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Tmall, one of the leading ecommerce platforms  in China, has  implemented s trict compliance policies  to weed out lis tings  and sales  of fake luxury
goods . Image credit: Tmall

 
By Jeff Unze

China ecommerce continued its strong growth in 2018, remaining the top luxury market in the world. To keep pace
with the rapid expansion, China has unveiled a new set of laws for 2019 designed to protect consumers and
encourage transparency.

The new laws will impact large ecommerce platforms such as Tmall, as well as retailers and brands.

However, the greatest impact will be to the luxury market and the way it affects cross-border ecommerce,
specifically, the small to midsize resellers known as "Daigou." The result could be short-term sales losses in the
hundreds of millions of dollars.

Shape up ...
Resellers known as Daigou exist because China shoppers like to buy from international sites directly to ensure
authenticity, find products unavailable in China and enjoy lower international prices.

Daigou operations buy products at outlet malls in the United States or international Web sites and sell them on
Chinese ecommerce platforms. The sale appears to be U.S. or European, but is quickly shipped to China via freight
forwarders skilled at avoiding duties.

The new ecommerce law closes many of the loopholes that Daigou exploits. Speculation is that up to 70 percent of
Daigou will stop selling rather than adapt. The result will show up as a drop in retailers' or brands' U.S. or European
divisions where the sales occur and not in their China divisions.

The provisions that hurt Daigou involve compliance and authenticity.

Starting Jan. 1, all companies selling online goods in China have been forced to have a China entity, pay taxes,
provide customer service and have a compliant return policy. The vast majority of Daigou currently do not offer
customer service, pay taxes or accept returns. In addition, registration of a China entity is a slow, lengthy process.
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The new law also addresses authenticity a major China ecommerce pain point.

In the past, companies selling fake or low-quality goods online faced fines and shutdowns. This led to a whack-a-
mole game of bad actors that would sell fake goods, get caught, change their name and pop up as a new entity a
month later.

This year, ecommerce platforms will share liability, along with merchants, for the fake or low-quality goods sold on
their applications and sites.

Platforms such as Taobao, Weibo and even WeChat will now have to carefully vet their merchant partners or risk
stiff governmental fines.

Since resellers lack clear relationships with brands, as well as proof of product authenticity, they will effectively be
blocked by the extra scrutiny with no place to market their products in China.

... or ship out
Depending on the luxury brand, between 10 percent and 90 percent of ecommerce sales in China come from
unauthorized Daigou channels. Many marketers have no idea how much of their product is being sold in the gray
market.

To avoid a first-quarter surprise, marketers should do a quick start-of-year audit to determine their exposure. A good
proxy is to check Taobao activity (reseller) versus Tmall activity (official channel).

Another method is to cross-reference shoppers from deal and cash-back sites with home addresses in prime Daigou
locations such as Los Angeles, Oregon and Delaware.

The short-term winners of the new law will be official channels that are already in compliance. The China
government is also making shipping channels used by official platforms more attractive for shoppers.

The official prepaid duty shipping channel known as BC will raise its purchase limit from 2,000 to 5,000 RMB. The
higher purchase limit will allow shoppers to use the popular channel for luxury products up to $700 for the first time.

The postal shipping route preferred by Daigou, which allows them to largely avoid customs rates, will become more
expensive.

China is also increasing the check rate from 1-2 percent to 20-30 percent, eroding the cost advantage of the channel.

ON BALANCE, the new law should be a great boon to both consumers and international companies. It is  the first
significant step to fight fake goods and it will drive many of the worst gray-market actors out of business.

Luxury brands that have not policed their gray market activity will face a steep short-term decline in their sales
numbers.

Moving business from Daigou resellers to transparent channels will provide the data needed to make better
decisions on product inventory, advertising and product design. This will also allow luxury providers to better
control and manage their brand presentations and reputations.

The law may seem daunting or hurt in the short term, but it will put luxury brands that choose the right ecommerce
platforms in a much stronger position moving forward.
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