.  

Our experts believe innovation will continue to be the key in the coming year for driving consumer 
growth and operational excellence. Chinese customers today have differing and more sophisticated 
expectations of products, services, experiences and value; market players have to adapt to the 
changing landscape by providing products and services that suit changing needs, while creating an 
exciting shopping “experience”. Customisation and differentiated positioning are the central elements 
for success.
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Increasingly on the move
The rising popularity of mobile devices across China 
has changed the way people communicate, but also 
the way they shop. As consumers are increasingly on 
the move, their purchasing journey has become more 
dynamic. Indeed, many Internet activities mentioned 
above are conducted via mobile devices. 

Highly-connected
Chinese consumers are now highly connected; they 
look for an integrated shopping experience where 
they can shop any time, anywhere and in any way, 
via a variety of channels that include physical stores, 
personal computers and mobile devices. They also 
expect multiple methods of payment and various pick 
up and return options. 

Innovative and eager to take part in 
product development
The new generation of consumers is more receptive 
to new products and services. At the same time, 
they are eager to take part in product design and/or 
development. They are gradually moving from being 
consumers to “prosumers”, i.e. consumers who take an 
active role in producing some of the goods or services 
for their own consumption. “Prosumers” are usually 
online influencers, as they like to voice their opinions 
on social media platforms.

Towards a new era of consumerism

10

C hina is on track to shift from investment- 
and export-led growth towards a more 

consumption-driven economy, so there are significant 
changes taking place in the consumer market. One of 
the most significant change drivers is the evolution of 
Chinese consumers’ behaviour patterns.

Changing consumption 
preferences 
In the digital era, consumer behaviour and preferences 
are being significantly affected by high Internet 
penetration, ubiquitous availability of information 
and rapidly-growing social media networks. Below are 
key characteristics of the new generation of Chinese 
consumers:

More sophisticated
Consumers today are more discerning and 
knowledgeable, thanks to increasing Internet 
accessibility and engagement in social networks. They 
demand personalised products and services while, at 
the same time, look for products that offer value for 
money. Also, they have comparatively higher brand 
awareness and are increasingly loyal to the brands 
they know and trust. 

Digital savvy and more interactive
Young and tech savvy consumers engage actively on 
social networks. Before they buy a product, they seek 
and obtain product information or peer feedback 
via social media platforms. They also check prices 
from different retailers to find the best deals. After 
purchasing, they share shopping experiences on social 
media platforms. Younger consumers also like to follow 
brands on social media; they are easily influenced by 
comments and recommendations by peers, bloggers or 
key opinion leaders.
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China’s consumer market is now undergoing revolutionary change. To capitalise on the opportunities 
brought by such rapid change, brands and retailers need to understand accompanying upgrades in 
consumer behaviour and find ways to interact with consumers by all possible means. Our experts also 
highlight the following:

Engaging customers in product development and marketing
In recognising the growing role of Chinese consumers to influence product design and determine the 
success or failure of products or brands – particularly through their involvement on social networks 
– enterprises need to identify these consumers, but also listen to and consult them to create a 
long-term relationship. Xiaomi, China’s largest smartphone manufacturer and distributor, is the 
front-runner in engaging consumers in its product development and marketing processes. Xiaomi’s 
engineers reportedly talk regularly with customers to solicit feedback on software, as well as functions 
of their mobile phones. They update and adjust features of their mobile devices accordingly. 

Leveraging big data and advanced technologies to maximise customer satisfaction
Technology is a powerful enabler that can change the way people shop. Advanced technologies 
allow enterprises to set up online and mobile platforms and engage in social networks, but also 
act as a powerful tool for data analytics to track consumer behaviour and preferences. Utilising big 
data, enterprises can enhance customer experience, improve product design and innovation, target 
customer segments more effectively and better engage customers. 

Creating an “omni-channel” experience
Chinese consumers today seek a seamless shopping experience across multiple channels. More 
enterprises have invested in multi-channel capabilities, with the aim of creating increasingly 
convenient and impactful shopping experiences: They have their own online and mobile platforms 
and social networking websites to engage customers. However, many still operate as independent 
silos with limited information sharing between channels. That said, an increasing number of 
enterprises are launching various “omni-channel” strategies, such as partnering with Internet 
companies like Alibaba and Tencent to set up stores on their online platforms or utilise their mobile 
payment schemes. With the vast web of businesses and huge traffic flows, these e-commerce giants 
are expected to play an increasing role in “omni-channel” development over the coming years. 

Forging closer collaboration between supply chain partners in a consumer-driven era
Consumer power has reached an all-time high, especially when the role of producers and consumers 
is less distinguishable. In today’s highly competitive marketplaces, enterprises that understand 
customers’ needs and deliver what they expect will have a better chance to move ahead of 
competitors. Closer collaboration among players along the supply chain – producers, distributors, 
logistics services providers, retailers and consumers – is needed to ensure the right products are 
created and delivered to the right consumers at the right time. 

Government and academia advocate the development of consumerism in China
Our experts are pleased that the government as well as Chinese academia have been highly 
supportive towards the development of consumerism in China. The third plenary meeting of 
the Communist Party’s 18th Central Committee passed a Decision on Major Issues Concerning 
Comprehensively Deeping Reforms in November 2013; the Decision calls for the government to 
step up efforts to boost domestic consumption and stresses that consumers should have the right to 
choose from a range of products and services. At the same time, a number of Chinese scholars have 
continued to advocate the development of consumerism in China over recent years; they believe that 
rising consumerism provides impetus to the development of China’s commercial sector. 
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