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A number of luxury brands have launched ecommerce sites in China within the past year, but online shopping still
feels like risky business to many of the country's consumers, according to a new report by FDKG.

FDKG's "Luxury Insights China 4th Quarter" report explains that with less regulation of online sales in China,
consumers may have to endure a drawn out dispute if items are not delivered as promised, making each purchase a
consideration of not only spending budget, but a weighing of how much can comfortably be lost. While some may
still opt for an in-store purchase, a growing interest in online shopping within China is evident in the $14 billion in
transactions during Single's Day Nov. 11.

Balancing act
Luxury brands traditionally eschewed online channels, believing that they would risk eroding their brand
positioning. Because of this, luxury labels that have opened online selling in China, such as Cartier, have tended to
do so quietly.

Cartier sent out a single WeChat message to its followers, choosing to keep the news within the community it has
developed on the platform.

Cartier Chinese ecommerce site

While luxury brands traditionally dealt in exclusivity and serving the few through their boutiques, this only works
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when sales are strong. Having an ecommerce site that lists prices may help make infrequent or first-time buyers feel
comfortable walking into a store.

Transparency may also spur local purchases, if a Chinese consumer can see that the price does not differ much
between their city's boutique and one in Europe.

As far as consumers' comfort in shopping online, Luxury Insights China references a survey by KPMG, which
revealed that for products under 4,200 RMB, or about $641, they felt confident making a purchase online. This was up
from 1,200 RMB the year before.

When shopping online, the Chinese consumer prefers cash on delivery as her payment method, allowing her to
know she got what she ordered before shelling out money. However, the most preferred purchase path is still going
to a store to pick up an item, since it removes any uncertainty from the process.

Image courtesy of Peninsula

With the right incentive, Chinese consumers will choose to spend online. Nov. 11, on which the shopping holiday
Singles' Day is celebrated, broke records. Over 24 hours, Alibaba saw $14 billion in sales, a 60 percent growth from
the previous year.

Alibaba's Tmall created Singles' Day seven years ago as an excuse for those without significant others to treat
themselves. Playing into the deal-loving nature of Chinese shoppers, the day boasts extensive sales across
categories, expanding to include even automobiles, apartments and furniture.

Consumers often wait specifically for the 30, 40 or 60 percent discount to drop the price on items they eyed earlier
online.

This year, a number of U.S. retailers joined the action through a partnership with Dealmoon (see story). Indeed, the
U.S. was the top import country during Singles' Day, followed by Japan and Korea.

Michael Kors' promotional image for Singles' Day

Online and offline shopping has also gotten easier in China thanks to Alipay, Alibaba's finance division, which has
become a preferred payment method. Chinese consumers can link up their bank account to Alipay by using their
mobile phone, and then use it as payment.

To further spur Alipay use, Alibaba launched a follow-up holiday Double 12, held on Dec. 12. Again reaching out to
bargain-loving consumers, the day promises discounts at stores, restaurants, movie theaters and more when they
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use Alipay to complete the transaction.

While this worked to draw out the millennial crowd, more than 900,000 of the 28 million purchasers on Double 12
were in their 50s or older, many of whom learned how to use Alipay specifically to participate.

In general, the mobile phone is replacing the wallet in China due to its simplicity.

Alipay

Having an ecommerce site to serve the whole country is also more cost effective than opening stores in every
potential market. Because of the rise in ecommerce, a number of brands, including Armani, Ferragamo and Chanel,
have reduced the number of storefronts they operate in the country, finding the right balance between in-store and
online.

Going north
Shenyang, a city in the northeast of China, has the third highest number of luxury stores in China despite a weaker
economy than other Chinese cities.

In the 1970s, the Liaoning province, of which Shenyang is the capital, saw an industry value added of 9.3 percent,
making it second among all provinces in China. With added affluence, Shanyang became a prime destination for
luxury brand stores and malls.

Today, 100 luxury stores sit on one four-mile street known as The Golden Corridor, but this may change.

Liaoning's industry value added in 2014 was only 4.5 percent, partly a result of industry growth across the nation and
also due to the nation's shift away from heavy industry as it invests more in service and finance.

Louis Vuitton, which had four stores along The Golden Corridor, has not renewed its lease for its oldest boutique in
Shenyang. Other retailers, including Dior and Burberry, have simply chosen to move to a different part of the city,
showing they still have faith in the capital.

Interior of Louis Vuitton store in Shenyang

Four different international mall operators have left the city since 2010, after many had trouble keeping their
storefronts occupied.

Consumers may travel up to two hours to shop in Shenyang, since it has a high density of luxury stores.

These shoppers behave differently than their southern counterparts. Whereas coastal consumers might weigh a
luxury purchase heavily, those in Shenyang make decisions more quickly, since their purchases are more often
driven by a desire to keep up with the crowd.

This may shift, as the younger generation especially becomes more sophisticated and informed through the Internet.
Rather than buying big logos for status, they are more open to lesser-known brands.
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Shifting strategy
Even with a faltering economy, Chinese consumption is projected to rise $2.3 trillion by 2020, according to new
research by Boston Consulting Group and AliResearch Institute.

Households with disposable incomes of $24,000 or more will drive 81 percent of consumption growth through 2020,
creating demand for high-end goods and services. With rising incomes, a younger generation gaining spending
power and growing ecommerce expenditures, brands will need to adjust their strategies (see story).

The Chinese market is complex and ever-evolving, requiring international luxury brands to practice patience and
due diligence if they want to enter and remain successful in this environment, according to a report by CR Retail.

While some retailers are quick to blame China's anti-graft measures for their lack of success in the industry,
ultimately failure is often the result of lack of research and an inability to understand the complexities of the market.
In order to be successful in China, luxury brands must adapt to consumer preferences and target retail and
marketing strategies to appeal to the Chinese consumer (see story).

Final Take
Sarah Jones, staff reporter on Luxury Daily, New York
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