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Executive summary

This is the twelfth consecutive year that we have tracked the shopping behaviors of Chinese consum-
ers. Our continuing research has given us a valuable long-term view across 106 fast-moving consum-
er goods (FMCG) categories purchased for home consumption in China. As in each of the past 11
years, we analyzed the 26 key categories that span the four largest consumer goods sectors: pack-
aged food, beverages, personal care, and home care.

This report updates the findings from our China Shopper Report 2023, Vol. 1, Slowly Rebounding
from Turbulence with Optimism for the Rest of 2023, and includes Kantar Worldpanel shopper behav-
ior data for the first three quarters of 2023.

During the period consumer behavior showed steady recovery from the COVID-19 pandemic. We
also explore consumer trends from the first three quarters of 2023, after dynamic Zero-COVID poli-
cies were lifted. The report also includes implications for consumer goods companies and retailers.
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A look back at 2023's first three quarters

Unlike last year, when it was largely affected by the COVID-19 pandemic, the FMCG market wit-
nessed a soft recovery during the first three quarters of 2023, which was primarily volume-driven.
This indicates a shift towards more judicious consumption patterns. The recovery gained further
momentum as optimism revived, and consumer spending intent returned to levels reminiscent of
the pre-pandemic era.

While the FMCG sector’s growth appears moderate, this doesn’t necessarily signify a decrease in
overall consumer spending. Instead, there is a reallocation of expenditure towards sectors like dining
out and travel, reflecting a post-pandemic shift in consumer priorities. For instance, data from the
National Bureau of Statistics of China show that national retail sales in service sectors—including
transportation, dining, and lodging—experienced a significant 18.9% increase in the first three
quarters of 2023.

The overall growth of China’s FMCG industry was modest at 1%, predominantly propelled by a 1.2%
increase in volume. The FMCG market exhibited diverse performance in the third quarter of 2023
compared to the previous year, primarily due to the 2022 baseline. In the third quarter of 2022, China
saw a notable recovery with a 6% growth rate after the easing of COVID-19 lockdowns. This set a
high benchmark for 2023, resulting in a challenging comparison and a slight decrease of 0.9% in the
same quarter this year.

Moreover, a noteworthy increase of 5.3% materialized in the first 4 weeks post Q3, aided by a resur-
gence in consumer demand, specifically centered around heightened holiday spending. The in-
creased expenditure during this period was not counted in our report but it also suggests that the
overall recovery of the FMCG market is continuing.

Category update: Home care surges as other categories stabilize at pre-crisis level

During the first three quarters in 2023, the Chinese FMCG market exhibited a nuanced picture
across the four major sectors.

The home care group sustained its growth momentum, driven by robust consumer stockpiling be-
havior and continued health and hygiene concerns, particularly for essentials like toilet paper and
tissues. Facial tissues exhibited an impressive 16.9% growth, while wet tissues saw a notable 14.9%
increase due to persisting practice of stocking up and focus on health.

The growth trajectory in the packaged foods sector showed a deceleration, aligning with stabilized
demand for staples at pre-crisis levels post-pandemic. The once-thriving home dining sector, which
experienced a robust 6.2% growth rate in 2022, encountered a slowdown in 2023’s first three quar-
ters. Products that were in high demand during the peak of the COVID-19 period, such as instant
noodles, witnessed a 3.1% decline in value. Similarly, formerly popular items like cheese and bis-
cuits also experienced a downturn. This shift in consumer behavior was further emphasized by the
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diminishing demand for packaged food, as more individuals resumed dining out following the eas-
ing of pandemic restrictions.

In the beverages segment, the landscape remained predominantly stable in 2023’s first three quar-
ters, characterized by higher volumes and a focus on affordability. Consumers exhibited a clear pref-
erence for value-driven choices, prompting a shift towards more economical products. While the
annual growth in this segment was fueled by a 1.6% increase in volume, it was offset by a 1.5% de-
cline in average selling price (ASP). Notably, functional drinks, ready-to-drink tea, and foreign spir-
its spearheaded the growth.

Within the personal care segment, growth was moderated by lower average selling prices, reflecting
the consumer trend of seeking greater value for money. The standout performer in this category was
the makeup segment, which experienced a 3.2% growth as social occasions increased after the pan-
demic. Conversely, personal washes, once a key performer during the pandemic period, observed a
2.1% decline in 2023’s first three quarters.

During the first three quarters in 2023, a discernible surge was noted in the ‘high-speed’ category of
products, with health-oriented items leading the way. Functional drinks and nutrient supplements
registered substantial growth rates of 24% and 19%, respectively, reiterating a sustained consumer
focus on health even after the pandemic. On the flip side, products that thrived on increased at-
home consumption during the pandemic, such as cheese and ice cream, experienced downturns
with declines of 18% and 6%, respectively.

Channel update: FMCG market evolves as smaller formats thrive, e-commerce competitive dy-
namics shift, and 020 continues to soar

With the soft recovery of China’s FMCG marKket in the first three quarters of 2023, one notable trend
during this period was the shift towards smaller store formats, such as super/mini and grocery
stores. These smaller formats gained traction and became increasingly popular among consumers.
On the other hand, hypermarkets experienced a decline in market share as some players made the
decision to close their underperforming stores across the country.

In the e-commerce sector, overall growth was observed, outperforming the overall market with a 4%
year-on-year increase when comparing year-to-date figures from Q3 2023 to Q3 2022. The year 2023
marks a return to pre-pandemic levels of online penetration, with e-commerce adjusting from the
significant impacts of the pandemic, such as supply chain disruptions.

A continued notable highlight in the e-commerce market was the emergence of interest EC plat-
forms, including Kuaishou and Douyin. These platforms captured more than 6% of the market share
compared to 2022’s first three quarters. Douyin, in particular, experienced an impressive 1.5x in-
crease in its market size, mainly at the expense of Taobao/Tmall, which faced negative growth
during the same period.
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Online-to-offline (020) shopping continued its growth post-pandemic. A 15.8% increase in frequency
was the key growth driver for the 020 channel.

At home shopping still popular, while OOH is changing

Despite the easing of pandemic restrictions, the trend of at-home food and beverage spending has
remained consistent with our previous year’s finding, where at-home dining accounted for 56% of
overall spending by the end of the third quarter. This trend aligns with pre-pandemic habits, indi-
cating that people still have a strong inclination towards dining at home.

In terms of specific categories, milk and beer emerged as the dominant categories in both at-home
and out-of-home consumption. Milk accounted for a 29% share of at-home consumption, while beer
took a 34% share in the out-of-home consumption segment. These categories continue to be popular
choices for consumers, whether they are enjoying their meals at home or dining out.

When it comes to out-of-home consumption, although people are going out more frequently, there
is a tendency to spend less per outing, with cost-efficient travel trends gaining popularity (4&5 £jRK
). The OOH sector is rebounding, yet the increase in value is not as pronounced, indicating a mar-
ket driven by occasions rather than impulse.

While FMCG ASP remains negative, premiumization drives growth in some categories

While ASP across most categories has seen a decline, certain categorizes that have undergone pre-
miumization in recent years, such as chocolate, facial tissue, and hair conditioner, have witnessed
growth. This indicates that consumers are increasingly willing to pay a premium for products in
these categories, essentially for better quality and experiences.

Conversely, value-focused products saw a decline in market share, as consumers started moving to-
wards premium products. Additionally, the percentage of market value sold on promotion has de-
clined, with beverage and personal care categories experiencing a more substantial drop. The de-
cline in promotion levels may be partially attributed to the adoption of Every Day Low Pricing
(EDLP) strategies, as evidenced by consistently low prices on platforms like PDD and Douyin.

Online channels continue to exhibit higher promotion participation, driven by the impulsive nature
of online consumers and the aggressive promotion strategies employed by e-commerce platforms.
The promotion trends within each category continue to be predominantly influenced by the online
penetration rate. The convenience and accessibility of online shopping make it easier for consumers
to engage with promotions and make quick purchasing decisions.

However, there has been no increase in overall promotion participation (in fact a 0.8% decline) in
2023’s first three quarters. Categories that were heavily reliant on offline channels, such as tradition-
al brick-and-mortar stores, saw lower participation in promotions. This shift in consumer behavior
suggests that the online promotion landscape remains dynamic and the promotion rules are evolving
in response to changing consumer preferences.
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What's next—and implications for brands and retailers

As the Chinese market gradually recovers from the COVID-19 pandemic, it’s a critical time for
brands and retailers to reshape strategies and strengthen market adaptability.

Implications for brands

Brands must keenly identify and adapt to more “value sensitive” and “experience sensitive” con-
sumer behavior, a characteristic magnified by the pandemics. Focusing on brand building is crucial,
as consumer emphasis on brand value intensifies. Gaining quick traffic and becoming an internet
sensation is easy, but achieving enduring popularity is hard. Only businesses that consistently in-
vest in their brand can weather the cycles. (REITEMART S, KLAM,; RIFEZEBRANBI A EFH
EHR)

Adapting to changing channel dynamics is key, necessitating an integrated and carefully planned
approach to effectively reach customers via online, offline and O20 channels. As a result, brands
should concentrate on formulating cohesive marketing strategies for each channel, ensuring they
are harmoniously integrated to enhance the brand’s appeal without compromising its core values.
This also requires a specific execution plan by channel, determining the most suitable products and
packaging sizes for each sales channel to optimize reach and conversion of target audience.

Finally, considering the evolving consumer needs in the post-COVID era, it’s crucial for brands to
stay attuned to and swiftly respond to recent consumer trends, channel trends and new consumer
occasions such as city walk.

Implications for retailers

For retailers, the focus should be on enhancing customer loyalty and offering differentiated shop-
ping experiences. This includes strengthening the integration of online and offline channels, partic-
ularly in an environment where the 020 trend is becoming more pronounced.

The emergence of discounters offering a limited but highly differentiated range of SKUs creates a
balance between online and offline offerings, ensuring that physical stores serve more than just as
showrooms.

Retailers need to leverage data and technology to better understand consumer behavior, thus opti-
mizing their product mix and promotional strategies. Additionally, with the market’s growing de-
mand for high-quality and high-value products, retailers need to balance maintaining competitive
pricing while focusing on product quality, product innovation, supply chain, and sourcing.

Overall, brands and retailers must remain agile in adapting to the ever-changing market environ-
ment to maintain competitiveness and market share. This involves continuous monitoring of con-
sumer trends, flexible adjustment of channel strategies, and sustained investment in marketing and
product innovation. Despite the challenges, the FMCG market has consistently demonstrated long-
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term resilience and potentials for growth. As the Chinese market progressively recovers from the
pandemic, it presents not only new opportunities and challenges but also a platform for remarkable
innovation and growth. Brands and retailers must continuously adapt and innovate to meet the
evolving needs and expectations of consumers, positioning themselves to grow along with the
FMCG sector.
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The full report

In our report, we recap the fast-moving consumer goods (FMCG) performance in the first three quar-
ters of 2023, a period during which consumer behavior continued to recover from the negative ef-
fects of the COVID-19 pandemic.

This is our twelfth consecutive year of tracking the shopping behaviors of Chinese consumers. Our
continuing research has given us a valuable long-term view across 106 fast-moving consumer goods
(FMCG) categories purchased for home consumption in China. As in each of the past 11 years, we an-
alyzed the 26 key categories that span the four largest consumer goods sectors: packaged food, bev-
erages, personal care, and home care.

This report updates the findings from our China Shopper Report 2023, Vol. 1, “Slowly Rebounding
from Turbulence with Optimism for the Rest of 2023”, and includes Kantar Worldpanel shopper be-
havior data for the first three quarters of 2023.

A look back at 2023’s first three quarters

In a year marked by resilience and adaptation, the FMCG sector has adeptly navigated the complexi-
ties of post-pandemic re-calibration and evolving consumer trends. Against a backdrop of gradual
economic stabilization and lingering geopolitical uncertainties, brands have transitioned from a
cautious approach to one of strategic advancement.

While the FMCG sector’s growth appears moderate, it does not necessarily indicate a decrease in
overall consumer spending. Instead, there is a reallocation of expenditure towards sectors such as
dining out and travel, showcasing a post-pandemic shift in consumer priorities. For instance, data
from the National Bureau of Statistics of China show that national retail sales in service sectors—in-
cluding transportation, dining, and lodging—experienced a significant 18.9% increase in the first
three quarters of 2023.

In the first half of the year, China’s FMCG market displayed encouraging signs of recovery, with both
Q1 and Q2 witnessing a growth of 1.8% as the market gradually bounced back from the impacts of
the pandemic. However, this upward trajectory was slightly dampened by a 0.9% decrease in Q3, re-
sulting in a modest year-to-date expansion of 1% (see Figure 1). It is worth noting that this growth
was primarily driven by a 1.2% increase in volume, while average selling price (ASP) remained rela-
tively stable compared to the previous year, with a decrease of 0.2% (see Figure 2). Despite this sta-
bility, the movement in ASPs within the FMCG market has not kept pace with mild inflation rate.
This discrepancy has presented a significant challenge for FMCG companies, as they now grapple
with the dual objectives of sustaining profitability and meeting consumer demands amid rising op-
erational costs.
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The FMCG market exhibited diverse performance in the third quarter of 2023 compared to the pre-
vious year, primarily due to the 2022 baseline. In the third quarter of 2022, China saw a notable re-
covery with a 6% growth rate after the easing of COVID-19 lockdowns. This set a high benchmark for
2023, resulting in a challenging comparison and a slight decrease of 0.9% in the same quarter this

year.

Furthermore, there was a remarkable 5.3% increase observed in the first 4 weeks post Q3, fueled by a
resurgence in consumer demand, particularly centered around heightened holiday spending. Al-

though this increased expenditure is not reflected in our report, it suggests that the overall recovery
of the FMCG market is persisting.

Figure 1: China’s FMCG market still needs time for full recovery, landing at 1% YTD growth compared
with 2022

Year-over-year change in urban shoppers' total spending on fast-moving consumer goods
20%

A notable growth of
5.3% from Sep. 9 to
Oct. 6 compared to
the same period in
2022 was observed

7 VA

Q2 Q@ Q@4 Q1 Q2
2020

-10

Q1 Q2 Q3 Q4 o1 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q8
2018 2019 2021 2022 2023

— Total FMCG Food and beverage — Personal and home care

Note: 1) Skin Care/Make-up covers age 15-64 in Tier 1-5, and Infant Formula covers 0-36 months in Tier 1-5; 2) All ASP are calculated based on RMB per kg/L
except Skin Care and Makeup is per pack, and Facial Tissue is per 100 sheets/rolls; 3) CPI data is as of YTD 23Q3 from National Bureau of Statistics and include
all consumer goods; All changes may lead to some inconsistencies with previous years’ data

Source: Kantar Worldpanel; National Bureau of Statistics; Bain analysis
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Figure 2: Volume growth drove overall FMCG value growth in 23Q1-3 as prices deflated

Value Volume Average selling price
Urban FMCG market value growth Annual growth of urban FMCG market volume Annual growth of urban FMCG
(%, 2018-YTD 23Q3) (%, 2018-YTD 23Q3) (%, 2018-YTD 23Q3)
10% 10% 10% — CPI
5.6
5 5 41 41 5
31 3.5
1.5 20 1.5 -
05 1.0 1.2
0 | 0 || 0 —
-0.2
10 -09
-2.5
5 -5 -5
18-19 19-20 20-21 21-22 YTD 18-19 19-20 20-21 21-22 YTD 18-19 19-20 20-21 21-22 YTD
22Q3-23Q3 22Q3-23Q3 22Q3-23Q3

Note: 1) Skin Care/Make-up covers age 15-64 in Tier 1-5, and Infant Formula covers 0-36 months in Tier 1-5; 2) All ASP are calculated based on RMB per kg/L
except Skin Care and Makeup is per pack, and Facial Tissue is per 100 sheets/rolls; 3) CPI data is as of YTD 23Q3 from National Bureau of Statistics and include
all consumer goods; All changes may lead to some inconsistencies with previous years’ data

Source: Kantar Worldpanel; National Bureau of Statistics; Bain analysis

Home care continues to grow

During the first three quarters in 2023, a nuanced landscape emerged across the four major sectors
during the period under review. Notably, the home care sector sustained its growth momentum in
the post-pandemic era, with a remarkable 8.8% increase in value (see Figure 3). This growth in value
was driven by a combination of a 7.1% surge in volume and a 1.5% uptick in ASP (see Figure 4).

In the wake of the pandemic, consumers have displayed an increased focus on health-consciousness
and a discerning approach to their choices. This shift in consumer preferences has spurred a de-
mand for products that contribute to a healthier and higher-quality lifestyle, particularly within the
home care category. As a result, there has been a surge in innovation, leading to the development of
products tailored to specific consumer segments and designed to address specific use cases.

10
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Figure 3: Home care led the growth in Q1-3, while beverage and personal care suffered
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Figure 4: Personal care value dropped due to falling ASP, while home care continued the growth

mainly driven by volume
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In the first three quarters of 2023, people’s immune systems have been compromised, resulting in a
higher number of individuals suffering from colds compared to the previous year. This has led to a
surge in the use of facial tissues. In response, several brands have introduced facial tissues infused
with skincare-grade lotion ingredients, targeting consumers with sensitive noses and effectively al-
leviating the redness caused by frequent nose wiping. Consumers have shown a willingness to pay a
premium for these innovative products, driving a noticeable trend towards premiumization within
the home care segment.

Furthermore, the habit of stockpiling, which was adopted during the pandemic, appears to be per-
sisting. Facial tissues experienced an impressive growth rate of 16.9%, while wet tissues saw a nota-
ble increase of 14.9% as the practice of stocking up continued (see Figure 6). As the market continues
to evolve, it will be essential for brands to stay attuned to consumer preferences and continue to de-
velop products that cater to their evolving needs.

Packaged food shows a deceleration

The growth trajectory in the packaged foods sector has experienced a noticeable deceleration, align-
ing with the stabilization of demand for staple products at pre-crisis levels in the post-pandemic pe-
riod. The once-thriving home dining sector, which had witnessed a robust growth rate of 6.2% in
2022, encountered a notable slowdown in 2023’s first three quarters (see Figure 5). The volume de-
creased by 2.9% while the ASP increased by 4.9%.

Products that were in high demand during the peak of the COVID-19 period, such as instant noo-
dles, faced a decline in value by 3.1%. Similarly, previously popular items like cheese and biscuits
also experienced a downturn in demand. This shift in consumer behavior has been further empha-
sized by the decreasing interest in packaged food, as more individuals have opted for dining out fol-
lowing the relaxation of pandemic restrictions.

The slowdown in the packaged foods sector can be attributed to the evolving consumer preferences
and the resumption of normalcy. As restrictions eased, people have shown a renewed inclination to
explore dining options outside their homes, seeking the convenience and experience of restaurant
meals. This change has resulted in a decrease in demand for packaged food items that were once fa-
vored during the pandemic.

It is important for brands in the packaged foods sector to adapt to this shifting landscape and ex-
plore innovative strategies to regain consumer interest. This may include introducing new and en-
ticing product offerings, focusing on quality and convenience, and actively engaging with consum-
ers through targeted marketing campaigns. By staying attuned to consumer preferences and
responding effectively, brands can navigate the evolving market dynamics and regain growth mo-
mentum in the packaged foods sector.

12
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Figure 5: Spend on packaged food and beverage both increased, while value increase slowed down

Value Volume
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Source: Kantar Worldpanel; Bain analysis

Figure 6: Post-pandemic phenomenon is evident, with health-focused products leading the growth

Percentage point change in value CAGR (YTD 22Q3 vs. YTD 23Q3)
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Source: Kantar Worldpanel; Bain analysis

13



Kantar Worldpanel | Bain & Company, Inc.

Charting a resilient path: Navigating uncertainty and building momentum

Beverages remain stable

In the beverages segment, the landscape remained predominantly stable throughout 2023’s first
three quarters, characterized by higher volumes and a focus on affordability. The annual growth in
this segment was primarily driven by a 1.6% increase in volume, albeit offset by a slight 1.5% decline
in ASP (see Figure 4). As health and wellness have taken center stage in post-pandemic consumer
choices, a noticeable shift in beverage preferences has become increasingly evident.

Functional drinks, juices, and ready-to-drink (RTD) tea emerged as front-runners in driving growth
within the market. The growth of functional drinks, which initially gained traction in late 2022, con-
tinued to surge in 2023. This category benefited from a significant increase in consumer awareness
surrounding “electrolyte water” towards the end of 2022. Furthermore, heightened health con-
sciousness and the complete resumption of outdoor activities and sports since the beginning of
2023 further fueled the consumption of functional drinks.

Personal care experiences a downturn

Within the personal care segment, growth has moderated, with a 2.5% growth in volume offset by a
4.5% reduction in ASP in the first three quarters in 2023, showcasing the prevailing consumer trend
of seeking greater value for money (see Figure 4). However, amid this backdrop, the standout per-
former in this category has been the makeup segment, which experienced a notable 3.2% growth as
social occasions returned post-pandemic. On the other hand, personal washes, once a key performer
during the pandemic period, observed a decline of 2.1% in 2023’s first three quarters.

The trend of premiumization, once spearheaded by prominent international brands, has witnessed
a shift in ASP due to changes in consumer attitudes. The traditional narrative of luxury is being
challenged by domestic substitutions, and external economic factors are making consumers more
rational and cautious when it comes to their spending habits. Consumers are now meticulously
evaluating the value of products, comparing mechanisms and price differences across various plat-
forms, and carefully considering their expenditure on each category. While the concept of “value for
money” remains a priority, consumers are still willing to invest in premium products.

Two-speed growth pattern still evident

During the first three quarters in 2023, a discernible surge was observed in the “high-speed” catego-
ry of products, with health-oriented items taking the lead. Functional drinks and nutrient supple-
ment recorded impressive growth rates of 24% and 19% (see Figure 6), respectively, highlighting the
ongoing consumer focus on health even after the pandemic subsided. Health is not just about F&B, it
also covers categories such as wet and facial tissues and air refresher, which have all enjoyed high
speed as well. There is also a trend towards gathering, indicated by the strong performance of for-
eign spirits.

However, there were contrasting fortunes for products that thrived on increased at-home consump-
tion during the pandemic, such as cheese and ice cream, as they experienced downturns with de-
clines of 18% and 6% (see Figure 6), respectively.
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Smaller formats thrive and e-commerce competitive dynamics shift

One continuous trend that emerged during 2023’s first three quarters was the notable shift towards
smaller store formats, including super/mini and grocery stores, which gained traction and became
increasingly popular among consumers. In contrast, hypermarkets continued to experience a de-
cline in market share as some players made the decision to close their underperforming stores across
the country, reflecting changing consumer preferences and shopping habits. However, within hyper-
markets, as we observed in Vol. 1, club warehouses continued to achieve remarkable growth of 58%
in 2023 YTD. This trend underscores the consumer demand for quality products at reasonable pric-
es. Club warehouses stand out due to their distinctive business model, which allows them to provide
greatest value for money without sacrificing quality. They achieve this by capitalizing on bulk buy-
ing and membership fees. Additionally, these stores enhance their appeal through a strong brand
value proposition, assuring consumers of the quality of their private label products, thereby boost-
ing price competitiveness. The membership model also adds an element of exclusivity, appealing
emotionally to middle-class families seeking both value and quality.

In the e-commerce sector, overall growth was observed, outperforming the overall market with a 4%
year-on-year increase when comparing year-to-date figures from Q3 2023 to Q3 2022 (see Figure 7).
The year 2023 marks a return to pre-pandemic levels of online penetration, with e-commerce adjust-
ing from the significant impacts of the pandemic, such as supply chain disruptions. However, the
market share in the e-commerce sector was lower compared to the first three quarters in 2022. This
can be attributed to the impact of the Double 11 shopping festival in Q4 of 2022, which significantly
boosted overall e-commerce performance during that period.

One significant trend observed was the expansion of discount channels. Notably, within the 020
sector, community group buying platforms like Duoduo Maicai (£ £ 3L %) and Meituan Youxuan (£
Hl{ii%) have continued to play a pivotal role. Additionally, the rise of specialized discount stores is
gaining traction, reflecting a more rational approach by consumers towards daily expenditure.
Meanwhile, Freshippo’s value-focused brand, Freshippo Outlets, is undergoing expansion across
China. Freshippo is actively optimizing its product assortment by strategically distributing products
among various store types. This strategy not only caters to a variety of shopping preferences but also
demonstrates Freshippo’s dedication to making price reductions in its existing stores. Such adapta-
tions underscore a commitment to providing an inclusive and cost-effective shopping experience for
all customer segments.

Another continuous highlight in the e-commerce market was the growth of interest EC platforms,
including Kuaishou and Douyin, which captured an incremental 6% of the market share compared
to 2022’s first three quarters (see Figure 8). Douyin, in particular, experienced an impressive 1.5x in-
crease in its market size, mainly at the expense of Taobao/Tmall, which faced negative growth
during the same period. Platforms like Douyin continued to expand their user base, particularly in
lower-tier cities, as mid to low-income families showed a preference for purchasing products on
Douyin rather than on Tmall/Taobao, further fueling the platform’s user growth. This trend of
emerging platforms gaining ground is expected to persist as more consumers veer away from tradi-
tional promotions like Double 11 and 618.
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Figure 7: Small store format (super/mini, grocery) gained more share after pandemic while hyper-
market continued to decline

Value share in urban FMCG retail market by channel
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Source: Kantar Worldpanel; Bain analysis

Figure 8: Interest EC platforms (Douyin & Kuaishou) continues to gain share from traditional EC
platforms (Taobao/Tmall)
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Online penetration returns to pre-pandemic level

In first three quarters in 2023, Chinese internet penetration experienced another 1% increase, follow-
ing the substantial impact of COVID-19 and a decline in penetration rates in 2022. Notably, catego-
ries that already had a strong online presence, categorized as cluster 2 (see Figure 9), witnessed fur-
ther expansion in online engagement. However, within this cluster, several products, including
makeup, facial tissue, and toilet tissue, saw a reduction in online market penetration in 2022, indi-
cating a return to more traditional levels of digital engagement in 2023 YTD.

In contrast, categories with low penetration rates, categorized as cluster 1 and 3, displayed greater
variability in the percentage changes in their online presence. Cluster 1 primarily consists of catego-
ries with low but growing online penetration, mostly from the food and beverage sector. Products
such as juices, packaged water, and candy continued to gain momentum in online sales as consum-
ers became more accustomed to purchasing these items through online channels.

On the other hand, cluster 3, comprising categories with low but declining online penetration, main-
tained a similar trend as the previous year. Products in this cluster are often impulse purchases from
offline stores, including chewing gum, biscuits or categories heavy to transport relative to their price
such as carbonated soft drinks (CSD) and beer.

Figure 9: Overall online penetration grew slightly by 1%, with traditionally high online penetration
(non-food) categories leading the growth
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020 continues to thrive in the retail market

The 020 (online-to-offline) model, which connects consumers with offline stores through online
platforms, has continued to thrive in the retail market, playing a significant role in shaping consumer
behavior and the overall retail landscape. For some grocery retailers, 020 can represent approxi-
mately half of their business. This highlights the significance of 020 in the retail market and its ability
to bridge the gap between online and offline shopping experiences.

Post-pandemic, O20 shopping has witnessed continued growth, with a key driver being a remark-
able 15.8% increase in frequency. 020 experienced an impressive 11% year-to-date growth rate com-
pared to the first three quarters of 2022, outpacing both offline-only and online-only channels (see
Figure 10).

The integration of the online-to-offline (020) model with traditional offline channels enables busi-
nesses to effectively capture diverse consumer demands, including immediate, emergency, and new
consumption occasions. By providing seamless connectivity between online platforms and offline
businesses, 020 empowetrs retailers to offer a comprehensive and convenient shopping experience
to consumers.

Figure 10: Online-to-offline shopping continues to boom, due to an increase in frequency; Traditional
offline retailers increasingly transition businesses towards 020
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Source: Kantar Worldpanel; Bain analysis
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In-person and at-home shopping still popular, OOH spending is changing

Despite the easing of pandemic restrictions, the trend of at-home food and beverage spending has
remained consistent with the previous year, particularly in Tier 1 and 2 cities. This analysis is based
on 11 categories present in both at-home and out-of-home channels in Tier 1 and 2 cities. In these ar-
eas, at-home dining accounted for 56% of overall spending by the end of the third quarter, echoing
pre-pandemic habits and signaling a continued preference for home dining.

Two categories that stood out in both at-home and out-of-home consumption were milk and beer,
with milk constituting a 29% share of at-home and beer 34% share of OOH in their respective seg-
ments. These categories continue to be favored choices, showcasing the versatility in consumer pref-
erences whether dining in or out.

In YTD Q3 2023, convenience stores (CVS) and grocery stores reported sales distribution of 13% for
at-home (AH) consumption and 87% for out-of-home (OOH) consumption. This underlines the criti-
cal importance for brands in these 11 categories to cater to consumers’ On the Go occasions with ap-
propriate packaging and products in these channels.

For out-of-home consumption, convenience stores (32%) and traditional grocery outlets (25%) con-
tinue to be top choices, catering to on-the-go consumer needs with quick and accessible options (see
Figure 11). However, a notable shift has been observed with a slowdown in e-commerce for out-of-
home consumption, as more people return to restaurant dining, reflecting pre-pandemic dining pat-
terns.

The out-of-home (OOH) category presents a mixed bag in terms of performance. While people are
gradually returning to outdoor activities and spending more time outside their homes, there is a ten-
dency to spend less per occasion. This shift in consumer behavior can be attributed to the rising
popularity of cost-efficient travel trends, where individuals seek ways to optimize their spending
and make more economical choices.

The OOH sector is rebounding, indicating an increase in activity and consumer engagement. How-
ever, the growth in value within this sector is not as pronounced, suggesting that the market is driven
more by occasions and experiences rather than impulse. Consumers are becoming more selective in
their spending and are actively seeking value-driven options when engaging in out-of-home activities.
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Figure 11: At-home consumption remained high post pandemic, with different channel and category
dynamics than out-of-home consumption
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Decoding price dynamics

The trend of ASP deflation has continued through the first three quarters in 2023, but with a silver
lining. The rate of decline has noticeably slowed down, narrowing the gap from the Consumer Price
Index (CPI) to 0.6% (see Figure 2). Categories that experienced significant growth during the pan-
demic, such as instant noodles and biscuits, have shown a marked slowdown (see Figure 12). Howev-
er, several categories have maintained their growth trajectory, signaling a shift towards genuine pre-
miumization. Examples of such categories include juices, facial tissue, and fabric softener. These
products have effectively communicated their value to consumers, leading to a willingness among
consumers to pay a premium for these offerings.

Product innovation has played a crucial role in driving the premiumization of the juices category
post-pandemic. Brands have introduced options with distinct “regions of origin”, niche flavors, and
innovative “mixed flavors”, positioning them as “meal replacements”. These developments strategi-
cally cater to the evolving preferences of health-conscious consumers, providing them with a wider
range of choices that align with their wellness goals.

In the realm of oral care, consumers are increasingly embracing the holistic health concept and rec-
ognizing the importance of oral hygiene. This trend has resulted in a willingness to invest more in
toothpaste that offers high value added and advanced benefits. Products featuring enamel protec-
tion, stain removal, and combined anti-sensitivity plus whitening benefits are gaining prominence
among consumers seeking multifaceted oral health solutions.

Figure 12: While most categories saw a real-term decline in average selling price, select food and
beverage and home care categories continued to premiumize
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Promotion

The percentage of market value sold on promotion has declined, with beverage (18.6%) and personal
care(30.9%) categories experiencing a more substantial drop (see Figure 13). The slight decline in pro-
motion levels may be partially attributed to the adoption of Every Day Low Pricing (EDLP) strategies,
particularly evident on platforms like PDD and Douyin. These platforms’ consistent approach to low
pricing has reduced the reliance on short-term promotional campaigns, thereby changing consumer
engagement with traditional promotions.

Furthermore, the market’s oversaturation with promotional offers may have led to consumer fatigue.
Over time, an incessant stream of discounts and promotions can lead to their diminished impact,
making it harder for brands to capture consumer attention and drive participation. This overexpo-
sure risks devaluing the promotions in the eyes of the consumer, potentially leading them to question
the authenticity or quality of products offered at discounted prices.

Figure 13: Consumers’ overall participation in promotions slightly declined vs. last year

Percentage point of market value sold on promotion
% of market value sold on promotion (%, YTD 20Q3-YTD 23Q3)
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Note: 1) The promotion data is collected by letting consumers record if they participated in promotional event when they purchased the products; 2) Skin Care/
Make-up covers age 15-64 in Tier 1-5, and Infant Formula/Baby Diaper covers 0—36 months in Tier 1-5; All changes may lead to some inconsistencies with
previous years’ data

Source: Kantar Worldpanel; Bain analysis
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Online platforms have witnessed higher participation in promotions compared to their offline coun-
terparts, largely due to the impulsive mindset of online consumers and the aggressive promotion
strategies employed by e-commerce platforms (see Figure 14). The convenience and accessibility of
online shopping make it easier for consumers to engage with promotions and make quick purchas-
ing decisions. The promotion trends within each category continue to be predominantly influenced
by the online penetration rate.

Healthy, value-for-money and differentiated products dominate consumer purchases

The post-pandemic recovery in 2023 has brought about significant changes to the overall market dy-
namics, leading to a polarization in price tiers and shifting consumer habits.

This polarization in price tiers can be attributed to changing consumer preferences and an increased
focus on quality, uniqueness, and personalized experiences. As consumers become more selective in
their purchasing decisions, they are willing to pay a premium for products and services that meet
their specific needs and preferences.

Over the past few years, there has been a noticeable shift in consumer preferences towards products
that are healthy, value-for-money, and exclusive across various categories. This change in consumer
behavior has had a significant impact on the FMCG market, particularly in segments such as skin-
care, CSD, and facial tissue (see Figure 15).

Figure 14: Category-level promotion trends can largely be explained by online penetration level;
those relying more on offline showed lower participation
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Figure 15: Post-pandemic market reveals growing polarization in price tiers
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Let us look at 3 distinct category examples.

Facial tissue: Consumers willing to invest in premium brands. The value of the facial tissue premi-
um segment saw a 22% increase compared to first three quarters in 2022 (see Figure 15), largely at-
tributable to a growing consumer appetite for high-quality products. Within this premium segment,
specific categories demonstrated impressive growth: embossed tissues grew by 39%, and lotion-in-
fused tissues rose by 60%. Vinda’s premium range experienced approximately 30% growth based on
their latest annual report in 2023, reflecting their significant investment in premium product inno-
vation. Vinda specifically addresses niche markets and occasions, with offerings like lotion tissues
for babies and sensitive noses. Furthermore, Vinda has strategically focused on interest-based
e-commerce platforms like Douyin, boasting approximately 5 million followers. Through its official
Douyin flagship store, Vinda has hosted over 200 livestreaming events in the first half of 2023, effec-
tively engaging with its audience.

Skincare: Increased competition on value. The premium skin care market observed a marginal de-
cline of 4%, potentially influenced by unofficial channels such as Daigou and the travel retail sector
(see Figure 15). Amid this trend, skincare consumers are exhibiting more rational spending habits,
which has led to a 4% uptick in the mass skincare segment. There’s an increasing demand for robust
scientific evidence to substantiate skincare product claims, underscoring the value and effectiveness
that consumers expect. The enhancement of e-commerce strategies for comprehensive brand devel-
opment is becoming increasingly evident. Brands are now strategically deploying a mix of e-com-
merce platforms—encompassing traditional, interest-based, and private domains—to broaden their
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reach and effectively engage a diverse consumer base. A case in point is Mistine, which has adeptly
spotlighted its star product, Mistine Aqua Sunscreen. The efficacy of this product is scientifically
verified and further endorsed by a Nobel Prize winner in Chemistry, bolstering the brand’s position-
ing. In alignment with the prevailing clean beauty movement, the formula has been upgraded to be
ocean-friendly. From an EC standpoint, Mistine boasts a robust online presence, spanning both tra-
ditional and interest-based platforms, contributing to its commendable market performance.

Beverage - Carbonated Soft Drinks: Shifting towards adjacent healthy options. The CSD market wit-
nessed a 1.8% decline in prices over the first three quarters of 2023 compared to the same period in
2022, largely due to an 11% decrease in its premium segment (see Figure 15). Conversely, categories
like juice have seen an increase in ASP by 9%, primarily driven by a 37.3% growth in its premium seg-
ment. This aligns with the ongoing popularity of ‘super fruits’, as highlighted in our 2022 Report,
Vol.2, suggesting a consumer shift towards premium, health-focused beverage options. Moreovetr,
functional drinks and ready-to-drink (RTD) tea have experienced significant growth, registering in-
creases of approximately 24% and 22% respectively, with their average ASP being 90% and 31% high-
er than the CSD category. In the post-pandemic era, consumers are discerningly opting for beverages
that offer health benefits, such as metabolism enhancement, digestive improvement, and zero sugar
content. The shift towards a healthier lifestyle, incorporating more physical activities, is influencing
the beverage market, underscoring the need for products that align with the growing health and
wellness trend.

Other categories: Health, value, and premiumization. The consumer trend towards opting for prod-
ucts that are healthy, value-for-money, and premium is not limited to the skincare, carbonated soft
drinks, and facial tissue categories. It permeates across other FMCG segments as well.

In the food and beverage sector, for example, consumers are increasingly gravitating towards health-
ier options such as organic, natural, and functional foods. They are looking for products that offer
nutritional benefits, clean labeling, and sustainable sourcing. Additionally, value-for-money op-
tions, such as private label brands and discount promotions, have gained popularity as consumers
seek to make the most of their purchasing power.
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What's next—and implications for brands and retailers

As the Chinese market gradually recovers from the COVID-19 pandemic, it’s a pivotal time for
brands and retailers to reshape strategies and strengthen market adaptability.

How can brands best position themselves for success?

Focus on brand building: Focusing on brand building is more crucial than ever as consumer empha-
sis on brand value intensifies. Gaining quick traffic and becoming an internet sensation is easy, but
achieving enduring popularity is hard. Only businesses that consistently invest in their brand can
weather the cycles. This means investing not just in marketing, but also in product quality, custom-
er service, and sustainable practices.

Embrace omnichannel and connected commerce: Adapting to changing channel dynamics is key,
necessitating an integrated and carefully planned approach to effectively reach customers via on-
line, offline, and 020 channels. Brands should also focus on developing cohesive online and offline
marketing strategies. These strategies must be seamlessly integrated, enhancing the brand proposi-
tion without compromising its core values. A multi-channel approach, encompassing interest EC,
e-commerce, and traditional retail, is essential for reaching a wider customer base. This entails a
strategic distribution plan, determining the most suitable products and packaging sizes for each
sales channel to optimize reach and conversion of target audience.

Align portfolio to consumer trends: Brands must strategically adapt their product offerings to align
with current consumer trends, notably those intensified by the pandemic. Key trends include the
emerging of new demographics, the increased interest in occasion experiences, for example, pic-
nicking, camping, fishing and city walks, as well as the growing popularity of discount channels.
Understanding these evolving preferences and adapting product development, pricing and market-
ing strategies accordingly is crucial. For example, the rise of occasion-driven consumers drives de-
mand for innovative product offerings that provide an immersive lifestyle experience. Demographic
shifts, such as the growing segment of single families, highlight the need for products that cater to
their specific habits and lifestyle preferences. These consumers are often willing to invest more in
brands that meet these specific needs. Therefore, it’s imperative for brands to reevaluate and refine
their product lines and pricing strategies to effectively serve these new consumer demographics.

What strategies can retailers employ to successfully position themselves?

Enhance customer loyalty and experiences: Retailers should focus on boosting customer loyalty
and providing unique shopping experiences. This involves integrating online and offline channels
effectively, especially in the growing 020 marKket, to offer seamless and immersive shopping experi-
ences that combine the convenience of online with the tangibility of in-store shopping.

Balance online and offline offerings: With the rise of discounters providing a diverse range of SKUs,
retailers need to ensure their physical stores offer more than just showroom experiences. This re-
quires curating unique in-store experiences that complement their online presence, striking a bal-
ance between both platforms. Retailers are encouraged to refine their pricing strategies, placing a
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stronger emphasis on bolstering their brand equity and reinforcing supply chain robustness. This
approach is essential enablers to achieve competitive pricing and to sustainably meet consumer de-
mands.

Utilize data and technology for optimization: Retailers should leverage data and technology to gain
insights into consumer behavior, allowing them to optimize their product mix and promotional
strategies. As demand for high-quality and high-value products grows, maintaining competitive
pricing while focusing on product quality, product innovation, supply chain, and sourcing is crucial.
Collaboration with brands for exclusive products and data-driven merchandising strategies will be the
key.

Conclusion

Overall, brands and retailers must remain agile in adapting to the ever-changing market environ-
ment to maintain competitiveness and market share. This involves continuous monitoring of con-
sumer trends, flexible adjustment of channel strategies, and sustained investment in brand building
and product innovation. Despite the challenges, the FMCG market has consistently demonstrated
long-term resilience and potentials for growth. As the Chinese market progressively recovers from
the pandemic, it presents not only new opportunities and challenges but also a platform for remark-
able innovation and growth.
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Notes

1. The scope of the FMCG marKket in this report doesn’t include 12 new categories tracked by
Kantar Worldpanel since 2022, therefore there might be some data discrepancies between this
report and other Kantar publications. Kantar Worldpanel has excluded cigarettes from total
FMCG data in 2017 and adjusted the online channel weight factor upper threshold for paper
products to better reflect market realities in 2020. Skin care and makeup data are collected
from the Kantar Worldpanel beauty panel, covering consumers aged from 15-64 in Tier 1-5
cities; infant formula and diaper data are collected from the Kantar Worldpanel baby panel,
covering households with babies 0 —36 months old in Tier 1-5 cities. All average selling prices
are calculated based on RMB per Kg/L, except for diapers and toothbrushes, which are calcu-
lated based on RMB per piece; skin care and makeup, which are calculated based on RMB per
pack; and toilet and facial tissue, which are calculated based on RMB per 100 sheets/rolls.

2. The 26 categories are (a) packaged food: biscuits, chocolate, instant noodle, candy, chewing
gum, and infant formula; (b) beverage: milk, yogurt, juice, beer, ready-to-drink tea, carbonated
soft drinks, and packaged water; (c) personal care: skin care, shampoo, personal wash, tooth-
paste, makeup, hair conditioner, diaper, and toothbrushes; and (d) home care: toilet tissue, fab-
ric detergent, facial tissue, kitchen cleaner, and fabric softener.

3. In Kantar Worldpanel, online-to-offline (020) sales value is categorized in channels where the
transactions happen: sales of 020 vertical grocery EC and community group buy are accounted
for in e-commerce; 020 offline retailers’ sales are categorized according to the retailers’ main
formats (e.g., Walmart O20 sales are categorized in hyper); 020 horizontal marketplaces’ sales
are calculated based on the end shopping entities (e.g., if consumer orders from 7-Eleven
through Meituan/Ele, the value will be calculated in convenience store).

4. The 11tracked key food and beverage categories are beer, chewing gum, candy, chocolate, milk,
yogurt, biscuits, packaged water, ready-to-drink tea, juice and carbonated soft drinks.
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