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[t Abstract

The efforts of the Chinese government to expand domestic demand
have repositioned China, in terms of the worldwide division of labor,
from a global manufacturing base to an international consumer center.
Rapid economic development has increased GNP and strengthened
consuming power, and, subsequently, a market has emerged for the
distributors of information and communication products. Foreseeing the
potential social problems caused by the imbalance between rural and
urban development, the Chinese government has facilitated various
policies to reduce the gap, e.g., implementing different subsidy policies in
rural areas to raise the availability of information and communication

products in these markets.

Year by year, information and communication products are gaining a
significant stake in the market, no matter if it is a result of self-directed
consumer demand or policy-driven market growth. The distributor market
for information and communication products in China has already
become the focal point for major distributors around the world. Focusing
on the distribution channels of information and communication products
in China, this special issue provides an analysis of the current status of
this market, as well as the development trends and strategies of major
distributors, thereby identifying possible approaches to access the market

and helping newcomers grasp business opportunities.

The contents of this report are summarized below:
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A. People are very optimistic about the growth of information and

communication products in the China market.

China has a huge consumer market. Stimulated by various
government subsidy policies, increased consuming power and elevated
educational standards, it is also a market eyed by numerous international
brand names. Apart from the steady growth in the demand for traditional
personal computers, consumers also demonstrate high purchase intentions
for emerging information and communication products. This is evidenced
by the good sales performance of these products in the China market, for
example, notebook products in 2008, electronic readers in 2009 and panel

computers in 2010.

In terms of the sales of personal computers, the growth rate in China
is higher than the world average. In 2009 and 2010, the growth rates in
China were as high as 32.4% and 20.1%, respectively. Looking forward,
the personal computer market in China is likely to-grow continuously.
The sales volume of personal computers in China, as against global
consumption, has been rising continuously, from 14.6% in 2008 to 24.2%
in 2015. The sales volume of mobile phones in China, furthermore, has
reached 380 million in 2010, showing a high growth rate of 67.3%. In the
future, intelligent and 3G mobile phones are expected to become the new
driving forces in the China market. The annual sales amount is expected
to rise constantly and reach 600 million units in 2015, representing 26.2%

of the global market.

B. Diversified distribution channels for information and communication

products will be developed in China.
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In China, the distribution channels for information and
communication products are mainly categorized into ‘“Physical
Distributors” and “Virtual Distributors”. Based on their different business
characteristics and operating models, these distribution channels are

further classified into eight groups.

More than 90% of the information and communication products in
China are sold through physical distributors, which are categorized into
six main types: IT shopping centers, IT chain malls, mobile phone chain
malls, one-stop home appliance chain malls, hypermarkets/department

stores, and brand stores.

Virtual distributors are mainly internet shops and TV shopping
channels. The gradual integration of internet shopping infrastructure in
China has led to increasing consumer acceptance of virtual shopping.
Enhanced security in e-payment systems, higher availability of
broadband access and self-constructed logistics systems, etc. have all

contributed to the growth of the virtual market.

Distributors in each category are different in their product types,
target customers and key success factors. Before establishing their
business strategies for entering the China market, business owners should
carefully consider their target customer and prepare to deal with the

possible threats and challenges.

C. The market of information and communication products is
experiencing fiercer cross-industry competition and more frequent

integration between physical and virtual distributors.
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In terms of profit-making, IT shopping centers mostly rely on lease
income from shops. IT chain malls, mobile phone chain malls, one-stop
home appliance chain malls and brand stores, on the other hand, make
profits from price margins. IT shopping centers and IT chain malls offer
diversified choices of information and communication products to
consumers, enabling them to compare among varieties of products and
seek opinions and in the meantime increase price transparency. IT
shopping centers are also beginning to build up cross-industry
partnerships, thereby offering more diversified services and enforcing
centralized management such as in department stores. The purpose of
these approaches is to provide a better shopping environment for

consumers.

To diversify their products and increase profits, one-stop home
appliances chain malls like Gome Electrical Appliances Holding Ltd. and
Suning Appliance Co. have been gradually expanding their business
territory to include information and communication products in recent
years. Large-sized companies in general hold greater price advantages,
considering their purchasing power and negotiating capacity. Their long-
term efforts in developing the market have also brought them greater
consumer loyalty, which significantly threatens distributors in other

categories.

Virtual distributorship (e.g., internet shopping centers) is the
development focus of Gome and Suning. In 2010, Gome acquired the
shares of the Kuba Online Shopping Network (www.coo8.net) and
Suning launched its online shopping website (www.suning.cn). The

internet shopping business of these two major distributors is supported by



http://www.coo8.net/
http://www.suning.cn/
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their nationwide logistics networks, after-sales service and

member management systems.

With regard to mobile phone chain malls, the shrinking profit of
mobile phone products has stimulated the cross-industry expansion of
relevant distributors. This has further squeezed the income of vendors of
sole mobile phone products, who have to actively upgrade their services

and diversify their products.

D. Distributors of information and communication products are
now moving toward villages and rural markets, endeavoring
to create value through brand experience.

The Chinese government has been systematically implementing
numerous policies to stimulate the consumer markets in villages and rural
areas. The gradual progress in infrastructure development, as well as the
continuous increase in individual income In these areas (in 2010, the
average net income per person in rural villages of China has increased by
10.9% from 2009), have significantly driven up the purchase intention for
information and communication products. Presently, IT shopping centers
are mostly located in tier 1 or tier 2 cities, with fewer in remote cities or
townships. With increasing competition in tier 1 and 2 cities, it is likely
that more distributors will move toward tier 3 or tier 4 cities or rural

villages, considering their high potential for further development.

Apple brand stores have also attracted great attention from
distributors in China. Brand stores provide consumers with a
comprehensive series of brand products to choose from, as well as

professional product introduction. Through brand stores, companies have
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built up their brand image and enabled better control over their products.
For enterprises engaged in the information and communication business,

brand stores offer another option for distributor management.

In future, more and more Chinese brands of information and
communication products will come to understand the benefits and value
of brand experience, inspired by the Apple experience shops. This will
undoubtedly lead to an increased demand for shop space. Suppliers using
physical distribution channels, therefore, may consider setting up a brand
experience corner in shopping centers/malls to attract crowds. By
transforming a buying experience into a life experience, this approach
will effectively add value to physical distribution channels and
differentiate them from virtual channels. For shopping centers/malls, it is
also a device to attract new customer groups, offering leisure and fun on
top of purchasing pleasure. In other words, this approach creates

differentiation and enables a higher possibility for profit-making.
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