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Chinese Consumers
IncreasIngly OptImIstIc but alsO realIstIc

By Jeff Walters and Youchi Kuo

Last year, China experienced a 
decline in GDP growth, along with a 

steep drop in consumer sentiment exacer-
bated by an anticorruption campaign that 
dampened the intention to spend in 
lower-tier cities in particular. This year, 
although business activity was slow in the 
first quarter, the economy has shown signs 
of stabilizing, with improved consumption 
growth. After dropping to a five-year low in 
January and February, total retail-sales 
growth increased in May to 12.5 percent, its 
fastest pace since December of 2013.

Chinese consumers, it seems, have accept-
ed the new economic reality and adjusted 
accordingly. Our latest survey of 1,000 con-
sumers in 12 cities, conducted in April by 
BCG’s China Center for Consumer and Cus-
tomer Insight, shows that the number of 
people who believe the economy will im-
prove remains the same as last year. But 
general consumer sentiment and levels of 
security are on the upswing. 

As a result, the intention to spend has recov-
ered significantly as well. This year, 31 per-

cent of consumers plan to increase their dis-
cretionary spending over the next 12 
months. That’s only 4 percentage points 
more than last year and quite a bit less than 
the high of 38 percent in 2012, but this year’s 
results mean that the number of consumers 
who intend to spend more once again ex-
ceeds the number who intend to spend less. 

small-City mACs  
Driving optimism
The recovery is playing out differently in 
different parts of the country. In lower-tier 
cities, the intention to spend among mid-
dle-class and affluent consumers (MACs) in-
creased 8 percentage points from last year, 
from 26 percent to 34 percent. (MACs are 
consumers with more than RMB 7,200 per 
month in income.) But in higher-tier cities, 
the intention to spend among these con-
sumers deteriorated by 3 percentage points 
from last year and by 7 percentage points 
over the past three years (See Exhibit 1.) 
MACs from small cities, then, are responsi-
ble for the overall improvement in consum-
er sentiment and the intention to spend. 
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There are several reasons for this trend. 
Last year, small-city MACs took the biggest 
hit from a government anticorruption cam-
paign that reduced subsidies and discretion-
ary spending among officials and business 
people. Because MACs in small cities are 
more likely than those in large cities to be 
entrepreneurs, civil servants, and employ-
ees of small and medium-size enterprises, 
they are more sensitive to such policy 
changes. (See “A Change of Pace in Chinese 
Consumer Sentiment,” BCG article, June 
2013.) However, while these policy shifts 
had a significant impact on consumer senti-
ment in the short term, consumers in small 
cities have bounced back.

Small-city MACs also live more carefree 
lives than their counterparts in large cities. 
While respondents to our survey from all 
geographic areas said they are under less 
stress, feel less anxiety about the future, 
and are less worried about losing their jobs 
than they were last year, rebounds were far 
stronger among MACs in small cities. For 
example, 32 percent of big-city MACs said 
they experience a great deal of stress in 
their lives, compared with 21 percent of 
small-city MACs. And small-city MACs are 
not only less anxious than their big-city 
counterparts but also show a far more pro-
nounced change from last year. Reports of 
high stress were about equal for both 

groups in 2013 (40 percent and 44 percent, 
respectively, for big-city and small-city 
MACs). Thus, the number of small-city 
MACs who feel stressed about life fell by 23 
percentage points this year, compared with 
an 8 percentage-point drop for big-city 
MACs. We found a similar dynamic in peo-
ple’s anxiety about the future and worries 
about job loss: less concern among small-
city MACs and a more pronounced reduc-
tion from last year. 

Small-city MACs are more optimistic about 
the future, and their attitudes toward con-
sumption show it. In our survey, 66 percent 
of respondents agreed that “every year, 
there are more things I want to buy,” repre-
senting a 6 percentage-point increase from 
last year. By contrast, only 57 percent of 
big-city MACs agreed with that statement, 
representing a drop of 2 percentage points 
from last year. 

Big-City mACs Value  
Quality over Quantity  
in some Categories
In the midst of the good news about small-
city MACs, it should not be forgotten that 
big-city MACs are still important, repre-
senting more than half of today’s total 
MAC population. The intention to spend 
has not dropped drastically among these 
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Exhibit 1 | The Intention to Spend Has Recovered Moderately, Especially in Small Cities
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consumers, but they are cautious. And the 
reasons for their caution have changed. All 
this has implications for where and how 
brands should concentrate their efforts in 
different categories and locations. 

Last year, big-city MACs saved primarily in 
order to build a buffer for the future. This 
year, that sense of caution has declined by 
14 percentage points, dropping to number 
five on the list of reasons to save (it was at 
number two a year ago). Now big-city MACs 
are saving for big purchases: 39 percent of 
our respondents said they are saving to buy 
real estate, 32 percent are saving to pay for 
their children’s education and development, 
and 28 percent are saving to buy a car. 

Big-city MACs are managing their spending 
more carefully. They’re planning to make 
not only big-ticket purchases but higher- 
quality purchases as well. Among the big-
city MACs we surveyed this year, 78 percent 
said that they value quality over quantity, 
especially in the categories that matter 
most to them. And they show steady in-
creases in overall intention to trade up: 46 
percent plan to trade up this year—3 per-
centage points more than last year and 4 
percentage points more than in 2012. 

This increasing intention to trade up does 
not apply universally in all categories, how-
ever. We looked at 67 categories of fast-mov-
ing consumer goods and found that big-city 
MACs are focusing their spending on a few 

high-priority categories. In fact, their willing-
ness to trade up has declined since last year 
in nearly half the categories we surveyed. 
(See Exhibit 2.) In other words, they are be-
coming more selective, concentrating their 
spending—and spending more—in fewer 
categories than in the past. 

In contrast, small-city MACs showed a dip 
in the intention to trade up last year, but 
this year they returned to the same level as 
in 2012. These consumers report that they 
still intend to trade up in most categories. 
Overall they want to spend more, and they 
have more money to spend on better quali-
ty in a larger number of categories. 

Where Big-City mACs’  
Dollars Will Go
In which categories do big-city MACs want 
to spend more? They are prioritizing baby- 
related purchases above all, followed by 
big-ticket purchases like cars and houses, 
by spending on fresh produce, and by life-
style spending on such things as travel, 
home décor, and furniture. In these catego-
ries, they’re willing to spend more for bet-
ter quality. In fact, consumers throughout 
China show a strong willingness to spend 
in those categories, making the outlook 
strong for players active in these spaces. 

The willingness of big-city MACs to trade up 
on nonessential items, especially packaged 
food and beverages and entertainment, has 
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Exhibit 2 | In Big Cities, the Intention to Trade Up Has Declined in Many 
Categories
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declined. This means that in higher-tier cit-
ies, market growth for brands in those cate-
gories will likely slow down, while the mar-
ket will become more competitive. In this 
environment, it is essential for brands to dif-
ferentiate themselves and come up with 
unique, appealing propositions. Companies 
will need to work harder to convince con-
sumers to open their wallets.

Nevertheless, strong growth potential re-
mains for nonessential items among small-
city MACs, who still view them as priori-
ties. These consumers also show a 
continually growing desire to trade up in 
these categories. For example, we found 
that the willingness to trade up among big-
city MACs declined 2 percentage points for 
juice and 6 percentage points for sugar con-
fectionary, but rose 12 and 9 percentage 
points, respectively, among small-city 
MACs. 

It is important for brands and retailers in 
these categories to expand their footprint 
and capture the next growth frontier repre-
sented by lower-tier cities. Some companies 
focused on this opportunity have already 
benefited from the improved consumer sen-
timent among small-city MACs. For exam-
ple, we looked at nine local department 
stores with a regional focus and broad cov-
erage of smaller cities or counties. Their av-
erage growth rate during the first quarter of 
this year was significantly better than that 
of their counterparts in top-tier cities: on av-
erage, 5 percent compared with –6 percent, 
a difference of nearly 10 percentage points. 

The overall picture is positive. Certainly, 
consumption-led growth is more volatile 
than investment-led growth, which China 
relied on in the past. After all, the spending 
habits of fickle consumers are more diffi-
cult to control than credit and investments 

in state-owned enterprises. Companies 
should expect a bumpier road in the years 
ahead. To stay ahead of the curve, they 
should closely monitor how consumer sen-
timent and preferences are changing, and 
act fast to capture growth opportunities in 
different consumer segments. But overall, 
consumers are relaxed and feel secure. Sen-
timent is improving, and the intention to 
spend is ticking up. 

The following are some key trends worth 
remembering:

 • Improvements in consumer sentiment 
and the intention to spend are primari-
ly driven by MACs in small cities. 

 • The more relaxed lifestyle of small-city 
MACs and the diminishing short-term 
impact on consumer sentiment of the 
government’s anticorruption campaign 
are making these consumers more 
optimistic about the future. 

 • Big-city MACs are saving for big pur-
chases down the line and in the mean-
time have become more careful, valuing 
quality over quantity.

 • High-priority categories for big-city 
MACs are baby-related products, cars 
and houses, fresh produce, and lifestyle 
categories like travel, home décor, and 
furniture.

 • Categories experiencing slower growth 
in big cities, including packaged food 
and beverages and entertainment, still 
show strong potential in small cities. 

Brands that respond swiftly and appropri-
ately to these changing dynamics can ex-
pect a smooth ride ahead. 
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