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Executive summary

This is the third year Bain & Company has partnered with Kantar Worldpanel to study the shopping behaviors
of 40,000 Chinese households. Our unconventional approach equipped research participants with barcode
scanners to track what they purchased, as opposed to what they said they had purchased.

Our China Shopper Report 2014, Vol. 2 confirms the findings of prior reports, while shedding new light on key
behavior patterns at a time when China’s consumer markets are rapidly changing. We studied 106 fast-moving
consumer goods (FMCG) categories and analyzed in more detail the same 26 categories as in previous years
spanning the four largest consumer goods sectors—personal care, home care, beverage and packaged food—
that account for more than 80% of China’s FMCG market in value.'

These 26 categories are:
«  Packaged food: Biscuits, chocolate, instant noodles, candy, chewing gum and infant formula
- Beverage: Milk, yogurt, juice, beer, ready-to-drink (RTD) tea, carbonated soft drink (CSD) and bottled water

«  Personal care: Skin care, shampoo, personal wash, toothpaste, color cosmetics, hair conditioner, baby diapers
and toothbrushes

«  Home care: Toilet tissue, fabric detergent, facial tissue, kitchen cleaner and fabric softener

Our approach helped us gain valuable insights into how shoppers make purchases in these 26 important consumer
goods categories and develop strategies for marketers to successfully win Chinese shoppers.

To date, and including this report, we have published eight shopper study reports: Four volumes in 2012 (“What
Chinese shoppers really do but will never tell you”), two in 2013 (“Growing brands by understanding what Chinese
shoppers really do”), and two in 2014 (“Chinese shoppers: Evolving behaviors in a challenging environment”).

Stability in shopper behaviors from 2011 to 2013

For the third year, we carried out identical analysis of the same 26 categories. On balance, shoppers demonstrated
the same behaviors across these 26 categories and shopper trends remained consistent over the last three years,
even as growth in China’s FMCG market continued to slow, while digital was developing rapidly.

Purchase frequency, the number of purchases per household per year, was similar by category for each of the three
years, remaining low overall. The position of categories along the repertoire-loyalist continuum was also similar.

Penetration continued to be the key indicator of market share, ahead of purchase frequency and repurchase rate.

Overall shopper behavior remained stable over the past three years; not surprisingly, however, some category
leaders failed to sustain their position and lost it to others.

1 The patterns of behavior we observed are consistent with the theories developed by Professor Andrew Ehrenberg in the late 1950s, and have been demonstrated to hold true in a broad
variety of categories and markets. These patterns are currently being further studied and refined by the Ehrenberg-Bass Institute.
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Generally, brand rankings changed dramatically among the top 10 brands in most categories. There were winners
and losers. The winners adapted themselves to actual shopper behaviors, rather than try to change those behaviors.

Three things winners do right

As our 2014, Vol.1 report revealed, the China FMCG market is evolving rapidly. We've entered an era in which
brand growth will come mainly from share gain. In order to achieve consistent growth, brands need to do three
things right:

1. Obsess over actual behaviors. Overall, Chinese shoppers demonstrate very low engagement with brands
for most of the categories we studied. The average purchase frequency for the top brands among the 26
categories is less than one purchase every four months—a very low purchase rate. Yet low-frequency shoppers
represent a significant percentage of each brand’s shopper base and contribute a significant share of its
revenues. The shopper base for all brands remains a “leaky bucket,” as we found that the majority of shoppers
left the brands we studied after two years. The percentage of shoppers who leave is lower in loyalty categories,
such as milk, but the leaky bucket pattern exists there as well. In order to compensate for losses, brands
need to recruit shoppers continuously, which requires a deep understanding of actual behaviors rather
than professed behaviors.

2. Clearly define the battlefield. Competition between brands is much broader and more complex than generally
thought. To better understand which brands compete most closely with each other, brands need to define
their battlefields clearly based on actual purchase overlaps across brands and categories. Narrowly defined
segmentations mask the true nature of competitive dynamics among brands.

3. Focus on penetration. Consistent with earlier reports, gaining penetration is the key way that brands gain mar-
ket share. The steady approach for brands to earn penetration requires continuous investment in three key as-
sets: building on existing memory structure to get more shoppers to think about a particular brand as they
shop, simplifying and rationalizing product portfolios to focus on critical “hero” SKUs that have the high-
est potential to win with shoppers, and perfecting in-store activation at the point of sale to ensure superior
visibility and distinctiveness and make the shopper’s decision to purchase your brand easy.

The steady approach for brands to earn penetration requires confinuous investment in
three key assets: building on existing memory structure to get more shoppers fo think
about a particular brand as they shop, simplifying and rationalizing product port-
folios to focus on crifical "hero” SKUs that have the highest potential to win with
shoppers, and perfecting in-store activation at the point of sale to ensure superior
visibility and distinctiveness and make the shopper’s decision to purchase your
brand easy.
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Three brand growth success stories
The following stories illustrate the success of brands that build upon the three key brand assets:

Success Story #1: Jia Duo Bao (JDB). JDB, a popular ready-to-drink (RTD) herbal tea brand in China, has enjoyed
considerable success by capitalizing on the memory structure consumers have for its red-can package. Prior to
2012, JDB produced and distributed red-can products under the WangLao]i (WL]) brand. Following the termina-
tion of their agreement, JDB launched its own red-can brand, focusing almost exclusively on the red-can SKUs
and advertising heavily with substantial in-store investments.

By effectively building on consumers’ red-can memory structure, JDB sales grew 13% per year from 2011 to 2013
and further strengthened its leadership position with 25% market share. Benefiting from the red can memory
structure built by JDB’s heavy advertising campaign, WL]’s annual sales growth reached 60% from 2011 to 2013,
mostly driven by its red-can SKUs launched in 2012.

Success Story #2: YunNanBaiYao (YNBY). Chinese brand YNBY used to be a famous traditional medicine brand,
established in 1971. It was well-known for its anti-inflammatory benefits and ability to reduce bleeding. Since 2004,
it has successfully transferred its established memory structure from traditional medicine to oral care. In doing
so, it achieved success with a toothpaste that offered the same benefits as its medicine. Supported by smart in-
vestment in advertising and in-store visibility, YNBY gained market share over the last three years to reach 10.9%
share value in 2013. Sales have grown 30% per year in the last two years, with a gain in market share of 2.6%.

Success Story #3: Master Kong. Master Kong has built a clear and distinctive logo that exudes reliability and
professionalism. The Master Kong logo, which was launched in 1992 when the company first introduced its
instant noodles, features the image of a professional chef.

Master Kong has successfully built on the reliable, professional memory structure of its well-known logo to not
only increase penetration and market share in instant noodles, but to expand into beverages and biscuits.

The company increased its advertising budget 65% between 2011 and 2013 and invested heavily in in-store assets,
reaching a 56% market share in noodles in 2013. Total sales have grown 12% per year in the last two years and
the company has gained 3.5% market share.
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Full report

Stability in shopper behaviors from 2011 to 2013

Before we get into the main insights of this report, it is critical to remind ourselves of the key takeaways from the
2014, Vol. 1 report, published in July 2014: The FMCG market is evolving quickly; the overall market continues
to decelerate across all sectors—packaged food, beverage, personal care and home care—and all city tiers; chan-
nel dynamics changed substantially with more challenges in offline channels, while online is booming; fierce
competition from Chinese companies is intensifying.

Although the market environment continues to evolve, shopper behaviors from 2011
to 2013 have remained consistent and stable across the board. Overall, purchase
frequency remained unchanged and at a low level across all of the 26 categories.

Although the market environment continues to evolve, shopper behaviors from 2011 to 2013 have remained con-
sistent and stable across the board. Overall, purchase frequency remained unchanged and at a low level across
all of the 26 categories (<ee Flgure / ). The average purchase frequency rarely exceeded one purchase per month

;@MC /: Overall, category purchase frequency remained the same over the past three years

Category purchase frequency (2011-13)

15 14.7

13.7

12.3
12 11.4

Yogurt Infant Baby Juice Skin Tooth- Toilet Beer | Personal | Chewing | Shampoo | Tooth- Fabric
formula | diapers care paste tissue wash gum brush | softener
Biscuits Milk Instant Fabric Facial RTD CSD Boftled  Candy Chocolate Kitchen Hair Color
noodles defergent  tissue tea water cleaner conditioner cosmetics
— 2011 —2012 [0 2013

Notes: Data for infant formula and baby diapers is based on Kantar Worldpanel Baby and does not include 2011 data; CSD is carbonated soft drink; RTD tea is ready-to-drink tea
Sources: Kantar Worldpanel; Bain analysis
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?@M@ 2 : The position of categories across the repertoire-loyalist continuum also remained similar

Slope of number of brands purchased vs. purchase frequency between heavy shoppers and average shoppers (2011-13)

A

04

More Repertoire More Loyalist

0.0
Skin  |Chocolate| Biscuits | Shampoo| CSD RTD Personal | Candy | Bottled Fabric Milk Instant Baby
care tea wash water | softener noodles | diapers
Color Hair Tooth- Tooth- Facial Juice Fabric ~ Chewing  Toilet Kitchen  Yogurt Beer Infant
cosmetics conditioner  brush paste tissue detergent  gum tissue cleaner formula
| —2011 2012 —2013 |

Notes: Data for infant formula and baby diapers is based on Kantar Worldpanel Baby and does not include 2011 data; “heavy shoppers” are the top 20% in terms of frequency.
Sources: Kantar Worldpanel; Bain analysis

(about once a month for yogurt, biscuits, infant formula and milk; about once every two or three months for
personal wash, candy, chewing gum, chocolate, shampoo, etc. Fabric softener and color cosmetics were pur-
chased even less frequently).

The position of categories along the repertoire-loyalist continuum in 2013 was similar to that of 2011 and 2012. Among
repertoire categories, the more frequently shoppers buy in a category, the more brands they tend to buy. Among
loyalist categories, shoppers tend to buy the same brands even when they buy more frequently (<ee F@M@ 2).

Brand ranking changed dramatically in many categories among the top 10 brands,
although shoppers’ behaviors remained stable. Not surprisingly, some category
leaders failed to sustain their position and lost it fo others.

Our 2012, 2013 and 2014 China Shopper Reports established that gaining market share is imperative, and
penetration is the key driver of market share—well ahead of purchase frequency and repurchase rate (<ce

Fiqures 2 and 4).
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F@M@ Z: Penetration continues to be the most important driver of market share, ahead of pur-

chase frequency and repurchase rate

Indexed penetration rate, purchase frequency and repurchase rate
of leading brands vs. average of top 20 brands, 2013

Mengniu =11.‘|2_5v7 Milk L'Oréal Paris Eﬂ;"m Skin care
Mengniu ?40 Yogurt Head & Shoulders ?“ Shampoo
Huiyuan ﬁ“ Juice Safeguard ?52 Personal wash
Tsingtao B Beer Darlie ﬁ“ Toothpaste

JDB =_H20 RTD tea Maybelline ?” Color cosmetics

Sprite CSD Pantene 1 Hair conditioner

Nongfu = 8 Bottled water Colgate ﬁQ ¢ Toothbrush
Oreo ;3 3 Biscuits Huggies ?37 Baby diapers
Dove ?“ Chocolate Vinda r” Toilet tissue
Master Kong r 7.8 Instant noodles Blue Moon =_H]'9 Fabric detergent

Xufuji ?3'4 Candy Mind Act Upon Mind r“ Facial tissue

Extra $ 2 Chewing gum Liby Eﬂf % Kitchen cleaner
Mead Johnson ?32 Infant formula Comfort r“ Fabric softener

0 2 4 6 8 10 0 2 4 6 8 10
| ==Penetration rate == Purchase frequency ==Repurchase rate |

Notes: Repurchase rate is the % of brand shoppers buying more than once a year; indexed penetration rate is calculated by dividing penetration rate of leading brand by the average penetration
rate of top 20 brands; the same calculafion is used for purchase frequency and repurchase rate; data for infant formula and baby diapers are based on Kantar Worldpanel Baby.
Sources: Kantar Worldpanel; Bain analysis

?@M@ 4. : Consistent with our observations in prior China Shopper Reports, penetration remains the key

driver of share change

Change in market share of top five brands in each of the 26 categories, 2013 vs. 2012
8% ®
R2=0.7

Huiyuan

Comfort Huagi Blue Moon
4 Master Kong uggies @

[ J
Maybelline ® Oreo

H&S Tsingtao
Pantene °
Safeguard °
0 liby——— e
Mead Johnson—_@ H '.8
° L4 X ®Dove
° DB L'Oréal Paris
-4 ° Mengniu (Yogurt)
® Sprite Mengniu (Milk)
Nongfu Water P Colgate 9
° Mind Act
Upon Mind
-8
-12 -8 -4 0 4 8 12%

Change in penetration rate of top five brands in each of the 26 categories, 2013 vs. 2012

Note: Data for infant formula and baby diapers is based on Kantar Worldpanel Baby.
Sources: Kantar Worldpanel; Bain analysis
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The leading brand’s penetration is two to 10 times higher than the penetration of the average 20 brands in their
category. This difference in penetration between leading brands and other brands is significantly larger than the
difference in frequency and repurchase rate for the same brands.

Brand ranking changed dramatically in many categories among the top 10 brands, although shoppers’ behaviors
remained stable (<ee F[L\gwe ¢). Not surprisingly, some category leaders failed to sustain their position and
lost it to others.

There are winners and losers, but it is not because shoppers behave differently.
The winners successfully adapt to actual shopper behaviors, and focus on
driving penetration.

On average, about 50% of the top 1o brands changed their ranking in 2013 vs. 2012; some gained share but some
lost share. In some categories, the battle for the No. 1 position among top players is ongoing. For example,
among the five fabric detergent brands fighting for leadership—Blue Moon, OMO, Liby, Diaopai and Tide—the

F@M@ S Not surprisingly, brand ranking changed dramatically in many categories, although shopper
behavior remained stable

Share of top 10 brands whose ranking changed, 2013 vs. 2012

100%
91

85 g3 83

A5 A5 A5 — — ] Average: 47% _ _
40 40 40 40 36 36
20
o 0O 0 0 0
Baby Color Biscuits | Kitchen | Tooth- Juice Bottled Hair Personal | Yogurt | Toilet Beer Fabric
diapers | cosmetics cleaner paste water |conditioner|  wash tissue softener
Toothbrush  Skin Fabric Infant ~ Chewing Shampoo Chocolate  Facial RTD CSb Instant  Candy Milk
care  detergent formula gum tissue tea noodles

Notes: Ranking change includes the top 10 brands whose ranking is higher or lower, existing brands dropping out of the top 10 and new brands entering
into the top 10; data for infant formula and baby diapers is based on Kantar Worldpanel Baby.
Sources: Kantar Worldpanel; Bain analysis
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leading brand changed every year from 2011 to 2013, with Blue Moon becoming the leading brand in 2013. Simi-
larly, Olay, the No. 1 skin care brand in 2012, lost its market leader position to I'Oreal Paris in 2013.

There are winners and losers, but it is not because shoppers behave differently. The winners successfully adapt
to actual shopper behaviors, and focus on driving penetration.
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Three things winners do right

As we established in our 2012, 2013 and 2014 China Shopper Reports, we've entered an era in which brand growth
will primarily come from share gain.

In order to achieve growth consistently, brands need to do three things right:
1. Obsess over actual behaviors, not professed behaviors

Consistent with our 2012 and 2013 reports, our 2014 study of actual purchase behaviors reinforces our findings
that brand choices are largely subconscious for Chinese shoppers—what shoppers say they will do is not neces-
sarily consistent with what they actually do. Nonetheless, when assessed on a broad scale, shoppers’ seemingly
random behaviors are, in effect, predictable.

Here are some possible explanations why:

The evidence shows that shoppers do not think about brands. Instead, they think about many other topics im-
portant to them—their jobs, friends, families, holidays and leisure activities. As a result, their brand choices are
largely subconscious and influenced, for the most part, by circumstances, such as whom they shop with, how
much time they have and which brands capture their attention as they walk into a store.

Overall, Chinese shoppers demonstrate very low engagement with brands for most categories we studied (<ee
?@we &). The average purchase frequency for the top brands among the 26 categories is less than one purchase

FI@M@ & : Shoppers demonstrated low engagement with brands for most categories we studied

Average purchase frequency of top three brands in each category (2013)
10

35 35
Average: 2.9

22 2272423 23 91 21 20 50 19 10 _
o eo 1.4

29 29 29 29 29 28

Infant Bottled Facial Toilet | Personal | Kitchen Fabric
formula water tissue tissue wash cleaner softener |conditioner

Baby Milk Instant  Chewing  Juice CsD Fabric  Biscuits  Chocolate  Skin Candy Toothbrush Color
diapers noodles gum detergent care cosmetics

Although Chinese shoppers love brands, they don’t buy brands very often

Note: Data for infant formula and baby diapers is based on Kantar Worldpanel Baby.
Sources: Kantar Worldpanel; Bain analysis
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F[ﬁu/lf@ 7 As a result, low-frequency shoppers represent a substantial portion of the shopper base and

revenue share

Head & Shoulders example

Shopper base distribution Sales value distribution
Share of shopper base by purchase frequency (2013) Share of sales value by purchase frequency (2013)
100
80% 100% 321LLQQL2
55% 4 =
80% 6 M
> l

80

60 |57 17 I
60 25

40
40

23 30

20

20
10
4 2 1
0 - 0O 0 0 0 0 0 0 O 0
1 2 3 4 5 6 7 8 9 1011 12 13 14 15 1 2 3 4 5 6 7 8 9 10111213 14 15 Total
Frequency per year per household (2013) Frequency per year per household (2013)

Sources: Kantar Worldpanel; Bain analysis

every four months—a very low purchase frequency. Yet low-frequency shoppers represent a significant percent-
age of each brand’s shopper base and contribute a significant share of its revenues.

Consider the shampoo category: 80% of Head & Shoulders shoppers purchase the shampoo no more than
twice a year, yet they represent 55% of the product’s total sales (<ee ?C@ure 7). We also determined that such low-
frequency shoppers are even more important for smaller brands (see Flgure & ).

Because a brand's shopper base is a “leaky bucket,” a brand seeking to grow must
not only attract new shoppers each year, but also replace its lost shoppers with new
ones. Since purchase frequency and repurchase rates are low for many brands,
brands must find ways to recruit customers every single time they go shopping.

Low-frequency shoppers, those who make no more than two purchases per year, demonstrated similar behavior
across most of the categories we studied (see F@M@ 2). Therefore, the only way to grow a brand is to have as
many people as possible buying it, rather than to expect a few people to buy it more frequently.
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;@Me & : low-frequency shoppers are even more important to smaller brands, as illustrated by the

shampoo category...

Revenue contribution by shoppers with no more than two purchases per year
(Top 10 brands; each brand's 2013 revenue=100%)
80% Average of remaining seven brands: 71%

60 Average of top three brands: 56%

40

20

0
Head & Rejoice Pantene Clear Vidal SLEK LUX L'Oréal Dove Bawang
Shoulders Sassoon Paris
Market share
(%,2013) 18 13 10 8 5 4 4 3 3 2

Sources: Kantar Worldpanel; Bain analysis

?@M@ 7 : ...this proved to be true across most categories we studied

Revenue contribution by shoppers with no more than two purchases per year
(Top 10 brands; each brand’s 2013 revenue=100%)

80%

Candy  Shampoo  Kitchen  Chocolate Skin Biscuits Fabric Juice CSb Chewing Beer Milk
cleaner care defergent gum
M Average of top three brands ~ —Average of remaining seven brands

Sources: Kantar Worldpanel; Bain analysis
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Another shopping behavior to obsess over is the “leaky bucket” syndrome. First introduced in our 2013 Shopper
Report, we conducted a leaky bucket analysis, covering a two-year period (see ?@W@ /0). We confirmed that
each brand’s shopper base continues to experience a high level of churn for all the brands we studied, regardless
of a brand’s size. Just because some customers buy your brand this year doesn’t mean they will repeat next year.
In fact, a majority of shoppers leave after two years.

In order to compensate for the loss, brands need to continuously recruit shoppers. Because a brand’s shopper
base is a leaky bucket, a brand seeking to grow must not only attract new shoppers each year, but also replace its
lost shoppers with new ones. Since purchase frequency and repurchase rates are low for many brands, brands
must find ways to recruit customers every single time they go shopping.

Consider Xufuji candies: 46% of shoppers who purchased Xufuji candies in 2011 left in 2012, while more than
one-third of its 2012 revenue came from newly recruited shoppers. This pattern continues every year: Almost 70%
of Xufuji's 2011 shoppers had left by 2013, while more than half of its 2013 revenue came from shoppers who were
recruited in 2012 and 2013 (<ee Flgure ).

This is also true for other brands in other categories (<ee F@we /2). On average, the top five brands lost half
of the buyers who had contributed more than one-third of the brands’ revenues between 2012 and 2013 across

F@M@ /O : The Chinese shopper base continued its leaky-bucket behavior: Only a small portion stuck with
the same brand for more than two years

Xufuji example (candy category)

Shopper base structure
(2011 shopper base=100%)
125%

100% 49% 103%
100

Newcomers
(2012)

75 Newcomers

(2013)

50 -46%
-51%
Recurring
25 shoppers .
(2011-12) Recurring
shoppers
(2011-13)
0
2011 Leavers Newcomers 2012 Leavers Newcomers 2013
(2012) (2012) (2013) (2013)
Share of recurring shoppers (2011 onward, 2011 shopper base=100%)  54% @

Sources: Kantar Worldpanel; Bain analysis
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F@M@ // : For candy-maker Xufuji, recurring shoppers beyond two years accounted for 43% of sales

Xufuji example (candy category)

Sales value by shopper base structure
(2011 sales value=100%)
125%

43% 111%
100% 37% 103%
100
75 3%
— )
-37% -47% 1% Recurring
shoppers
50 (2012-13)
Recurring
shoppers Recurring
25 (2011-12) shoppers
(2011-13)
0 Leavers Change from  Newcomers 2012 Leavers Change from  Newcomers 2013
(2012) recurring (2012) (2013) recurring (2013)
shoppers (2012) shoppers (2013)
Share of recurring shoppers (2011 onward, 2011 sales value=100%)  68% (43% )

Sources: Kantar Worldpanel; Bain analysis

the 12 categories we studied. As we might expect, the churn rate is less pronounced in loyalty categories such
as milk. The leading milk brand, Mengniu, lost “only” 31% of its shopper base over two years, representing less
than 20% of its sales.

Key takeaway: It is critical for brands to focus on constant recruitment, year in and year out, to compensate
for losses from leavers (<ee F@M@ /2). This strongly reinforces the point we made earlier: The only way to
grow a brand is to have as many people buying it as possible, rather than expecting a few people to buy products
more frequently.
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FI@M@ /2 In 2013, the top five brands lost half their buyers and one-third of their revenue across all
categories we studied —similar to the prior year...

Shopper base Revenue base

Category top five brands average leavers in 2013 Category top five brands average leavers in 2013
as a percentage of 2012 shopper base as a percentage of 2012 revenue base
75% 75%

60

56 55 54 54 53
50 48 47 - 46 Average: 49% 50

3 Average: 36%

25

Chocolate | Kitchen Fabric Chocolate | Kitchen Fabric

cleaner detergent care cleaner detergent
Chewing  Shampoo Candy  Biscuits Juice Milk Chewing  Shampoo Candy  Biscuits Juice Milk

gum gum

Sources: Kantar Worldpanel; Bain analysis

F@M@ /2 : ...and brands continued to offset these losses by recruiting new customers

Shopper base Revenue base

Category top five brands average newcomers in 2013 Category top five brands average newcomers in 2013
as a percentage of 2012 shopper base as a percentage of 2012 revenue base
75% 75%

50

Average: 36%
36

25 25

0
Chocolate Biscuits | Chewing Fabric Chocolate Biscuits | Chewing Fabric
gum detergent gum detergent
Skin  Shampoo  Candy CSD  Kitchen ~ Mi Skin Shampoo  Candy CSD  Kitchen  Mik
care cleaner care cleaner

Sources: Kantar Worldpanel; Bain analysis
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2. Clearly define the battlefield by understanding shopper overlap

We found that the competition that brands face in China is much broader and more complex than generally thought.
In fact, their competition extends far beyond their target segments.

Take shampoo, for example: Conventional wisdom in selling shampoo has been for brands to position themselves
around functional benefits. Head & Shoulders (H&S) and Clear promise anti-dandruff results; Pantene promises
to improve the health of hair with its Pro-V formula; Rejoice emphasizes silky, smooth and tangle-free hair.

Rigorous shopper overlap analysis shows, however, that there is a considerable amount of competition across
these four brands. We found that 20% of H&S shoppers also bought Clear; this is to be expected, given that they
compete in the “anti-dandruff” segment. However, we found that 35% of H&S shoppers also bought Rejoice and
26% also bought Pantene.

In other words, the data shows that H&S overlaps more with Rejoice and Pantene than with Clear, despite
their different positioning (see Fiqure /4).

Key takeaway: The data would suggest that the competitive set in the shampoo category is much broader than
what is implied by the functional benefits of each brand (<ee F@Me /S). We used multidimensional scaling
analysis (MDS) to analyze the shopper overlap data across different brands. MDS is often used to assess a brand’s
competitors in the market. On the chart, the smaller the distance between two brands, the higher the likelihood
that both brands occur in the same consideration set and therefore compete with each other.

When looking at the MDS findings in the shampoo category, we found that each brand was actually competing
with a broader set of competitors, despite its functional focus. Although brands normally claim that they have
clear target-shopper segmentations, in reality the segmentation is not clear cut. Narrowly defined segmentations
will definitely mask the true nature of competitive dynamics among brands.

When we looked further at the shopper base overlap at brand level, each brand was competing with everyone
else in proportion to its overall penetration. The overlap among brands is perfectly statistical and there is no clear
and meaningful segmentation in the shampoo category based on the shoppers’ actual purchase behavior (see

Flgure /6).

Building penetration depends on continually increasing brand consideration—the
percenfage of consumers who consider your brand for a purchase occasion. The
steady path for brands to earn consideration and penetration requires investment

in three key assets: memory structure, product portfolio and in-store assets.
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Ffﬂw@ /4-: Shampoo brands, for instance, faced broader competition than generally anticipated —well
beyond their target segment

Although Head & Shoulders and Clear ...they compete extensively,
fall in the same anti-dandruff segment... far beyond the assumed target segment

Head & Shoulders Percentage of buyers Market

who also bought share
the brand (2013) SIEESEJ:;S

e Focuses on hair and scalp health, with proven
formula to resolve dandruff issues

Head & Shoulders - 34.5 17.5

Clear 19.6 - 7.9

¢ Launched several product lines to accommodate various Rejoice 354 337 12.7
needs, all built on anti-dandruff functional focus Pantene 250 253 101
Vidal Sassoon 10.1 10.4 4.8

SLEX 10.7 11.4 4.2

L'Oréal Paris 8.0 9.6 3.3

T . Dove 7.9 10.6 3.1

o Specializes in scalp treatment and emphasizes Bawan 418 47 17
instant dandruff removal Syoss 9 5'0 5.6 1 '7

e Tailored product line for men and women, based on a@i:?nc; 421.; g; :g
their specific anti-dandruff needs Schwarzkopf 14 10 0.0
Lafang 3.0 3.1 0.7

The overlap with Rejoice is similar to or higher than

that between the two anti-dandruff brands

Sources: Kantar Worldpanel; Bain analysis

F@M@ /S : Functional focus fails to explain shopper behavior—the actual competitive set proved to be
much broader

Head & Shoulders, Clear, Pantene and Rejoice compete extensively, far beyond the assumed functional focus

R2=0.75
Kemeng
BW/Wind
o e Kao Feather
TOP Hazeline Bee & Flower
Lafang (OBawang
® Clairol
Cl‘ecr L'Oréal Paris
Rejoice LUX
SIEK® o o Dove Shiseido
; antene
Cc.||e Head & Vidal @ Syoss
Shoulders Sassoon Schwarzkopf
Dihuazhixiu
Haodi Johnson's

Functional focus: [ Smooth Nutrition [l Style Il Anti-dandruff [ _]Stop hair loss

Note: Top 25 shampoo brands with market share >=0.1%
Sources: Kantar Worldpanel; Bain analysis
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?@M@ /& There is no meaningful segmentation based on actual purchase overlap. Each brand actually

competes with every other brand

ZNEIEHISN Among buyers of:
(Top four

Head & Shoulders Rejoice Pantene

Shoulders
31%

Rejoice

36%

Pantene

Sources: Kantar Worldpanel; Bain analysis
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3. Expand penetration by building three key brand assets

As we reported in our first volume of the 2014 China Shopper Report, along with our 2012 and 2013 Bain &
Company and Kantar Worldpanel reports, shifting shopper behaviors mean that marketers can no longer grow by
simply riding a category wave. Growth must come primarily from share gain. And penetration change is the
most important way to achieve share change. In this section, we share more details about how marketers can

accomplish this.

Building penetration depends on continually increasing brand consideration—the percentage of consumers who
consider your brand for a purchase occasion. The steady path for brands to earn consideration and penetration
requires investment in three key assets: memory structure, product portfolio and in-store assets (<ee F@Me /7).

Asset #1: Memory structure

Because shoppers rarely, if ever, think about brands, marketers need to remind them about their brands when

they go shopping.

This does not necessarily mean controlling what shoppers think about your brand. Instead, it means getting shop-
pers to think about your brand in the first place as they shop. To that end, brands must:

. Communicate consistently and at scale.

«  Create saliency, so that shoppers think about your brand at the moment of truth; for example, this saliency
can be created around shopping or consumption occasions.

?@M@ /7 Key takeaway: To influence consideration and, ultimately, penetration, marketers must invest

in three key brand assets

e Use full range of touchpoints to ® Broadcast a brand’s message
articulate messages that are distinct, widely enough to be heard by
memorable and consistent largest possible swath of people

*Rationalize product portfolio

¢ Achieve perfect in-store
to stay focused on core SKUs

execution at the point of
sale to ensure superior visibility

and distinctiveness *Be selective on innovations:

Make the few bigger and
better, not more and marginal

o
L
~
&
o
R

Source: Bain & Company
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Key takeaway: Brands must articulate distinct, memorable and consistent messages and use the full range
of touchpoints to broadcast their messages widely. Distinctive brand cues, such as logos, tunes and packaging,
are part of the memory structure and are used systematically by leading brands.

Shopper behavior and the retail environment continually evolve, and even the
greafest success needs fo be continually updated. In the era of superfast shopper
decisions and more competition for shelf space, the storefront has become a must-
win battleground. Brands can no longer afford to stand still or leave anything
to chance.

Asset #2: Product portfolio

Another key to getting shoppers to think about your brand as they shop: Simplify and rationalize your product
portfolio. As we said in previous reports, too many brands and SKUs can result in ineffective advertising
strategies, shopper confusion and other perception challenges that erode penetration. Too many SKUs will
also increase distribution costs, which have already been growing as a result of China’s increasingly complex
distribution network.

Winning brands stay focused on core SKUs and are selective when introducing innovations. They also know that
the bulk of their advertising support should remain on their core SKUs.

To that end, brands must:
«  Put sufficient focus on renovations and range expansions on existing “hero” SKUs to continue building them.

« Increase recruitment of new customers by using innovation to eliminate the barriers that prevent shoppers
from buying your brand. Innovative SKUs must meet the highest threshold and demonstrate strong incre-
mental potential; if they don’t, kill them quickly.

«  Define a “Must Stock List” for each store type and align it with key retail partners.
Asset #3: In-store assets

Once brands target the most important SKUSs, it’s essential that they adequately invest in in-store assets. Brands
must achieve perfect in-store activation at the point of sale to ensure superior visibility and distinctiveness and
to make shopper decisions easy.

Research shows that shoppers often make up their minds within just a few seconds in the store—and that they
reconsider their choices every time they buy. More than ever, gaining control of the in-store experience is critical
to win shoppers’ purchases and grow your brand.
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To accomplish this, brands must:

- Create an in-store “picture of success” by establishing a clear vision that determines which brands and SKUs
to place in which stores, where to place brands and SKUs, the number of shelf facings, and which types of
layouts and promotions will activate shoppers and convince them to buy.

«  Understand how consumers shop across different categories and utilize category adjacency to encourage
consumers to purchase closely related categories and brands.

«  Activate new customers every day, given their low frequency of shopping.

As we mentioned in another Bain report, “The new mission for brands: Winning shoppers in the store,” companies
that rediscover their in-store-asset potential can watch sales grow by an additional 5% to 15% each year.

However, such improvement needs to be made over and over again. Shopper behavior and the retail environ-
ment continually evolve, and even the greatest success needs to be continually updated. In the era of super-fast
shopper decisions and more competition for shelf space, the storefront has become a must-win battleground.
Brands can no longer afford to stand still or leave anything to chance.
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Three brand growth success stories
Three brands developed successful strategies that build on these three key brand assets:
Success Story #1: JDB capitalized on red-can memory structure

JDB, a popular ready-to-drink (RTD) tea brand in China, has enjoyed considerable success by capitalizing on
the memory structure consumers have for its red-can package. Interestingly, the JDB brand of red-can products
didn’t exist three years ago. Until 2012, red-can products were produced exclusively under another brand,
WangLaoJi (WL]). When a legal dispute caused the two companies to terminate their agreement, JDB launched
its own red-can brand.

JDB focused exclusively on the red-can SKUs, either with single packs or multi-packs and invested heavily in ad-
vertising and in-store activation. JDB tripled its advertising budget between 2011 and 2013 and created a punchy,
easily memorized slogan that helped clarify and reinforce JDB’s leadership position: “The leading national red-
canned herbal tea brand, now renamed ‘JDB.”” By sponsoring a top-rated talent show, “The Voice of China,” the
company maximized its exposure and access to a broad shopper base. JDB also produced strong in-store displays

in key traffic zones in large modern trade stores and created customized promotions for different store formats.

By effectively building upon consumers’ red-can memory structure, J]DB grew sales 13% a year from 2011 to
2013 (see F@M@ /8). Meanwhile, WLJ’s annual sales growth reached 60% from 2011 to 2013. That growth
came mostly from their red-can SKUs. WL] benefited from JDB’s heavy advertising campaign around the red can
and actually reduced its advertising spending between 2011 and 2013 (<ee Flgure (7 ). As a result of these
investments, the red-can SKUs across the two brands have grown 30% per year since 2011, which also contributed
80% of the RTD tea category growth.

?@M@ /& : JDB focused its message and its product portfolio on its hero red-can products

Streamlined product porifolio focusing on the core SKUs Highlights

JDB’s annual sales by package format
(indexed, 2011 sales=100)

o Distinctive memory structure is built around the red can

150
CAGR
128 2011-13
116 13% e Punchy and easily memorable slogan is adopted to clarify
and reinforce its leadership position: “Leading national
100 M Aseptic N/A red-canned herbal tea brand, now renamed ‘JDB"”
PET  87% ¢ JDB maximizes exposure and access to broader shopper
base through sponsorship of top-rated talent show
50 “The Voice of China”
M Can 1%
0

2011 2012

Cans sold as %

of total sales  99% 94% 96%

Sources: Kantar Worldpanel; Bain analysis
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FI@M@ /%7 : WU launched a similar red-can package—which became its key growth driver right after
JDB rebranded

WU annual sales by package format
(indexed, 2011 sales=100)

CAGR
300 2011-13
60%
Launched red can 256
after JDB rebranded
PET 383%
200
B can (1,427%%)
100
100
Wl Aseptic 8%
0

2011

Aseptic and cans sold as a
percentage of total sales  99% 99% 95%

Note: 2012-13 CAGR used as can was launched in 2012

Success Story #2: YNBY transferred its functional benefits from medicine to oral care

Over the last 10 years, YNBY built its toothpaste brand by successfully transferring its established memory structure
around its traditional medicine’s anti-inflammatory and hemostatic effectiveness.

YNBY used to be a well-known medicine brand. In 2004, it launched a range of
toothpastes under the same brand name with the same functional benefits, which
apply well to the toothpaste category. Consumers immediately embraced those
functional benefits, and developed a high level of frust for the toothpaste brand. As a
result, YNBY successfully fransferred its established memory structure to toothpaste.

YNBY used to be a well-known medicine brand. Since 1971, it has been famous for its anti-inflammatory benefits
and the ability to reduce bleeding. Its formula, more than 110 years old, is considered a national treasure by the
Chinese government. Almost all Chinese consumers know this brand.
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In 2004, it launched a range of toothpastes under the same brand name with the same functional benefits,
which apply well to the toothpaste category. The benefits include preventing and reducing bleeding, gingivitis
and periodontal disease. Consumers immediately embraced those functional benefits, and developed a high
level of trust for the toothpaste brand. As a result, YNBY successfully transferred its established memory structure
to toothpaste.

From 2011 to 2013, YNBY increased its annual advertising budget by 59% and reinforced its brand’s functional
benefits with the message “Use YNBY to address oral health problems like bleeding gums, toothache and oral
mucosa lesions” to strengthen brand name awareness and memory structure (<see Flgure 20 ). The company
reinforced the message with online and offline marketing, covering a full range of touchpoints nationwide.

YNBY also managed its product portfolio: Of its six flavors of toothpaste, the company focused on the top two—
mint and liulan—which represented more than 85% of its 2013 revenue (see Flgure 2/ ). Tt also heavily invested
in in-store assets. It strived for a significant number of facing displays in targeted retailers and used strategical-
ly-located secondary displays to ensure superior visibility. YNBY also promoted its products in diverse ways, includ-
ing free samples, coupons, brochures and partnerships with select restaurants to expand consumer awareness.

The result: YNBY has gained penetration and market share over the last three years, reaching 10.9% share in
2013. Sales have grown 30% a year in the last two years with a market share gain of nearly 2.6%.

F@Me 20 : YNBY transferred its well-established memory structure from medicine to oral care, and built

on its beneficial anti-inflammatory and hemostatic qualities

Increasing investment Consistently used same logo and highlighted same
in above the line (ATL) marketing functional focus to transfer established memory structure
YNBY ATL spending 2011
(indexed=100) CAGR e When launching toothpaste in 2004, the company took advantage
200 2011-13 of its established brand reputation. It used the same brand and

built on the same beneficial anti-inflammatory and hemostatic
qualities that have been in place since production of its traditional

A 0 Chinese medicine brand began in 1971
- 15

* Wellapplied functional benefits with high credibility in oral care given
the importance of these functional needs for oral care consumers

Further strengthened memory structure
with integrated marketing

¢ Toothpaste slogans encourage customer to use YNBY to address
bleeding gums, toothaches and oral mucosa lesions. This echoes
the brand name and its well-known functional benefits and
strengthens the memory structure

150

100

50

e Consistent brand value is reinforced by both online and offline
marketing, covering full range of touchpoints nationwide

0 2011 - Newspapers, national and regional TV channels, social media,
e-commerce platforms and points of sale, for example

Sources: CTR Media Intelligence; Bain analysis
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F@M@ 2/ : YNBY developed and focused on hero products to gain market share

Stayed focused around core: .
Innovations around the core and local customer needs

top two flavors account for 86% of sales

YNBY toothpaste
sales by flavor (2013) ((

YYQX 1%

LANG) 2% ¢ Innovated around the core:
YICHIBAI 3%

—In China, YNBY is famous for its traditional Chinese medicine

(TCM) products

WFRESH 8% - Are said to prevent bleeding and inflammation

- Its formula is considered a national treasure by the
Chinese government and guarded as a top medical secret

100%

— The pharmaceutical company developed a hero
product—YNBY toothpaste —with its core TCM formula in 2004
and has achieved huge market success

- No. 3 market leader in 2013, the only brand from
mainland China in top five brands

LIULAN 42%
60

Top 2 Flavors
40 e Remains alert to local customer needs and develops

new products to capture opportunities:

— Rolled out toothpaste products that help fight plaque and
prevent bleeding gums, gingivitis and periodontal disease

MINT 44%

20
- Used its expertise and brand reputation

2013

Sources: Kantar Worldpanel; Bain analysis

Success Story #3: Master Kong capitalized on its distinctive logo

Master Kong has established a clear and distinctive logo that exudes “reliability” and “professionalism.” The
Master Kong logo, launched in 1992 when the company first introduced its instant noodles, portrays an image
of a professional chef. Master Kong has successfully built upon the reliable, professional memory structure of
its well-known logo to not only increase penetration and market share in instant noodles, but also to expand
into beverages and biscuits.

Master Kong increased its advertising budget by 65% between 2011 and 2013, consistently reinforcing the brand
with the slogan “Reliably and professionally providing good and healthy products” (<ee F@Me 22). The mes-
sage has been repeated and reinforced in online and offline platforms, covering the full range of touchpoints
nationwide, such as traditional media, digital and outdoor media and a variety of marketing events.

Master Kong introduced new products based on beef and regional flavors to
extend its penetration. These regionally focused innovations have enabled Master
Kong to reach 76% penetration in 2013, the highest of any brand across the 26

categories we analyzed.
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F@M@ 27: Master Kong built its unique memory structure by integrating ATL investments around its professional

chef image and focusing on core products with selective innovations in flavors

Consistent ATL investment to build distinctive memory structure Stayed focused around core and alert on innovations
Master Kong above-the-line (ATL) spending Percentage of Master Kong's instant noodle sales
(indexed, 2011 spending=100) by flavor (2013)
100%
200 CAGR
(2011-13)
165 80
150
e — Hot & SPiC)’ 2% .
60 Chicken & mushroom 4% Northeast stew 2%
® Seafood 6%
28% Spicy beef 7%
100
40 Saverkraut beef 10%
Top three
flavors
50 20 Braised beef 34%
0 2013
0 Top three flavors as
2011 2013 a % of total sales @

*Other includes various flavors, such as pork rib and other regional specialties, as well as a variety of noodles, such as dry and snack noodles
Sources: CTR Media Intelligence; Kantar Worldpanel; Bain analysis

Its “hero” SKU is the braised beef flavor, which was introduced in 1992, and still accounts for one-third of its
sales. Master Kong introduced new products based on beef and regional flavors to extend its penetration. For
example, the spicy beef flavor is popular in China’s southwest regions. Its sauerkraut beef flavor was introduced
after a competitor, Uni-President Enterprises, successfully launched a sauerkraut beef flavor. These regionally
focused innovations have enabled Master Kong to reach 76% penetration in 2013, the highest of any brand across
the 26 categories we analyzed.

Master Kong also invested heavily in in-store assets to reinforce the brand image, such as an in-store demo with
promoters dressed as chefs. Promotion of the brand also included primary and secondary displays, gondola
heads in modern trade, as well as aggressive penetration of traditional trade channels by signing exclusive
partnership agreements.

The results: Master Kong gained penetration and market share in instant noodles over the last three years,
reaching 56% market share in 2013. Total sales have grown 12% per year in the last two years and Master
Kong gained 3.5% market share. @
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