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Annual Chinese Consumer Survey 2008

EXHIBIT 1
The Importance of
regional differentiation

v Area of largest variation

Influenced by others (parents and celebrities)
Influenced by in-store salesperson

Preference for Chinese brands

Impacted by TV advertising

Concern about food/beverage safety

Brand-driven in food and beverage and personal care
Preference for modern channel

Preference for well-known brands and willingness
to pay for premium brands

Early adoption of new products

Pride in and personal impact from the Olympics
Child-centric

Frequency of internet access

Environmental consciousness

Materialism

Source: Insights China by McKinsey — 2008 Consumer Survey

» 8 key buying factors
6 differentiated more by region than by city tier
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Reaching Consumers in China

Source of Information Impact 2008 Change in Impact 2007-08 in %

Recommendations from . B

family, friends

TV ad B 4
Newspaper ad M9 -1
Sponsorship B6 M 8
1 .
Internet ad K I 36
Magazine ad i -17

Internet forums/blogs 13 T 77
Internet article on product | 2 30

Recommendation by

professional organization 2 -19

*Impact = Reach x Quality;
Reach = percentage of respondants who were exposed to product information from a
certain source in the 2 months preceding the survey;
Quiality = percentage of respondants who find a specific source completely or mostly credible
and who paid attention and were interested in information from a specific source
3-2
Source: 2007/08 McKinsey survey of Chinese consumers



Annual Chinese Consumer Survey 2008

EXHIBIT 2

Difference Difference Difference hy reEIon
China  between Soulh- China between South- China  between South-
average weskand average average  west and average average west and average
A wide variety
of brands 57 21| Word
Good guality and products r of mouth
Advanced Good gquakly 83 B
technology 27 ™
Have attractive! 20 Lower prices 33 2 Naiis:
latest features Good customar paper
Good/Convenient sevice 20 '6: iiicddin
aftarl-salns 19 Easy 1o compare ads 3 -2
samice prices a0 3
Good-locking 18 Cutdoor 7 2
design Shon distance, 20 9 billboard
easy lo gel there
Lower prices, i6 This slore makes Intermet 5 5
value for money me feel it's reli- 18 -7 forum
able/trustworthy
Makes me feel i i ——
it's reliable/trust- an gel the :
worthy/safe 4 latest products 18 g aticles | 2 :

Sowce: Insights China by Mekinsey — 2008 Consumsr Survey

» 8 key buying factors

— Any mass-market approach needs to move beyond thinking
solely about city tiers and adapt to regional differences
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Annual Chinese Consumer Survey 2008

EXHIBIT 11

Television advertising The impact of advertising

has the greatest impact

e ) G ©) o
a8 29 29

™

Newspaper 17
In-stare 34
Qutdoor 17
billboard

Bus shelter/ 15
panel

Magazine 18
Intermet 18
Radio 19

* Percent of respondents who have received product information from a certain source in the past two months
** “Credibility” + “level of engagement”, percent of respondents who think the product information from a certain
source is completely or mostly credible, and are inferested in the ads received from a certain source
*** Percent of respondents who were exposed lo an ad and perceived it as a source of high guality information
Source: Insights China by MoKinsey — 2008 Consumer Survey

» TV by far highest reach
— Impact of TV ads also vary regionally (North > South)

34
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Annual Chinese Consumer Survey 2008

EXHIBIT 12

Must-have information before purchasing a new product (Percent*) The Influence of In-store
Store Store In-store information
display promotions  promoters

In-store information

TV advertisement

Free product samples
Qutdoor advertisement
MNewspaper advertisement
Magazine advertisement

Direct mail

* Weighted average of 23 food and beverage, consumer electronics, personal care and healthcare categories
Source: Insights China by McKinsey — 2008 Consumer Survey

» Consumer goods companies should ensure they make sufficient
iInvestments to improve their in-store presence
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Annual Chinese Consumer Survey 2008

Percent EXHIBIT 14
Impact difference,
mme The rising impact of

Blog/discussion ag new medla
forum &

Internet- ]

Suxeel coﬁnri[:r:.micatiun 8 o

advertising
Cnline ad 22 18

v _

advertising TV commercial 88 29
Newspaper ad 54 17

Print

advertising
Magazine ad 26 16

* Percent of respondents who have received product information from a certain source in the past two months
** "Credibility” + “level of engagement’, percent of respondents who think the product infermation from a cerlain source is
completely or mostly credible, and are interested in the ads received from a cerain source
*** Percent of respondents who were reached by a cerlain medium and perceived it as a source of high quality information
Source: Insights China by McKinsey = 2008 Consumer Survey

» Sponsorship
— Get maximum bang for your buck
— E.g. Mengniu
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Other findings

» Recommendations much more important in China than
In western countries

e E.g. laptop purchase (China 55%, USA 37%)
» Sports & Cultural sponsorship

e Only limited reach, but high credibility

e Impact in tier-2 cities higher than in tier-1 cities
» Launch of new products

e TV ads indespensable, but losing importance

- 41% (in 2008, compared to 56% in 2007) had to see
new product on TV first before they would buy it

3—7



Conclusion (Reaching customers)

» Viral marketing (esp. from family and friends) very
Important

= Companies must find ways to generate word-of-
mouth exitement

» TV 2"d most important source of information
= A must for financially strong firms
= A must for market entry
» Indirect approaches are gaining quickly
= An opportunity for financially less strong firms

3-8



Advertising Costs

» Consumer Goods
— Medium: TV
— Duration: 1 year

— Coverage: Beijing + Shanghai + Guangzhou
* Price: $8 - $12 million

— Additional coverage: + 10-15 tier-1 cities
(e.g. Qingdao, Dalian, Xiamen, Hangzhou, Suzhou)
e Price: + $3 - $5 million
— To cover 25 — 30 biggest cities
e Total price: > $20 million

Similar prices for bus shelter space

3-9



Advertising Costs (ctnd.)

» In general similar CPMs like in USA/Europe
— Both for TV and Newspapers/Magazines
» What makes it so expensive?

— No programs that attract distinct audiences
* e.g.no Sex in the City, Letterman/Leno, etc.

— No niches
e e.g. no History Channel, ESPN, etc.

=~ TV targets the ,mean’

= Air time buyers pay for this ,overdelivery'
» High demand for air time

— 15 — 20% annual growth

3-10



Conclusion (Advertising costs)

» China is still mass media market

— Brands are still new

— Alternative marketing toos are rel. Undeveloped
» Media is expensive (compared to other emerging markets)

— Mainly due to wastage as a result of spots aired in
non-differentiated programming

» If ad budget is limited, consider a test market lauch
— E.g. Hangzhou
» Avoid media brokers, unless targeting few key cities
» Be aware of
— Heavy regulation
— Strict censorship
— Monopolistic or oligopolistic prices

Source: Tom Doctoroff, Billions: Selling to the New Chines Consumer
3-11
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Profile: Mrs. Wang *

» Owner of marketing agency

» Husband: high-ranked official at local TV station
— > see next slide

» Up to 70% discounts

*. Name has been changed for reasons of confidentiality
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Ten Tips for Successful China Ads*

Don‘t Mess with Beijing

KISS, esp. In smaller cities and rural areas
For older consumers: use informative ads
For younger consumers: be cool

Show the promise, not the process

Flatter working mothers

Don‘t show real lifes

Don‘t boast

You get what you pay for

10 When all else falls, use a baby

© 0N WNE

Source: Tom Doctoroff, Billions: Selling to the New Chines Consumer
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Personal Selling

» Most effective means of direct marketing,
» But also most costly

» In China particularly inexpenive
— Due to low salaries

— Labor law allows high commission/base salary
ratios
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Video Cases

» China Ad Spending
» In China Controlling Distribution is Still Key to Success

3-15



MARKETING MANAGEMENT
IN CHINA:

WEEK 7:
|| ADVERTISING, PR & DIRECT
MARKETING

OCEAN UNIVERSITY OF CHINA

25th INTL. CHINESE BUSINESS PROGRAM

Marketing Lecture Series
Rainer Appel

Wednesday, 13:30-15:20 & 15:30-17:20

mail@marketing-in-china.org Tel: 135-...



