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Competing to Win in China’s 
Fast-Growing Automotive Market

By 2010, China will be one of the world’s five largest
automotive markets. Already, the jockeying for posi-
tion in this fast-growing market is intense. Virtually 
all the major global OEMs and suppliers have signifi-
cant investments in China or are in the process of in-
vesting there. Moreover, the huge deals with Chinese
companies announced over the past several months
by Honda, Hyundai, Nissan, and Toyota have further
raised the stakes for all participants. (Although most
OEM activity centers on China as a domestic market,
farsighted companies are also investing there as an
increasingly important base for both manufacturing
and sourcing for export. See our companion article,
“Rethinking ‘Made in China’ Cars and Parts,” BCG
Opportunities for Action, November 2002.)

To date, the handful of OEMs that got to China 
first have dominated the market. The field is now
crowded, however, and keen competition from the
rash of relative newcomers is very likely to erode in-
cumbents’ market share. By the end of this decade,
when participants’ entry strategies have played out,
we will no doubt see some very big winners—and
some big losers. 

To end up among the winners, a company will need
to pay particular attention to five activities: develop-
ing a deep understanding of Chinese consumers’
product requirements, creating an economically vi-
able distribution network, delivering a superior brand
experience, maintaining a lean cost structure, and
establishing the right relationships with the right
partners—fast. 
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The Burgeoning Chinese Market

The Chinese car market is growing even faster than
anticipated. In the first six months of 2002, 470,000
cars were sold in China—125,000 more than were sold
in the first half of 2001, which represents a 36 percent
growth in demand. Total sales for 2002 are expected
to reach 1 million. We anticipate that the market will
grow at 10 to 15 percent per year for the next several
years, to reach annual sales of approximately 2 million
cars in 2006. (See Exhibit 1.) 

The engine driving this voracious appetite for automo-
biles is China’s continued strong economic growth. In
particular, sales of passenger cars are benefiting from
rapidly rising disposable incomes (especially in China’s
50 largest cities); the increasing development of infra-
structure such as roads and highways; the proliferation

SOURCES: DRI; Economist Intelligence Unit; BCG analysis.
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Exhibit 1. China Is Emerging as an Attractive
Automotive Market 
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of vehicle models; falling new-car prices; crumbling
tariff barriers; and the emerging availability of car
financing. 

Leading global OEMs and suppliers are already in
China in force, and the more recent arrivals are
investing rapidly to ramp up their presence. Volks-
wagen, Citroën, and Audi entered early, followed by
General Motors and Honda. BMW, Fiat, Ford, Hy-
undai, and Peugeot are recent entrants with one-
factory joint ventures. Nissan’s and Toyota’s recently
announced megadeals with Dong Feng Motor Corp-
oration and China FAW Group Corporation, respec-
tively, involve multiple sites, multiple products, and
cooperation along the whole value chain. 

Clearly, with the field already packed, the battle for
share in this high-growth market will be increasingly
intense. What will it take to emerge as one of the 
winners? 

Winning in China

Naturally, each company’s strategy for participating in
China’s automotive market will need to reflect its cur-
rent starting point and its particular aspirations. In all
cases, however, companies that end up among the win-
ners in this market will get there by tailoring their bus-
inesses to China’s unique requirements. Among the
many things they will need to do well, the following
five are critically important. 

Develop a deep understanding of Chinese consumers’
product requirements. Up to now, most vehicles sold
in China have been fleet and government purchases.
However, consumers represented only 35 percent of
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auto sales in 2001, and we expect that share to double
by 2010. But because consumer purchases are just
now attaining scale, carmakers have not yet fully un-
derstood Chinese auto buyers’ needs, wants, fears,
and aspirations. The market segmentations that are
now available are devised primarily on the basis of
features and price points, not on consumers’ charac-
teristics and requirements. We do know that private
car buyers are becoming more informed and sophisti-
cated in terms of their requirements. We also know
that, in addition to price (which is always a primary
consideration), consumers consider body style, qual-
ity, reliability, brand image, and service availability in
their purchase decisions. 

In China, as in other emerging markets in Asia, car-
makers have generally sold cars designed to Western
or Japanese specifications. Exceptions include the
Audi A6 and the Volkswagen Passat, which provide
extra back-seat legroom in China, where buyers often
ride as passengers driven by chauffeurs. Adaptations
of this kind, which cater specifically to the prefer-
ences of the mass market, are likely to win market
share. In India, for example, Tata’s homegrown In-
dica car, fitted with a diesel engine, has done very
well; it offers customers a cheaper fuel alternative in 
a car that is comparable in price and performance 
to its foreign rivals. In China, some key considerations
include providing interiors that are ergonomically
better suited to carrying passengers, as well as sus-
pensions that can handle rough roads. 

The long-term winners in China will be those compa-
nies that make the right tradeoffs in terms of product
styling, performance, features, and price to meet the
needs and preferences of consumers in each market
segment—and then bundle these products with the
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right service offerings to meet customers’ cost and 
convenience requirements. Creating the right cus-
tomer and product strategy will require very careful
planning, incorporating reliable demand forecasts,
extensive qualitative and quantitative consumer
research, competitive gaming, and creativity. Com-
panies will need not only solid market information 
but also considerable knowledge of competitors, 
suppliers, dealers, and social and political fixtures in
China’s various provinces. Understanding Chinese 
consumers’ requirements across the full life cycle 
of car ownership will be key to delivering the right 
value proposition and building customer loyalty.

Create an economically viable distribution network.
World-class distribution networks are already emerging
in China. Most of the OEMs we talk with are planning
to develop their own proprietary, single-brand dealer
networks. Although this model may be desirable, it
won’t work for everyone. China consists of vast, rela-
tively underdeveloped, heterogeneous regional mar-
kets. Our research suggests that only a handful of 
major players will have the volume required to sup-
port economically viable networks that offer national
service coverage. 

Nonetheless, each company’s distribution network will
play a crucial role in delivering its value proposition to
customers. Given the vast expanse of China, compa-
nies will need to come up with innovative business mod-
els for providing both geographic coverage and full
functionality (such as new-car sales, used-car sales, ser-
vice, repair, and financing), while achieving viable 
economics and ensuring customer satisfaction. One 
of the biggest challenges will be providing service in
rural areas, such as quick-service dealers with lower
breakeven volumes.
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Deliver a superior brand experience. Branding 
in China, as in more established markets, will en-
tail orchestrating the entire purchase-ownership-
repurchase continuum. Although the products them-
selves will remain at the core of the brand experi-
ence, the brand wars will increasingly be fought in
the before-sales, sales, and after-sales experiences.
OEMs that have scale and margin will be able to af-
ford to invest; others will find it extraordinarily diffi-
cult and will have to look at creative alliances and out-
sourcing arrangements, very likely in cooperation
with other OEMs.

First impressions will be critically important as the
market grows and changes. As new consumers enter
the market each day, the oversupply of rapidly pro-
liferating new models will give them considerable
choice—for the first time. Moreover, as tariffs fall and
capacity from existing and new players expands, we
expect to see tens of thousands of vehicles go unsold. 

Therefore, it will be a buyer’s market. Because many
Chinese consumers will make their first-time car-
buying decisions on the basis of word-of-mouth refer-
rals from other first-time buyers, OEMs would do well
to ensure that these consumers enjoy a positive sales
and after-sales experience, as well as excellent prod-
uct quality. Focusing on this experience will have far
more impact on market share than will broad-based
advertising or expensive brand positioning. 

Branding may become a sticky issue in the future as
Chinese car manufacturers intensify their efforts to 
create or strengthen their own brands, thus compli-
cating their relationships with their foreign partners.
The key question will be whether Chinese consum-
ers will prove more loyal to Chinese brands than to
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global brands for nationalistic reasons (as, for exam-
ple, Korean and Japanese car buyers have been). Our
view is that the winners over the long term will be
those companies, regardless of national origin, that
can deliver a superior value proposition consistent
with their brand positioning in the relevant cutomer
segment. 

Maintain a lean cost structure. Although 1 million 
passenger cars will be sold in China in 2002, the 
market is splintered among multiple OEMs, brands,
and models. As a result, players are seriously subscale
and high cost relative to low-cost manufacturers in
Japan, Europe, and North America. With their prof-
itability already under pressure from price wars and
the need for continual investment, participants in
China are finding that high vehicle and distribution
costs pose serious challenges to their survival. Costs
must be kept lean not only in plants and assets but
also in distribution networks, overhead, and infor-
mation systems. All infrastructure must be kept con-
sistent in scale with the size and growth of local 
operations. 

Establish the right relationships with the right part-
ners—fast. A complex web of automotive joint ven-
tures is developing in China. (See Exhibit 2.) Each 
of the three largest Chinese manufacturers—Shang-
hai Automotive Industry Corporation, China FAW
Group Corporation, and Dong Feng Motor Corp-
oration—already has two or three partners, and 
a host of other players have also entered into joint
ventures. Some of these players will survive as inde-
pendents, whereas others will be merged into the
large manufacturers (as in the case of Tianjin Auto-
motive Industry Corporation recently becoming part
of FAW). 
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Exhibit 2. Car Joint Ventures Form a Complex
Web in China
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Although the future is far from clear, it is certain to
include joint ventures. Thus far, the Chinese govern-
ment has shown no sign of intending to relax the 50
percent limit on foreign ownership of automotive as-
sembly. However, Honda is now lobbying for majority
control of its new plant, and it remains to be seen
whether the government will prove flexible on this
issue for the right deal structure. 

Foreign companies entering into joint ventures in
China should be prepared for a healthy tension be-
tween themselves and their partners with respect to
the scope and pace of investment. Generally, Chi-
nese partners prefer more and faster investments 
and greater technology transfer, whereas foreign 
companies like tying investments to revenue growth
rather than overinvesting initially and then “bleed-
ing” for a long time. 

With so many OEMs jockeying to choose the right
partners, align interests, and compete for scarce re-
sources, the joint venture arena will be a particularly
ferocious battleground. Those at the top of the peck-
ing order will have a strong advantage. Of course,
partnerships by themselves cannot ensure success. In
some cases, they could even become stumbling blocks
for future growth. Nevertheless, having the right part-
ners and connections in China can play a pivotal role
in a company’s success or failure in delivering the
right value proposition to the customer. 

*      *      *

Participation in China’s vast, fast-growing, and highly
competitive automotive market is not for the faint of
heart. But those who have the will, vision, and tenacity
to tackle the immense challenges the country pre-
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sents—as well as the insight, experience, and wisdom
to undertake meticulous preparation and execu-
tion—are likely to be among the winners. 
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