
With reliable data hard to come bY,
creating a winning marketing formula for {
China can be a head-scratching exerctse

By Constantine von Hoffman

The lunchtime discussion topic was China. Marketing executives
afOUnd thg tablg SWapped StOfigS "Uout the country's bureaucrary, counterfeit-
ingproblems and economicgrowth. One executivelistenedmore thanshe spoke, takingnotes and

occasionally asking for more details. As the global marketing chief of a large subsidiary of an even

larger multinational, her need to know about China was a pressing one: In four months, her company

would be launchingits business in China, and she had just realized that the information she was

getting fromherlocalpartner-ajointventureformedwiththegovernment-was nonsense'

This woman was clearly no marketing novice. When asked about business in Europe or Latin

America, she easily rattled offnumbers about market penetration, brand value and purchase fre-

quency. But when asked the same about China, she became a deer in the headlights. She didn't have

the data, and she knew it. It seemed little comfort to her that no else did either: When she aslted

where everyone elsegot their data, the collective answerwas a rueful, "Good question."

Obtaining reliable information about the world's most populous country has been an elusive

goal since Marco Polo's first business trip to China seven centuries ago. AskU.S. businesses what

they have to show for their years of trying to drill down into the demographics of Chinese con-

sumers, and the answer usuallyis, not much.

Thereasons forthis arealmost as numerous asbricksinthe GreatWall. Howdoyou surveya nation

ofat least 1.3 billion people belonging to 56 ethnic groups speaking scores ofdistinct languages and
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dialccts ) l ftiu. clo 1'ou ove rcomc a phl'sical infr a

stf uctufL' that can nlakc tfavcl ancl tr acle among

t l r e  r r l l . i r ) l r ' s  I I | k r v r r c c s  t  I t ,  i { - 1 , , u  r ( r r , l n t  T J i -

rvan, l'hich tl-re Cll-rir-rese grx.c'rnment cloes)

incrcclibll' clifficultI Ilow clo ]1)r1 llct insights

fiur peoplc'rvl-ro, fbr tl're past 551'car s, har.e lir.ecl

u n r l t ' r ' , r  | C | t C s s i V C ,  t ( ) t , r I i t , r | i : r n  { \ ) \ ' ( ' r  n n r C n L

r r l t , ' t t ' , r n s r r c l i n g  t l r c  \ \ r i ) l l {  ( l r . l c s l i t r n s  l t r '

qr.rc'ntl1. has 1-rigl-rlr. neeativc' consequc'nces?

It's not onlv the ir orvn gor.crnrrre rit that thc

Chinese don't trr-rst; tl-re1/r.e been snspicions of

fbr.c'igr-rers since be fbre Claesar, in part becausc

thev see other cnltures as inferior. (Cl-r ina is

kntxr.n as thc'N,{icldle I(ir.rgdom becar-rse its peo-

l ) l c  l ( \ r t s  he l i t ' r t ' .1  L l r l lL  i l  ( ) rLuPicd  l t  1 .11 .q
be trve en hc'ar.e n ar-rd Eartl-r.) Anothe r reason fbr

their nristrust ste nrs fr onr pr e r.ious u'ar s fbueht

r | i t  l t  W. ,s t . ' r . r t  n i l  l i ( )nS i l t t  \ ' l n I t  in {  I ( ) { i l i n  i t (  acs \

to Chir-ra's marlie ts.

Lbmbine the ph1.sica1 and cultr-rra1 difllcul-

ties ofgather in{ dL'urographics

l ' i th the lack of rel iable data

f lon-r the gor.ernment itsc'lfancl

it's casl'to scc u'h1'Cil.rina is sucl-r

a tor-rgh nunbers garre. For the

ne rv br cccl of CN'lOs schoolecl on

nrc'trics ancl clata anall'sis, cler.c'l-

1 r1r i11 . '  ;1  n t ; r r  l i , ' t  i r t . .  r r l l r t  f t rL_ t _ - ' . i  "  " . . ' _ _ _ _ ' _ - ' . !  
t " ' -

China is akin to t ime tr avcl,  back to an era u.hen
gue ssu'ork, estimate s ancl {ut fi:e1 ru1erl thc cla1'.

I  l t t tst ' t  l t l t l [ ' r t$t 'S. rrI  r i)ul 'st ' ,  l t l t r ' . ' t t ' t  l<t ' |1 [  .5.

\ ( \ l l l l r i l l l i ( ' s  a \ ' , t r ' .  N I t r s t  s ( ' l 1 i ( ) l  l l l , l n , l { C l l l r ' l l t

tc'anrs r.ieu. thc Cihina opportur-rit1'as too biu to

ignor e ancl thc'1' use sorre of the r.er1. r-rur.nbe rs

thev clc'c'r-n as unreliable to rlakc' tl-re ir casc. fhcl'

citc thc "10 citics in Chir-ra rvith popr,rlatior.rs of

nror c than a rni l l ion people each. Thev trot oLlt

\\bllcl ilanl< numbers shcx,r.ingthe Llhinese ccon

onn'grol.ing at 9 pe rcent annr-ra111. ar-rd its gross

clonrc'sticPr ocluct (GDP) incr c'asing fiom S l.l tr-il-

l i t r n  l r ' S l  r ' t l i l l i t r r t  i r t  t l t t ' I r ; r s l  I , r r r r  ) ' , ' a r s .  I  l r t ' - r

Iook at tl-re c'stimates fi-om llnr-on-ror-ritor, a

pror.icle rof .globalconsnme r markct intelligcncc,

that tl'rc perccntage of China's citizcrrs who on,n

a tclcll-ronc'r'ill rise fionr 2S pclcent to 4l pc'rcc'nt

ovc'r the nc'xt clc'cacle

I t  l r l l  l r J . l s  I lp  t ( ) i l  I c ] . t t i yc l1  t r r r t l t1 .1 .11 l  i l t i t l

t'nticir-rg busincss market. But looks can trc

clccciving " lhe numbers on f ist pass arL'

; r l r r ' . r r  s  \  c r ' )  c \ r ' i t i n t , '  s l r l s  Rt r )  T l rn  I l : r l r l1  ,  \ ' l

t)f mar.l<c'tinc fbr Hor.rg I(ong Disr.re1.lancl.

D i {  I t t t ' t .  J . ' . ' 1 t 1 1  ,  i l l t r l  i l  r l i f f (  t  ( ' l l t  s t ( \ l  )
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crrcrgcs. \'isior-rs of nrass marl<e ts ar-rd he althl'

profrt margins are rcplacerl u'ith a n-rore sobe ring

realitl': Nf al<ine r.nonc'1- ir-r China is harcl. "lf 1'ou
go into China u'itl-r a big barr.J tl-reorl' and satn

r atc thc l'holc corlntD'at once, 1'c'ru ma1' as l.e 1l
giye yrtLl rupnel' tp char it1. bccausc 1.or.r'r-e just

q ( ) i n l  I  ( )  l ( ) s ( ' i l . "  s , l )  s J , i l i l ( ' s  N l (  G l i { ( ) t .  I t r t  t t t t ' t '

CECI of Dou'Jones's opcratiorrs in Cll-rina ar-ril

anthor of thc'book Orrc Il r/1iorr Crr.sforlcrs.'l-e.s.sol.s

f ro nt the F ro nt Lirrc.s trfDoiilq Brr.siric.s-s il Clrrro.
(pmpanies that l-ravc' succc'eclc'cl in China

har.c'lookc'cl at thc'cr'l-rntr 1. not;ls one nass tr-t.rr

het br,rt as :r n:rssive nnurbc'r of vc'n'small mar

l i r ' t s  l \1 .  Don; r l . l ' s ,  [ i , r ' c r , r r r r | ] c ,  c r r  t c lc t l  eh  i  n , r  I  5
y r , . 1  \  j t ( r r l  r y i t  l r  , r t r , .  r ' c s l  r r r r ' . r n t  i r r  , r n n  ,  i t  t

Shanzen. I t  has slorvl l 'bui l t  up i ts f i -anchises trr

nror e than 7lJ(l r c-staur ants irt 17 major "popula-

tir'rn areas." Tl-re n-rarhe tir-rg teaur doesn't evelr

attL'urpt to l lather denrogr aphics on the cntire

coLlntD'. "lt's not likc rve 'rc'trf ing to research all

1.1 bi l l ion pcoplc cvcrv clal ' ,"

sa1's Dc'an Barrc'tt, NIcDor-rald's

s r ' r t i t r r  VP r r I  S l , t l t l t l  n l t l kcL  r r rg .
"Wc'r.c concentrated our ef1bfi s

in the citie s l'e're ir-r."

NlcDonalcl's c'xc'cutir.es felt

t  l t , '  .  l t . t i n ' s  i n i t i . r l  u r . r l k c t i r r u

approach must bc focusecl on

conslrrers in the arc'as aronr-rci its first restau

rants; altholrgh the Golcler-r Arches we re far.nil-

iar to somc Llhinc'sc', the compar-rl l.as basicalll'

s t : r l t  i r r {  l - r i r r r r  s .  r ' , r t r l r  i  n  l . r r i l , l i nS i t s  I r r : rn . l .
" \ \ i .  rr ' , ' r ' r '  t  ;r  I  l< i  rr , '  I  rr ' )r  rr LustL)l l ters i t t  t l t rrs. '

local arc'as abont l'ho t'e u.ere, rvhat or,u br ancl

icler-rtit1'rvas ancl hol'that coulcl fit ir-rto tl-re ir.
,  r l l  r l o  , , r r , ]  l i l n s t  r ' l o  

"  q , r r ' <  R r r  r i , t r  I  l r ,  ,  , r r r r

panf inr.ite cl cr-rstor.ners in to see the r estaur-ants

ancl scr-rt stofe lrlanagefs c)Llt to talk to schools

; r r ( l  ( r l  l r ( ' r ' ( r r ' ( ) l l r r \ .  I t  u , r s n ' t  u n t i l  l 9 9 t '  I r r  t 's _ ' _ ' r  "  _ _  '

vears after that flrst rest.lrlr:11-lt o1'rc'nc'cl in

Shanzt 'n t l ' rat the conrpan)'bought i ts f l rst

nationn'icle acls on Chinese teler.isior-r. "ln or cler

fbr national mar-hctir.rg to be sr-rcce ssful, it has to

be br-rilt on a local basc'," sa1's Bar rctt.

Eve n on a krcal scalc', hon,c'r'cr, goocl mar kct

research is asisniflcant challengc Ncither thc
go\.ernment, nor thc'compranies, nor an)'one

else hnou's much, if an1'tl-rir-rg, abor-rt u'hat Chi-

nc'sc' constlnlefs ear-n or s1'lc'ncl. fhc1"r e not cr.cr r

sure that the re are 1.1 bi l l ior-r of therr Conrrnr

r t i s ru  l t ; t *  r ' t t : t t l t  t l r ' t r ' i v inS t l l r '  { { ) \ ' r ' fn l l lL 'n t  l

national pastimc.

Ciase inpoir-rt: Sincc'the late 1970s, tl.restate has

restr ictecl manl' familics to l-rar.ingjr-rst onc' chilcl.

As a result, sonre c'xpc'r ts belicvc that tcns of mil

lions of "extra" childr-c'r-r har.e bc'c'n l-riclclen fi om

ccr tsns tahcrs, rleaning thc' grtvL'f nmL'nt's censLls

coulcltrc offtrl.as mr.rch as 250 million pe oplc' or

slightll'lcss than the entire U.S. popr-r1ation.

As ur-rre liable as the ccrrsr.rs rrumbcr s ma1'bc,

granular clcmographic infbr-urat ion is ever-r

l t , r r  J c r  r , , I i 1 1  l l r r \ r ' n .  " \ i r u  l r ' l t l l r  l t l t v c  t , t  l . . ' , ' l
au.a1' the nurrber s," sa1's Disr.rel"s IJarrll'. "Ttr

ge t to statistics that )'or-1\\'ant,1'ou havc'togo ir-t



averyindirectway."
In developing the marketing plan for the

launch of Disney's fust theme park, Hong l(ong
Disneyland, which opened in China last Sep-
tember, Hardy's team determined that average
income or family size was less important than
people's awareness of the Disney brand and the
classic Western stories-such as Cinderella-
around which the parks are built. The group
found that consumers in Hong I(ong had agood
knowledge of many of Disney's classic charac-
ters and stories and that 25 percenthad already

been to a Disney theme park.
Outside of the immediate Hong Ifung area, the

storywas a bit different. In the region within
300 miles of Hong I(ong-containing an esti-
mated 140 million people-the
companyfound that while a lot of
Chinese were familiar with
Midcey Mouse, less than 1 percent
had ever been to one ofits parks.
"The Disney brand was clearly
recognized," says Hardy. "But the
understandinq of the brand-its

stories and characters-aren't as deep in China."
As a result, the company created a marketing

plan forthe newparkthat focused on showing
the films and telling the stories of Robin Hood,

SnowWhite and other charac-
ters, rather than on the parl{s
features and attractions.

RISKVS. REWARD
In Hong l(ong, the Western-
style economy, infrastructure
and culture makes market
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researchmore reliable.Across mainland China,
the challenge is greater. That helps to explain
why Amdocs, a $2 billion provider of customer-
care services to cellular service providers, was
hesitant to jump into the market. On the sur-
face,sucha moveseemed like ano-brainer: How
could approximately 400 million Chinese cell
phone users not represent a great business
opportunity? Amdocs' initial research, how-

same time we sensed there was a very definite
desire on the part ofChinese companies to be
offering our lcind of Western-style serrrices."

As it turned out, divining ARPU was easy
compared with gathering other consumer data.
In an economy that still relies heavily onpaper
money, most cellular customers were using
cash to settle up their monthly bills or to pur-
chaseprepaidphone cards. That eliminated the

Chris Hassall, Procter & Gamble's vice presi-
dent for Greater China, counters that Chinese
consumers are slowiy coming around to the
value of legitimate brands over cheap imita-
tions. "Because Head & Shoulders provides
superiorvaluetothe consumer,we cansellitat
a price that also provides a healthy return for
us," he says, without providing specifics.

Comoanies in service-oriented industries are

trove of data Amdocs could gather via credit

card transactions.

With limited data at their fingertips, many

companies rely on consultants and other third

parties to provide demographics, which many

foreign businesses acknowledge, can be a crap

shoot. "Everyone's got great aspirations," says

Tom Nightingale, vice president ofcorporate

marketing for Schneider National, which

opened business in China last April to sell sup-

ply-chain management services and software.
"They'll promise the moon and the stars but...."

FAKE PRODUCTS,
REAI CHATLENGES
No numbers discussion about China wouid be
complete without talcing into account the
potential financial impact of counterfeiting.
Everything from software to manufacturing
components to packaged goods-even the pack-
ages themselves-are at high risk of being ille-
gally copied and sold against legitimate products
(see "Falcing It," www.cmomagazine.comA20l0D.

'lvith fast-moving consumer
goods, it's not the products them-
selves that aregetting copied, but
the packaging," confirms Joe
Studwell, edit or of China Economic

Quarteily and author ofthe book
TbeCbinaDream.

Low-priced knockoffs are a hit with price-
sensitive Chinese consumers, particularly
when it comes to commodity goods such as
soap, toiletries and household cleaners. "People

lin Chinal won't pay a premium for that," says
Studwell. "The money they have, they'd rather
spend on a mobilephone."

better positioned than product-focused compa-
nies to succeed in Chinabecause they are more
immune to counterfeiting and can offer Chinese
consumers someth-ing many are desperate for: a
genuine Western experience. 'You can't copy a
culture, a motivation or an innovation," says
McDonald's Barrett. "[McDonald's founderl Ray
Ikoc once told me anybody can sell hamburgers,
but only McDonald's can sell the e>'perience."

The sum total of this numbers game? CMOs
and other senior executives should build a lot of
ertra time, effort and money into their market-
ing plans for China. Fromgathering consumer
data to developing the right relationships (see
"It's Not What You I(now...," Page 30) to navi-
gating the byzantinegovernment channels, get-
ting things done is simply harder in China.

"Ensuring the necessary governmental
approvals were in place took several months
longer than we would expect in most other
countries," says Schneider National's Nightin-
gale. The impact, he adds, is felt not just in time
spent, but in the extra effort expended to get
thhgs done against a tight deadlire. "The expec-
tations are high and fast, given the size ofthe
market," he says.

That is the great paradoxof doingbusiness in
China: No matter the potential problems, the
numbers are literally too big to ignore. "If you
believe what you see by walking the streets of
the majorcities ofChina, there maybe a middie
class now ofbetween 200 million and 300 mil-
lion people," speculates McGregor, the author.
"That's one hell of a marlcet." r

Seniorwriter constantine von Hoffman can be reached at

cvonhoffman@cxo.com

"lt's not like we're trying to research all 1 .3 billion people every day."
-DEAN BARRETT,  SENIOR VP OF GLOBAL MARKETING,  MCDONALD 'S

ever, suggested just the opposite-that Chinese
cell phone users are incredibly price sensitive,
with many going so far as to have separate
phones for incoming and outgoing calls to save
money. The iikelihood of them paying extra for
add-on services was remote.

But the companywas under a lot ofpressure
from investors and analysts to ride the telecom
boom in China, from which cell phone makers
such as Motorola were reaping huge profits.
Therewasjust one problem nrggingthe execu-
tive team: 'lMe couldn't convince ourselves we
could make money," says Michael Matthews,
Amdocs'CMO.

In order to project how much consumers
might be willing to spend onAmdocs'services,
the company (working with a local partner)
began traclcing the average revenue per user
(ARPU) of four Chinese telecom service
providers. The magic ARPU number that
Amdocs executives felt would indicate a market
for their services was $10 a month; initially,
however, ARPUs were traclcing in the $2 to $5
range. When the average

reached the $5 to $10 range,

Amdocs took the bait. It pur-

chased the Chinese company it

had partnered with and entered

the market last August, even

though the ARPU wasn't con-

sistentlywhere the executives wanted it. Chalk
thatflexibilityup to the China dream:Theprom-
ise ofhigherprofits was worth the risk.

"In the last 12 months we got to a comfort
level," says Matthews. "We believe there is a
growing demand for more sophisticated offer-
ings from communication providers. At the
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