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A digital revolution is rapidly taking root in 
China. In a few short years, China has 
gone from being a minor player in the In-
ternet era to a full-fl edged participant, and 
now it is actually a front-runner. Internet 

and mobile-phone use, in particular, has skyrocketed.

Consider the story of Maggie Zhang, a 23-year-old study-
ing at a university in Beijing. On the one hand, her back-
ground evokes a familiar side of China. Hailing from 
Henan province in east-central China, Maggie has no sib-
lings, and her parents’ monthly income is $510, with 
$75—or about 15 percent—going to savings. On the oth-
er hand, Maggie’s home reveals a less familiar side of 
China. Her family’s modest apartment houses an impres-
sive digital inventory: two computers connected to the 
Internet, two televisions, two mobile phones, one digital 
camera, and one MP3 player. This digital collection forms 
an integral part of the family’s daily life. About 10 per-
cent of the household’s monthly income is spent on com-
munications and entertainment. There are hundreds of 
millions of people like the Zhangs across China today.

This report examines the behaviors of urban Chinese 
consumers, many of whom are sophisticated and dedi-
cated mobile-phone and Internet users. They have quick-
ly adopted so-called Web 2.0 applications, which enable 
users to contribute and share content in creative ways. 
Most Chinese Internet users form or join online commu-
nities, participate in forums, and share content with their 
friends. Many consider their mobile phone and computer 
to be “close friends” they cannot live without.

By introducing these Chinese consumers and describing 
their aspirations, behaviors, and expectations, we hope to 
put a human face on this dynamic market and encourage 
companies to serve it. 

Preface
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In 2007 alone, more than 80 million Chinese 
acquired their fi rst mobile phone, and nearly 
40 million became Internet users. The magni-
tude and speed of these developments have 
outpaced the common understanding about 

digital life in China. 

With this infl ux of new digital consumers, China now ◊ 
has more than half a billion mobile-phone subscribers 
and 210 million Internet users. 

China’s Internet users spend an average of 2.7 hours a ◊ 
day surfi ng the Internet—or, collectively, just under 
570 million hours daily. 

Until recently, the conventional view was that few 
Chinese used wired and wireless devices and that 
those who did lived only in the country’s biggest cit-
ies. Actually, China has the greatest number of mo-
bile-phone and Internet users in the world—and 
these users live in cities of all sizes.

Close to half of China’s 1.3 billion people own or have ◊ 
access to a computer, mobile phone, or both. A signifi -
cant digital divide, however, still separates urban from 
rural areas: 80 percent of the nearly 600 million urban 
Chinese consumers have access to either a PC or a mo-
bile phone, compared with only 19 percent of the 725 
million consumers who live in rural China.

Although overall penetration remains much lower in ◊ 
China than in developed countries, a steep adoption 
curve will ensure continued growth for years. While 
just 26 percent of urban Chinese consumers had Inter-
net access in 2007—a low share compared with 73 per-
cent in the United States—the compound annual 

growth rate (CAGR) for digital penetration in China 
has been 22 percent over the past four years. At this 
rate, the proportion of Chinese consumers with digital 
access could increase to 87 percent by 2015. 

Conventional wisdom also holds that Internet and 
mobile services in China are more primitive than 
those off ered in the West. The reality is that China 
leads the West in certain Web 2.0 technologies 
and applications—instant messaging (IM), commu-
nity development, and cross-platform services, for 
example.

Several hundred million Chinese consumers use IM ◊ 
so ware to communicate, bypassing e-mail altogether. 
Locally developed so ware is more popular than glob-
al off erings, and its functionality is frequently superior. 
Over half of urban Chinese Internet users read or write 
blogs, while only 29 percent of U.S. users do. Many 
more Chinese participate in forums and exchange per-
sonal content online than do U.S. users. Most notably, 
Chinese frequently use their mobile phones and com-
puters to watch movies, play games, and share music.

The Chinese lag behind the West in some areas: for ◊ 
example, they are reluctant to conduct fi nancial trans-
actions over the Internet. Therefore, China trails devel-
oped countries in online shopping and banking.

To understand the specifi c online behaviors of Chi-
nese Internet users, organizations must consider sev-
eral historical, economic, and social realities.

Governmental and regulatory support for a fast rollout ◊ 
of mobile and broadband infrastructures has facilitat-
ed rapid adoption.

Executive Summary
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China’s uniform television programming and small ◊ 
number of traditional media outlets have encouraged 
Chinese consumers to jump straight to using mobile 
phones and interactive Internet services to meet their 
needs for information and entertainment.

The Internet off ers Chinese consumers an unparal-◊ 
leled opportunity to hear and voice a great diversity of 
opinions and to express their individuality in ways un-
imaginable just a few years ago.

With China’s Internet users spending an average 2.7 
hours online each day, digital activity is an integral 
part of Chinese life. Although all age groups are rep-
resented online, three generations of digital users in 
China have emerged.

Little Emperors. ◊ People aged 14 through 25 are Internet 
addicts, yet they remain highly distrustful of the qual-
ity of the content they fi nd online.

Reform Benefi ciaries.◊  People between 26 and 35 have 
easily adapted to the opportunities of the Internet and 
highly value the diversity it provides. 

Frugal Middle-Agers. ◊ People between 36 and 50 are less 
comfortable with digital services, and they o en stick 
to using simple voice-only mobile services, text mes-
sages, and news search services. 

Piracy and low price levels have generated profound 
skepticism about the ability of companies to make 
money in Chinese digital markets. Although tradi-
tional content-oriented business models may not 
work, local players have adopted creative solutions to 
produce profi ts and stimulate share price growth.

In 2007, digital goods and services generated an esti-◊ 
mated RMB 580 billion in revenues. Revenues are ex-
pected to exceed RMB 1.8 trillion by 2015.1

China’s digital market has produced several leading ◊ 
local players that have been able to beat their global 
counterparts by investing aggressively, customizing 
their services to suit Chinese tastes, and fi guring out 
which promising business models to pursue.

This digital revolution has vast implications for com-
panies in nearly all industries. As their consumer 
bases dramatically increase their use of the Internet 
and mobile phones, organizations must fi nd innova-
tive ways to connect with their customers in the new 
digital landscape.

Companies need to build a rich Web presence, develop ◊ 
trusted brands online, and actively invest in under-
standing their customers’ changing behaviors and 
needs. Companies also need to develop new products 
and services that cater to those emerging needs and 
must rely on a combination of online and offl  ine chan-
nels to sell those products and services. Organizational 
capabilities, such as creating online marketing units, 
will make many of these changes possible.

Each company will have to defi ne its own road map, ◊ 
tailored to consumer segments. In particular, consumer 
goods companies will need to develop a digital strate-
gy, committing significant and consistent invest-
ments.

1. Throughout this report, we use an exchange rate of RMB 7.5 to 
U.S.$1.



C’ D G 

Many people outside China believe that 
few Chinese use digital devices beyond 
the mobile phone and that, for the most 
part, those who do use other digital 
devices live in the big eastern cities. 

These perceptions may have been true two to three years 
ago, but China now has extensive digital penetration 
and use. 

Many Chinese already use broadband Internet services, 
computers, and mobile phones—and are signing up for 
digital TV service, although not as quickly as consumers 
in the United States. These trends hold true even in small 
cities in western China.

China’s enthusiastic adoption of digital devices and ser-
vices will have implications that transcend the technolo-
gy, media, and communications industries. Every com-
pany operating within China must understand the digital 
and online habits of its customers—or risk losing them. 

A Recent Surge

At the end of 2007, China boasted the world’s largest 
number of mobile-phone users, 547 million, and the sec-
ond-largest number of Internet users, 210 million, with 
both totals representing signifi cant increases over the pre-
vious year’s fi gures. (See Exhibit 1.) Today, Internet users 
in China average 2.7 hours online every day, compared 

The Digital Explosion

0

Estimated number of users in 2007 (millions)

Mobile-phone users Internet users1
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China has a high number of mobile-phone and 
Internet users, and penetration is still low 

China’s Internet use today 
is mostly an urban phenomenon

438 672

Exhibit 1. China Already Boasts a Significant Digital Presence—and the Potential 
for Continued High Growth

Sources: China Statistical Yearbook, National Bureau of Statistics of China; Merrill Lynch; The 21st Statistical Survey Report on the Internet Development in 
China, China Internet Network Information Center (CNNIC); Nielsen/NetRatings; BCG analysis.
1Before 2007, CNNIC defined users of the Internet as individuals over the age of six who used the Internet at least one hour a week. In 2007, CNNIC 
widened the definition to capture anyone over the age of six who had used the Internet at least once in the previous six months. BCG adjusted the 2006 
statistics to reflect the new definition. The official CNNIC number of users in 2006 was 137 million. 
2In this report, we define penetration as the percentage of the population that engages in an online activity at least once a week. 
3CAGR = compound annual growth rate.
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with just 1.9 hours in 2004. They search for information, 
chat with friends, and listen to or download music and 
videos. Collectively, they are online about 570 million 
hours a day. (For information about the methodology 
used in this report, see the Appendix.)

Despite these large fi gures, the digital revolution in China 
is still in its infancy. Even though China has more than 
twice as many mobile-phone users as the United States—
and a comparable number of Internet users—its overall 
penetration rates remain relatively low.2 Although 94 per-
cent of U.S. residents use mobile phones and 73 percent 
use the Internet, comparable penetration rates in China 
are just 41 percent and 16 percent, respectively. Even 
with the rapid growth in recent years, China still has a 
long way to go before it reaches saturation. 

In 2007 alone, more than 80 million Chinese consumers 
started using a mobile phone, and close to 40 million 
started using the Internet. From 2004 to the end of 2007, 
the number of Chinese Internet users increased at a 
CAGR of 22 percent. In 2007, an average of more than 
100,000 new users each day acquired Internet service. 

A majority of new Internet users have access to broad-
band services. In 2002, China had only 7 million broad-
band users. But, encouraged by operators that rolled out 
digital subscriber lines (DSLs) and offered attractive 
broadband prices, broadband adoption surged. For users 
spending more than a few hours a week on the Internet, 
broadband is cheaper than narrowband. In 2007 the 
number of broadband users had risen to 163 million, 
about a 23-fold increase over fi ve years.

Consequently, online services are exploding. Instant mes-
saging (IM), the mainstay of Chinese Internet activity, 
surged from 38 million users in 2003 to 171 million in 
2007, rising at a CAGR of 46 percent. Web 2.0 activity is 
also taking off . Every day, millions engage in fi le sharing 
and sign on to community boards, consumer portals, 
business portals, and e-learning sites. Blogging has blos-
somed as well. In the early years of this century, China 
had a smattering of bloggers. By 2007, 49 million people 
were adding their voices to the blogosphere in China.

Widespread Adoption

China’s largest cities account for a high proportion of the 
country’s technology users, but many sophisticated digi-

tal consumers nonetheless live in smaller cities. Only 15 
percent of China’s 1.3 billion residents live in the coun-
try’s 24 largest cities.3 Yet an estimated 47 percent of the 
total population has access to a PC, mobile phone, or 
both. (See Exhibit 2.) Consider Yao Chen, a university stu-
dent in the tier 3 city of Guilin in China’s southern 
Guangxi province. She shares a dormitory room with 
seven other young women. Their room has a concrete 
fl oor and iron bunk beds; still each student has her own 
computer connected to the Internet.

In second-, third-, fourth-, and fi  h-tier cities, digital pen-
etration is already high. Even in the smallest, tier 5 cities, 
more than 60 percent of residents have access to digital 
devices and services. For example, Tang Rongjuan, who 
also lives in Guilin, has an aunt who lives in a small coun-
ty and is unable to type. Nevertheless, the two keep in 
touch by means of video chats on Tencent’s QQ, a popu-
lar IM service.

While penetration remains low in the countryside, close 
to 140 million rural Chinese are already part of the digital 
age—a total greater than the populations of Canada, 
Spain, and the United Kingdom combined. Furthermore, 
we predict that by 2015, 87 percent of China’s population 
will have access to a PC, a mobile phone, or both, with the 
greatest growth coming in rural areas—or among former 
rural residents. (See Exhibit 3.) As urban markets become 
saturated, companies will set their sights on rural con-
sumers and recent rural transplants in cities. Over the 
next seven to eight years, about 8 percent of rural resi-
dents are likely to migrate to cities, where they are even 
more likely to join the digital revolution.

2. In this report, we define penetration as the percentage of the pop-
ulation that engages in an online activity at least once a week.
3. China’s cities are often categorized into tiers according to their 
population and per capita disposable income. In this report, the top 
three cities—Beijing, Shanghai, and Guangzhou—are grouped to-
gether with tier 1 cities. 
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Exhibit 2. More than 600 Million Chinese Consumers Had Digital Access in 2007

Sources: Urban data are from BCG research; rural data are from the National Bureau of Statistics of China; BCG analysis.
aWe define PC access as household access to a PC; it excludes access at Internet cafés. An individual may have access to a PC without being a PC user.
1China’s cities are often categorized into tiers according to their population and per capita disposable income. In this report, the top three cities—Beijing, 
Shanghai, and Guangzhou—are grouped together with tier 1 cities. 

Exhibit 3. By 2015, 87 Percent of Chinese Consumers Will Have Digital Access

Sources: Urban data are from BCG research; rural data are from the National Bureau of Statistics of China; BCG analysis.
aWe define PC access as household access to a PC; it excludes access at Internet cafés. An individual may have access to a PC without being a PC user.
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In the digital domain and in popular belief, the 
myth that China lags behind the West is pervasive. 
Certainly, China does trail in some areas, but it 
also holds its own or excels in others. China’s path 
into the digital era is unique. The nation embraced 

the Internet late but is today a trendsetter, in large part 
because of its youthful population. Most Chinese users 
bypassed Web 1.0, e-mail, and the early days of electron-
ic commerce, jumping immediately to Web 2.0—the land 
of virtual communities, personalized content, and viral 
growth patterns. 

A Community Leader

IM is the dominant form of online communication in 
China. Nearly nine out of ten Internet users in urban 
China chat online, compared with just about four out of 
ten users in the United States, where e-mail continues to 
rule. (See Exhibit 4.) By contrast, in the United States 
about nine out of ten Internet users rely on e-mail, com-
pared with about six out of ten in urban China. “I seldom 
use e-mail because not every one of my friends has an 
e-mail account,” said Yang Hao, a 16-year-old Beijing 
high-school student who is a fan of IM. “QQ is a lot more 
fun, instant, and interactive.”

The most popular IM so ware in China, QQ, which was 
developed locally, is oriented toward the Chinese market, 
featuring voice, video, speedy fi le transfer, and the ability 
to create avatars and other personal features. Users of 
QQ and other IM so ware in China have taken online 
chatting to new levels. More than one-third of urban Chi-
nese consumers who use IM spend three or more hours 
a day engaging in it. “I have more than 470 QQ friends 
and 21 QQ groups. I spend a lot of time chatting with 
them,” a university student in Beijing told us.

In China, IM is not just about chatting. It is also used to 
close transactions, provide customer support, and con-
duct other business activities. Cui Yongdong, a 39-year-
old manager at a government research agency in Beijing, 
assigns work to his employees through diff erent IM ser-
vices. From the offi  ce, he also coaches his son on tough 
math problems by video chat.

The Chinese are trailblazers in other Web 2.0 activities, 
too. They are deeply involved in peer-to-peer activities, 
sending and downloading music and videos within their 
communities and playing games with other users. Peer-
to-peer fi le transfers and fi le sharing constitute 60 per-
cent of China’s Internet traffi  c. As one respondent said, “I 
don’t even bother to download videos. I just search for 
them on Baidu or PPLive [two popular Web sites] and 
watch the videos in real time.”

Finally, community plays a major role in Internet use in 
China. Chinese users told us that they enjoy engaging and 
interacting with others on blogs, forums, and social-net-
working sites.

The diff erences between Chinese and U.S. Internet use 
patterns aren’t limited to those seen in e-mail and chat. 
Such Internet activities as searching for jobs, banking on-
line, and engaging in e-commerce are signifi cantly more 
popular in the United States than in China, where the 
reluctance to conduct business on the Web is widespread. 
Online game playing, by contrast, is much more popular 
in China than in the United States. 

Demographics partly explain these diff erences. The ma-
jority of China’s Internet users are male—roughly half of 
them 25 or younger—so they are drawn to social and 
entertainment options. Many of these young consumers 

The Jump to Web 2.0
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also have fewer real-world entertainment options than do 
their peers in the United States. Especially in smaller 
cities and rural areas, China lacks a broad range of 
media outlets and entertainment venues such as movie 
theaters—all of which are common in other countries. 
Jiang Demin, a 26-year-old unmarried lifeguard in Guilin, 
said that online activities off er him a world of excitement 
and choice that he otherwise fi nds unavailable. He told 
us that he typically uses the Internet to catch up on sports 
scores, play games with his friends, watch movies, and 
download his favorite hip-hop music.

This fascination with online forms of entertainment ex-
tends to mobile-phone users. More than half of Chinese 
handset owners listen to music and use their phones to 
take pictures. One-third of mobile-phone users send mul-
timedia messages by means of handsets, and 30 percent 
download polyphonic ring tones, which produce a more 
natural and realistic sound than typical ring tones. In 
the United States, less than 20 percent of users 
engage in these activities. Likewise, 21 percent of Chinese 
mobile-phone users rely on their devices to surf the 

Internet, and 18 percent play movie or video clips on 
their handsets, compared with 11 percent and 3 per-
cent, respectively, of mobile-phone users in the United 
States.

A Transactional Laggard

The Chinese people are much less comfortable with 
forms of digital activity beyond communication, espe-
cially those that involve commerce, demand large outlays 
of cash, or require their trust. This pattern holds true in 
several digital domains, such as entertainment, game 
playing, television, and banking. In game playing, for ex-
ample, Chinese urbanites are avid players of massively 
multiplayer online role-playing games (MMORPGs), and 
the developers of MMORPGs have built attractive reve-
nue models around micropayments. 

By contrast, few Chinese consumers own the consoles 
necessary to play traditional video games. The hardware 
is relatively expensive, and manufacturers, fearing piracy, 
are reluctant to make big bets on the market.

Exhibit 4. Urban Chinese and U.S. Internet Users Differ in Their Online Habits

Sources: BCG research; Pew Internet & American Life Project; BCG analysis.
1In this report, we define penetration as the percentage of the population that engages in an online activity at least once a week. Other major Internet 
activities cited in China, for which comparable U.S. data were unavailable, included reading online editions (64 percent), visiting community Web sites 
(54 percent), viewing online television (45 percent), visiting bulletin board systems (32 percent), and engaging in e-learning (29 percent).
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China trails the United States in the use of digital TV, In-
ternet protocol TV, and video on demand. Media compa-
nies fi nd it diffi  cult to develop promising business models 
in the face of a consumer preference for fi le sharing and a 
highly controlled and regulated operating environment.

E-commerce in China is years behind the West. Only 28 
percent of Chinese Internet users shop online, mostly at 
Taobao.com, a local site, and only 16 percent shop online 
more than ten times a year. Even fewer take advantage of 
online banking services. Cash is still consumers’ domi-
nant form of payment. Consumers distrust electronic 
transactions, fearing that they will receive poor-quality 
goods, that they will be cheated, or that their identity will 
be compromised. (See Exhibit 5.)

Still, the Internet remains a popular place to research 
products, which consumers subsequently buy offl  ine. “If 
I want to buy big-ticket items, I always check the price 
and performance on the Internet fi rst, but I won’t shop 
online. I don’t trust Internet security,” said Sun Qian, a 
28-year-old from Guilin.

Until these concerns diminish, the development of e-ser-
vices will be hampered. Taobao.com has been able to 
build an online business in China by developing a strong 
reputation for trustworthiness and honesty. But most Chi-
nese consumers are still deeply skeptical of putting their 
money where their time is. 

Exhibit 5. Concerned About Quality and Security, Urban Internet Users Seldom Shop Online

Sources: BCG research; BCG analysis.
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How China’s History Shapes 
Today’s Digital Reality

In China, use patterns for mobile phones and the 
Internet are neither random nor accidental. The 
orientation toward community and entertain-
ment, the fascination with text messaging, and the 
distrust of e-commerce all have their origins in 

China’s unique historical, economic, and social fabric. 

A Fresh Canvas. Many Chinese people, especially the 
young, have embraced digital products and services be-
cause there are few other options. Newspapers are large-
ly owned by the state. Few TV programs are considered 
attractive. Movies are expensive, and the selection is lim-
ited. Even before the advent of digital music fi les, MP3 
players, and fi le sharing, consumers did not routinely buy 
music CDs. Although many Westerners owned, or still 
own, CD players (or even turntables), VCR machines, mo-
dems, and fixed-line phones, Chinese consumers by-
passed these technologies and jumped straight into the 
world of MP3 and DVD players and mobile phones.

New Voices and Views. For many decades, the Chinese 
had limited opportunities to hear diverse views and voice 
their own opinions openly. Despite ongoing censorship 
and monitoring in China, the Internet off ers its Chinese 
users an outlet for expression and participation through 
activities such as blogging and contributing to bulletin 
board discussions. By contrast, traditional state-run me-
dia typically off er only one point of view. “TV is the gov-
ernment’s tongue and mouth. It has only one voice. How-
ever, the Internet provides us with multiple perspectives,” 
said Zhao Jie, 38, an entrepreneur in Beijing. Another In-
ternet user told us, “I can log on to foreign Web sites to 
read about foreigners’ opinions on an event.”

The Chance to Express Individuality. Many Chinese 
have discovered a tremendous opportunity for individual 

expression on the Internet. (See Exhibit 6.) Confucian 
principles place an emphasis on the group at the expense 
of individual identity, and the country’s educational sys-
tem focuses on rote learning and plays down original 
thought. O en in the past, government policies have sti-
fl ed individuality. Several of our interviewees remarked 
on the sense of liberation they had found online. As one 
respondent said, “When I fi rst used the Internet, I was 
amazed by the variety of voices and especially by the fact 
that I could speak out myself.”

The Absence of Trust. The reluctance of Chinese Inter-
net users to engage in digital commerce is entirely under-
standable. Accustomed to a historically weak legal system, 
the Chinese have tended to withhold their trust from 
people outside well-defi ned communities such as family 
and friends. The rule of law is coming to China, but it will 
take time to take hold. In the meantime, fraudulent be-
havior remains prevalent, and a reluctance to shop online 
or disclose personal information makes sense. Instead, 
users frequent Internet forums to discover product infor-
mation.

The Regulatory Environment. As it does in other coun-
tries, the regulatory hand of government is shaping com-
munications and Internet services in China. The govern-
ment has actively encouraged telecommunications 
operators to increase coverage across the country, helping 
to enable wide reach and low costs for both DSL Internet 
connections and mobile services. Although China has 
been late in introducing 3G mobile services, with the fi rst 
trials occurring this year, that slowness has not hindered 
overall mobile-phone use.

By contrast, the government has not fully opened the 
market for digital-cable television, and newspapers and 
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television remain subject to control. Consequently, the 
Internet has become the primary means of interactive 
entertainment, community, and information.

Finally, weak enforcement of intellectual property rights 
encourages widespread sharing of fi les on the Internet 
and discourages development of both commercial so -
ware and content. Some companies operating in China 
underinvest in new products for fear that they will not be 
adequately protected; other companies remain reluctant 
to enter the market. 

Economic Reality. Low household incomes prevent Chi-
nese people from purchasing many of the gadgets typi-
cally found in Western households—televisions, comput-
ers, MP3 players, mobile phones, game consoles, and 
audio systems. Although many people in China own tele-
vision sets, mobile phones, and computers, they tend not 
to buy devices with redundant services. 

If they play games on the computer, for example, they are 
unlikely to own a game console. In this environment of 
constraint, the mobile phone has a leading role because 
it can serve a great number of functions.

The Dual Challenge of Language and Education. Un-
der the best of circumstances, navigating the Internet 
poses a challenge to Chinese users. Chinese students 
learn English, the lingua franca of the Internet, but many 
struggle with it when they surf the Web. At the same 
time, Chinese-language Web sites present their own dif-
fi culties. In order to navigate such sites, users must mem-
orize many Chinese characters and know Pinyin, a stan-
dardized system that uses the Latin alphabet to 
transliterate Chinese characters. Bilingual users who visit 
both Chinese and English sites need to toggle between 
English- and Chinese-language so ware while they surf. 
Local companies have responded by crowding more in-
formation on single pages in order to minimize having to 
type and navigate deep into a Web site.

Despite these limitations, the Internet has a subtle unify-
ing eff ect on China. The diversity of Chinese languages 
such as Mandarin, Cantonese, and many other dialects—
o en an obstacle to comprehension of the spoken word—
does not limit written comprehension: all the languages 
rely on the same characters. Being a text-based medium, 
the Internet brings together Chinese people who other-
wise would be unlikely—and unable—to communicate.

Exhibit 6. Self-Expression and Research Are the Biggest Attractions 
to Online Communities in China 

Sources: BCG research; BCG analysis. 
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T he Internet and the mobile phone form cor-
nerstones in the lives of many Chinese city 
dwellers. These technologies infl uence work, 
study, and play. All companies operating in 
China should therefore understand the on-

line behavior and consumption patterns of China’s digital 
consumers. We have divided them into three “genera-
tions” of consumers, each with its own behaviors, adop-
tion patterns, and satisfaction levels. (See Exhibit 7.)

What the Digital Generations Want

In China and elsewhere, the age of consumers and the 
extent of their digital activities tend to be inversely pro-
portional. 

Little Emperors.◊  Members of this generation, aged 14 to 
25, have grown up in an openly capitalist and modern-
izing economy. They are familiar with opportunity and 
choice, and they readily embrace the Internet and mo-
bile phones. They are also more demanding than the 
older generations, and they question the authenticity 
and accuracy of online information and exhibit mod-
erate to low levels of trust and satisfaction. Rather 
than being drawn to e-commerce or information, they 
gravitate toward online communities.

Reform Benefi ciaries.◊  The next generation’s members, 
aged 26 to 35, witnessed tremendous change during 
their youth. Having benefi ted from the country’s re-
forms, they optimistically look for variety and new op-
portunities, and they value the ability to voice their 
opinions online. They have embraced digital devices 
and services, and value the information at their dis-
posal through popular portals. They are generally sat-
isfi ed with their online experience.

Frugal Middle-Agers. ◊ The third generation of digital con-
sumers, aged 36 to 50, grew up before the economic 
boom, and they recall living frugally, without easy ac-
cess to entertainment or choices. This middle-aged 
generation has only partially embraced digital devices 
and services. Adoption, which varies widely by income 
and occupation, is lower in this group than among the 
two younger generations. Ideally, these older consum-
ers want the Internet to provide practical solutions to 
their everyday lives—for example, easy payment of 
bills or easy access to news. While they may not be 
fully conversant with digital technology, they under-
stand its importance to their children’s development 
and education.

Although these age groupings provide a rough cut of the 
market in China, they do not capture the nuances with-
in—and sometimes across—generations. We have also 
therefore created a parallel overlapping universe consist-
ing of six specifi c consumer segments that refi ne behav-
ioral diff erences among consumers in China’s cities. (See 
Exhibit 8.) 

Most Chinese in all segments use the Internet and mobile 
phones, but penetration levels and online behaviors vary 
widely. (See Exhibit 9.) These six segments have diff erent 
needs and aspirations and require diff erent approaches. 
People who represent each of the six segments described 
below are highlighted in the vignettes on pages 20 
through 22.

Teenagers.◊  Nearly nine out of ten teenagers, or 85 per-
cent, use the Internet at least once a week, mostly 
for communications and entertainment. They spend 
most of their time chatting, watching movies, and 
listening to music. Online banking and e-commerce 

The Big Embrace
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Exhibit 7. Three Digital Generations Exist in Urban China

Sources: BCG research; BCG analysis.

Exhibit 8. Urban Chinese Internet Users Can Also Be Categorized into Six Segments

Sources: BCG research; BCG analysis 
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are largely irrelevant activities, but more than 50 per-
cent engage in blogging. (See the vignette “Teenager: 
Zhang Chang’s Teen Experience Emphasizes Fun, 
Friends, and Studies.”)

University Students.◊  Even more active on the Internet 
than teenagers, this group has a 95 percent penetra-
tion rate—the highest share among the six groups. 
University students turn to the Internet to discover a 
world beyond family and friends. They are active blog-
gers and users of bulletin board systems, voicing opin-
ions and gravitating to communities of common inter-
est. (See the vignette “University Student: Maggie 
Zhang Engages in Entertainment, Communications, 
and Studies.”)

Young Entertainers.◊  This group, which bridges the fi rst 
two generations—the little emperors and the reform 
benefi ciaries—consists of people aged 19 to 35 who 
have not attended a university and whose income 
is lower than that of college graduates. More than 
half, or 58 percent, are online weekly. They tend to 
play games, chat, and—trying to improve their lot in 

life—search for better jobs. (See the vignette “Young 
Entertainer: Jiang Demin Is Online Before and Af-
ter Work.”)

Young Professionals.◊  Members of the second generation, 
reform benefi ciaries, have a relatively high level of edu-
cation and income. They have a high Internet-penetra-
tion rate—92 percent—and are sophisticated users of 
technology. They engage in numerous digital pursuits, 
exceeding the overall average in virtually every area. 
(See the vignette “Young Professional: Frank Yi’s Day 
Centers on Business with a Few Personal Touches.”)

Active Middle-Agers. ◊ This group, whose members are 
aged 36 to 50, has both high income and advanced 
education—and an Internet penetration rate of 72 
percent. They use the Internet mainly to search for 
information and news. Although they are less attached 
to chatting and entertainment, they still show use rates 
of about 50 to 70 percent for these services. (See the 
vignette “Active Middle-Ager: Cui Yongdong Has Digi-
tal Connections with Friends, Family, and Col-
leagues.”)

Exhibit 9. Customer Segments Engage in Online Activities at Various Penetration Levels

Sources: BCG research; BCG analysis.
1In this report, we define penetration as the percentage of the population that engages in an online activity at least once a week.
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14 years old

Middle-school student in Beijing

Only child, living at home with 
her parents

23 years old

University student in Beijing, 
studying business

Single, sharing a dormitory room 
with two other students

Teenager: Zhang Chang’s Teen Experience Emphasizes Fun, Friends, and Studies

University Student: Maggie Zhang Engages in Entertainment, 
Communications, and Studies

A typical day 
AM 6:30 Arose and ate breakfast.
 7:00 Went to school. My classmate Feifei sent me an 

SMS that she was sick. I promised to ask for sick 
leave for her.

 8:00 Class began. Turned off  my handset. Recorded 
classes with my MP3 player.

PM  12:00 Had lunch. Went home and had a nap.
 1:00 Used my digital camera to take photos of class 

notes and sent them to Feifei via QQ.
 2:00 Began to review my classes and do homework.
 3:00 Browsed ChinaRen community Web site; 

downloaded songs through Baidu.
 3:30 Went to the library. Borrowed a novel. Listened 

to music on my MP3 player on the way.
 4:30 Back home, read the novel. Searched Google for 

background about the novel.
 8:00 Finished reading the novel. Logged on to the 

Baidu Post Bar and shared my thoughts 
about the novel with others. 

 9:00 Turned off  my computer and handset. Went to 
sleep.

A typical day 
AM 8:30 Arose and ate breakfast.
 9:00 Opened laptop and checked e-mail. Sent an 

SMS to schedule an appointment with a 
professor to discuss my essay.

 11:00 Started looking for books I need for an essay by 
logging onto QQ to ask friends for advice and 
searching on Dangdang.

PM  12:00 Asked Wendy via QQ to have lunch.
 1:30 Received a message from Jason that he will 

have dinner with me. Went to fi nance class.
 3:30 Logged on to the campus library for a sample 

paper.
 5:00 Received a WAP message from Monternet. 

Won a discounted movie ticket for Transformers.
 7:00 Ate dinner with Jason. He sent me an MMS 

about his baby.
 8:00 Engaged in several activities in my dorm room: 

downloaded music from HaoTing; browsed 
news on Sina and Hexun; searched on Baidu for 
interview tips; chatted with friends; read Lei’s 
Space.

 9:00 Watched the campus video-on-demand service.
 11:30 Closed my Internet world. Went to sleep.

Household income 
and consumption

Monthly income $450
Food and clothing 140
Communications and entertainment 50
Education 30
Other 50
Savings $180

Household income 
and consumption

Monthly income $510
Education 190
Food and clothing 100
Communications and entertainment 55
Other 90
Savings $75

Household
digital  devices

Household
digital  devices
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34 years old

Sales manager at a foreign 
company in Chongqing

Married, living with his wife and 
newborn baby

26 years old

Lifeguard at a swimming pool in 
Guilin

Single, living with his parents in 
Guilin

Young Professional: Frank Yi’s Day Centers on Business with a Few Personal Touches

Young Entertainer: Jiang Demin Is Online Before and After Work

A typical day 

AM 7:30 Arose and ate breakfast.
 8:00 Opened my laptop and checked work e-mail. 

Arranged for team meetings and client meetings.
 9:00 Communicated with clients and colleagues 

via e-mail, calls, faxes, and messages.
PM 12:00 Lunched with Daniel to celebrate his becoming a 

Party member.
 1:00 Received a greeting card on my handset from 

a friend in Shanghai.
 1:30 Analyzed sales data on the company intranet. 

Browsed Sina.auto. Prepared annual sales 
report.

 5:30 Back home. Turned on desktop, read sports 
news while watching live sports on CCTV-5.

 8:00 Watched an online television program: KangXi 
Lai Le, a Taiwanese entertainment show.

  Played card and chess games on Ourgame.
  Sent an SMS inviting Tony to play tennis this 

weekend.
 11:30 Closed PC. Set up morning call on my handset. 

Went to sleep.

A typical day 
AM 8:30 Arose and ate breakfast.
 8:50 Opened my PC and exchanged messages with 

friends. Browsed through Sina for sports and 
entertainment news.

 9:30 Played online games on ZhengTu.
 11:00 Watched an online movie, Flash Point.
PM 12:30 Ate lunch.
 1:30 Went to work at the swimming pool.
 6:00 Returned home and ate dinner.
 7:00 Returned to my online world. Talked to a 

stranger on QQ while waiting for game-
playing friends to log on. Downloaded music.

 8:30 Watched Tom and Jerry online.
 9:00 Started playing games with friends who had 

fi nally logged on.
 11:00 Went to sleep.

Household income 
and consumption

Monthly income $1,400
Mortgage 350
Food and clothing 250
New-baby expenses 250
Communications and entertainment 150
Other 150
Savings $250

Household income 
and consumption

Monthly income $430
Food and clothing 150
Communications and entertainment 50
Health care 15
Other 35
Savings $180

Household
digital  devices

Household
digital  devices
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39 years old

Manager at a government 
research agency in Beijing

Married, living with his wife 
and son

44 years old

Worker in an electronics-
manufacturing company in Guilin

Married, living with her husband 
and daughter

Active Middle-Ager: Cui Yongdong Has Digital Connections with Friends, Family, 
and Colleagues 

Passive Middle-Ager: Wang Yulan Uses Digital Tools Infrequently and Selectively

A typical day 
AM 6:30 Arose and ate breakfast.
 8:30 Arrived at the offi  ce. Checked e-mail. Had QQ 

video conversation with my son to check his 
study plan. Browsed Sina Sports.

 9:00 Assigned work to subordinates via phone, 
e-mail, MSN Web Messenger, QQ, and SMS.

 11:30 Received an SMS about a lunch appointment 
from a friend. Found a restaurant with the help 
of my Internet-enabled phone.

PM 12:30 Lunched with Wendong, who sent me some 
photos from his handheld via infrared.

 2:00 Attended a team meeting. A er the meeting, 
read novels on my Palm handheld.

 4:00 Had a video conversation with my son to check 
on his progress. Sent him math problem 
answers via QQ.

 6:30 Drove home. Listened to music on my MP3 
player through the car’s speakers.

 8:00 Shared photos on my Palm handheld with my 
wife. Searched on Baidu for some tips for a PC 
game for my son.

 10:30 Turned off  my PC. Went to sleep.

A typical day 

AM 6:30 Arose and cooked breakfast for my family.
 8:00 Worked on the production line. 
 11:30 Ate lunch.
PM 1:00 Returned to work.
 5:00 Went to the food market.
 6:00 Cooked dinner. Had dinner with my family.
 7:00 Watched CCTV news and a TV program, Home 

with Kids.
 8:30 Played mahjong online on QQ. Watched a 

movie online.
 9:30 Searched on Baidu for news about the college 

entrance exam and for recruiting information for 
my high-school daughter.

 10:00 Heated up milk for my daughter.
 10:05 Went to sleep.

Household income 
and consumption

Monthly income $1,800
Mortgage 400
Food and clothing 250
Communications and entertainment 200
Education 100
Other 150
Savings $700

Household income 
and consumption

Monthly income $580
Food and clothing 100
Education 60
Communications and entertainment 50
Other 80
Savings $290

Household
digital  devices

Household
digital  devices

Note: The interviewee’s name has been replaced with a pseudonym at her request.
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Passive Middle-Agers.◊  Members of this group have lower 
incomes and less education than active middle-agers. 
Their Internet penetration of 22 percent is the lowest 
among the six groups. Passive middle-agers lag behind 
the average in use in nearly every area, most notably  
chatting, listening to music, downloading movies, and 
e-mailing. They have not grown up with the Internet 
and, because they lack money and education, it is un-
derstandable that they use the Internet selectively, if at 
all. (See the vignette “Passive Middle-Ager: Wang Yulan 
Uses Digital Tools Infrequently and Selectively.”)4 

What the Digital Generations 
Can’t Live Without

The three generations and six segments help categorize 
the activities of a gigantic and diverse nation. Companies 
that want to succeed in China need to understand these 
generational and behavioral diff erences. But they also 
should not lose the forest for the trees. China is rapidly 
joining the global digital community and conversation—
o en as a leader, sometimes as a laggard, but always as a 
player.

All six segments spend signifi cant time online, especially 
with text, voice, and video chat. One-third of all Internet 
users are chatting, in one form or another, for three 
or more hours a day. Even members of the oldest genera-
tion dedicate more than two hours a day to IM. (See Ex-
hibit 10.)

The Internet has become central to the daily lives of ur-
ban Chinese consumers. In our research, we asked city 
residents whether they agree with the following state-
ment: “I cannot live without the Internet; I really rely on 
the Internet.” With the exception of passive middle-agers 
and those who lived in the smallest cities, between 42 
and 54 percent of respondents either “agree” or “strong-
ly agree” with the statement. (See Exhibit 11.) Again, 
consider Wang Yulan, the middle-aged production-line 
worker in Guilin. Her life would be far less lively without 
technology. In the evening, she frequently watches both 
television and online movies, and uses QQ to play a Chi-
nese board game.

Exhibit 10. Instant Messaging Is a Huge Hit with Urban Chinese

Sources: BCG research; BCG analysis.
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4. The interviewee’s name has been replaced with a pseudonym at 
her request.
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Exhibit 11. The Internet Plays a Central Role in the Daily Life of Urban Chinese Users

Sources: BCG research; BCG analysis.
1China’s cities are often categorized into tiers according to their population and per capita disposable income. The top three cities—Beijing, Shanghai, 
and Guangzhou—are grouped together with tier 1 cities.
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Furthermore, the Chinese have developed an emotional 
attachment to their digital devices. The mobile phone is 
much more than a communication tool. It is a delivery 
vehicle for entertainment and a refl ection of one’s taste 
and style. (See Exhibit 12.) In fact, some young people 
view their mobile phones as companions. (See Exhibit 

13.) As Zhang Jianqiang, 21, a university student in 
Beijing, said, “The Internet is like my girlfriend or my 
best friend. I cannot live without it.” Another student 
said, “My mobile is an intimate friend, always following 
me wherever I go.”

Exhibit 12. Urban Chinese Owners of Mobile Devices View Them as More Than 
Communication Tools

Sources: BCG research; BCG analysis.
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Exhibit 13. Different Types of Chinese Users Have Different Perceptions 
of Their Digital Devices

Sources: BCG research; BCG analysis.
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In Search of Profi table 
Models

Piracy has frightened many companies, espe-
cially those selling traditional so ware and 
content, from entering the Chinese digital 
market. With China’s entry into the world 
economic community, the rate of infringe-

ment will decline, as it has in other developing nations. 
In the meantime, companies that want to participate in 
the creative digital caldron that is China must develop 
successful business models that are uniquely suited to the 
country. Device manufacturers and telecommunications 
operators already earn signifi cant revenues and profi ts, 
admittedly without the overriding infringement fears of 
companies whose products are easily copied. Even so, 
several local companies have developed inventive busi-
ness models that rely on both consumer and advertising 
revenue for profi tability.

Surveying the Landscape

The digital market in China is larger than conventional 
wisdom might suggest. Excluding voice telephony and 
traditional broadcast television, the size of the market in 
2007 was about RMB 580 billion, or $77 billion. (See Ex-
hibit 14.) Two-thirds of revenues came from the sale of 
digital devices, including mobile phones, digital televi-
sions, and computers. Distribution, mostly the provision 
of mobile services excluding voice, is a RMB 125 billion 
business, while the development and aggregation of con-
tent are smaller but rapidly growing businesses. In par-
ticular, mobile messaging, game playing, and news deliv-
ery produced RMB 15 billion in revenues in 2007. A broad 
group of mobile-content providers engage in mobile-con-
tent development and aggregation, while China Mobile 
Limited, an operator, serves as both content provider and 
overall gatekeeper. The downloading of musical ring 
tones is the largest source of revenues in China’s value-

added mobile-services market—and the country’s largest 
music-related market.

In the wired Internet segment, the overall size of the con-
tent and aggregation markets is about RMB 35 billion, 
mostly generated from users who are willing to make 
micropayments to participate in online games, receive 
personalized messages, and have access to valuable 
information. Tencent is the leader here, accounting for 
RMB 1.6 billion of the RMB 20 billion spent on value-
added services. 

Advertising-related revenues are low, about RMB 10 bil-
lion, but rising strongly. Although many companies and 
advertising agencies relied heavily on prime-time TV to 
build their brands in the past, today they are looking at 
opportunities on the Internet. Starting from a smaller 
base, online ads increased from 2002 to 2005 at a CAGR 
of 79 percent, compared with 15 percent and 11 percent 
for television and newspapers, respectively. Most of this 
online-advertising spending is allocated to large local 
portals such as Sina.com and Sohu.com, as well as Baidu, 
a search engine. Meanwhile, distribution and devices ac-
count for the bulk of revenues in the wired segment, 
proving that selling shovels to gold miners is o en more 
profi table than mining itself. Local telecommunications 
giants China Telecom Corporation and China Netcom 
Group together account for RMB 35 billion of the RMB 40 
billion that consumers spend simply to access the 
Internet.

Moving from Devices to Services

The size of China’s market is still relatively small by West-
ern standards, but over the next several years the fi nan-
cial horizon will be radically altered by the march of hun-
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Exhibit 14. The Chinese Market for Digital Services and Devices Reached 
an Estimated RMB 580 Billion in 2007

Sources: Press research; company annual reports; BCG analysis.
Note: Market sizing does not include mobile voice communications, but it does include the transmission of short messages.
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dreds of millions of Chinese going online. In light of 
projections that more than 1 billion Chinese will have ac-
cess to the Internet, a mobile phone, or digital TV by 2015, 
we predict that total expenditures on digital services and 
products will exceed RMB 1.8 trillion that year—more 
than three times the fi gure for 2007. (See Exhibit 15.) Ex-
penditures for information, entertainment, and advertis-
ing will experience annual growth rates nearly three to 
four times higher than those for devices. 

Growth will be powered by both greater numbers of 
consumers and higher revenue per consumer. Urbaniza-
tion and higher income levels will bring more consumers 
into the digital universe. Consumers will demand faster, 
better, and more trustworthy products and services—and 
they will be more willing to pay for them. Our consumer 
research uncovered pent-up demand for several new 
functions—Internet-enabled televisions, video-friendly 
mobile phones, and smaller, lighter computers that can 
input Chinese characters using speech recognition tech-
nology. (See Exhibit 16.) China may soon have some of 
the most advanced and demanding consumers in the 
world.

This anticipated growth is already being refl ected in stock 
prices of Internet companies in China. Collectively, the 31 
leading Internet-related Chinese companies have been 
outperforming the Nasdaq index since the middle of 
2005. At the end of 2007, the gap began to widen even 
more. (See Exhibit 17.)

Satisfying Local Needs

Contrary to conventional wisdom in the West, Chinese 
consumers are willing to pay for digital services, as evi-
denced by rapid growth in the information and entertain-
ment sectors. A 15-year-old student in Beijing told us he 
would pay RMB 5 to RMB 10 for electronic versions of his 
favorite magazines. A university student in Guilin said 
that he was already paying RMB 50 to RMB 60 a month 
to play World of Warcra , a popular online game.

The challenge for Internet companies is to stoke demand 
for new off erings through innovative pricing and payment 
mechanisms—no easy trick. For the foreseeable future, 
average household incomes will remain low, pirated con-
tent readily available, IP enforcement weak, payment 
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Exhibit 16. Consumers Aspire to Have Their Digital Devices Perform Several Functions

Sources: BCG research; BCG analysis. 
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Sources: Press research; BCG analysis.
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2CAGR = compound annual growth rate. 
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Exhibit 17. Chinese Internet Companies Have Outperformed 
the Nasdaq Index by a Wide Margin

Sources: Thomson Reuters; BCG analysis.
Note: The index covers 31 listed Chinese companies in Internet-related segments (content providers, service providers, and operators). The segments 
are weighted to reflect their forecast share of revenues in 2015 (content providers, 5 percent; service providers, 45 percent; and operators, 50 percent). 
Companies in each segment are weighted to reflect their market capitalization. Device players are not included in the index. 
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mechanisms not fully developed or accepted, competi-
tion intense, and the customer base demanding. Ap-
proaches that work in other countries cannot simply be 
exported to China, as Google, Microso ’s MSN, eBay, Am-
azon.com, and Yahoo! have all discovered. Yahoo! sold its 
China division to Alibaba, and eBay sold a majority share 
of its China operation to Tom Online. Google and MSN 
trail local leaders by wide margins. (See Exhibit 18.)

Why have the Internet titans struggled so mightily in Chi-
na? Largely, they have suff ered at the hands of local lead-
ers, which have enjoyed three competitive advantages. 

An Early Lead.◊  Most of the local leaders invested ag-
gressively to create market-leading positions, off ering 
low prices or free services. Tencent’s QQ had already 
acquired tens of millions of users by the time MSN ar-
rived on the scene.

A Nuanced Understanding of Chinese Consumers.◊  The lo-
cal leaders have tailored their off erings to Chinese 
tastes. Their local off erings may not be qualitatively 
better by Western standards, but they address such 
Chinese needs and wants as centralized content. The 

home pages of local portals, for example, might ap-
pear cluttered and disorganized to some, but they are 
jammed with popular information. Although the home 
page of Yahoo! appears better structured, it draws 
fewer visitors than China’s leading portal, Sina, with its 
wide selection, animated banner ads, competitions, 
rankings, and celebrity blogs.

Promising Business Models. ◊ Many local leaders created 
profi table business models earlier than their global 
competitors. Local companies have been the innova-
tors in off ering microtransactions, selling virtual items, 
and soliciting advertising from local consumer-goods 
companies. Tencent, for example, has created a virtual 
currency that allows users to make micropayments for 
customizing their avatars and such digital items as 
clothes, backgrounds, accessories, and virtual pets. 
Meanwhile, Sina’s share of the local companies’ adver-
tising budgets is much higher than that of its global 
competitors.

The market leaders have had a head start, but the digital 
market in China is closer to its beginning than its end. It 
is not too late to understand and succeed in China.
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Exhibit 18. Local Companies Dominate China’s Internet Space

Sources: BCG research; BCG analysis.
1Yahoo.com.cn was acquired by China’s Alibaba in 2005.
2UT Game was formerly named Utalk.
3Sina.com’s search offering is powered by Google.
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The Consumer Connection

China’s embrace of digital technology will 
reverberate far beyond the confi nes of the 
technology, media, and communications in-
dustries. All companies operating within 
China must understand the digital and 

online habits of their customers—or else lose touch 
with them.

The absence of an active electronic-commerce market in 
China may lull companies into dismissing the need for a 
digital strategy. That approach is shortsighted. Consumers 
routinely visit blogs and bulletin boards in order to learn 
about products. Their opinions are shaped in forums that 
managers may not even know exist. The managers and 
customers of many companies are operating in diff erent 
universes. Companies advertise by using traditional me-
dia rather than by exploring the uncharted territory of 
the Web. Sales managers—steeped in the ways of the 
cash economy—are reluctant to explore new channels for 
reaching consumers.

Regardless of their industry, companies need to engage 
with their customers by adapting existing or creating new 
ways to reach them. Managers need to develop new capa-
bilities in order to fully exploit digital channels. The pace 
of change is accelerating, so it is imperative that compa-
nies act now.

The following eight activities and principles will help 
companies address the opportunities presented by Chi-
na’s new digital generations.

Be visible in the places where your customers spend 
time. Because the average customer of so many compa-
nies is spending nearly three hours a day online, these 
companies need a rich and attractive Web presence to 

increase awareness of their business, brands, and prod-
ucts. Remarkably, many companies still do not properly 
showcase themselves on the Web. If they have a Web site, 
they do not update it frequently and adequately. Corpo-
rate budgets for Web development are generally limited, 
and skepticism remains high. Web development capa-
bilities are also in short supply. Nonetheless, some com-
panies have demonstrated the value of a superior Web 
presence.

Goodbaby, a market leader in baby care products, has 
become a visible presence in the daily life of young 
Chinese mothers through its Web site, which has blogs, 
information about baby care and development, and a 
doctor referral section. Many companies such as Good-
baby are creating a favorable impression among consum-
ers through Web sites while they are also gathering con-
sumer intelligence. By closely tracking Web activity, 
companies can develop a better understanding of how 
consumer preferences and needs vary by region or city, 
allowing them to develop successful segmentation 
strategies. 

Actively use the new infl uencers that surround your 
customers. Several Web sites have demonstrated tre-
mendous power and infl uence to shape consumers’ opin-
ions. China has its own Facebook-style social-networking 
sites, such as Wealink and Linkist, where users can create 
groups according to interests. There are also numerous 
forums and blogs that sway consumer behavior. In order 
to address the needs of China’s new digital consumers 
and to earn their trust, companies need to court the infl u-
ence brokers who network, are vocal, or have gained a 
following online. As a fi rst step, companies need simply 
to be aware of the “online chatter.” Only then can they 
join the conversation by, for example, sending press re-
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leases to popular bloggers or answering questions and 
adding comments on forums. Because consumers may 
balk at a commercial intrusion into what they regard as a 
noncommercial space, companies need to tread the fi ne 
line between being part of the discussion and being seen 
as an agent trying to dominate or manipulate it. One way 
to counter this perception is to set up company- or prod-
uct-specifi c discussion boards and blogs.

Several companies operating in China have suff ered neg-
ative business consequences by failing to act swiftly 
enough in response to small ripples of dissatisfaction that 
began online and spread to the sales counter. In early 
2007, a leading global consumer company had to remove 
a brand from the market after questions about the 
brand’s quality arose. Although customers’ complaints 
originally surfaced online, the company did not detect 
the degree of customers’ dissatisfaction early or accu-
rately enough. Under mounting pressure, the company 
had little choice but to retreat.

Similarly, in 2006, Chinese consumers generated wide-
spread online criticism about one specifi c aspect of a 
product of a global electronic-devices manufacturer. In 
the absence of an eff ective response from the company, 
the criticism quickly spread to other topics, including 
overall product performance and customer service. 

Use the Internet to advertise your brand and build 
trust. Branding is a new but critical activity for compa-
nies in China. BCG research suggests that brands are 
more relevant for Chinese consumers than for their coun-
terparts in Europe or the United States.5 Given the reluc-
tance that Chinese consumers display toward online 
transactions and commerce, the power of brands—and 
their ability to convey trustworthiness—is especially im-
portant on the Web.

Many companies, however, continue to target consumers 
through television and the outdoor advertising that was 
common during the country’s initial economic liberaliza-
tion. Many marketers still regard television as the most 
eff ective medium for building basic brand awareness. 
The Internet allows companies to deliver more targeted 
and specifi c messages, whose impact can be more easily 
measured. “TV ads are more visual and create a strong 
impression about the product and the brand, but TV 
ads do not provide specifi c information,” an executive 
told us.

Colgate-Palmolive Company embraced China’s online 
environment to interact with young consumers, the target 
market for Max Fresh toothpaste. The campaign featured 
popular Taiwanese singer Jay Chou as its spokesperson. 
Riding the trend toward user-generated online content 
among young Chinese consumers, the campaign allowed 
users to edit the commercial. They could change scene 
sequence, background music, and lyrics, and forward 
their new versions to their friends. This campaign created 
online buzz among young people and attracted more 
than 1.5 million unique visitors in two months. 

Build the online sales channel as part of a multichan-
nel model. As mobile-phone and Internet use dramati-
cally increases, companies will have greater opportunities 
to exploit these media, but in most cases they will need 
to be integrated into a tiered multichannel sales ap-
proach. For the foreseeable future, physical sales chan-
nels will remain relevant. The online environment can-
not re-create the personal relationships that o en form 
the basis of traditional sales. Trustworthiness, distribu-
tion, and payment challenges cannot always be adequate-
ly addressed using an electronic interface.

Chinese companies need to systematically develop and 
cross-fertilize both physical and online channels. Brick-
and-mortar companies—even those that do not off er on-
line shopping—need an Internet presence to inform po-
tential customers during the purchasing process. Online 
companies, on the other hand, need to off er telephone 
support and other offl  ine activities.

Most newspapers and magazines have created online edi-
tions that provide an additional way for readers to access 
their content. Some are also providing mobile-phone of-
ferings. The widely read People’s Daily, for example, off ers 
a mobile edition for a small monthly fee, providing it 
through a shared-revenue agreement with network op-
erator China Unicom. 

A market leader in online travel-booking services, eLong 
has been able to reduce costs by conducting business 
online. Still, the company relies on a mix of online and 
offl  ine channels to ensure customer satisfaction. It has 
an army of couriers who deliver tickets to customers at 
home or work, thousands of staff  in call centers, and sales 

5. See Winning the Hearts and Minds of China’s Consumers, BCG Focus, 
September 2007.
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and marketing staff located at airports and railway 
stations.

Reach out to consumers in lower-tier cities. China’s 
digital revolution is built on Internet and mobile-telepho-
ny infrastructures that extend deep into the western 
reaches of the country. This coverage will allow compa-
nies to overcome an enduring challenge: how to reach 
consumers in small cities and regions at the edge of exist-
ing distribution channels. Digital devices off er a fast and 
cheap way for companies to directly access those poten-
tial customers. At the very least, companies can educate 
them about products and solicit feedback.

Leverage the collective power of the network of digi-
tal consumers. The rapid development of Web 2.0 capa-
bilities in China allows companies to develop two-way 
communications with consumers. They can actually con-
tribute to a company’s marketing and brand-building 
activities. In China, where Internet users have fl ocked to 
blogging and other pursuits that allow individual expres-
sion and personalization, online activities are an espe-
cially powerful lever. Companies can test advertising 
messages online and even allow product enthusiasts to 
drive viral-marketing campaigns. For example, Intel Chi-
na launched a competition inviting Chinese consumers 
to create a video advertisement. About 700 people sub-
mitted advertisements, and 100,000 voted to select the 
best entry. The campaign drew about 4 million unique 
visitors. 

Customers who express their enthusiasm for a product 
can become its most eff ective sales force and support 
team. They can participate in a er-sales support by ex-
changing questions and answers on product-specifi c bul-
letin boards. Intel China, for example, has launched a 
blog in China that allows visitors to express their ideas 
freely and enables the company to tap into the concerns 
and needs of its customers.

Customize products and services for China’s online 
consumers, communities, and channels. With online 
activities so central to the lives of so many Chinese and 
playing a role in everything from learning and shopping 
to dating and relaxing, companies have an opportunity to 
set themselves apart by delivering high-quality online 
experiences and developing innovative products and ser-
vices. Banks need to understand their customers’ digital 
behavior to optimally design online and mobile-banking 

services; food and beverage companies need to adapt 
their products to fi t a lifestyle that revolves around a com-
puter screen; and technology companies need to develop 
diff erent products for diff erent user groups.

To gain market share against Baidu, the leading search 
engine in China, Google China has designed its service to 
match the specifi c needs and preferences of Chinese us-
ers. Chinese users, for example, spend an average of 30 to 
60 seconds on a search before choosing a link, compared 
with U.S. users, whose searches average 10 seconds. 
Google China concluded that Chinese users wanted their 
search results to be not only relevant but also compre-
hensive and entertaining; it also determined that the Chi-
nese tend to explore several search results. To meet the 
desires and needs of these consumers, Google China 
keeps the original search window open as a default; when 
users in China click a link, a new window opens. Finally, 
addressing the fact that many Chinese are not familiar 
with the Latin alphabet, Google China also created a sim-
plifi ed address: www.g.cn. 

Build organizational capabilities to address the digi-
tal space. In order to fully exploit the digital opportunity, 
companies need to build organizational skills, strengthen-
ing teams in consumer research and online marketing, 
and ensuring that the sales operation can manage mul-
tiple channels.

The creation of online marketing capabilities will be es-
pecially challenging. Marketing and sales professionals 
who understand consumers’ use of the Internet and mo-
bile phones are in high demand. It will also be diffi  cult to 
outsource the capabilities because few advertising agen-
cies in China have fully embraced online and mobile plat-
forms.

Against these constraints, global organizations might be 
tempted to interfere unnecessarily in Chinese marketing 
and sales activities. Unfortunately, the center is unlikely 
to be able to act swi ly or understand local needs and 
specifi cs. These activities need to be handled on the 
ground.

These eight activities and principles are generally univer-
sal, but each company needs to defi ne its own objectives 
and road map, depending on its industry and starting 
point. Within a specifi c company, diff erent customer 
groups have different priorities. Although it may be 
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tempting to spring immediately into action, companies 
should fi rst spend time segmenting their customers, defi n-
ing priorities, and establishing a systematic approach. 
Otherwise, senior executives will delegate this crucial 
strategic role to the judgment, enthusiasm, and precon-
ceptions of individual managers. Several companies have 
found a fi ve-step program to be helpful. (See Exhibit 19.) 

Pursuing this approach will help you capture the digital 
opportunity that exists in China—an opportunity that 
our research shows is as gigantic as the nation itself. Seize 
them both.

Exhibit 19. Companies Should Define and Implement Their Digital Strategy 
by Following a Five-Step Program

Source: BCG analysis.

1. Understand and
segment customers

2. Identify
opportunities

3. Set priorities and
define a road map

4. Pilot and
experiment

5. Roll out and 
build capabilities

Develop deep 
understanding of 
customers’ motivations, 
behaviors, and 
compromises

Understand customers’ 
current and future use 
of digital services

◊ Favorite sites,   
    forums, and blogs

◊ Navigation patterns

◊ Willingness to
    interact

Develop a customer 
segmentation for digital 
services

Explore opportunities in 
all steps—several steps 
in particular

◊ Product or service 
    innovation that
    matches customers’
    behavior

◊ Online marketing 
    and public relations

◊ Multichannel
    management

Involve customers and 
employees from all 
functions

Learn what works in 
other industries

Evaluate the 
opportunities on the 
basis of several criteria

◊ Ability to differentiate
    from the competition

◊ Customer
    acceptance

◊ Economic viability

Define a strategic 
road map

◊ Set high aspirations 
    for the next three to 
    five years

◊ Consider the 
    limitations of  
    experienced 
    resources

Start rapidly with pilots 
and experiments

◊ Start with quick, 
    feasible changes, 
    initially limited 
    in scope

◊ Try to achieve quick
    successes

◊ Solicit extensive
    customer feedback
    on the pilot programs

◊ Actively build 
    capabilities during
    the pilots

Systematically 
implement changes, 
including new 
responsibilities for 
online marketing and 
new sales channels

Actively monitor results 
and changes achieved 
in customer behavior

Add needed capabilities

◊ Employees with
    Internet expertise

◊ Potential partners for
    mergers and 
    acquisitions



C’ D G 

Appendix
Researching China’s Digital Generations

In late 2007, BCG conducted an extensive consum-
er-research campaign focused on urban China, 
which represents the heart of China’s digital revo-
lution and accounts for 45 percent of the country’s 
population and 75 percent of its 210 million Inter-

net users.

We interviewed 3,700 people from 12 cities in 11 of Chi-
na’s 22 provinces. China’s cities are typically categorized 
into fi ve tiers on the basis of their population and income 
level. We conducted 300 interviews in Beijing, Shanghai, 
and Guangzhou, China’s three largest cities; 650 inter-
views in the tier 1 cities of Chengdu and Shenzhen; 950 
interviews in the tier 2 cities of Harbin, Hefei, and Kun-
ming; and 600 interviews in each of the three remaining 
city tiers. 

We interviewed people who were between 14 and 50 
years old; interviewees were selected on the basis of age, 
gender, and income level to form a representative sample 
of the sociodemographic composition of each city tier. 
About 2,200 of the interviews were conducted in person 
and lasted 40 minutes. The remaining 1,500 interviews 
were conducted by telephone and lasted 30 minutes. The 
interviews covered a broad range of questions about use 
patterns, attitudes, motivations, and aspirations.

We also conducted eight focus groups consisting of di-
verse groups of urban Chinese of various ages and ac-
complishments. We asked focus group participants to 
write detailed diaries describing a typical day and em-
phasizing activities related to digital media.

Finally, we used third-party sources to determine the 
overall number of Internet users and mobile-phone own-
ers in China and to defi ne the demographic composition 
of China’s city tiers. In addition, we interviewed about 40 
experts from various sectors—including media, Internet, 
and so ware companies; device makers; telecommunica-
tions operators; and venture capitalists.
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For Further Reading

The Boston Consulting Group 
publishes other reports and articles 
that may be of interest to readers of 
this report. Recent examples include: 

Foreign or Local Brands in China? 
A Focus by The Boston Consulting Group, 
June 2008

“Arming for the Second Web War”
Opportunities for Action in Financial 
Institutions, March 2008

The BCG 50 Local Dynamos
A Report by The Boston Consulting 
Group, March 2008

Ringing In the Next Billion Mobile 
Consumers
A Report by The Boston Consulting 
Group, December 2007

“Decoding the Next Billion 
Consumers”
Opportunities for Action in Consumer 
Markets, November 2007

“New Rules for the Next Billion”
Opportunities for Action in Technology & 
Communications, October 2007

Winning the Hearts and Minds of 
China’s Consumers
A Focus by The Boston Consulting Group, 
September 2007

“The Mobile Web: A Second 
Chance”
Opportunities for Action in Technology & 
Communications, July 2007
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