
McKinsey Consumer & Shopper Insights

2011 Annual Chinese Consumer Study

The New Frontiers of Growth

McKinsey  
Insights China





McKinsey Consumer & Shopper Insights

2011 Annual Chinese Consumer Study

The New Frontiers of Growth

October 2011

Yuval Atsmon
Max Magni
Molly Liu
Lihua Li

The authors gratefully acknowledge the assistance of their colleagues: Wenkan Liao, Cherie Zhang, Jia 
Liu, Justin Peng, William Cheng, Glenn Leibowitz, Joanne Mason.

McKinsey  
Insights China





Contents

Executive summary   6

Introduction  10

Consumer sentiment and spending patterns 12

Where growth lies  16

Emerging consumer needs and influences 22

Implications  34



6

Title 
placement

Executive summary



The New Frontiers of Growth
7

The Chinese have taken to consumerism with ease, embracing thousands of 
new products, services, and brands. By 2020 and within the course of one 
decade, real consumption will have doubled to $4.8 trillion and China will then 
be the world’s second-biggest consumer market after the United States. 
Yet in some respects, private consumption remains stubbornly low. Chinese 
consumers still save, on average, over one-third of their incomes, compared 
with 4.4 percent in the United States. And as a proportion of GDP, private 
consumption is well below that of other countries, accounting for 33 percent 
of GDP in 2010, compared with 71 percent in the United States and 65 percent 
in the United Kingdom, for example. In fact, Chinese domestic consumption’s 
share of GDP has fallen over the past decade as the value of investment has 
risen.

The Chinese government, keen to rebalance the economy, has responded by 
flagging domestic consumption as a top priority in its latest five-year economic 
plan. This is good news for companies selling to the Chinese, although of 
course it will take time for such measures to take effect. In the meantime, what 
are the factors shaping Chinese consumers’ spending habits?

Inflation—running close to a three-year high in August 2011—is one. Another 
is the fact that some product categories have reached levels of penetration 
that presage falling growth rates. McKinsey’s 2011 Consumer Report, like 
those of previous years, is a snapshot of the buying behavior of China’s 
urban consumers. As such, it will help marketers consider how consumers 
are responding to these and other shaping factors, and how best to capture 
spending growth at this particular stage of the market’s development.

The report highlights the survey results in three main areas. First, it looks 
at current consumer sentiment and spending patterns, and finds Chinese 
consumers to be resilient in the face of inflation. Second, it examines where 
future market growth lies and shows how this differs both by category and 
region. And third, it highlights the evolving needs of today’s consumers and 
how they are influenced. The following are some of the key findings:

 � Despite the inflationary backdrop, consumers are more confident this year 
about their financial prospects.

 � Last year’s survey showed how consumers offset higher spending in some 
categories by spending less in others. This year there appears to be much 
less rebalancing. Indeed, the proportion who spent less in the past year 
has halved. 
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 � First-time buyers have been a major driver of category growth in China. 
This year, however, among the urban population, only 5 percent of 
consumers who spent more did so because they were first-time buyers, 
down from 20 percent in 2010. 

 � Chinese consumers can be quick to adopt what were once unfamiliar 
products, opening up whole new areas of growth. For example, 66 percent 
of consumers in the survey said they bought chocolate this year, compared 
with 46 percent just two years earlier. Similarly, fabric conditioner and pure 
fruit juice were once unfamiliar to the Chinese, but penetration rates are 
now as high as 42 and 60 percent respectively.

 � Although brand awareness is rising, there is little sign that brand loyalty is 
following suit. In fact, an increasing number of consumers choose between 
a growing number of their favorite brands.

 � Although almost 60 percent of the population now has Internet access, as 
a medium for obtaining product information, its reach remains relatively 
limited—only 28 percent of those surveyed said they had recently received 
product information from Internet advertising and other forms of online 
communication for consumer electronic products, for example. In short, 
the Internet has by no means replaced other media channels as an 
important source of product information.

 � The popularity of social media is rising at a staggering rate. By mid-2011, 
195 million Chinese had used Weibo, China’s Twitter equivalent—triple 
the number of users that had used the service just six months earlier. And 
although few consumers use social media to share information about 
products with other consumers— 20 percent of the Internet population 
compared with 37 percent in the United States—there has been a large rise 
in the number who find the information posted on these sites credible.

 � Emotional considerations, barely apparent two years ago, are playing a 
more important role in consumers’ choice of brand, particularly among 
wealthier people. 

These and other findings from this year’s survey have clear implications for 
companies seeking to capture the next wave of consumer spending growth 
in China. These include the need to understand where growth lies both at 
the category level and in different geographic regions in order to prioritize 
resources and tailor strategies appropriately; to strike a balance between 
building mass appeal and meeting the needs of specific consumer groups; 
to focus on perceived value, not absolute price; to modernize marketing tools 
for the Internet age; and be quick to embrace the rapidly growing online sales 
channels.  
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The survey findings also remind us that, despite the market’s recent rapid 
growth, it is still developing at a speed that can leave all but the nimblest of 
companies breathless. We hope this report will help more companies not 
only to keep pace with market developments, but also to anticipate more 
accurately what the future holds.
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Introduction

The Chinese have taken to consumerism with ease, embracing thousands 
of new products, services, and brands. By 2020 and within the course of 
one decade, real consumption will have doubled to $4.8 trillion and China 
will then be the world’s second-biggest consumer market after the United 
States. Yet in some respects, private consumption remains stubbornly low. 
Chinese consumers still save, on average, over one-third of their incomes, 
compared with 4.4 percent in the United States. And as a proportion of GDP, 
private consumption is well below that of other countries, accounting for 33 
percent of GDP in 2010, compared with 71 percent in the United States and 
65 percent in the United Kingdom, for example. In fact, Chinese domestic 
consumption’s share of GDP has fallen over the past decade as the value of 
investment has risen.1 

The government, keen to rebalance the economy, has responded by flagging 
domestic consumption as a top priority in its latest five-year economic 
plan, which includes a range of consumption-boosting measures such as 
subsidies on energy-efficient cars, rebates to rural consumers on purchases 
of electronic goods, and an increase in the minimum wage. 

This is good news for companies selling to the Chinese, although of course 
it will take time for such measures to take effect. In the meantime, what are 
the factors shaping Chinese consumers’ spending habits? Inflation—running 
close to a three-year high in August 2011—is one. So is the fact that, although 
consumption is still rising, some product categories have reached levels of 
penetration that presage falling growth rates. In addition, China’s increasingly 
discerning consumers have more and more brands from which to choose, 
while the Internet is steadily expanding its reach and power, both as a means 
of communicating with consumers and as a marketing and sales channel.

McKinsey’s 2011 Consumer Report, like those of previous years, is a snapshot 
of urban consumers’ buying behavior. As such, it will help marketers to 
understand how consumers are responding to these shaping factors, and 
how best to capture spending growth at this particular stage of the market’s 
development. The report highlights the survey results in three main areas. 
First, it looks at current consumer sentiment and spending patterns, and finds 
Chinese consumers to be resilient in the face of inflation. Second, it examines 
where future market growth lies. And third, it highlights the evolving needs 
of today’s consumers and how they are influenced. In so doing, it points to 
important longer-term trends as well as marked changes that have occurred 
in the space of just one year. And it draws practical lessons for companies on 
how to adapt to this changing landscape.

1 Chinese domestic consumption as a proportion of GDP fell from 46 percent in 2000 to 33 
percent in 2010, while investment grew from 36 percent to 47 percent in the same period.
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At the end of 2010, annual inflation was running at 4.6 percent. By August this 
year it had reached 6.2 percent—close to its highest level in three years. This is 
inevitably affecting real growth in consumption, which fell from 9.4 percent in 
2009 to 8.5 percent in 2010.

What can the survey tell us about consumer sentiment and spending patterns 
against this inflationary backdrop? First, it actually reveals a higher level of 
confidence among consumers about their financial futures compared with last 
year, which will likely affect their buying behavior. 58 percent of respondents 
said they expected their incomes to rise in the next year, compared with 39 
percent in 2010. That compares with 33 percent in the United States and just 
22 percent in the United Kingdom (Exhibit 1).  

Exhibit 1

Second, and no doubt reflecting this confidence, the survey shows that the 
number who choose to spend more—either by buying in greater quantities, 
buying more frequently, or by buying more expensive items in a given 
category—is holding firm. And whereas in last year’s survey we showed how 
consumers offset higher spending in some categories by spending less in 
others, this year there appears to be much less rebalancing. Indeed, the 
proportion who spent less in the past year in any given category has fallen 
significantly, from 68 percent in 2010 to 31 percent in 2011. This is shown 
in Exhibit 2, which also shows how these trends are mirrored in a range of 
industries.

Rising confidence
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4143
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33

58

39

27

France
(2011)

Taiwan  
(2011)

Hong Kong 
(2011)

China  
(2011)

United 
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(2011)

China  
(2010)

China  
(2009)

United 
Kingdom 
(2011)

% of respondents who said they expected their household income to 
increase in the coming year

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2009-2011); Online Benchmark Survey (2011)
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Exhibit 2

Spend more

8381 +2%

33

68

-51%

20112010

Spend less

Spending more or less?

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2010, 2011)

1 The 2010 survey included 22 categories. The 2011 survey included 38 categories

% of respondents who spent more or less in any 
given category1

% of respondents

Spent less

No change

Spent more

2011

5

64

32

2010

13

55

32

2011

2

83

15

2010

8

75

17

2010

67

13 4

25

71

20

2011

Snacks Facial care

Personal 
digital 
gadgets

“How did your household spending change 
in the past year?”

“Did your household spend more or less on the following 
categories than a year ago?”

Also noteworthy is how consumers account for their extra spending. We asked 
the survey participants who spent more to tell us what lay behind their higher 
spending. Exhibit 3 shows the results. On average across categories, some 
50 percent identified inflation as the main reason they spent more. But of the 
remainder, 35 percent said the main reason was trading up—that is, buying 
more expensive versions of goods in a given category. This is an increase from 
26 percent last year. Sixty percent said buying in larger quantities or buying 
more frequently was the main reason for their extra spending compared with 
54 percent last year. But only 5 percent of consumers said it was because 
they were first-time buyers of certain product categories, down from 20 
percent last year, and an indication of the growing maturity of many product 
categories.
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Exhibit 3

How consumers account for their extra spending

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2010, 2011)

% of respondents who said inflation was the 
main reason they spent more in a given category

Main reason for spending more on any given category1 in past 
year excluding inflation 

24

29

32

40

49

63

65

Average: 48

Personal digital
gadgets

Leisure and
entertainment

Electrical household
appliances

Transportation

Apparel/Shoes/
Accessories

Food

Housing and utilities

54
60

20

5

2011

35

2010

26

Bought into a new 
category

Traded up (bought more 
expensive products)

Bought more 
frequently or in larger 
quantities

% of respondents

1 The 2010 survey included 22 categories. The 2011 survey included 38 categories

Important too is the observation that although many more consumers are  
trading up to buy more expensive brands, they still want the best deal for their 
extra spending and in some respects are becoming more price sensitive. 
Exhibit 4 shows how the number of consumers intent on buying from stores 
with the lowest price, even if that means travelling some distance, has risen 
for certain product categories. For consumer electronics, there has been a 13 
percent increase in a single year. 

Exhibit 4

Signs of increasing price sensitivity

“In most cases, I buy from stores offering the lowest price, even if the stores 
are far away”
% of respondents who agree

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2010,  2011)
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Besides describing current spending patterns, the survey also suggests 
where future growth opportunities lie, an important consideration if 
companies are to prioritize what are inevitably limited resources in such a huge 
market. A decade ago, most category growth came from first-time buyers. 
But this is changing, as so many products are now both available and within 
the financial reach of so many consumers. Instead, large variations in the 
importance of first-time buyers have opened up depending on the category 
and geographic region. Take large personal care categories like skin care and 
hair care, for example. In personal care, only 3 percent of respondents who 
said they spent more in the category in the past year were first-time buyers. In 
several big-ticket item or niche categories which are less mature (deodorants, 
for example), first-time buyers remain more important. In personal digital 
gadgets, 23 percent of respondents said they bought such goods for the first 
time. 

At the geographic level, penetration of certain goods may be high in China’s 
more economically developed regions, but there are plenty of consumer-
acquisition opportunities in those that are less developed, and which the 
government has targeted for higher economic growth. Again in personal care, 
the survey showed that 15 percent of consumers in the Chengdu cluster—
that is, the region that encompasses the western city of Chengdu as well 
as the less developed surrounding cities of Mianyang, and Neijiang—said 
they had started to use products in these categories only in the past year. 
That compares with just one percent of consumers in the more developed 
Hangzhou cluster, which includes the cities of Hangzhou, Jinhua, and Linhai.2  

Given this complexity, it can help to think about a product’s growth potential in 
terms of its affordability, its availability, and Chinese affinity with the product.

Affordability

A few categories, in particular big-ticket items such as cars, have significant 
growth potential through first-time buying. For example, China is the world’s 
largest auto market, with 11.7 million passenger cars sold in 2010 compared 
with 9.8 million in the United States. But the total number of cars sold per 
capita is 13 times smaller than in the United States, and most car buyers 
in China are still first-time buyers. Personal computers constitute another 
category still ripe for strong growth from first-time buyers. Ownership has 
risen sharply from 25 percent of urban households in 2006 to 44 percent today 
with much room for additional growth from new users. In poorer rural areas, 
only ten personal computers are shared among 100 households. As incomes 
continue to rise in China, and as the government’s consumption-boosting 
measures kick in, more and more people will be able to afford such items.3 

2 In 2010, the Hangzhou cluster contributed 6.24 percent of urban GDP and the Chengdu 
cluster 2.87 percent.

3 Income as a proportion of GDP is expected to rise by 2.6 percentage points by 2020.
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For many categories that have been in China for more than ten years, however, 
and are widely affordable albeit at different price points, the headroom for 
growth from first-time buyers is limited. With the exception of very big-ticket 
and luxury items, as well as products that are relatively new to the Chinese 
such as breakfast cereals, many of the largest categories such as white 
goods, personal care, food and beverages, and apparel have now reached 
penetration levels of well over 50 percent of the urban population. This means 
that some categories may see falling growth rates. National sales of mobile 
handsets, for example, grew at around 7 percent a year between 2006 and 
2010, compared with 21 percent during the previous five years, a reflection of 
the fact that 97 percent of urban households now own a mobile phone.4  

In such cases, an essential component of capturing rising spending power will 
be to persuade consumers to buy more of the same thing—either by making 
more frequent purchases or buying in greater quantities—or to trade up to 
more expensive products in the same category. Refrigerators and washing 
machines serve as an example. Although over 90 percent of urban dwellers 
now own these items, the survey shows that the average time they keep either 
item before replacing it has dropped in the past two years from around seven 
years to six. In addition, the average amount spent has risen by 9 percent 
for refrigerators and 15 percent for washing machines. The survey again 
highlights how the importance of these other drivers of category growth differs 
both by category and region.

4 Data source is CCID.
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Take again the example of personal care products. While only 3 percent of 
respondents who said they spent more in that category in the past year were 
first-time buyers, 28 percent said they traded up to buy more expensive 
products, and 23 percent bought in greater quantities or more frequently. 
Exhibit 5 contrasts the drivers of growth for personal care products with those 
for digital gadgets. It also shows how these drivers differ by region.

Exhibit 5

Growth drivers differ by category and by geography

SOURCE: McKinsey Insights China – Annual Chinese Consumer Study (2011)

24
47

23

2330

28

Personal 
digital gadgets

23

Price increase
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3

9

5032

23
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Hangzhou cluster Chengdu cluster

58

1

Geographic region

Penetration rate 44% 99% 98% 99%

How consumers accounted for their extra spending in past year
% of respondents
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URBAN CHINA,
BY CATEGORY
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Availability

It is clear that category growth depends not only on a product’s affordability 
but also its availability. Companies with a well-configured sales and 
distribution network can quickly tap into rising spending power in different 
regions, and encourage consumers to adopt new products. And if they are 
ahead of the game, they can capture market share at others’ expense. 

Master Kong, one of China’s most successful food and beverage suppliers, 
has an extensive sales and distribution network with more than 500 sales 
offices and some 100 warehouses. This level of availability has helped 
transform awareness of its products into actual purchases. 78 percent of 
survey respondents who said they were aware of Master Kong’s ready-to-
drink tea also bought the product. Competitor brands had conversion rates 
of between 24 and 66 percent. Likewise Wrigley, which covers 92 percent 
of China’s 2.3 million retail outlets, enjoys a conversion rate of 80 percent, 
according to the survey. That compares with 26 to 39 percent for other 
confectionary brands.

Affinity

Growth can also be found in shaping Chinese tastes, as well as tailoring 
products to suit them.

Experience shows that Chinese consumers can be quick to adopt what 
were once unfamiliar offerings, opening up whole new areas of growth for 
consumer marketers. Take Wahaha’s Nutri-Express Drink, a milk-shake 
launched in 2005. By 2010, Wahaha had helped create a market worth RMB 
20 billion. Fabric conditioner and pure fruit juice were also once unfamiliar 
to the Chinese, but penetration rates are now as high as 42 and 60 percent 
respectively, according to the survey.

In the same vein, growth lies in persuading consumers to use a product on   
different occasions. Take chocolate. Chinese consumers once tended to buy 
chocolate mainly to offer as a present. But Dove, manufactured by Mars and 
the first Western chocolate brand to be launched in China, was marketed as 
a self-indulgence. Dove is now China’s leading chocolate brand. Some 86 
percent of chocolate purchasers bought Dove products in 2011 compared 
with 41 percent in 2009, according to the survey. As the market leader, Dove’s 
expansion also fueled the overall fast growth of chocolate consumption: 66 
percent of consumers in the survey said they had bought chocolate in 2011 
compared with 46 percent in 2009.

Pepsi and Audi are examples of companies that have taken a different tack 
and successfully adapted their products to Chinese tastes, rather than vice 
versa. Tropicana Guo Bin Fen—a blend of different fruit juices—was launched 
four years ago and has already achieved 88 percent awareness and 38 
percent market penetration, according to the survey. The drink was developed 
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in Pepsi’s R&D center in Shanghai, which focuses exclusively on customizing 
existing products for Chinese consumers. Audi, meanwhile, has modified the 
interiors of its sedan cars to suit Chinese tastes, taking note of the fact that 
many businesspeople employ drivers and often share rides with business 
counterparts, so the back seat space is often more important to them. Audi 
is the top-selling premium business car in China, and 22 percent of people in 
our survey who own a luxury car said they were loyal to the brand—the highest 
figure for any car in this class.
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Tapping into the growth potential of the consumer goods market entails 
understanding not only where growth lies, but how to capture it, as different 
opportunities require different strategies. With this in mind, the survey sheds 
light on how consumers’ expectations are evolving, their relationship with 
brands, the effectiveness of different media channels, and the attraction of 
Internet shopping.

Rising expectations

Expectations continue to rise. Basic functional requirements, such as product 
durability for consumer electronics, comfort for apparel, and taste for food 
and beverages, are still the main factors that determine consumers’ choice 
of brand, and they matter far more than they do in more developed markets. 
For example, 75 percent of respondents felt durability was an important 
consideration in a mobile phone, up from 61 percent in 2009. That compares 
with 50, 39, and 36 percent in the United States, the United Kingdom, 
and France respectively. But consumers are increasingly seeking subtler 
functional requirements too, such as ease of use and good service—without a 
correspondingly higher price tag (Exhibit 6).

Exhibit 6
 

MOBILE HANDSETRising expectations but not at a higher price

3

20

Durability 61

Shows my family is living a better life

Specialized manufacturer 20

Well-known brand 20

Entertainment functionality 31

Attractive design 35

Good after-sales service 14

User-friendly 19

Low price/ value for money

6

25

30
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40
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48

75

% of respondents who considered this to be an important buying factor

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2009, 2011); Online Benchmark Survey (2011)
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Notice, too, how emotional considerations, barely apparent two years ago, 
are playing a more important role, particularly among wealthier consumers. 
In 2009, 8 percent of respondents cited at least one emotional element as 
playing an important role in their decision to buy chocolate or a mobile phone. 
In 2011, that figure stands at 19 percent, but is higher still among those with 
monthly incomes above RMB 8,500 (Exhibit 7).

Exhibit 7

Emotional considerations

28
36

24
1319

United  
Kingdom
(2011)

United  
States
(2011) 

China 
(2011)

China 
(2009)

Income  
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8,5001

(2011)

5556

32
19

8

United  
Kingdom
(2011)
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States
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China 
(2011)

China 
(2009)

Income  
above  
8,5001

(2011)

% of respondents who felt the product’s emotional benefits were an important consideration

Chocolate Mobile handset

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2009, 2011); Online Benchmark Survey (2011)

1 Monthly household income in nominal RMB terms
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High brand awareness, low brand loyalty

Today, hundreds of different brands are a familiar part of Chinese consumers’ 
experience and the survey detects no let-up in the influence of brands on 
consumers’ buying decisions. But neither does it yet indicate strong signs of 
increasing loyalty to any single brand.

Exhibit 8

Brand influence

SOURCE: McKinsey Insights China – Annual Chinese Consumer Study (2011)

Derived importance
% of respondents valued this feature as the most important factor on decision making1

1520

63

ChannelBrand Price

Mobile handset Chocolate

2122

54

ChannelPriceBrand

16
29

50

ChannelBrand Price

2328

44

ChannelPriceBrand

Casual wear Facial moisturizer

1 Six sets of products (with different combinations of brand, channel, price, promotion, quality attributes) are shown to respondents and by analyzing how 
they make preferences between these products, the implicit valuation of the individual attributes can be revealed
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The survey shows the extent to which consumers value the brand more than 
the price or the channel, and often by some distance (Exhibit 8). This stems 
in large measure from consumers’ belief that branded products are safer, 
of higher quality, and more reliable than non-branded ones. 45 percent of 
Chinese consumers believe that well-known brands stand for better quality. 
In the United States and France, that figure stands at just 31 and 27 percent 
respectively. In addition, 32 percent of those surveyed equate higher prices 
with higher quality, a level similar to the figure for 2010. In the United States, 
France, and Taiwan, consumers are much more skeptical (Exhibit 9).

Exhibit 9

4245

312732

China
(2011)

China
(2009)

United States
(2011)

France
(2011)

Taiwan
(2011)

3233
2117

9

China
(2011)

China
(2010)

United States
(2011)

France
(2011)

Taiwan
(2011)

Brands

Where quality lies

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2009-2011); Online Benchmark Survey (2011)

Price

“Well-known brands are of better quality”
% of respondents who agree

“Expensive products are of better quality”
% of respondents who agree

The importance of quality and safety to Chinese consumers has been 
reinforced by a series of safety scares. Over the past decade, there have been 
many outbreaks of food-poisoning related to the use of the steroid clenbuterol 
in pork production to make the meat leaner, for example. And many people 
are now wary of eating in restaurants after it was discovered that some were 
using waste oil for cooking. Today, 65 percent of consumers say they worry 
that the food they eat might be harmful. Only 26 percent voice similar fears in 
the United Kingdom and 36 percent in the United States. In addition, some 64 
percent of those surveyed said they felt consumer electronics products from 
unfamiliar brands were unsafe.
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But faith in brands still does not translate into brand loyalty. In fact, both the 
number of consumers who always choose from among several brands—
what we refer to as repertoire loyalists—and the number of brands in their 
repertoire continue to rise. Exhibit 10 shows the rising number of repertoire 
loyalists in the chocolate and mobile phone categories, and how brand loyalty 
for these categories is higher in other countries. Exhibit 11 shows that the 
average Chinese consumer now chooses between three to five brands in any 
given category compared with two to three brands two years ago. In some 
categories, such as apparel, where luxury brands have grown hugely popular, 
the contrast is sharper still.

Exhibit 10

More consumers choose from a brand repertoire 
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SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2009-2011), Online Benchmark Survey (2011)
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Exhibit 11

More brands considered

1 Includes milk, yogurt, carbonated soft drinks, ready-to-drink tea (including herbal tea), chocolate, beer, and chewing gum
2 Includes refrigerators, air conditioners, and washing machines
3 Includes sports shoes, sports clothes, and casual wear
4 Includes mobile handsets, digital cameras, and laptops

4
3 +35% 32 +17%

Food and beverages1 Electrical household appliances2

Apparel3 Personal digital gadgets4

5

2

2009

+172%

2011

32

20112009

+20%

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2009, 2011)

Number of brands considered for purchase

Finally, Exhibit 12 demonstrates how many Chinese switch between brands, 
even in categories such as toothpaste and carbonated drinks where, in other 
markets, brand loyalty is often easily won. Half of the consumers surveyed said 
they regularly drank both Coke and Pepsi, for example, while 63 percent of 
consumers who visit McDonald’s also dine in KFC.

Exhibit 12

Lack of loyalty

SOURCE: McKinsey Insights China – Annual Chinese Consumer Study (2011)
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Despite these findings, the survey indicates that Chinese consumers could 
become more brand loyal as incomes rise—at least for higher-value products.  
26 percent of those with monthly incomes of more than RMB 8,500 buy only 
one brand of mobile phone compared with 21 percent across all income 
groups. In fact, across all categories, the proportion of higher-income 
consumers who are brand loyal is consistently five percentage points above 
the proportion in all income groups (Exhibit 13). This is important because of 
the speed at which this income group is growing. By 2015, some 35 percent of 
urban households will have monthly incomes equivalent to RMB 8,500 today, 
compared with just 8 percent at present.

Exhibit 13

Higher income, higher brand loyalty
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SOURCE: McKinsey Insights China – Annual Chinese Consumer Study (2011)
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The rising importance of internet and the resilience of traditional media 

Given the fierce competition for consumers’ attention and even fiercer 
competition for their loyalty, a key question remains how best to reach them.

All marketers’ eyes are on the Internet, wondering how big an influence it is 
in China. The survey shows that while the number of urban households with 
access to the Internet is still surging, rising from 46 percent of the population 
in 2009 to 52 percent in 2010 and 59 percent today, its media reach—that is 
the numbers exposed to Internet advertising—is still relatively low. The Internet 
has by no means replaced other media channels as an important source of 
product information. 
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Exhibit 14 shows, for example, that Internet advertising and other forms of 
online communications for consumer electronic products reached just 28 
percent of those surveyed—an 18 percentage point increase from 2009 but 
still low compared with Internet reach of 73 percent in the United States, where 
it is on a par with television advertising. However, more Chinese consumers 
are being exposed to advertising through most channels, including the 
Internet, in-store introductions, and recommendations from friends and family. 
The importance of the latter is illustrated by the fact that when young Chinese 
are out buying clothes these days, they often take a picture of themselves on 
their mobile phones wearing the outfit, then send it off to friends asking for an 
instant opinion on whether they should buy it.

Exhibit 14

Media reach 
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There are two other noteworthy findings from this year’s survey. First, the 
proportion of those who find Internet advertisements credible has fallen. 
Although the drop is slight, it is nevertheless the only channel to decline 
in credibility. At the same time, although relatively few people use social 
networks or online forums to share information about products with other 
consumers—some 20 percent of the Internet population in China use social 
networks compared with 37 percent in the United States—there has been 
a sizeable increase in the numbers who find the information posted on such 
sites credible. Together, these findings point to the growing influence of social 
media in China, and perhaps the declining influence of banner advertising. 
Exhibit 15 shows the increasing reach of the different Internet channels, as well 
as their credibility as a source of information.

Exhibit 15

Internet reach and credibility 

1 Respondents have received product information through this channel in the previous two months
2 Respondents who have received product information through this channel in the previous two months said the information delivered was credible

SOURCE: McKinsey Insights China – Annual Chinese Consumer Studies (2010, 2011); Online Benchmark Survey (2011)
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Second, with so many media channels and so much product information, it 
is inevitable that Chinese shoppers are becoming keener to receive targeted 
product information that addresses their particular needs. The survey shows 
this is particularly true among younger, more affluent consumers (Exhibit 16).

Exhibit 16

Make it more relevant
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SOURCE: McKinsey Insights China – Annual Chinese Consumer Study (2011); Online Benchmark Survey (2011)

“It is very important to me to receive product information designed specifically for 
my requirements”

1 Monthly household income in nominal RMB terms

The attraction of Internet shopping

Going shopping with friends and family used to be one of the main forms of 
entertainment for the Chinese. But though these trips are still valued, their 
popularity is waning. Some 45 percent of respondents said shopping trips 
were one of their favorite activities three years ago, but only 36 percent do so 
today. 

The appeal of Internet shopping, however, is exploding. Even though fewer 
than 14 percent of respondents shopped on the Internet in the past year, 
China’s online retail market, worth around RMB 500 billion in 2010, is already 
second in terms of value after the US market and we believe that it could 
exceed RMB 2 trillion in five years, roughly double the US figure today.5  
Apparel has the biggest share of online spending, and 64 percent of online 
shoppers say they bought clothes online in 2011—double the proportion in 
2010. 

5 To read more about the impact of the Internet on Chinese consumers, see “Digital Nation 
on the Rise: Profiting from China’s Internet Revolution”,  https://solutions.mckinsey.com/
insightschina.
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In most categories online sales are still a tiny proportion of overall sales—
across the seven categories surveyed, online spending accounted for from 
0.3 percent for food to 2.6 percent for apparel and 5 percent for personal 
digital gadgets of total sales. However, among consumers under the age of 35 
and with monthly incomes above RMB 8,500, that figure rose to as high as  4 
percent for apparel shopping and 9 percent for personal digital gadgets. 

The survey also shows that what Chinese consumers value most about the 
Internet is the convenience, wide assortment, and price. What concerns them 
most and deters them from buying more online is the quality of such goods 
(Exhibit 17).

Exhibit 17

1 Includes only those survey participants who do not shop online

Online shopping concerns

SOURCE: McKinsey Insights China  – Annual Chinese Consumer Study (2011)
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What are the implications of these findings for companies seeking to capture 
the next wave of consumer spending growth in China? We see six key actions 
that companies should take. 

Prioritize growth opportunities

Geographic expansion will need to be high on companies’ agenda if they 
want to maintain double-digit growth. Many international companies still 
focus on the top-tier cities where incomes are higher and modern trade 
channels such as department stores and malls are more prevalent. Yet our 
analysis shows that around 60 percent of consumer goods in urban China are 
bought by people living in tier-3 and tier-4 cities, of which there are some 700. 
Companies will have to make their products much more broadly available to 
capture this demand, and do so urgently. 

Yet at the same time, companies will need to be wary of broadening their reach 
without first securing significant market share in any given regional market. 
Otherwise, they may find themselves present in many markets but strong in 
none, and so failing even to be considered by consumers let alone win their 
loyalty. 

Considerable resources will be needed to build sufficient scale in any one 
region through wide distribution, investments in in-store execution, and 
marketing, let alone several.6  McKinsey’s CLUSTER MAP has proven to be 
an effective aid in helping use those resources to best effect7  (Exhibit 18). It 
segments the market not just by city or region, but by clusters of cities that are 
developing around one or two major city hubs. In so doing, it helps companies 
to understand where regional growth opportunities lie, focus their efforts on 
priority markets, and invest more shrewdly. 

6 To learn more, see: “Is your emerging-market strategy local enough?”,  mckinseyquarterly.
com, April 2011.

7 To learn more about the cluster map and how it can be used to operationalize growth 
in China, see “One Country, Many Markets: Targeting the Chinese Consumer with the 
McKinsey CLUSTER MAP”, http://solutions.mckinsey.com/insightschina.
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Exhibit 18

We divided China into 22 clusters, representing 
92% of urban GDP in 2010
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By thinking about expanding within clusters rather than across them, 
companies boost the effectiveness of their supply chain and the sales force, 
and often reduce costs, moving into smaller cities in the cluster as and when 
they are properly prepared and have the necessary funds. In addition, lessons 
learnt in the bigger cities about price and brand positioning, or marketing 
messages, say, can be replicated quickly elsewhere.

The approach also fosters rapid growth by exploiting network effects. By 
concentrating on winning substantial market share in a cluster, a brand can 
unleash a virtuous cycle: once it reaches a tipping point there—usually at least 
a 10 to 15 percent market share—its reputation is quickly boosted by word of 
mouth from additional users. 
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Tailor strategies to capture growth opportunities

As the survey shows, regional differences in affordability—and affinity with 
certain products as well as marketing methods—means a country-level 
strategy will not suffice.8  Only by understanding what underpins growth 
potential at the geographic level in any given category will companies be able 
to craft an appropriate strategy for capturing maximum growth. Where, for 
example, should they focus on recruiting new consumers as a result of income 
growth, urbanization, or changing tastes? Where might they need to persuade 
consumers to trade up or buy more? And how should they price?

In more mature and less expensive categories, companies that have 
previously focused on winning consumers will instead have to coax them 
to buy more frequently or trade up. But as the survey shows, there are still 
numerous brands that could capture high growth by educating consumers 
about their functional and, increasingly, emotional benefits, and so shape 
consumers’ tastes. Categories such as cheese and deodorant are still 
nascent in China, while others such as chocolate and coffee still have plenty 
of headroom for growth from first-time buyers. Shaping tastes takes patience 
and involves more risk, but the payoffs can be a larger market share and higher 
premiums.

Marketing methods and in-store operations will also need to reflect regional 
development as well as local preferences. Marketing will be very different 
in tier-3 or tier-4 cities, where traditional stores rather than modern formats 
prevail, and where promotions are still appreciated more than service levels, 
for example. 

8 To learn more, see “Is your emerging-market strategy local enough?” mckinseyquarterly.
com, April 2011.
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Build mass appeal and meet the needs of specific consumer groups

Scale is important to help companies afford the increasing but essential cost 
of advertising, which in turn builds awareness and encourages consumers 
to consider a product. However, the survey also shows how consumers are 
becoming more discerning. This means companies will have to work hard 
to show how their products are relevant to particular groups of consumers, 
by emphasizing the product’s enhanced functional or emotional benefits 
perhaps, or why these consumers might want to trade up to a more expensive 
item. The challenge then becomes how to meet the demands of so many 
different consumer groups.

One way is to develop different products for different groups under the same 
brand, as Master Kong has done, or different products with different brand 
names, as L’Oréal has done. Both strategies present challenges. The first can 
sometimes hurt the image of a premium brand and risk losing customers. 
The second is expensive, and some companies have found they have spread 
their marketing investments too thinly. However, having different products 
with different brand names may also prove to be the most effective means of 
capturing  growth in consumer spending in China because of the flexibility it 
gives companies to meet diverging consumer needs.

Focus on perceived value, not price

Although Chinese consumers are keen on getting value for money—and the 
survey detects increased signs of price sensitivity—a low price alone will not 
suffice, even in an inflationary environment. Until recently, for example, Acer’s 
computers were automatically associated with low quality by many consumers 
because of their low price—an image the company took steps to correct with 
a marketing campaign to position itself as a trusted, technologically advanced 
brand. The company’s market share has since soared. Ferrero has conveyed 
value for money by emphasizing the nutritious milk content of its Kinder 
chocolate for children and producing the chocolate in unusual, fun shapes.

Companies will have to focus on communicating the value, as well as the price 
competitiveness, of their goods, throughout the value chain, from functional 
benefits to packaging, promotions, and consumer loyalty programs. 
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Modernize your marketing tools

Just as the brand has to build scale and simultaneously meet the individual 
needs of different consumer groups, so too does any marketing campaign. 
Traditional mass media therefore remain crucial as they are a highly effective, 
if expensive, means of generating awareness and establishing trust at scale 
and have by no means been outclassed yet by the Internet. The fact that the 
credibility of most channels, including in-store promotions and advertising, 
is rising indicates how important it is to continue to reach customers through 
many different touch-points, as they appear to reinforce one another. 

That said, marketers must also acknowledge the growing reach of Internet 
channels—particularly social media given the increased trust consumers 
place in the recommendations they receive from other consumers rather 
than companies— and how this can help a brand build stronger emotional 
connections with consumers. In the past, companies may have been wary 
of making heavy online marketing investments as the returns can be hard 
to measure. But they now have little choice but to increase or reallocate 
resources to this channel. 

They will need to develop four online capabilities:

 � Master the intelligence-gathering tools that analyze what consumers are 
doing and interpret what they are saying online. Just “listening” in to online 
conversations can yield rich insights about product and brand choice, 
buying factors, and influencers. 

 � Coordinate the media approach so that consumers have the same 
experience whether they are receiving marketing e-mails, searching for 
products online, or using mobile devices to find retail coupons. Media 
channels should be self-reinforcing. 

 � Spend where it matters most. For example, on an automotive web site, it is 
more valuable to invest in search-engine marketing that results in requests 
for test drives or price quotations than in simple click-throughs.

 � Get consumers involved, by creating specific campaigns and sometimes 
unique web sites that reward participating consumers and build more 
emotional connections. The Chinese are fierce brand activists, who 
increasingly enjoy creating content themselves or reviewing other user-
generated content. Use their power!
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Offer an online option

Many companies have given only scant attention to online sales, and are 
preoccupied with building their sales and distribution networks offline. This 
will need to change, for although online sales are still only a tiny proportion 
of overall sales in most categories, the survey leaves no doubt as to their 
enormous importance, particularly for brands trying to attract younger and 
wealthier consumers, and in those categories where adoption has been 
particularly quick. Different categories will need to move online at different 
speeds, but without an online sales channel, many companies  will soon find 
themselves disadvantaged.

Companies may choose either to set up their own online site, or make 
their products available on others’. E-commerce giant Taobao, which has 
been working to drive sales on its B2C platform, Tmall, recently estimated 
that sales there could reach RMB 100 billion in 2011 and RMB 200 billion 
the year after.  In the second quarter of 2011, Tmall accounted for nearly a 
third of all B2C e-commerce sales in China. Its competitor, 360buy.com, 
accounted for another 12.4 percent. Such online players provide new sales 
opportunities that are  becoming too big to ignore—a leading PC brand says 
360buy accounts for over 10 percent of its sales. However, they also pose 
new challenges such as managing pricing conflicts with other channels and 
adapting supply chains to their needs.  

As with their marketing activities, companies will need to ensure that the 
customer experience is the same off- and online, as the two channels 
reinforce each other. Customers appreciate the convenience and price 
transparency of online shopping, but they still love to go to stores to see and 
touch the product and check out promotion activities

Companies will also need to set high standards for their online operations 
given that concerns about product quality, payment security, and customer 
service are currently major barriers to online shopping. The fact that 
consumers place so much trust in brands should give brand leaders a head 
start online, particularly if they also own physical stores where customers can 
reassure themselves of the quality of the product.

*****

Although it is clear that Chinese consumers are becoming more sophisticated, 
it is impossible to generalize much further. Thus any aggregated approach 
to tapping into consumers’ rising spending power will miss the mark. It will 
fail to address the variability in the market in terms of its growth potential 
and consumer needs, and fail to account for the pace of change. Hence the 
need to build a strategy on a firm understanding of the different drivers of 
change in consumer attitudes and spending patterns, and to monitor change 
continuously. The pace of that change is such that strategies that secured 
success in the past are unlikely to do so in the future. Only companies that 
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have the flexibility to adapt and the skills to innovate can hope to keep in step 
with the Chinese market’s exciting development.

A separate report forecasting consumer trends in 2020 will be published later 
this year.
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