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Fresh insights will be critical to marketers as they seek to grow
their brands in China. The days of growing a brand just by rid-
ing a category wave are coming to an end, especially in top-
tier cities. As in more mature markets, brand growth in China
will need to come from share gains.
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Executive summary

In 2012, Bain & Company, in partnership with Kantar
Worldpanel, presented its groundbreaking research on
the behavior of Chinese shoppers. We discussed the
insights we gained from a rare look at what shoppers
really do at the point of sale, as opposed to what they
say they do. The findings provided a starting point for
consumer goods companies to determine the best
strategy for growth and profit in the world’s second
largest marketplace for their products.

This year we present a second look. We again partnered
with Kantar Worldpanel to study the shopping habits
of 40,000 Chinese households in the 26 important
consumer goods categories we studied the previous
year (see ?@M@ /). Our 2013 analysis allowed us to
confirm and refine our previous findings, and provid-
ed additional invaluable insights into how shoppers
make purchases. These insights will be critical to mar-
keters as they seek to grow their brands in a Chinese

market characterized by an economic slowdown and
increasing competition. The days of growing a brand
just by riding a category wave are coming to an end,
especially in top-tier cities. As in more mature mar-
kets, brand growth in China will need to come from
share gains.

Among the key findings:

o  Shoppers showed similar behaviors from year to
year across the 26 categories in terms of purchase
frequency and number of brands purchased.

— In most situations, shoppers who buy more
frequently in a category also tend to buy more
brands in that category—choosing different
brands for the same occasion or need. We call
this tendency “repertoire behavior.” Reper-
toire behavior prevails in China, but in some
product categories shoppers are more loyal—
they repeatedly buy one brand for a specific
need or occasion.

F@M@ /: We studied the same 26 consumer goods categories in mainland China as last year
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We again found a continuum of categories

ranging from “heavy repertoire” to “more loy-
alist.” Indeed, each of the 26 categories
earned the same placement along the contin-
uum that it had in the analysis for the 2012
report. Brand strategy should be based on an
understanding of where a category falls along
the continuum from repertoire to loyalist.

Although Chinese shoppers buy multiple
brands in every category, they display very pre-
dictable buying patterns across all categories.
This is consistent with the behavior of shop-
pers in other parts of the world.’

Given that Chinese shoppers are inclined to buy
multiple brands, it is not possible to create big
brands by targeting and selling to only a few

shoppers in the hope that they will become
heavy or loyal buyers—shoppers don't behave
this way. Instead, to build a big brand companies
need to sell to as many shoppers as possible.

Penetration is the most important driver of mar-

ket share for each of the 26 categories, regardless

of where it falls on the continuum from repertoire

to loyalist.

We found that the leading brand in a category
had a penetration rate that is approximately 3
to 10 times higher than the average penetra-
tion rate of the category’s top 20 brands. The
difference in penetration rates is significantly
larger than the difference in purchase fre-
quency and repurchase rate for the leading
and top 20 brands in the same categories.

1 The patterns we observed are consistent with the theories developed by Professor Andrew Ehrenberg in the late 1950s and have been demonstrated to hold true in a broad variety of
categories and markets. These patterns are currently being further studied and refined by the Ehrenberg-Bass Institute for Marketing Science.
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— In most categories, brands with higher pene-
tration rates also tend to have higher purchase
frequency and repurchase rates. Our analysis
found that a category’s leading brand invari-
ably has the highest purchase frequency and
repurchase rate. This finding suggests that
“niche brands” (brands having a small shop-
per base that displays an exceptionally high
loyalty or buying frequency) don’t exist—the
brands that have a small shopper base are
simply small brands, whose buyers usually
buy less frequently and churn more often. Be-
cause products can’t succeed as niche brands,
marketers should avoid investing in elaborate
consumer segmentation efforts.

— In this study, we chose to apply a particular
focus on 10 categories to understand the dis-
tribution of purchase frequency for leading
and smaller brands. Our in-depth analysis
confirmed the importance of penetration
over purchase frequency for driving market
share. Importantly, it also showed that the
majority of shoppers have very low purchase
frequency—for both large and small brands.

e The shopper base experiences a high level of churn
for all the brands we studied, regardless of a
brand’s size.

—  On average, the top five brands in a category
lose 30% to 60% of their shopper base every
year, and these percentages are even higher
for small brands. Although brands’ shopper
bases and revenues appear stable, this overall
stability conceals the fact that a significant
number of shoppers are lost and recruited
each year.

— Because a brand’s shopper base is a “leaky
bucket,” a brand seeking to grow must not
only attract new shoppers each year but also

replace its lost shoppers with new ones. Be-
cause most shoppers have very low engage-
ment with a brand in terms of purchase fre-
quency and repurchase rate, a company needs
to find ways to recruit them again each time
they go shopping.

The implications of our research are again far-reach-
ing, providing insights that will help marketers shape
strategic decisions. The route to success begins with
an understanding of a brand category’s position on
the continuum from heavy repertoire to more loyal-
ist. Marketers can use this understanding to deter-
mine how to increase penetration for their brands.
As we will discuss in greater detail, the most effective
approach to building penetration depends on wheth-
er the category skews toward heavy repertoire or
more loyalist:

«  Advertising should adjust its focus on the basis of
the skew: raising consideration in repertoire catego-
ries and increasing preference in loyalist categories.

« The main goal of innovation in repertoire catego-
ries is to create new consumption occasions and
reach new consumer groups. In loyalist categories,
innovation should seek to introduce more premi-
um products to entice consumers to trade up.

«  Store displays and activations for repertoire cate-
gories should be focused on increasing visibility
throughout the store. For loyalist categories, the
focus should be on maintaining good visibility on
the main shelf.
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Full report

This report presents a second in-depth look at Chinese
shoppers, bringing their purchasing behaviors into even
sharper focus. For consumer goods makers in search of
growth, the findings once again help fill a serious void,
providing detailed data and in-depth analysis of shopper
behavior—information that has been limited until now.

Our studies provide much richer analysis and sharper in-
sights into shopper behavior than traditional market re-
search allows. Instead of simply asking questions about
past purchases and future intentions, Kantar Worldpanel
armed shoppers (again in 40,000 households) with in-
home scanners that tracked their actual purchases in real
time. Together, we again looked at detailed records in the
same 206 selected consumer goods categories. For the first
time this year, we augmented this overall research with a
refined analysis of 10 categories we deemed worthy of fur-
ther focus. This fine-tuning allowed us to reach several
important—and at times, surprising—conclusions.

The comprehensive 2013 report covers all Chinese city
tiers and life stages. Shoppers from 373 cities in 20
provinces and four major municipalities participated. 2
The cities reflect the vast range of shopping options
available in China today, from the modern trade that
flourishes in Tier-1 cities (hypermarkets, supermarkets
and convenience stores) to the traditional trade that is
common in smaller modern cities (mom-and-pop gro-
cery shops, specialty stores and department stores).
Also included in the study: China’s young but burgeon-
ing e-commerce market. The study had a broad
scope—for example, we tracked older, married shop-
pers buying shampoo in the aisles of a Guangzhou hy-
permarket and young students purchasing chewing
gum in tiny mom-and-pop stores in cities like Lijiang.

The categories we analyzed span beverages, packaged
foods, personal care and home care—the four largest

consumer goods groups, which account for more than
80% of China’s consumer goods market. And the
brands we studied represent more than 50% of these
four groups in China.

In our 2013 report on Chinese shoppers, we confirmed
and expanded our insights regarding their behavior,
once again finding that the 26 categories lie along a
continuum from “heavy repertoire” to “more loyalist”
(see F[ﬂwe 2). (The 2013 report analyzed data col-
lected in 2012, whereas the 2012 report analyzed data
collected in 2011.)

Shoppers exhibit repertoire behavior when they choose
multiple brands within a category for the same occa-
sion or need. The more frequently that shoppers buy in
a repertoire category, the more brands they tend to buy
in that category. And heavy shoppers of a particular
brand tend to be heavy shoppers of other brands in that
category. Strong repertoire categories include skin
care, biscuits and chocolate.

In contrast, shoppers demonstrate loyalist behavior when
they frequently buy one brand in a category for a specific
need or occasion. They tend to buy the same brands even
when they buy more frequently in a category. And heavy
shoppers of a particular brand are not heavy shoppers of
other brands in that category. Strong loyalist categories
include infant formula, baby diapers and milk.

Understanding where a category falls along the con-
tinuum from repertoire to loyalist should be at the cen-
ter of any brand strategy.

Shopper behavior is consistent in both years

Although brands are important to Chinese shoppers,
these shoppers don’t think about one brand very often.
Across the 26 categories we studied, the average purchase
frequency of any particular brand is very low: less than five
times per year. Even at the category level, the average pur-
chase frequency rarely exceeds once per month. Shoppers’

2 Kantar Worldpanel’s city-tier definitions are based on China’s administrative definitions. Beijing, Shanghai and Guangzhou are Tier 1 cities; 24 provincial capitals and a handful of
prosperous prefecture cities, such as Shenzhen, Dalian, Chongqing and Qingdao, are Tier 2 cities; 228 prefecture cities are Tier 3 cities; 322 city-associated districts and county-level cities
are Tier 4 cities; and 1,300 counties are Tier 5, without coverage in Inner Mongolia, Ningxia, Gansu, Qinghai, Tibet, Xinjiang and Hainan provinces. The 373 cities in the study are a repre-

sentative sample of all 1,877 cities.
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?@M@ 2 : The 26 categories have different levels of repertoire and loyalist behaviors across a continuum

Slope of number of brands purchased versus purchase frequency between heavy shoppers and average shoppers (2012)
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F@M@ 2 As we found last year, although Chinese shoppers love brands, they don’t buy brands very

frequently

Average purchasing frequency of the top three brands (in value share) in each category

(average number of purchasing occasions per year of a specific brand per household, 2012)
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very low engagement level with all brands should be so-
bering news for marketers who believe that the key to suc-
cess is devoting tremendous effort and resources to get-
ting shoppers to love their brands.

Our 2013 study confirmed this finding when we again
looked at how frequently shoppers bought the top
three brands in a category (see F@M@ 2). For exam-
ple, the average purchase frequency of the top three
ready-to-drink tea brands is only 3.4 times per year; for
the top three beer brands, only 3.8 times. This low pur-
chasing frequency indicates that Chinese shoppers
don’t often have just one brand in mind, despite what
marketers sometimes think.

Across the 26 categories, we found very similar behav-
iors in both years, in terms of number of brands pur-
chased and the frequency of purchase. In both years,
shoppers tended to purchase more brands when they
purchased more frequently—that is, they tend to ex-
hibit repertoire behavior (<ee Piﬁwe 4).

Heavy shoppers not only buy more brands than average
shoppers, they also buy more brands as they purchase
more frequently in most categories. As frequency in-
creases, we found, the variation in the number of
brands that shoppers buy across the 26 categories wid-
ens (see Figure S). In other words, shoppers who in-
crease their purchasing within most categories also try
different brands in the category. For example, the heavy
shoppers in the candy category—those representing
the top 20% of candy purchasers who buy most fre-
quently—bought approximately twice as many brands
as all shoppers in that category. These heavy shoppers
of candy purchase 15.6 times per year and choose 8.1
brands, whereas the average candy shoppers purchase
only 6.8 times per year and choose 4.1 brands.

In categories with stronger repertoire behavior, brands’
heavy shoppers are often heavy shoppers of competing
brands as well. As an example, consider Minute Maid’s
heavy shoppers. The 20% of Minute Maid shoppers
who are the product’'s most frequent purchasers in
China contribute approximately 50% of the brand’s
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FI@M& 4 : We found very similar behaviors in both years, in terms of number of brands purchased and

purchase frequency

Average number of brands purchased per household
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F@M@ S : As purchasing frequency increases, the number of brands that shoppers buy varies widely

across the 26 categories

Average number of brands purchased per household (2012)
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F@M@ & In categories that skew toward repertoire behavior, brands’ heavy shoppers are often also

heavy shoppers of competing brands

Minute Maid’s heavy shoppers (as an example)

Minute Maid’s heavy shoppers contribute
~50% of the brand’s sales value in China

Minute Maid accounts for only ~35%
of their total juice spending

contribution to the brand’s 2012 sales value

100% 30%

80

20
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40
Heavy 10
20 shoppers
0 0

Minute Maid 2012 sales value Master Kong
Huiyuan

Note: “Heavy shoppers” are the top 20% of shoppers in terms of frequency.
Sources: Kantar Worldpanel; Bain & Company analysis

sales value in the country. These shoppers also contrib-
ute significantly to competing brands’ sales value—
20% or more in several cases. Indeed, Minute Maid
accounts for only approximately 35% of its heavy shop-
pers’ total spending on juice (see Fiﬂwe é).

As one would expect, in categories with stronger loyalist
behavior, a brand’s heavy shoppers allocate most of their
category spending to that brand. Tsingtao’s experience il-
lustrates this. Its heavy shoppers contribute approximate-
ly 60% of its sales value. But these shoppers don’t con-
tribute much to competing brands’ sales value—less than
10% in most cases. And Tsingtao accounts for about 65%
of these shoppers’ total beer spending (<ee ?@M@ 7).

Penetration is paramount

Our latest study confirmed that penetration is the most
important driver of market share across all 26 catego-
ries. (“Penetration” [expressed as a percentage] is the
number of households that bought a brand or category
at least once during the year divided by the total number

These shoppers also contribute significantly
to competing brands’ sales value

Minute Maid heavy shoppers’ vs. non-heavy shoppers’  Minute Maid heavy shoppers’ % contribution to
other brands’ sales value in 2012

President

Minute Maid heavy shoppers’ spending
on juice, broken down by brand

Tiandiyihao
Tropicana

of households in the study.) Leading brands always have
much higher penetration rates than the average rate for
brands in their category. Specifically, we found that the
leading brand’s penetration rate is approximately 3 to 10
times higher than the average penetration rate of the top
20 brands in the category (<ee F@M@ £). The differ-
ence in penetration rates is significantly larger than the
difference in purchase frequency and repurchase rate
for the leading and top 20 brands in the same catego-

ries. (see ?@Me 2).

The importance of penetration over purchase frequen-
cy for driving market share was confirmed when we
refined our analysis across 10 focus categories to un-
derstand the distribution of purchase frequency for
leading and smaller brands. The results are telling:
Most shoppers have very low purchase frequency at
the category and brand level. Across all 1o focus cate-
gories, approximately 40% to 60% of shoppers pur-
chase a brand only once a year, whereas approximately
70% to 80% of shoppers purchase no more than two
times per year.
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?@M@ 7 In categories that skew toward loyalist behavior, a brand’s shoppers allocate most of their
category spending to that brand

Tsingtao’s heavy shoppers (as an example)
Tsingtao’s heavy shoppers contribute ~60% of These shoppers don't contribute Tsingtao accounts for ~65%
the brand’s sales value in China much to competing brands’ sales value of their total beer spending
Tsingtao heavy shoppers’ vs. non-heavy shoppers’ Tsingtao heavy shoppers’ % contribution to Tsingtao heavy shoppers’ spending on
contribution to the brand’s 2012 sales value other brands’ sales value in 2012 beer broken down by brand
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Note: “Heavy shoppers” are the top 20% of shoppers in terms of frequency.
Sources: Kantar Worldpanel; Bain & Company analysis

F@M& & : Leading brands always have much higher penetration rates than the average of other brands

in their categories

Penetration rate: leading brand versus average of top 20 brands in each category (2012)
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F@M@ 7 : Lleading brands don't necessarily have a much higher purchase frequency or repurchase rate

than competing brands

Common pattern: Leading brands significantly outperform the average brands in penetration

Indexed penetration rate, purchase frequency and repurchase rate of
leading brand versus average of top 20 brands (2012)

Indexed penetration rate, purchase frequency and repurchase rate of
leading brand versus average of top 20 brands (2012)
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Note: The indexed penetration of Nongfu in bottled water, for example, is equal to Nongfu’s penetration rate divided by the top 20 brands’ average penetration rate, the same

methodology for indexed purchase frequency and repurchase rate.
Sources: Kantar Worldpanel; Bain & Company analysis

Within each category, low-frequency shoppers are very
critical to the shopper base and contribute significantly to
revenue. This is true for both leading and smaller brands.

For leading brands, approximately 20% to 55% of rev-
enue is contributed by shoppers who purchase no
more than two times per year. As an example, consider
the fabric detergent category. Across all brands in the
category, most shoppers made fewer than three pur-
chases in 2012 and nearly half of them made only one
purchase (<ee F[ﬂwe /0). For the leading brand,
Liby, approximately 30% of revenue was contributed by
shoppers making no more than two purchases per year

(see Figure /).

Low-frequency shoppers are even more critical to rev-
enue for smaller brands. In each of the 10 focus catego-
ries, the average revenue contribution by shoppers
with no more than two purchases per year for the top
seven brands exceeded their revenue contribution for
the leading brands (see F@we /2). Among fabric de-
tergents, the three leading brands—Liby, OMO and

Diaopai—have lower revenue contribution from low-
frequency shoppers than four smaller brands: Blue-
moon, Tide, Chaoneng and Ariel (see F@W@ /2).

Given the importance of low-frequency shoppers, pen-
etration is the key to growth for any brand. The fabric
detergent and shampoo categories illustrate the high
correlation between market share and penetration (see
Flgure /4). Even when looking at all 26 categories,
the correlation between market share and penetration
is still very high (see F[ﬂwe /S).

What's more, in most categories, brands with higher
penetration rates also tend to have higher purchase fre-
quency and a higher repurchase rate. In the properly
defined categories we studied, we did not find a brand
that had a higher purchase frequency or repurchase
rate than the category’s leading brand. In the fabric de-
tergent category, for example, higher penetration for
the leading brands also drove higher purchase frequen-
cy and repurchase rates (see Figure /6). This sug-
gests that “niche brands” with an exceptionally loyal
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F@M@ /O Across top brands in the fabric detergent category, most shoppers make no more than two

purchases per year and most of them buy only once a year

Fabric detergent

Shopper base by purchase frequency 2012 (brands’ 2012 shopper base =100%)
60%
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20 — Liby
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Purchase frequency (purchase occasions per year)

Sources: Kantar Worldpanel; Bain & Company analysis

?@M@ // : For the leading fabric detergent brand, approximately 30% of revenue is contributed by shoppers

making no more than two purchases per year

Liby (as an example)

Revenue contribution by shoppers with different purchase frequency (brands’ 2012 revenue = 100%)
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Sources: Kantar Worldpanel; Bain & Company analysis
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7:@14%6 /2. : For all categories, low-frequency shoppers are more important for small brands

Revenue contribution by shoppers making no more than two purchases per year (%)

80% — Average of top seven brands

M Leading brand

Skin care Shampoo  Chocolate Kitchen Fabric Beer CSb Juice Biscuits Milk
cleaner detergent

Sources: Kantar Worldpanel; Bain & Company analysis

?@M@ /2 : Low-frequency shoppers are more important for small brands of fabric detergent

Revenue contribution by shoppers making no more than two purchases per year (%)
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Sources: Kantar Worldpanel; Bain & Company analysis
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F@M@ /4 : The shampoo and fabric defergent categories illustrate the importance of penetration in driving

market share

Shampoo example Fabric detergent example

Market share 2012 (%) Market share 2012 (%)
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Sources: Kantar Worldpanel; Bain & Company analysis

?@M@ /S : Penetration is the key driver of market share for fastmoving consumer goods

Indexed market share (top brand = 100; other brands = brand share/share of top brand x 100)
100 o0 o o° (] (X ] [ ‘
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Indexed penetration (brand with highest penetration =100; other brands = brand penetration/penetration of the highest brand x 100)

.l

Penetration is the key driver of market share

Sources: Kantar Worldpanel; Bain & Company analysis
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shopper base don't really exist—brands with a small
shopper base are simply small brands, whose buyers
usually buy less frequently and churn more often. (Cat-
egory definition is critical to accurately making this as-
sessment. Properly defining a category involves analyz-
ing shoppers’ overlap across categories and brands to
assess whether the shoppers consider these categories
as one or several, and whether they consider brands as
direct competitors. For example, are laundry liquid,
laundry bar and laundry powder one or several catego-
ries? Is beer a national category or a regional category?
Does Mizone compete with Nongfu in drinking water?)

Across all categories this analysis leads to the inescap-
able conclusion that penetration is paramount. Com-
panies need to sell to as many shoppers as possible to
build a big brand. Following from this finding, compa-
nies cannot expect to create big brands by targeting
and selling to only a few shoppers in the hope that
those shoppers will become heavy or loyal buyers.
Shoppers simply don’t behave that way.

A brand’s shopper base is a “leaky bucket”

Reinforcing the importance of penetration, our study
also found that brands’ shopper bases are not stable.
The shopper base of all brands we studied experiences
a high level of churn, regardless of a brand’s size.

Marketers who think that their shopper base and reve-
nue are stable should stop and take note—this appar-
ent stability is actually an illusion. Indeed, the rates of
loss and recruitment of shoppers can be significant.
For example, Head & Shoulders’s shopper base in-
creased by 3% from 2011 through 2012, which appears
quite stable. However, the brand lost 45% of its 2011
shopper base, while at the same time adding new shop-
pers that represented 48% of the 2011 base. Its sales
value increased by 11%, but only 6% of the increase
came from stable shoppers. Departing shoppers repre-
sented 35% of sales value, while newcomers represent-
ed 40% (<ee F@Me /7).

?@M@ /& : Higher penetration can also drive a higher purchase frequency and repurchase rate

Fabric detergent

Purchase frequency 2012 (number of purchase occasions per year)
3 Diaopai ®
Correlation: 72%
: QiqicngChconeng
Aricle S

°
White Cat Bluemoon

® Walex

0 20 40
Penetration 2012 (%)

60%

Repurchase rate 2012 (%)

80%
Correlation: 79%
Diaopai
60
® o Arel
40 ® White Cat
o & Walex
20
0
0 20 40 60%

Penetration 2012 (%)

o

This suggests that, in properly defined categories, no niche brands exist; they are simply smaller brands

Note: “Niche brand” refers to a brand with a small shopper base that displays an exceptionally high loyalty or buying frequency on that brand.

Sources: Kantar Worldpanel; Bain & Company analysis
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?@M@ /7 : The shopper base’s apparent stability hides important leakages and recruitments

Head & Shoulders (as an example)

Shopper base structure: leavers vs. newcomers Brand indexed sales value
(2011 shopper base = 100%) (2011 sales value = 100%)
125% 125%
40% 111%
100% 48% 103% 100%
100 100
New- comers comers
comers in in
75 in 75 2012 2012
2012
50 -45% 50 -35% 2012 vs.
VIO VAZS 2012 vs. 2012 vs. 2011
2011 2011 2011
25 stable stable 25 stable ShS::)l;l:rs
shoppers shoppers shoppers
0
2011 Leavers Newcomers 2012 2011 Revenue  Increased  Revenue 2012
in 2012 in 2012 loss due  revenue from
to leavers from  newcomers
in2012 2012 vs. in 2012
2011
stable
shoppers

Sources: Kantar Worldpanel; Bain & Company analysis

ngwe /& : leading brands recruited about 40% to 80% of new shoppers in 2012, representing 35% to
80% of 2011 revenues

Category top five brands average leavers in 2012 as % of 2011 shopper base (%)
100%

— Revenue base

[ Shopper base

80

Chocolate  Skin care Shampoo Kitchen CSD Beer Juice Biscuits Fabric Milk
cleaner detergent

Sources: Kantar Worldpanel; Bain & Company analysis
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On average, the top five brands in each of our 10 focus
categories lost 30% to 60% of their shopper base in
2012 compared with 2011. These lost shoppers repre-
sented, on average, 20% to 50% of the top five brands’
revenues in 2011 (<ee 7:@14#@ /8). Similarly, we found
that, on average, the top five brands recruited new
shoppers amounting to 40% to 80% of their shopper
base. Sales to these new shoppers represented, on aver-
age, 35% to 80% of the brands’ 2011 revenues (see

F@M& /2).

We also found that smaller brands tend to have
higher churn rates than leading brands. This rein-
forces the view that niche brands do not exist in
China (<ee F[ﬂwe 20). Small brands simply have
fewer buyers, who buy less frequently and who churn
more often. As one might expect, we also found that
the churn rate in loyalist categories, on average, ap-
pears to be lower than in repertoire categories.

This analysis demonstrates that a brand’s shopper base
is like a “leaky bucket.” For a brand to grow, a company
needs to recruit new shoppers every year to compen-
sate for those it loses, further emphasizing the impor-
tance of penetration. Because most shoppers have very

low engagement with a brand (in terms of purchase

frequency and repurchase rate), a company needs to
find ways to recruit potential buyers again each time
they go shopping.

Knowing a brand’s place on the repertoire-
to-loyalist continuum is vital

Our findings demonstrate that across all categories,
whether characterized by heavy repertoire or more loy-
alist behaviors, the most important factor in growing
brands is to drive penetration. By applying the right
ways to build penetration, companies can capture rev-
enue from the low-frequency shoppers who represent
the bulk of any brand’s revenue base. They can also
regularly recruit new shoppers to refill the base’s
“leaky bucket.” And they can drive higher rates of fre-
quency and repurchase among the shopper base.

A major implication is that marketers must identify
the barriers to penetration and address a key question:
“Why are shoppers not buying my brand?” To provide
an answer to this question, we believe that shopper re-
search should focus on those who have yet to purchase
a brand rather than the brand’s existing shoppers.
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;C@Me /9 : 2012 newcomers represented ~40-80% of the 2011 shopper base, and ~35-80% of 2011

brands’ revenue

Category top five brands average newcomers in 2012 as % of 2011 shopper base
100%

— Revenue base
[ Shopper base

Chocolate  Skin care Beer Biscuits Shampoo Kitchen Csb Milk Juice Fabric
cleaner detergent

Sources: Kantar Worldpanel; Bain & Company analysis

F@M@ 20 : Smaller brands face higher shopper churn

Leavers in 2012 as % of 2011 shopper base by category

100% — Average of top five brands
M Leading brand

80

Skin care Beer Chocolate  Shampoo Kitchen Juice Csb Fabric Biscuits Milk
cleaner defergent

Sources: Kantar Worldpanel; Bain & Company analysis
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Recognizing the importance of penetration for all types
of categories is just the starting point for success. To
build on it, companies must understand that the differ-
ences between repertoire and loyalist categories create
the need for different approaches to increasing pene-
tration. That means a company must identify a brand
category’s position on the continuum between “heavy
repertoire” and “more loyalist” before deciding how to
grow penetration for that brand.

To determine whether a category tends to skew more
toward repertoire or loyalist behavior, we used the data
from the analysis shown in Figure 5 (the number of
brands purchased versus the purchase frequency for
heavy and average shoppers) to compare the 26 catego-
ries. The slope of the curve for a category in this analy-
sis can be used to assess the degree of repertoire behav-
ior for the category relative to the other categories. A
steeper slope indicates that a category is “heavy reper-
toire” (for example, candy), whereas a flatter slope indi-
cates that a category is “more loyalist” (for example,
yogurt) (see Figure 2 on page 7).

To confirm the analysis shown in Figure 2, we com-
pared the results for the 10 focus categories with the
level of churn in each category’s shopper base. As we
expected, the categories we identified as most heavy
repertoire were also more likely to have a higher level
of churn (<ee ?@W@ 2/).

In some cases, the degree of repertoire behavior for a
category may be unclear after these two analyses. In
the second analysis, for example, the kitchen cleaner
category (a stronger loyalist category in the first analy-
sis) has a higher churn rate than the biscuits category
(one of the heavier repertoire categories). What's more,
the carbonated soft drink (CSD) category falls in the
middle of the continuum in both analyses.

To clarify a category’s nature, marketers can analyze
share of wallet for heavy shoppers of the category’s lead-
ing brand. (“Share of wallet” is the percentage of a
shopper’s spending in a category that’s devoted to a
given brand.) A leading brand’s share of wallet for heavy
shoppers is typically higher for loyalist categories. For
example, this analysis shows that kitchen cleaner is a

stronger loyalist category and that biscuits is a heavier
repertoire category, consistent with the first analysis of
the continuum. The share of wallet for Sprite, the lead-
ing CSD player, suggests that this category skews to-
ward repertoire behavior (see ‘F@M@ 22).

Rules of the road

Armed with an understanding of a brand category’s
position on the continuum, marketers can choose the
right approach to building penetration.

In categories with stronger repertoire behavior, market-
ers can drive penetration by taking the following actions:

e Build consideration first. Repertoire category
shoppers consider multiple brands when they
shop. A company must ensure that its brand is
one of the brands that shoppers consider. This can
be achieved by investing in the right “above the
line” marketing (like TV commercials), focusing
on distinctive brand assets and making the brand
top-of-mind for specific needs and occasions. For
example, Head & Shoulders has consistently in-
vested heavily in above-the-line marketing to pro-
mote the concept of “dandruff control” and to
build strong consideration.

e  Achieve perfect in-store execution, so that con-
sideration translates into penetration. Because
shoppers buy so infrequently, wide distribution
across channels is important. High levels of “be-
low the line” marketing (like in-store sales pro-
motions) and trade spending are also needed to
ensure “constant confrontation” with the shop-
pers at the point of sale. The in-store focus
should be on superior visibility and distinctive-
ness. This often means that the brand needs to
be present in multiple locations in the store, not
just on the main shelf. Store “hot spots,” such as
shelf ends and check-out counters, should be pri-
mary location targets.
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?@M@ 2/ : Repertoire categories are more likely than loyalist categories to have higher churn of their

shopper base

Average leavers in 2012 as % of 2011 shopper base for top five brands in each category

80%
Correlation: 70%
Chocolate
[ )
60
Kitchen Shampoo Skin.care
cleaner L
[ )
[ )
40 Biscuits
[ )
A Fabric
Milk detergent
20
More “Loyalist”
0
0.0 0.1 0.2 0.3 0.4 0.5

Slope of number of brands purchased versus purchase frequency between
heavy shoppers and average shoppers for each category

Note: “Slope of number of brands purchased versus purchase frequency between heavy shoppers and average shoppers for each category” means the slope of the line in Figure 5.
Sources: Kantar Worldpanel; Bain & Company analysis

?@M@ 27 : The “share of wallet” of leading brands’ heavy shoppers can also provide a good indication

of the category’s nature

Brand's share of wallet within the brand’s heavy shoppers (%)
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Sources: Kantar Worldpanel; Bain & Company analysis
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tion, given the low level of shopper engagement as reflected in
shoppers’ low purchase frequency and high churn rate. To
counter this, brands in all categories must recruit shoppers dur-
ing every shopping occasion.
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e Use innovations in products and packaging to cre-
ate new consumption occasions and allow the
brand to reach new consumer groups. Examples
include promotion packs, seasonal packs and prod-
ucts available on other parts of the shelf. Oreo has
pursued this approach by offering multiple formats
of its biscuit (sandwich, wafer and mini) and mul-
tiple price packs.

In categories with stronger loyalist behavior, marketers
can drive penetration in the following ways:

e Build preference, not just consideration. Market-
ers should strive to make a brand the preferred
brand for shoppers and to create high switching
costs. This can be accomplished through above-
the-line marketing, as well as through specific
shopper recruitment programs involving free tri-
als for a period of time.

e  Bevisible and dominant on the main shelf. For loy-
alist brands, it is not necessary to activate shoppers
continually or to be present outside the main shelf.
Shoppers can be expected to find the brand they pre-
fer. For example, Pampers, the baby diapers catego-
ry’s leading brand, always has dominant shelf space
with very good in-store visibility on the main shelf.

e Use innovations to get shoppers to trade up to pre-
mium offerings. By keeping a step ahead of the
competition with product innovations, companies
can use shoppers’ loyalty as the foundation for driv-
ing higher revenue through purchases of more ex-
pensive products. For example, Bright has success-
fully launched a premium-priced, ambient yogurt
(called Momchilovtsi) based on imported lactoba-
cillus to address the needs of consumers for high-
quality products.

In all categories, marketers can apply Bain & Compa-
ny’s effective approach to growing brands, developed
on the basis of our extensive research in China and
other markets:

o Identify the rules of the category. This entails under-
standing the category definition based on repertoire
versus loyalist behavior, profit pool dynamics and an

analysis of the drivers of share gains and losses
across the category’s brands.

o  DPick the right “battles” based on the category’s rules.
Decide where to play (for example, in terms of
brands, needs and occasions, price tiers, channels
and locations), the targets for revenue and profits,
the resource requirements and the business model.
It is also critical to define where not to play—for
example, which brands to deprioritize—and to ac-
cept the resource allocation implications. Too often,
we see companies decide to deprioritize a brand but
then continue to make marketing investments and
set high revenue-growth targets.

o Define the right offer. The concept for the brand
should be defined on the basis of dimensions such
as saliency, hierarchy, identity, price positioning,
the optimal SKU range and the role of innovation.

e Design the winning activation model for the offer.
Develop insight-based strategies for the mix of
above-the-line and below-the-line marketing and
activation levers. These include media and trade
spending, shelf locations, promotional activities
and guidelines for perfect in-store execution.

Transitioning from opacity to clarity in your under-
standing of Chinese shoppers will be critical to de-
veloping a strategy that will help your brands grow
and gain share. Outpacing the competition in China
requires building penetration, given the low level of
shopper engagement as reflected in shoppers’ low
purchase frequency and high churn rate. To counter
this, brands in all categories must recruit shoppers
during every shopping occasion—at the very least to
replace the shoppers inevitably lost through churn.
With a solid understanding of a category’s position
on the continuum from repertoire to loyalist, mar-
keters can take the right steps to attract new shop-
pers to their brand. These findings from our 2013
groundbreaking study of Chinese shoppers provide
valuable insights to executives seeking the route to
success in this complex market, which faces slowing
growth and intensifying competition.
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