China in Focus

Digitizing China’s Retail Sector
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In line with President Xi's development blueprint, China’s consumer market is shifting towards sustainability

and digitalization as discerning shoppers prioritize eco-friendly products and services
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The great reopening of China is
set to accelerate the country’s
post-pandemic recovery, and it

is time for every enterprise to
rethink its business model if it
wants to thrive in the new normal.
During the 20™ National Congress
of the Communist Party of China,
President Xi Jinping set forth a
long-term strategic blueprint

for high-quality development,
under which digitalization and
green development will be among
the most important trends that
will reshape China’s commercial
sector going forward.

Accelerated Digital
Transformation

The digital economy has become

a key driver for China's economic
growth. China's digital economy
doubled from 22.6 trillion

yuan in 2016 to 45.5 trillion yuan in
2021, and ranks second in the world.
China also has the advantages that
will enable it to continue to take a
lead in digital transformation.

In terms of hardware, China has
sped up the construction of digital
infrastructure. As of today, China
has built 2.3 million 5G base
stations, accounting for more than

60% of the world's total. The number
is expected to reach over 2.9 million
by the end of 2023. In terms of
software, the Central Government
has been supportive of the growth
of the platform economy, as proven
by “green lighting" investment cases
of large platform enterprises. It is
predicted that the total scale of the
platform economy will reach 100
trillion yuan in 2030.

For a long time, China's retail sector
has been adopting new-generation
digital technologies to optimize their
supply chains. On-demand retail,

or instant retail, is one of the latest
examples. As an extension of home
delivery services, on-demand retail
is a new retail model that connects
consumers and merchants through
online platforms, where merchants
aim to deliver products to their
online consumers within 30 to

60 minutes. According to a report
released by the China Chain Store
and Franchise Association, the on-
demand retail market has exploded,
with a compound annual growth rate
of 81% over the past five years. It is
expected that the market size of on-
demand retail will exceed 1 trillion
yuan by 2025.

The growth of on-demand retail
may pose a threat to traditional

retailers, in the sense that it has
wider market coverage and greater
geographical outreach. However,
in the long run, open on-demand
retail platforms allow offline
enterprises that have undertaken
digital transformation to tap into
online market. The new model
would facilitate the growth of
offline enterprises and further
transform the future of China's
retail industry.

Even before the pandemic, China's
retail industry had committed to
improve the technical architecture
of front-end activities. As the
application of new technologies
becomes more mature, digital
transformation will be advanced
to the middleware and back-end
applications. By reshaping their
supply chains, enterprises will be
able to reduce operating costs
and improve overall operational
efficiency, taking their businesses
to the next level.

Empowering Green
Consumption

China has endeavoured to
promote green and low-carbon
development. In the past decade,
the country has supported its 6.5%
average economic growth

28| THE BULLETIN APRIL 2023



with an average annual growth

of 3% in energy consumption, and
reduced its carbon intensity

by 34%. Working towards the
“30-60" decarbonization goals, the
government is accelerating efforts to
promote green consumption, laying
a solid foundation for a full-scale
green transformation and upgrading
of the consumer market.

Empowered by digitalization, the
retail industry has increasingly
adopted digital solutions to
increase production efficiency

and reduce carbon emissions. For
example, data-driven dashboards
can summarize metric results and
highlight eco-issues in operations,
while cloud-based warehouse
management systems help
maximize storage capacity and
increase operational efficiency. On
the retail front, in-store technology
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is used to interact digitally with
shoppers, providing clear and
detailed sustainability information of
the products. E-commerce platforms
have also launched carbon ledgers
to promote greener lifestyles, by
helping consumers track the carbon
footprint of their online activities and
rewarding them for adopting eco-
friendly behaviour.

In the meantime, green consumerism
has also been growing in popularity
in society. Chinese consumers have
been increasingly attached to eco-
friendly products, and some are
even willing to pay 10-20% more for
such products. Indeed, organic and
low-carbon lifestyle consumption
has been rapidly expanding in China:
Over the past five years, sales of
related products on JD.com grew by
167%, and the number of consumers
increased by 86%. Retail sales of

new-energy vehicles in China also
hit a record high of nearly 5.67
million in 2022.

With growing environmental
awareness, the green transformation
of China's consumer market

has become both policy-driven
and demand-driven. Green and
sustainability are playing an
increasingly important role in
consumption decision making.
Throughout the long journey to
green development, enterprises
may face huge challenges and
difficulties in the process, such
as high initial investments and
long payback periods. However,
the prospects are promising, and
the returns could be enormous.
By building an intelligent and
sustainable supply chain,
enterprises can stand out in the
new normal.

20234F4H LTHEHATI |29



China in Focus I¢ﬁ%&

Wi v B ST DR AR A8 T SRR P 3
AR o ASEEAHH & T EHER - B
AEIE S B B SRR s FE B o AT I
ERERE TR ERNREAT L BKE
WS PR Y W BT R O W
Bl > S (LA A 45 58 I AR SR 2y T 2SR
o BROPBIMAR KGR o

IR SRR

BURSAEIE O A B A i R A B
5[4 HAEAE 2016 FEMI N ERWE 22.6 B
RTTE T — 5 1R 2021 R AR
45.5 BERTC ALJE REREE o h BB RE R 2
B R AT AR S | SHES R o

T3 T B LETE ISR R AR R it et
R B4 T 230 BifE 5G Huk o G2k
HEHON R b TRAE 2023 ISR B
290 B fiEleE 77T > FPRBUN RIS R 3%
[T B A Ak H A - B R 2E TG
P FE) TR B SRR 2030
FEREFINRE 100 BRI

RALU FpIBZ 5 SE AR FH R — B
BERHAR B LAt rEsE - IR E R B
HIBIT < —- RN E B R b7 A
P BB P R B0 B R
PR SEAE — 4 I BB EAY Y12 30
2 60 735 BRI/ = 2 A e
IRBH BB S T SRR IR Z &

M5 2R A A FEEFY
W RAEE 81% TG RRRE R A 2025 4F

ATZER AR 1 BfETe

RIRFE 5 A TS50 o P ek e
BHERTEREREE BERENS C
SERESEIUATAR T (K R A B CRN
PR E A AL LG eiE —HrE Ul
AR NSRRI R
SERAR A AL

R ER BRI R ERCHE KL

A B THENAIHA AR - BB W BT FE AT

ME BRI B BEsE AR R

FEFRIRAERINR G IE B R B (e
SERF RIS [RIRFE e e

BENR SHBE ke

B2k G R R

FRE— BRI B AR O RS R R
A FRBILIEEYS 3% RYRETRFEFI B R
ISR 6.5% BREFIeREA]

N 349 2B 3060, & H A BURT
IEE AR B 25 B T 5 Ak
AT AR BT B

TR TR SRS
SR e 2B R AR D b R - 2R st
BURERAT R SRR s A B
AR Erh R AR R B e
REEHERMAEPHRTHREFRE
R E T T B Il FH IS
SRR E B MR AtE AR T R
BRI R T G T RRIRS AR
BN BB B BN EIRRR R 1152
BOER O T 2y fEmtE Bt AR (A 75 75 2o

BRI AR B A L H R
Tz o P B B S IR R ) 75 SR
A EE BRI RIS A —E WK
AR (E-FE b AR TG B
AR IBPAHIE K 25 A MR
R AR BRI R 167% HEE
NI LT 869 t5h AR ETHTAEIRI T
ZEHRALE 2022 FAI NI 567 ERHY
JEE ST
PEEHEEHIRIR AN = SR B
BTG CER A E HBGR TE TR
TGRSR A A AR AT R R 3 T R
TEHE PR PIEE Had A f (o 7EAR
S RIEFE A (3K AT AEEE A AT
S v S R 5 B PR R
PRI AR L EE IR AT AT HIRA AR
O 5 S o A R e T R AR (L e
A B R ELEHNT AR R AR H o

30 | THE BULLETIN APRIL 2023






