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Winning the retail battle in a world without mask restrictions

China’s retail market has entered a new era with decelerated overall growth, and the
COVID-19 outbreak has hit it even harder. The retail market’s annual growth has been
decreasing since 2011, from almost 20% to ¢.6% in 2019. While many retailers had just started
getting used to this tough situation, the pandemic began, together with probably the most
negative economic impact seen in decades. During the frst fve months of 2020, more than
RMB 2 trillion has already been wiped out from the market. There is also the chance that the
pandemic will return in some areas and so hit the retail market a second time.

Exhibit 1. China’s retail market has entered a new era with decelerated overall growth;
the COVID-19 outbreak has hit the market even harder

China’s total retail sales of consumer goods, 2011-2019

Trillion RMB
18% 41
37
14%
30
24 Lt Retail market has
10% shrunk to below
19 the 2017 level
since COVID-19
!
2011 2012 2015 2017 2019 2020
== Retail value === Retail value (Jan-May) YoY

2020 China GDP growth
Chances exist for the pandemic
to return in some areas and
further hit the market recovery

|

-6.8% 3.2% 3-5%
(] (] (]
Q1 Q2 Q3/Q4 (estimatedl)

1. Consensus of various third party analyst reports
Source: National Bureau of Statistics of China, analyst reports

© Oliver Wyman



Winning the retail battle in a world without mask restrictions

This turbulent situation is only going to accelerate structural changes in channel dynamics
and consumer shopping behavior, resulting in China’s retail market entering a “post-COVID
normal”.
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Winning the retail battle in a world without mask restrictions

Retailers have already pulled many short-term levers, such as big promotions, assortment
adjustments, and cost cutting, to survive this difcult time. Most of them expect it will take more
than six months for their business to fully recover. Meanwhile, many leaders are also considering
changes to their retail footprint and channel strategy to win in the post-COVID normal. To

thrive in this new environment, they need to think carefully and diferently, as the market has
experienced profound changes. They should make quick decisions within their current footprint
to prioritize daily investment and explore new avenues to drive future growth and

pre-empt competitors.

Based on Oliver Wyman's understanding of China’s retail market, we wish to share three
observations with ambitious retailers who want win in this post-COVID normal:

* Accept the fact that a lot of existing stores will never come back to proftability after
the pandemic, so be bold and close them quickly to cut losses and double down on new
strategic locations. OFine tra®c has been recovering gradually, but many stores are still
under heavy pressure, especially in high tier cities. Within a city, the recovery rate can also be
very diferent for diferent catchments or malls, with multiple factors at play, such as target
customers (locals vs. tourists), product proposition (premium vs. mass market), and location
(residential vs. commercial). In the frst fve months of 2020, ¢.10% physical stores were closed
down, while it is usually only ¢.15% for a whole year. Even some proftable stores may never
come back to pre-COVID performance levels, as consumer behavior has changed signifcantly.
Thus it is critical to take a forward-looking view to estimate the future performance of each
existing store to quickly make the right decision.

Exhibit 3. OFine tra®c is recovering, but many stores are still under pressure,
especially in higher-tier cities
Average daily mall tra®c in April 2020 as % of December 2019, by city tier

Shanghai 65% Jinan 70%

Guangzhou 57%
Beijing 50%

Harbin 51%

73% 75%
Wuhan 28%

Tier 1 Tier 2 Tier 3 Tier 4
December, 2019

Average daily mall traffic in April 2020 as % of December 2019, within Beijing

Above city average Below city average

Yizhuang 65% Dongzhimen 45%
Tiantongyuan 57% Sanlitun 44%
Shuangjing 56% Wukesong 37%
Wangfujing 56% Zhongguancun 36%

Source: Windata
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Invest in smaller targeted stores and mega Fagship stores as they will thrive; and work
hard to re-invent a diferentiated proposition for mid-sized stores. Undoubtedly consumers
will keep visiting physical stores in the post-COVID normal. However, while they now want
almost everything, the bar to persuade them to visit and pay is much higher. Retailers have
experimented many new store formats. Some have launched small stores with a very targeted
purpose, fexible locations, and relatively low cost to ensure proftability. Others have opened
mega Fagship stores to ofer extraordinary customer service and experiences. The key
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Oliver Wyman is a global leader in management consulting that combines deep industry knowledge with specialized
expertise in strategy, operations, risk management, and organization transformation.
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