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China rem ains one of the most dwnamic retail marketsin the world, and offers great opportuniti es
for U.S. food exporers. Exporters should be aware of several new tmends that are changing China’s
retal landscape. Imported food consum ption growth 15 shifting from China’s major coastal
metropolitan areas (e.q., Shanghai; Bejing) to dozens of emergng mark et caities Chinais also
experim enting with new retal model s, such as 24-hour unstafied convenience sores and ex panded
mi obil & payment platforms. E-commerce sal es continue to grow, but m ajor e-comm erce retailers are
competing for shrinking numbers of new consumers.

We caution .S, exporters not to consider China as a single retal mark et. Over the past 10 vears,
the Chinese middl e-d asshas grown larger and m ore diverse, and China has becom e a collection of



ni che markets separated by geography, culture, cuisine, demographics, md commercial trends.
Competition for these markets has become fierce. Shanghm and the surrounding region continues to
lead national retail trends, however Beijing and Guangzhou are dso im portant centers of retail
innovation. Chengdu and Shenyang are two key cities leading China’s economic expansion into
intemmational trade and commerce. R esidents in these two regions are uang their new found wealth

to purchase imported food produds.

2017 Annual Retail Food Report for China

Executive Summary

China remains an important market for U.S. retall food exports with strong economic growth, a
growing middl e d ass, and continued wrbani zation. In 2016, China s consum er good retal sales were
valued at $4.98 trillion, and online sal es accounted for 15 percent of all consumer good retal sales.
Convenience store purchases grew at the fastest rate compared to other retal lavoutsje.q.,
hyvpermarkets; superm arket 5. Retal merchants have begun to expenm ent with several innovative
busness modes. Inspired in part by Amazon.com, sart-ups and established companies are testing
new retail modds such as 24-hour unattended conveni ence sores and al-inclusve mobile payvment
plat forms. Online sal es continue to grow in China, but e-comm erce market leaders are beginning to
open physical retal spaces in urban areas.

We urge readersto understand that whil e China is one country, it should not be considered one
retail market. China’s retail landscape i made up of multiple, mutable, ineraoven, and overla pping
markels. In the pad 10 vears we have seen e-commerce dram st cally change how consumer goods
are marketed, bought, and sol d. Retail continues to innovate new wavs to reach consumers through
social media, In a few short vears, Cluna has moved from a cash-based soa dv 1o a world leader in
utiliang mobal ¢ paym ent pl atforms China is alarge, diverse, and com petitive market for im ported
food produds. Before considening entening the market, we urge U8, exporters to carefully conduct
market research, identify m ket niches, and cons der which geographical locations are best suited
for thar produds.

The U5, Departm ent of Agnculture (USDA) Foraign Agn cultural Service (FAS) operates five
Agn cultural Trade Offices (ATOs) in China. AT O Shanghai covers East China, the most dynamic
and innovative remil market. Shanghai remains the innovation hub for China "s retail sector, and
tends to be the trend setter for other large ahies. ATO Bajing covers the grester Bajing region and
many of the western provinces. The Beijing retail market shares man v characten gics with
Shanghal, asboth regions have growing numbers of consumers who purchase imported food
produds. ATO Guangzhou covers South China. Guangzhou 15 a key distnbution hub for im ported
fruit and other products. ks proximity to Hong Kong and southem manufactunng atieshasled
affluent consumersto seek im ported food products. ATO Chenodu covers Southwest China.
Chengdu is Southwest China s major city, and plays a key role in the government s One Belt One
Koad economic imihiative. ATO Shenyang covers the Northeast region. Northwest China is the
major grain and hemvw manufacdunng reg on and has amatunng retal sedor anchored in its port
aties md inland transportation hubs,



KeyTrends

Convenience: Successful products are easy to buy. Molale poyment services(e.g., Ali-Pay,
WePay) are quickly beco ming ubiquitous in China’s urban retail landscape. Many Chinese do not
reqularly carry cash, and even some small retml establishment s are beginning to not keep |l arge

amounts of change. Successful retailers m ake mohile payment effortl ess, and they offer home
delivery and customer support hotlinesto make purchasing easy and convenient.

Valwe: Chinese consumers are resourceful and collabomative, Consumers research a product’s
brand, statusin society, safety, and pnce relative to substitutes. Consum ers utili 22 soa al media and
trach tional socal networks to share their fedings about products. Consumer comments ab out
products tend to travel much faster on social media than in many Western comniries. Cusiomer
service and produd consistency are highly valued

Specialization: China's retailers are devel oping food produd specalties For example, retalers are
specialldng or exdusivdy olfering or gandcs, mead producis and fresh frult on thdr sales
platforms. Retmilers are also developing niche marketing schemes such as selling “farm-to-table™
produds. Thisisoccumng in traditional and e-comm erce retml sectors

New Refail: In China, “New Remil”™ i a concept that integrates online and offline shopping.
Leading e-commerce busnesses are usin g thar | age datasets on bu yersto determine in which
distncts and remdential na ghborhoods they should open phvaca stores. These stores are relativel v
amall, and do not offer the sam e choi ces as thar online platform do, but retallers can use data to
target customers and divert online costomers to these physical stores,

Retail Sector Overview

China's refail sector is the primary method in which U5, exporters can reach consumers in China.
Rapid urbaniza tion and a growing middle class are driving China’s retail sales o record levels.
Chima’s younger generations have become accustomed to imported food products being avalable in
major aties. Imported product s are perceived to be high quality, safe, and are sill considered luxury
items for many Chinese.

In 2016, total retal sales of consumer goods reached $4.98 million, up 10.4 percent from 2015. In
the same vear, food consumption avera ged 30 percent for China s annual urban howsehold
expenditures. In recent vears, large retalers are ganing market share asthey are able to realize
greater effi aenaesthrough better supply chiains and wi der distnibuton channe s Large retalers
have the resources to source directly from domestic and international suppliers thereby allowing
them to realize greaster profits and have more control over the quality and genuineness of products.
However, many di fferent retail business models have em erged recently. Smaller convenience and
sreaalty e-comm erce stores are two ex ating retail m odels.

China’s food retail lindscape is in transition. High quality and preminm priced food produdts are

expected to continue to be siccessful in fird-tier (e.q., Shanghai, B ajing) ates Retalers are now
focusing on imported food sal es in second- and third-tier cities. Despite the opportunities, 1.5, food
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exporters face di oul ies High import tan fis, regul st ons, and complicated | ogistics (i.e., shipping
costs, shipping time, and cold storage) are the man hurdles. For example, Xi Ning is a growing
Morthwest Chinese second-tier aty whose consumers are beginning to demand more imported food
products, However, at more than two thousand m eters abov e sea level, traders noted that imported
mack product s shipped from low dtitudes som eimes burst duning transport, Chinese distnbutors
are cauti ons when they source im ported produ ds.

In China, there isa saying “FLLE 75" (Min i shi weéi tiin), which means “food is the most
important in one’s life”. To be suceessful, U.5. exporters should maintin and enhance Chinese
consumer perceptions that 1.5, food is of high quality and safe. Consumers are also interested in
imported foods that could improve ther beauty, health, and well -bang. Successful Chinese retal
establ ishment s integrate consam er perceptions of quality, safety, and health wath their offenngs

Consumer Purchasing Power

China is the worlds second largest retail market after the United States by sales. In 2006, China's
avera ge per capita urban household's disposable income was 53,570, an 8.9 percent increase from
2015, According to China's Matdonal Statstcal Bureau, 2016 average urban incomes wens
approximately three times rural incomes. In terms of per capita disposable income, China’s top
areasindude Shanghm, Beijpng, Tiangin, Fheiang, md Guangdiou (Table 1) Cther areas wath
modest per capita & sposabl @ incomes include Fupan, Shandong, Inner Mongoli a and Hunan.
China’s first-Lier cities continue to incresse in resdents (induding non-perm anent ressdent s who are
not officidly recogm 22d by the Chinese government ), per capata GDP, and di sposabl e income
{Table 2)

Table I: Top Urban Consumption M arket s for Food

2016 Per capita Shanghai | Tianjin | Gonangzhou | Beijing Thejiang
expenditure on food,

tobacco and drinks by [ §1,433  [$1,202 | $1.200 $1,140 $1,111
urban household

(2] 7 Ching Yearbook, National Bureaw of Statistics of China)

Table 2 First-tier Cities at a Glance

2016 5hang hai Beijing | Shenzhen | Guangzhon
Permanent Population (million) ] 2 1 13 |
Per capita GDP [(USD) 517,468 517,713 525671 521,767
Per capita urban household 35,646 £5,583 17.297 $7.634
disposable income (USD)

201 7 China Yearbook, National Bureaw of Statistics of China)



Figure |: Top 10 Food, Tobacco, and Liquor Per Capita Consumpti on Expenditure of Urban
Houschol dsby Region
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Average per capita expenditures on food, tobacco and beverage consumption was approximatey
$772 There is alarge dispanty between the national average and maj or urban areas (Figure 1).

Consumer D emographics

China’s population continues (5 shift from niral © urban areas. In 2016, 57 percent of China's
population lived in urban areas, a seven percent in crease from 2010, In addition 1o urbanizati on,
China’s population is also aging (Table 3). At the end of 2016, China had over 10.8 percent of its
population aged above 65 years old, Because of China s ong-chil d policy and increasing li fe
expectancies, this trend toward an aging popul ati on 15 expected Lo increase.

Table 3: China's Demographic Development (201 3-2016)

FnEulathn 2013 2014 2015 2016
[ Total (billion) 1361 1368 1375 I
Age above 65 (%) 9.7 10.1 105 108

2007 Ching Yearbook, Naonal Burean of Statl stics of Ching)

Consumers Groups lmporiing Food Producs

Forelgn nationals living in China seek products they are familiar with, and they are willing to pay
premium prices. More chain retailers (e.g, BHG, Ole) are starting to target these foreign consumers,
Small local speaalty retailers (e. g, Jenny Lou’s, City Super, and Corner’s Deli) also have reported
siccesses in attracting foreign national s



Alfluent Chinese consumers seok high quality producds that portray mn im age of status. High-end
retail chains (e.g., Sam’s Club, Taste, Great, Treat) cater to these buyers, and tend to focus on
produds with special hedth dams Labding and brand image are important to these consumers

Middle-class Chinese consumers seck the same high quality and safe products the affluent and
foragn national consumers do, but are willing to seek out the best value. These consumers tend to
be somewhat pnce-senstive and will compare several brands before they m ake a purchase. On
average, this group islooking for food products th at are fresh, easv-to-prepare, and consistent.
Compani es that offer value-added services and great customer service seem to do well with this
group of consumers.

China*s vounger generation has become more knowledgeable sbout imported food produds.
These consumers will stll pure hase in the many traditional “wet markets,” but ar a much lower
frequency than ol der generations Y ounger ¢ onsum ers now purchase through hyvpermarket s
{combine grocery md consumer goods in one store), supermarkets, and online. Healthy eating and
convenience are important considerat ons for Chinese vouth. Many will buy online and'or pay usng
mobil ¢ applications.

Food Retail Update
Tabde 4: 2016 Major Foreign Capital Chaned R etailer Perform ance

Sales MName Pre-tax Sales | Sales Store Store
Rank (million USD) | Growth number | number
in 2015 growth
1 art
2 | Walmart 11,499 430 439 160"
3 [ Carrefour 7508 |  B90%|  319] 3630%
4 | Dennis Fhen dou 3,118 15.60%: 411 3930
5 | Metro Cash & Carry 1593 T.00%s (3] 6.10%
6 | Watsons ) 2,778 2307 1929 18.00%
7 |Parkson IW9| 830%| 53| -Bo0ra
a8 ':P I.Ehli I.';H-';' -JT'D' 0 EE 0l
9 [ Tusco 1,675 490% 56 370

(Ching Chain Store & Franchise Association, May 201 7)

Foreign ref ml ers continue to be successtul in China, however growth rates for som ¢ major chains
dowed or decreased in 2006 (T able 41 In general, traditi onal retal ers are transit oning to indude an
online component to thar business. The era of traditional # andal one retail dores is bang phased
out, Offline (1.e., no online offenng) food ret @l ers ind ude hvpermark s, supermarkets, speaaliy
sdores, discount stores, community stores, and conveniences stores (Table 5). Online food retal ers,
suich as fruitday.com or chunbo.com, are two examples of sped dlty retailers that provi de food
products online and deliver the itemsto the consum er,
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Cnline retalers enjov severa advantages over traditiona offline retailers. Online retalers are abl e
to scal e quickly because they are not dependent on obtaining expenave real-estale in wreas with
high foot traffic. Real estate prices in China’s urban areas continue to increase, Online retailers buy
warehouses outside of cities and have the food delivered to the consumer’s destination. Another
advantage for online retalers is their ability to adjust to trends quickly. Online retailers anal yze data
obtaned from consumers and then tailor ther offerings

In response to growing online competition, traditional hypermarkets and supermarkets are actively
trying to differentiate themsel ves. Large hypermarkeis and supermarket chains launch in-store
promoti ons and offer on-site demonstrations. Furtherm ore, to tall or to the consumers dem and for
conveni ence, offline retmlers are now | ocating themselvesin the basements of major shopping
malls. High real -estate pnices and nsing labor cost in first-ti er aties have forced many traditi onal
retailers to dow thar expansion plans In the last few vears, retailers have started to penetrate third-
md fourth-tier citi es where consumers may nol be as soovy.

Inspared by Amazon.com, 24- hour unattended convenience stores emerged in Chinain 2017 and
have devdoped rapidly. This tvpe of dore is less than 15 meters squared and has no stafl
Cusomers enter the sore after they scan a QD code on the door, Customers chedk out by scanning
the product barcodes and pay using their smart phones, Bingbo Box and Xiaoma are the key 24-hr
unattended convenience store operatorsin China. They operate over 200 outlets nationwide.

Table 5: 2017 Major Retail Formats o a Glance

Number | Employees Sales Purchase Centralized
of stores (10,000 | (% billion) Value Purchase and
[unit) persons) (% billion) Delivery
(% billion )
Hy permarket 8452 535 jii 70 52
Supermarket 33372 42 46 42 35
Department 4,987 263 58 43 ]|
Store .
Conven i noe 18,588 £E4 iy 5 4
store
| Warehouse club 5 1.2 | 1 048
_Spu:ialtjr &lore | 18,601 Q0.0 JOE 26 9
Discount store 540 0.2 045 039
Franchised 32413 17 6 30 i 15
store

(204 7 China Yearbook, National Bureaw of Statistics of China)

Major Hypermarkets and Supermarkets

Foreign chains such as Wal -Mart, Carrefour, snd Metro are facing keen competition from | eading
domestic chains like China Resources Vanguard snd Y onghui (4 %), These retail ars are




transitioning from old to new neighborhoods. Cld faalities are bang dosed, and facilities are being
built in newly establi shed suburban areas. However, the number of stores has remained nearly the
same over the past vear. Nearly all hvperm arkets and sipermarket s sell im ported food products. In
X016, the leading retaslers sdlling consum er pack aged produdsindude China Resources Vanguard,
RT-Mart (580 % ), Wal-Mart, Lianhua (& 1) , Carrefour, Yonghui { 4 %), Bubugao (£ 45 ),
Wumart (13 ), Metro, and AEON China. High-end chains include Ole”, BLT, Sam’s Club, Bravo,
and BHG,

China Resonrces Vanguard (http: woww, orvanguard com cn): Was first established in 1994 in
Hong K ong and created the brand “CR-Vanguard” in 2003. In 2014, China R esources ¥V anguard
acquired Tesco China. A fter vears of mergers and acquis tions, China Resources Vanguard now has

over 5,000 outl ets under multiple brandsinduding Vonguard, Signo, The, e Legon Expre s,
Vango, BLT, Vaoila!, Lenonardo, etc. In 2015, China Resources Vanguard launched its online
hitp: /www.ew) .com platform as well asa aross-border shopping expenment called £ Zome.,

Ne' & BLT: Currently there are over 65 Ode” and BLT stores in China targeting high-end
consumers in firs- and second-tier cities. Ole” ks a popular retailer amon g foreign nationals, because
of the | arge sal es floor and full range of foreign brands and calegories.

RT-Mart { X 3%): RT-Mart has 368 hypermark ets in mainl snd China. This retail chan {on ginated
from Taiwan ) opened its first store in Shangha in 1998, In 201 1, RT-Mart joned hands with
Auchan and later re-organi 2ed a new compan vy named Goovin Retail, which was listed in the Hong
Kong stock exchange. Unlike other retmlers, 68% of RT-Mari and Audhan are in third- and fourth-
tier aties. Only 9 percent of stores are located in first-tier cities, In 2014, RT-Mart lunched its
“Feiniu” online platform and recently started its “Feiniu global soureing” project aimed at

internati onal food and beverages  The company also purchased FieldsChina.com in 2015,

Wal-Mart China: W a-Mart entered into Shenzhen, China m 1996 and now owns 439 storesin 189
aties throughout the country. In 2015, Wal-M art opened nine distnbution centers for dry goods and
11 for fresh and frozen products. Wal-Mart’s main retail formats include Wal-Mart Supercenters
and Sam’s Club membership stores. After its acquisition of Yihaodian.com in July 20015, Wal-M art
laanched its mobile shopping application which provides home delivery service in the Shen zhen
area. In June 2016, Walmart and JD.com {China s largest e-comm erce company by revenue)
mnounced a strategic alliance to better serve consumers across China.

Sam ‘s Club (http www . samsdub.on ) There are 13 Sam"s Clubs in China mosdy in firsi-tier citi es
and other aties with high disposable incomes (e.g., Dalian asnd Hangzhou ). Sam s Club targets
high-end consumers. The first Sam’s Club in Shenzhen has the highest sales of all Sam’s Clubs
ghobally. Sam’s Club openead its onling service in 2010 providing home delivery in first-ier aties

Lianhua (FE#9: There are 4,325 Limhua storesin various retail formats, mainly located in the
cast. In 2016, sdes revenues were 3230 million. Li snhua had a consecutive drop in sdes and
negative profits since 2016, In 2013, Lianhua opened its onling platform “Lianhua Yigou™,
providing home ddivery manly in Shangha area

Camrefour (http:www carrefour,on | The second largest intemational retailer from France opened
&



ils first store in China 20 years ago. Currently Carrefour has 319 stores, located in 73 aties

Yonghui ) (hittp: Swww vonghui_com.on | Yonghui owns 580 superm arkets in 150 aties,
mostly in Fujian, Zhgiang, hangsu, Sichuan, Shan ghai, Guizhou, Chongging, Henan, Shanxi,
Hebai, Beying and Tianjin, In 2014, Yonghui set up its first “YH Wei store”™, providing home
delivery in Fuzhou. In 2015, JD.com invested $660 million to acquire 10 percent of Yonghui's
sodk.

Brave YH: Bravo YH is Yonghui's high-end retail store selling imported fresh fruit, frozen beef and
live seafood (e.g., lobster and clams). There are 60 Bravo YH soresthroughout China

Bubugao (2558): Bubugao has 420 retail outletsin Hunan, Guangxi, iangi, and Sichuan. In
2008, this chain became a publi dy-lisied company in the Shenzhen Secunty Exchange. In 2013,
Bubugao officially liunched its online platform “Yunhou™ selling im ported foods.

Wu-Mart (##38: Established in 1994, Wu-Mart has over 500 storesin Bajing, Tianjin, Hebe,
Mingxia, and Zheiang. Wu-Mart has van ousretal formats induding hypermarkets, supermarkets,
convenience stores, and department sores. It targets middle- to lower-end consumers. Wu-M art
began using electric labeling in its 48 Eastern China outletsin 2017, This will help Wu-Mart

syne hronize its online and oftline databases_ Inspired by Amazon’s Go, Wu-Mart c reated “Free
Buy” for all its 148 stores in Bejing. Customenrs can scan the product’s bar code in these stones, and
then chedk out viathar smart phones. Thi s allows them to simply walk out without lining up to
check out.

Metro: Metro entered Chinain 1996 as a multi-channd retailer. Metro now operates over 80 sores
throughout China with its headquarters in Shanghai, Metro’s tar get consumers are small and
medium restaurants and’ or indivi dual conmim ers with medium to high income, Half of the Metro
stores are in the east, including Shangha, hangsu, and Zheiang,

Beijing BHG: is the leading imported food supermarket targeting upper-middl e level Chinese
customers. The mnpmg' offers a wide range of international products, with around e ght percent
from the United States. BH G completed an Equt:..' ressructuning in June 2017. Post restructuning, 15
BHG outl ets were separated from the Eajing BHG as a spate entity and managed by an individual
company.

fro-Yokado: A mmor Japanese retaler entered the Chinese market in 1997 and has achieved good
results from its policy of putting down local roots Bo-Yokado's China headquarters is located in
Chengdu, and now has atota of ax gores in Chengdu snd one in d ose by Meishan. In the past, llo-
Yokado has earned a good reputation by consum ers for its stn ot m magement salls and food quality
control .

Happy Family Group { S0 : Hoppy Family Group is headquartered in Shenyang, md is
the largest pnvatelyv-owned retmler chain in Northeast China. Happy Family Group operates over
30 shopping malls in Northead China. Happy Family Group's retail sales revenue reached 52
ballion in 2015, and has plans to expand its operat onsinto Inner Mongolia, Hebal, and Bajing, In
2015, Happy Family openad its first dedicated imported goods store in Shenyang (called “0K™)
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with alarge area dedicated to fresh and processed food.

Convenience and Specialty Stores

Owerall, China’s convenience retail sector continues o grow (Table &), Convenience stores and
community stores can be found in public transportation centers (e. g, subway stations, airports, and
train stati ons), shopping centers, and other high pedestn an trafic areas. Mearly every housing
community in the major cities has at | east one convenience store. Convenience store retal space
vanesin 22, but averages 50 to 150 square meters. These stores target voung urban consum ers,
mosi] v students, whi te collar workers, and tounsts. Target custom ers are typically aged from |6 to
40 and lead a busy h festyle.

Table & Convemence Stores by 2016 SdesHank

Sales | Store Name Cor por atlon Mumber of Growth
Rank Stores in Rate
ms

fuSmie [PooChma | T.000]  300%]

I el i e

— o[Sua  (ZhgmeShm | 136 T

10| Tang ln Tawan Tang hu Group 1,420

(2017 China Yearbook, National Bureau of Statistics of China)

Speaalty retal markels appeal to affluent consumers in China The stores are located ins de
dovntown commerdaal buil dngs, dose to high-end shopping centers, or within wealthy residential
communities. The number of speaalty supermarkets and bouti que stores has increased over the past
three years. Consumers in this space value high quality products that are availabl e for purchase in
stress free environments. Convenience stores in China can be crowded and unkempt. Spedalty
stores could be considered high-end equival ents to convenience stores.

7-Eleven: There are over 1000 outlets nati onwi de provading 24-hour service. An average 7-Heven

outlet is 80 square m efers and features snacks, wine and liquor, dnnks, o garettes, hot and cold
delicatessen food item s, and non-food items such as small tovs and magazines.
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Comer's Deli { @F—A8): This chain has 12 outl ets in Guangdong and Hainan featuring a wide
range of imported food items. Examples include U5, dheese, condim ents, breakfast cereal and
packaged product s such as dn ed fruits, snacks, and nuts are widdy avalable.

Jenny Low’s: A major spea alty imported food chain in Bajing targets expatn ates, upper-middle

incom e Chinese consumers, and others who have lived abroad In 201 1, the company split into two

separate com panies, Jenny Lou’s and Jenny's Store, Jenny Lou’s operates in upscal e communities,

ﬁﬂmeﬂesa' dipl omatic compounds and missions. Half of the products sold in this chain are from the
mit tates.

Pagoda ( EAEED: This rapi dy growing specalty fresh fruit retail chain now operates over 1,500
outlets. With the head office in Shenzhen, P agoda recentlv opened severad new storesin Bajing
and Shanghai. Seasonal 1.5, imported fruits such astable grapes, chemies, appl es, pears, and airus
are often displayed on their shdves

City Super: City Super is an upsca e retal er growing in popul anity. & operates three large sores in
Shanghai’s premium malls. City Super is known for offering a wide variety of imported food
products. The chain is adive in sourcing gourmel products that appeal Lo niche markets. For
example, City Super was the firg retaler in Shangha to offer U.S. beefin 2017 after the market re-

opened.

City Shop: City Shop has 13 outletsin Shangha. Edablished over 20 vears ago, City Shop has
devel oped a loyal customer base wath local medium- to high-end Chinese consum ers and
expatniates. The retal er was recently bought by Fruit Day. Fruit Day is an online retailer who would
like to establish itself as an online-to-offline retailer, and compete wath Alibaba and JD.com.

Dili Fresh {F#EM: Dili Fresh was established in August 2016 in Shenvang. Dili Fresh has
about 80 outletsin Shenyang and over 300 in China. [Nl Fresh sells vegetables, fruits, seafood,
meat, nuts, and snacks Some of its stores d 50 sl nce, flour and cooking oil. Dili Fresh works
with local farmers to provi de fresh items at competitive prices. Stores are located adj acent to
residential communiti es. Within two vears, Dili Fresh plans to expand to 500 outl ets in Shenvang,

E-commerce

E-commerce sales continue to grow in China. E-commerce accounts for over 15%s of tota retal
sales, which translates to about $750 billion in sal es. ndustry ing ders esimate 10 to 30 percent of
retail food and dnnk imports are sold through e-commerce channels in China. Almost all maor
online retailers such as Amazon, JD, Tmall, Wom al and YHD sdl food and beverages Other niche
retmilers torget fresh fmut, imported wane and spants, cakes, and tree nuts Cross-border e-comm erce
15 m em erging sub-sector, although regulations and impont tax poliaes are different (i.¢., more
complex ) than domestic produd e-commerce channds, For more inform alion aboul Chinese
government aross-border e-commerce policy changes, please sec the Global Agn cultural

Information Netw ork report. In 2016, e-commerce grew significantly in second-tier aties such as
Manjing, Wuhan, Suzhou and Xi'an, Major e-commerce ref ail ers see these second-tier markets as
kev future growth markets.

E-commerce growth has begun to slow after the dramatic expansion from 2006 to 2016, Maor e
11
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Afibaba’s HeMa Fresh: Alibabn is the largest business-to-consum er (B 2C) online retal er in China.
Alibaba has several plat forms that provide opportuniti es for American food companies to export
~r=fuds. The platforms indude To= =2, T=! Tlobal, and 1688, Alibaba re - =ra=ded thar
ae-to-offlin . .i. HeMa Fr

: < In Shangt . orim . wfigha that :
hundreds of stores in the next three vears HeMa Fresh offers one hour quick delivery within a three
kilom elers radius of its stores. Similar to conventional retal shops, Hevla Fresh offers fresh fruit,
vegetables, meats, seafood, and dery as wdl as shelf-sable prepackaged products. In 2017, Alibaba
mnounced it would take a $2.9 billion stake in leading food retmler Sun Art Ketail Group. Sun Ant
Retml Group operates 400 hyperm arket s under the Auchan and RT-Mart brands. This investment
will help Alibaba expand its offline business.

its Fresh Products Departm ent in 2016 to hel p them strengthen its abality to source im ported fresh
produds. JD also sagned a $1.2 hillion purchase agreement for 1.5 beef md pork dunng Pres dent
Trump's visit to China in November 2017

-I1I 1200.cn accounts for less than one percent of market share in China’s e-commerce
sector, however, it 1strving to expand its business. Amazon.on launched its flagship store on

IMall .com in 2015 focusing on directly sourcing products from overseas. Based on its o obal
supply chan, and % large operation centers in the world, Chinese customers can order products via
Amazon's websie in the United States, Germany, Spain, France, UK, and Ialy. Amazonen
lmnched its pnme membersu p program in Clinain 2006 to lure more Clinese customers,

Nedease Naola: Netease Kaolais aleading cross-border e-commer ce platform headquartered in
Hangzhou. K aola can provide a one-stop service to ovarsess suppliers such as logisti cs, cus oms
dearance, bonded warch ouse dorage, and cusdomer service. Most popular items on Kaola indude
mother and infant care, nutn tional supplem ents, cosmetics, and fashi on apparel.




Tiangow.com: W as founded by the Dashang Group in 2014, Dashang Group is headquartered in
Dialian, and operates stores in 17 proviness, It is the largest retailer in Northeast China. Tiangou’s -
comm erce plat form optimized for mobile (smartphone) use.

Xinglongdaywan.com: W as founded by Happy Family Group in 2016, Happy Family Group
operates over 30 shopping malls in Northeast China. Xinglongdayuan's e-comm erce plat form is
aso optimized for mobile use. It focuses on providing catening, entertainment services, and grocery
service to itsmembers In 2018, the com pany i1s planning to expand to more grocery shopping,

Recommendations for U.S. Food Exporters

Opportunities and Challenges

The China market offers m vy opportunities for U8 exporters, however for all the opportunities
there are also challenges to consider, These opportunities and chall enges have been explaned in
detail in the preceding secti ons For convemience, they are al so summanzed bel ow:

Opportunities: Challenges:

U.5 Food Products with a Strong Presence

The Umited States is one of the largest consum er-on ented food product exporters to China. A wade
range of U.S. products are available in China’s rewil markets. Examples of U S. snack brands that
have been successfull y introduced to Chinese consumers include: Coca-Cola, Mars, Lays, Kettle
Potato Chips, SunMal d, Soyder's, Pepperidee Farm, Wonderful, and Blue Diamond. Popular U _S.
producs with a srong presence in the market indude tree nuts and dried fruit (prunes, rmsins),
seafood (especialy live seafood, including lobster, arab and geoduck ), pork, beef, vegetables
{espea ally sweel corn and baby carrol ), infant formul a, dary products {cheese and butter), baking
ingredi ents and bread bases, cereals, fresh fruil (oranges, apples, and espeaally ch amies), pramium
ice cream, and wines and sunts.
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Market Entry Recommendations

Chinais comprised of overlapping markets differentiated by geography, culture, cuisne,
demographics, dialects, and economics Though there is no sngle formula for success in China,
exporters mus identify and follow a solid market entry strafegy, China’s retil business

environm ent 15 evolving quickly, and thus a market entry strategy shoul d be targeted vet adaptable.
Exporters should be prepared to invest resources, and to encounter difficulties. If an exporter is
commitied to adapting to many challenges, China offers great opporfunities,

The following are market entry steps for U S. food exporters. While the suggestions are relativel y

sraight forward, in our expenence some ex porters have failed to consider these key steps. They are

presented here your benefit:
» Conduct talored market research for vour spea fic product.

Hesearch and understand the bas ¢ Chinese import regulations and certi fications.

If possible, identify Chineseloca pariners; deade on stralegic plans.

Attend food trade shows and'or exhibit your products at a trade show.

Adapt vour products to the particular m arket.

Identi fy your productis) likel v disnbub on channel {e.g., online, offline, direct-to-consumer,

ete.)

Prepare your exporting documents, utilize local partnersto confirm documentation.

o Attend USDA Agricultural Trade Office marketing activities, snd’or partiapate in U.S.
agnicultural trade group seminars and trade missions.

o Investin market promoti ons that are regul arly launched by U.S. agricultural trade groups
(1., Cooperators ).

o« Research the market from afar; consider investigating Chinese soaal media to enhance your
product(s) aw mreness

We encourage 115, food exporters to approach Cooperators, local agricultural trade promotion
offices, and g ate and regional trade groups to leam about promotion and partnership opportunities.
115, food exporters may also approach the five USDA ATOs in Bajng, Shanghai, Guangzhou,
Shenvang, and Chengdu for information on the local retal market, However, be aware that while
these organi mtions mav provide vour business with recomm endati ons, distnibutor lists, activities,
and other advice, they are not well suited (and many tim es unable ) to provide you with a
comprehensive exporting busmess plan.

China Regional Market Profiles

South China: ATO Guangzhou

AT O Guangzhou's South China region includes the provinces of Guangdonge, Fujian, Hunan,
CGoangxi sd Hanan. This areahasa population of 274 million, an estimal ed per capita GDP of
88,500, and accounts for roughly 32 percent of China's consumer oriented food and beverage
imports (according to Clhinese Cudoms data). As the pnmary manufaciunn g hub, this rdatively
affluent region has a dynamic economy. It hastwo firg-tier aties (Guangzhou and Shen #hen) and
several rapidly expanding second- and third-ti er aty markets (e.g. Dongguan, Zhuhai, Xiamen,
dc. ) Travel imes to other major internati onal trading hubs are diminishing with i gh-speed rail
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9. 7percent from the previous vear. Key markets in the province indude the aties of Hakou and
Sanya.

North China: AT OBeijing

The North China region consists of Heba, Henan, Gansa, Shandong, Shanxi, Shannxi, and Cingha
Provinces, Bajing and Tianjin Municipaliti es, and NMingxia, lnner Mongolia and Xinjiang
Autonomous Regions, The total population in the region is over 490 million, It accounts for 34% of
China’s population. The major sea ports in North China region are Tianjin and Qingdao,

Frovince Breakd own

Eeljing

The key internah onal hypermarket operators such as, Carrefour, Wa-Mart, lusco, lto-Yokado, RT-
Mart and Metro, are all established in Beijing. Beijing's retail market is near saturation, and it is
increasingly di flicult to find downtown store locations given nsing property and rental pn ces. Retail
industry growth has slowed a ong with the Chinese economy. For example, BHG d osed two outlets,
Wu-Mart closed its first membership store, and Charter dosed its one supermarket in 2016, Beijing
is one of the most dynamic cities for e-commerce, contnibuting 20 percent of retail consum er good
sales. The headquarters of JD.com, Amazon.cn, nd W oma .com are based in Eeijing. Alibaba
Group opened its fird offline sore HeMa Fresh in Bajing in 2017, 1D .com, Chunbo.com, and Miss
Fresh offer two-hour express ddivery in downtown areas

Qingdao

Cingdao is akey second-tier aty market in North China with per capita di sposabl ¢ income of
$6,547 and consumer goods sal es exceeding $60 billion. Consumers have shifted from traditional
wet markets to superm arkets because of inoreasin g di pposabl e income and a growing preference for
convenience, Most retallers have outletslocated in the downtown area. Local and multinati onal
retailer competition is expeded to intensafy as (ingdao-based Liqun Group and Hisense expand and
defend thar market share. High-end superm arkets operated by Hisense Plaza and CRV offer a wide
selection of imported products. Given the geographical advantages of importing foods from into this
port aty, K orean and ese products are very popular in Cangdao. Qingdao’s market is much
more receptive to new food products compared to inland aties.

Tian|in
Tianjin i s another important second-tier city market. In 201 6, per capita GDP in Tianjin reached
$17.400. High-end supermarkets in upscal e departm ent stores and e-commerce plat forms are the
mu or sources for consumers to purchase imported foods. Anti-South K orean sentim ent has
decreased sales of imported food from South Korea. In 2015, bonded supermarkets have begun to
appear ance the Chinese central government dedared Tianjin as the eighth cross-border e-
commerce pilot aty. Customers con purchase international goodsin these stores at competitive
prices snce the goods are taxed at the lower cross-border rate.

Lhengzhou

This second-tier city has developed rapid v as a maj or inl and comm era al and transportation hub,
Multinational retail ers such as Carrefour, Wal-Mart, Metro and RT-Mart have all established outlets
in the aty. The dom estic retailer, Hua Run (V anguard), has been expanding in the city since sefting
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up a regional headquarters in Xi‘an. The majonty of imported food product s camed by retalers are
from K orea and Southeast Asia. Group purchasing isthe prim ary dhannd to sell imported food
produds. Zhengzhou is dso a key distnbution center for imported foods to inland third-tier aties
given its conveni ent transportation links Zhengzhou 15 a coss-border e-commerce pil of aty with a
leading 43 percent share of aossborder busaness In 2016, cros-border e-comm erce trade was
nearly 31 billion, a 63 percent increase from the previous year.

Xi'an

Xi'an is the capiml of Shaanxi Province, and the aty is considered the gateway to northwestern
China. Owver the last five years the retall secior has eluped rapidly ‘Mﬂ'l China Resources
Vanguard (CRV ) dominating the region with 43 stores. To compete with other retalers and build a
unique image, CRV runs one ELT {upper-middle level) and two Ole (high-end) superm arkets in
Xi'an. The Yong Hul supermarket chain entered Xi'an in 2013, It operates nine stores, and has
becom e a strong competitor for CRV. Metro operatestwo storesin the aty and is the top destination
for HR 1 operators snd upper-middl e income consum ers o source wine, m eat, flav onngs, and
cooking equipment.

East China: ATO Shanghai

East Chinais wdl known for its refal sector, and 15 a nabi onal leader in e-commerce, convenience
store outl ets, spea dtv s ores, mipermarkets, and wholesale markets. The East China region (as
covered by AT O Shanghai) includes one muniapality and five provinces along the Yangtae River
(Shangha, Jiangsu Province, Zhejian g Province, Anhui Province, Jiangxi Province and Huba
Provinee). As China’s business center, com panies have invested in the region’s food distribution
and food storage capabiliiesto supplyits 323 milli on people,

Shan ghal

Hangm's refail sector has become increasingly saturated. It is home to many supermarkets,
hypermarkets, speaalty sores, and convenience stores headguarters. Supermarkets rem ain the
dominant retail formar. According o CBNweskly's 2016 China Import Food Report, m gor
imported food producisindude siacks, dairy products, beverages, health food supplem ents,
condim ents, and coffee'tea. Tradiional markets, such as wet markeis, grocery dores and fruit
booths, hove a wade presence in Shangha but are losang thar dominance. The low food safety
sandards assoaated with such retmlers have resulted in the market shifting to online smd'or high-
nd offline retal ers, espea dly for the yvounger generation. In 2013, the Chinese government
established the Shanghai Pilot Free Trade Zone (FTZ). This designati on led to key governm ent
reforms and pnvate busi nessinnovation in investment, foragn trade, finance, and the legal
framework necessary to condud trade within the FTZ.

Beyvond Shanghal

The immediate area surrounding Shanghai (the Yangtze River Ddta)is filled with m any rel ativel y
smaler cties dedicated to industrial production and commerce. Here retal development is already
well advanced. Suzhou and Hangzhou are home to Camrefour, other hyperm arkets, and many
convenience stores. Hypermarketsin thisregion tend to source imports through Shangha.
Distributors can source imported products at com petitive prices through the region’s estblished
distribution channels and Shanghai's experienced food imporers. The superm arket sector is
dominated by Century Lianhua, Hualian, and RT-Mart.
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Lhejlang

Hangzhou, in Zhegiang Province, has become China’s e-commerce capital. Alibaba Group is based
in Hangzhou, and the leading e-commerce giant has had a big im pact on local consumers
According to the Nationa Bureau of Statistcs over half of consum able goods purchases are m ade
on online in Hangzhou. Popular imported products are dairy, nuts, fruits and wine, U 5. fruits have
the hi ghest market growth potenti d in this area. Foreign hypermarketsin Hangzhou incdude Wal-
Mart, Sam's Club, RT-Mart, M etro, Carmrefour and Auchan. Foragn convenience stores have
devel oped rapi dly in Hangzhou, ind uding Family Mart, W atsons, C-Store, Lawson and Mannings
Dom estic h}'pumaltels and local brand supermarkets include G-Super, Century Mart, Lianhua,
Yinta Choice, Wu Mart, V anguard, and Humdelon g,

Jlan gsu

Manjing, the capital of Jisngsu Province, is known for its famous university sd rich history. The
retall market and im ported product consumption has increased subﬂmudlv but are not as
advanced as Shangha, Hangrhou, or Suzhou. Nanjing 15hom e to Suguo, a retal mant that holds
meore than 50 percent of the city’s market. Other major retailers inelude Metro, Gold Eagle, and
Carrefour. The Suning Group is headquartered in Nanjing and is one of the largest non-governm ent
retatlersin China. Its e-comm arce plat form, Suning.com ranks among the top three Chinese

bus ness-to-consumer companies, In 2017, Suning Group launched “BIU™, an automated (no

empl oyees) store in Shangha,

Suzhou is a prefecture level aty in liangsu, It i1s the second largest indusinal aty in East China, and
the second largest city in the Yangze River Delta. Suzhou's retail market is steadily growing. The
aty has a privatel v-owned cold chain system wath temperature-controll ed warehouses and delivery
trucks. Metro established itsel fin Suzhou as the destnation for one-stop shopping. It now has
130,000 members. To further stimul ale economi ¢ growth, the aty invested in infrastructure
induding high-speed rail where one can reach Shangha in one hour.

Hubel

Wuhan, in Hubei Province, has a reasonably well -devel oped retml secior. Foreign retmlersindude
Metro, Carvefour, snd Wal-Mart, aswell as the domestic Wushang Lisngfan. The city seems
recephive to U5, food products, wath the roped increase of superm arkets, hypermarkets, mnd
convenience stores. It al so has more than 40,000 rest aurants and a reasonably developed retal
sector, although the aty and the surrounding region are still dominated by st e-owned retml ers

Jlamgxi

Wal-Mart's remarkable success in Nanchang, the capital of Jiangxi Province, provi des a good case
study for retail in China’s inner cities. Nanchan g is not generall v regarded as a leading retal market
because the city™s development is far behind tier-one aties. As the surrounding citi es prominence
spreads, consumers are becoming more familiar with new retail offerings. In 2017, the first Sam’s
Club in Jiangxi Province was opened.

Southwest China: ATO Chengdu
The Southwest region consists of Sichuan, Yunnan, and Gui Zhou Provinces, the Chongging
Municipality, and the Tibet Auonomous Reglon. Soutliwest China’s major urban centers are

1§



o
N
i .

'

1 oars gl al
= -




foods and beverages. The provinaal capetal, Guivang, offers the greatest opportunity. Xingli
department sore and Olé dominate the im ported food market. Opportunities in Guizhous third- and
fourth-tier ahies are very limited. The best prospects woul d likely be in Zunya, through major
retailers Vanguard and Xinghi,

Tihet Autonomons K eglon (Tibet)

Tibet is often referred w as the “Roof of the World”. Tibet is China s most remote and smal lest
retaill market for imported products It has only 890,000 urban resdents, and any imported foods
and beverages destined for Tibet flow through the Chengdu distnbution channd.

Northeast China: ATO Shenyang

Mortheast China, called Ponghei in Chinese, includes the three provinees of Liaoning, Jilin and
Heilongjiang. The three provincial capitals are Shenyang, Chan gehun and Harbin, Each provinaal
capital is home to seven to 10 million residents. Dongbei is home to 110 million ¢ md has 30
more ciies with populabions of over one million. Northeast China has a land area of 780,000 square
kilom eters and is roughly the 8 2 of Pakigan. The port aty of Dalian is the wealthi est aty in
Mortheast China In 2006, it had six million peopl ¢ md per copitaincom e of over $14,000.

Moriheast China®s GDP overview

Frovince GDF (Blllon U5, Dollars) Fer Caplia GDF (U.5
[ ollar s)
2015 2016 Growth 2016
Lisoning 365 356 .25% 7,614
Jilin 29 247 3.5 5,076
Hellon gjlan g 242 47 20% 6,062
TOTAL CER] 45 TE% 7,008

In Mortheast Clhuna, independent department sores used to be the may or retal channel for most
ilems induding appard, footwear, and snack foods Today, modern shopping m all s have repl aced
them, and dominate the retal market by offering more food and drink dhotces such as high-end and
fast food restaurants, pubs, movie theaters, and K aracke bars, Many mag or multinational retalers
have set up dores in Northeast China, induding W al -Mart, Carrefour and Metro. Carrefour was the
first to establish operationsin Mortheast Chinain 1999, China Resources (45 ) isa leading
domestic congl omerate; it also set up more supermarketsin Nothesst China, Tawan-based BT
Mart has d 5o become amajor player and has opened 34 stores in major and second-hier aties

Convenience stores are becoming more prominent in Northeast China, and provide d oser access to
wustomers, | onger business hours, and speaal value-added services such as door-to-door food

deli very and m obile phone bill pmvm ent. ATO Shenvang notes that conveni ence stores are now
slling noreasing am ounts of western style sweet and saltv snack item s Convenience s ores in this
region focus on selling alcoholic and non-alcoholic beverages, sweets, snack items, and dairy
produds.
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la Lou Rd., Bajing, China,

el (86-10) 853 13600
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Agnicultural Trade Office,
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S. Embassy, Bajing, No. 55 An
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100600

ax: (86-10) 8531-3974
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Agnicultural Trade Office,
[Shangha

S Consulate General Shanghai,
mghm Centre, Suite 331, 1376

el: (86-21) 6279-8622
Fax: (86-21) 62798336

mjing West R oad, Shanghm, A TOShanghsEasusda gov
ing, 200040 AW S 1115 Codm
Agncultural Trade Office, 3 Hua liv Road, Zhujiang New el: (86-20) 38 |4-5000
({Cuan gzhou own Tianhe District Guangzhou, [Fax: 3814-5310
ina, 510623 A TOCmang hou @@Hfas usda, gov
_ _ _ _ W
Agncultural Trade Office, uite 1222, Western Tower No. 19, [Tel: (8628 )85 26-8668
(Chengdu h Section Renminnan Road, Fax: (86-28)8526-8118
engdu, China, 610041 A TOChengduifas. usda.gov
o ww usdachina com
Agncultural Trade Office, el: (B6-24)23 18- 1380 23 18-
[Shenvang a.167 l:}ng Mian sireet, Shenhe [1338

istrict Shenvang, Lisoning ChinaFax: (86-24)23 18-1332
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brww  usdachina com
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