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BMW's  sales  volume in China grew 15 percent in 2017. Image credit: BMW

 
By SARAH JONES

Almost half of the automotive sales growth in China this year has come from luxury brands, driven by consumers'
increasing household wealth and consumer confidence.

According to a report from Scotiabank, in March global automotive sales were up 1.2 percent over the previous year,
with China one of the key forces behind this growth. As the Asian market becomes increasingly important to luxury
auto brands, OEMs are set to benefit from newly eased regulations in China.

"China now accounts for close to 30 percent of global luxury auto sales, up from 20 percent in 2012," said Carlos
Gomes, senior economist and auto industry specialist at Scotiabank, Toronto. "As wealth continues to increase in
China this share will advance further."

Accelerating sales
Chinese auto sales grew 3 percent in January and February, and growth picked up in March, with a 5.1 percent
increase.

Luxury cars made up half of the year-to-date growth in China. Scotiabank notes that this rise in luxury sales is the
greatest seen in China since the government began its anti-corruption campaign.

Over the past few years, the government's communist party has been working to curb conspicuous spending, in an
attempt to fight corruption in politics.

As part of the campaign, China's Finance Ministry implemented a 10 percent import tax on the highest priced
automobiles entering the country. The tax affects vehicles retailing for at least 1.3 million yuan, or $205,000 at
current exchange (see story).

As of 2012, China represented 20 percent of the total volumes for the top six premium marques. Today, Chinese
consumers make up 30 percent of these brands' businesses.
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The Vision Mercedes-Maybach Ultimate Luxury is designed for a Chinese audience. Image credit: Mercedes-Benz

Whereas these brands saw an average volume growth of 15 percent in 2016 and 2017 in China, in the first three
months of this year, their year-over-year volumes rose 25 percent.

The top six marques are projected to have their sales exceed 2.7 million cars this year. This would more than double
the number sold just five years ago.

By 2020, the luxury car industry in China is likely to become the world's largest. The country is leading the way in the
breakaway from reliance on dealerships.

According to L2, while ultra-luxury auto brands such as Ferrari have a better handle on exclusivity and high-end
image, standard high-end automakers are more accessible and have a better grasp on digital performance in China.

L2's research in its "China: Luxury Auto" report shows that more than 50 percent of luxury auto brands are available
on China's top retail Web site Tmall. Their presence on the ecommerce site beats out luxury fashion and jewelry
brands (see story).

Mercedes-Benz, Audi and Volvo are the first cars to use Alibaba's AI +  Car. Image credit: Alibaba

Along with China, auto sales around the world picked up in March due to growth in emerging markets and a 6.5
percent volume increase in the United States. Scotiabank attributes this to growing wages and incomes.

"Luxury sales in China are up about 23 percent so far this year, lifting global luxury volumes by about 7 percent year-
over-year through March," Mr. Gomes said. "The key driver of these gains is ongoing increases in household wealth,
which is being driven by strengthening global economic growth.

"As long as that trend persists, luxury volumes will outperform," he said. "We expect the global economy to expand
3.8 percent in 2018 and 3.7 percent in 2019. If global GDP slows significantly from our current forecast, luxury
volumes would slow as well."

Auto outlook
Foreign automakers are set to benefit from some recently announced regulation changes in China.
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One of the changes relates to the 50:50 rule, which prevented automakers from owning more than half of their
Chinese operations. At the time the regulation was implemented in 1994, it was intended to help local businesses by
forcing OEMs to enter joint ventures.

China is rolling this back, allowing automakers to have more ownership over their Chinese sales.

The nation is also lifting its 25 percent tariffs on foreign cars.

Tesla's Elon Musk had complained about the import duties on Twitter, saying that having a 25 percent tax compared
to the import duty of 2.5 percent for the United States was similar to "competing in an Olympic race wearing lead
shoes."

The United States is currently at risk of a trade war with China following President Trump's announcement of tariffs
on steel and aluminum in March (see story). Since then, each side has imposed new tariffs on different goods,
escalating the disagreement.

"The announcement that China will reduce import tariffs from the current 25 percent 'as soon as possible' is  likely to
have most significant near-term impact for luxury automakers," Scotiabank's Mr. Gomes said. "For example, tariff
reduction will improve the affordability of imported luxury models, spurring even stronger sales going forward."
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