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Executive summary
Consumer spending in Asia is rising at impressive rates, presenting big opportunities for retail and 
wholesale companies. Capturing this opportunity isn’t easy, given rising costs and intensifying 
competition. But a barometer of “industry dynamism” developed by the Economist Intelligence Unit 
shows that the retail sector in Asia continues to do well.

 Asia stands out as being the most exciting part of the world for retail businesses. Between 2013 
and 2018, the Economist Intelligence Unit forecasts that retail sales in Asia Pacifi c will grow by 10.2% 
every year, whereas globally retail sales will grow by only 6.9% a year.

 Asia’s rising retail sales are driven by expanding populations and rapidly rising incomes. In 
2010, Asia’s population stood at 3.8bn people. By 2040, it will rise to 4.6bn, creating an additional 
800m consumers. The average wealth of these consumers is rising too. In 2001, the region accounted 
for 26.8% of global GDP (measured using purchasing power parity). By 2013, that share had risen to 
36.6%. Asia’s economic outperformance will continue for the foreseeable future.

 Retail sales in Asia are being fuelled by increasing levels of urbanisation and deepening 
penetration of modern retail formats. In 2013, Asia had 80m square metres of modern retail space, 
but this will rise to 135m square metres by 2018, dramatically increasing the opportunities for 
retailers.

 Against this positive backdrop, the retail opportunities are highly varied, from mass market 
grocery chains and fast-food outlets to high-end fashion stores and luxury boutiques. The 
opportunities for online retail look especially potent, with growth rates of close to 17% a year. (See 
Box 1: “Online opportunity” on page 11.) In more affl uent market segments, retailers will see strong 
opportunity in the blossoming of travel in Asia by selling at airports and hotels and targeting Asia’s 
deepening tourist fl ows. (See Box 2: “Travel: The country in the sky”, on page 12.)

 Asia’s homegrown retail companies are growing rapidly. Between 2005 and 2011, revenues at 
Asia’s listed retail and wholesale fi rms rose by an average of 21% every year. Most of this growth was 
organic in character. Indeed, Asia’s retail sector remains highly fragmented, suggesting opportunities 
for consolidation and acquisitive growth in future.

 But while topline growth is exciting, a number of structural issues are making profi ts growth 
harder to achieve. Human capital with retail skills is in short supply, forcing companies to invest 
heavily in training. Wages are rising, with staff costs up from 3.5% of operating revenues in 2005 to 
5% by 2011. In some markets, rents are high. And everywhere competition is getting ever more intense 
as both local players and global retailers are drawn to Asia’s strong growth outlook. In some cases, 
foreign retailers have struggled to develop local knowhow in order to compete effectively.
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Asia’s importance to retail companies
The opportunities for retail and wholesale companies are determined in large part by rising purchasing 
power. Large populations in which incomes are rising rapidly present the best opportunities for the 
retail sector. In this regard, Asia stands out globally as a region of tremendous potential.

For a start, Asia has more than half of the world’s people, and the population is growing. In 2010, 
Asia’s population stood at 3.8bn people. By 2040, it will rise to 4.6bn, creating an additional 800m 
consumers, an average of 27m extra people every year.

But not only is Asia’s population expanding, the average wealth of the population is also rising. 
In 2001, the region accounted for 26.8% of global GDP (measured using purchasing power parity). 
By 2013, that share had risen to 36.6%. And most observers expect Asia’s share to keep rising for the 
foreseeable future. Per capita incomes in Asia are growing faster than in any other region of the world.

Given this positive demographic and income picture, the size of the middle class in Asia is growing 
at a rate that the world has never experienced before. In 2009, the size of Asia’s middle class stood at 
525m individuals, or 28% of the global middle class. By 2020, Asia will be home to 1.74bn middle class 
citizens, equal to 54% of the global total. (See chart 1.)

As people join the middle class, their spending habits change. Rather than buying only necessary 
items such as food and fuel, they start to buy discretionary items too, such as smartphones, 
motorbikes, televisions and fashion goods. They become more open to branding, more understanding 
of how products differ from one another, and more willing to pay premium prices for branded goods.

In some countries in Asia, such as Japan and South Korea, the population is already largely middle 
class. But in others, such as Thailand and Indonesia, income levels today are such that vast swathes 

Chart 1: Size of the global middle class*
(millions of people)

Source: World Bank.
*Households with daily expenditure between US$10 and US$100, measured using PPP.
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of people are joining the ranks of discretionary spenders every year. In Indonesia, for example, the 
number of households earning more than US$5,000 a year (widely regarded as the lower boundary 
for discretionary spending) will rise from 16m in 2012 to 33m in 2016. Right across emerging Asia, 
especially in South-east Asia, similar patterns are playing out.

Just as important as rising spending power are levels of urbanisation. Not only do urban dwellers 
earn more than their rural counterparts, but they are much more concentrated in dense settlements. 
This makes them easier to reach than dispersed communities in the countryside. Cities also have a 
much more developed retail infrastructure, be it shopping malls, distribution centres, or even basic 
roads and electricity. In Asia, urbanisation is progressing swiftly, but still has a long way to go. In Sri 
Lanka, only 17% of the population is urban. In Vietnam the fi gure is 25%. (See chart 2.)

As a consequence of rising incomes and ongoing urbanisation, the quality of retail space is changing 
rapidly. Jones Lang Lasalle, a real estate consultancy, calculates that Asia had 80m square metres of 
prime retail space in 2013. Within just fi ve years, that fi gure will climb to 135m square metres—an 
increase of 69%. In China, the Ministry of Commerce says the country had 3,000 shopping malls in 
2013, but will have 4,000 by 2015—a 25% increase in two years. Of the world’s 20 biggest shopping 
malls, 14 are now in Asia, including four in China, four in Malaysia and four in the Philippines.

The spread of shopping centres and malls drives an ongoing penetration of formal, organised retail 
in Asia. Such developments mean that retailers don’t have to build their own shops and so can avoid 
regulatory and real estate concerns as they expand. Malls also help to drive footfall by attracting 
shoppers from a wide area, something that retailers struggle to do in standalone retail stores. As 
these malls get built, the share of retail conducted in a modern, organised environment is rising. Some 
countries have barely started on this journey, such as India where modern retail only accounts for 
around 7% of all consumer purchasing. But everywhere the picture is changing, creating an alluring 
backdrop for retail businesses.

Source: The Economist Intelligence Unit.
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“In South-east Asia, the growth of the middle class has surged along with the levels of disposable 
income,” says Eugene Ho, head of consumer business advisory in South-east Asia at Deloitte, a 
consultancy. “Complementing this is the recent completion of high quality retail space in markets 
such as Manila and Bangkok, which will draw retailers to the region with the new supply of prime retail 
space.”

The net result of all these trends is mouth-watering rates of growth in retail spending. The 
Economist Intelligence Unit forecasts that with the exception of mature economies such as Japan and 
South Korea,  most of Asia will see retail spending grow far in excess of the global average over the 
coming fi ve years. While retail sales at a global level are forecast to grow by 6.9% a year for the next 
fi ve years, in Asia they will grow by 10.2% annually. (See chart 3.)

Source: The Economist Intelligence Unit.

Chart 3: CAGR in retail sales, 2013-18 
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How dynamic is Asia’s retail sector?
Given the economic picture in Asia, the region clearly represents an exciting market for the retail 
sector. But how dynamic are Asia’s home-grown retailers in responding to this landscape of 
opportunity? How vibrant is the sector?

Dynamism as a concept is about activity and progress. The term implies high levels of change, 
development and movement. Are companies in a particular sector growing? How quickly? Are more 
companies entering the market? Are rates of investment rising? How profi table is the industry? Are 
businesses investing in research and development (R&D) and innovation?

To answer these questions, the Economist Intelligence Unit analysed the performance of almost 700 
retail and wholesale companies listed on stock exchanges in Asia from 2005 to 2011.1 Their combined 
performance provides valuable insight into the health of the industry, and whether this is a sector that 
can be considered dynamic and exciting.

What is immediately clear is that the industry is enjoying high rates of growth. Back in 2005, 
companies in the sector had average revenues of US$244m. By 2011, this had risen to US$757m—
giving an annual growth rate of almost 21%. Growth rates slowed a little in 2008 and 2009, during 
the global fi nancial crisis, but never fell, suggesting an industry with a high degree of resilience. (See 
chart 4.) Doubtless this was due to the solid economic fundamentals in Asia. While the crisis revealed 
the state of indebtedness of households in the West, the balance sheets of Asia’s consumers were far 
healthier. Their rate of spending growth may have eased somewhat, but it never went into reverse. 
Household incomes continued to climb, and so too did retail sales.

Acquisitions are part of this growth story in company revenues. Indeed, some of Asia’s retailers 
have been expanding globally, such as AS Watson, a health and beauty chain in Hong Kong that is one 
of Asia’s biggest retailers. The group operates 3,500 stores and more than 900 pharmacies across 12 

1 Countries included 
in the analysis were: 
China, Hong Kong, India, 
Indonesia, Japan, Korea, 
Malaysia, Philippines, 
Singapore, Taiwan, and 
Thailand

Source: The Economist Intelligence Unit.

Chart 4: Industry revenues and revenues per company
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markets, including acquisitions of Superdrug in the UK and Marionnaud in France.

However, the real growth story has been organic, with companies capitalising on the region’s 
fast-rising spending power. Consequently, says Tobias Wasmuht, international retail director at Spar 
International, a Dutch supermarket group, the sector remains highly fragmented. “In most Asian 
markets, the market share of the top fi ve grocery retailers is less than 10%,” he says. In the UK, by 
comparison, the top fi ve grocery retailers had a market share of 66% in 2010.2

This fragmentation suggests huge scope for consolidation in the sector in the years ahead. For 
Mr Wasmuht, it also presents signifi cant opportunity. Spar International runs a different model to 
most global supermarket chains. Rather than owning and operating its own stores, it works with local 
retailers. These companies join Spar and gain access to the group’s technology, purchasing power, 
distribution systems, knowhow, and training. As such, many independent grocery chains operate 
alongside each other under the Spar brand, achieving global economies of scale while remaining 
locally owned.

But while topline growth is proving abundant, profi t growth has shown itself to be a little harder to 
achieve for Asia’s retailers. The years of the global fi nancial crisis in 2008 and 2009 saw profi t margins 
fall, particularly in 2008, although the picture has improved somewhat since then. (See chart 5.)

More broadly, a number of structural challenges are putting profi ts under pressure for retailers in 
Asia. In some markets, rents for retail space are high and rising. India stands out in this regard, where 
mall development is lagging demand thanks to the diffi culties of acquiring land and high borrowing 
costs.

In other markets, staff shortages are a major constraint, from front-line retail staff to experienced 
retail managers. Indeed, because of the shortages, staff costs are rising. In 2005, staff costs were 
equal to 3.5% of operating revenues. By 2011, they had risen to 5%. (See Chart 6.)

“Organised retail is a young industry in most of Asia,” notes Mr Wasmuht. “There isn’t a big pool of 

Source: The Economist Intelligence Unit.

Chart 5: EBITDA margin and ROCE
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talent to recruit from, so we have to set up training academies to build our own talent pipeline.”

What’s more, he notes, competition is getting tougher. “The local retailers are growing quickly, but 
the international retailers are expanding aggressively too. The competition is intense, and it’s hard 
for some of the players to make money. If you take a place like Southern China, you have a who’s who 
of global supermarket chains all competing in the same place. I don’t know anywhere else in the world 
where there is such a concentration of the global top 10 [grocery retailers].”

Indeed, this fi erce competition has forced some of these international retailers to re-think their 
plans. In 2013, Tesco, a UK supermarket chain, announced plans to withdraw from China. In 2012, 
Carrefour, a French retailer, sold its stores and withdrew from Indonesia, Malaysia and Singapore. 
Some of these withdrawals were down to a failure to understand the nuances of local demand, and the 
types of product that would resonate with local consumers.

“Retail is detail,” notes Torsten Stocker, a Hong Kong-based partner at AT Kearney, a management 
consultancy. “You have to get the product mix right. You have to understand local preferences. You 
have to adjust your retail strategy to match local shopping habits. It’s not easy, and many retailers 
have struggled to get it right.”

Another measure of an industry’s dynamism is the number of companies in the sector. If the 
number of companies is increasing, it suggests a market of opportunity and change. In retail, the 
number of listed companies in Asia has risen over the period of this study, from 549 in 2005 to 611 in 
2011. Private companies are clearly going public in order to raise the capital they need to address the 
opportunities they see unfolding before them.

Combining all the various aspects that defi ne “industry dynamism”, the Economist Intelligence Unit 
has created a “dynamism barometer” that shows how the sector is evolving. This index combines a host 
of industry measures, such as growth rates, profi tability, competition, and investment rates. Setting 
the index to equal 100 in the year 2006, it shows that the industry is experiencing rising levels of 
dynamism. By 2011, the barometer had risen to a measure of 278. (See chart 7.)

Source: The Economist Intelligence Unit.
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Chart 7: Retail Dynamism Barometer

Source: The Economist Intelligence Unit
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Where are the opportunities?
Given Asia’s rising spending power, the region offers opportunities for every kind of retailer, from 
petrol stations to convenience stores to supermarkets to high-end luxury goods. Naturally, some 
markets are more exciting than others. AT Kearney ranks the relative attractiveness of retail markets 
around the world every year and concludes in its 2013 assessment that China offers the most exciting 
potential in the region, closely followed by Mongolia, Malaysia, India, Sri Lanka, and Indonesia.3 
“Consumer spending growth, continued adoption of modern retail, and solid economic fundamentals 
keep Asian markets attractive to global retailers,” the report concludes.

China, the report says, is a “retail powerhouse” and “remains irresistible to global retailers of every 
stripe”. The country became the world’s biggest market for passenger cars in 2010. It is the largest 
market in the world for smartphones (351m were shipped in 2013, compared to 1bn globally). In art 
and antiques, China is the second largest market in the world behind the US, accounting for 24% of the 
US$65.9bn spent globally in 2013.4

But retailers ignore other parts of Asia at their peril, where opportunities are also exciting. For 
example, Malaysia, the report notes: “Is at the forefront of many international retailers’ expansion 
plans. Tesco expanded in both Malaysia and Thailand [in 2012], and Japanese grocer Aeon acquired 
Carrefour’s Malaysian assets in November 2012, part of a plan to make Malaysia its South-east Asian 
headquarters… In other areas of retail, Italian jeweler Damaini named Malaysia as one of the brand’s 
most appealing emerging markets.”5

In luxury goods, Bain & Co, a consultancy, estimates sales are growing at 20% a year in South-east 
Asia, compared to 7% a year in China. The impressive performance in South-east Asia is “driven by a 
wave of new store openings, and increasing strength and relevance of second-tier markets”.5

Indeed, the biggest opportunity for many retailers across Asia is increasingly no longer limited to 
capital cities and tier 1 metros, where competition is already intense. Many are focusing their attention 
on tier 2, tier 3 and tier 4 cities that enjoy rapidly rising spending power but much less penetration 
from modern, organised retail.

True, high-end luxury retail chains will continue to focus on the richest, most developed cities. 
However, a growing number of retailers that serve lower-income groups will keep pushing deeper 
into the less penetrated parts of Asia. As this process unfolds, it will generate signifi cant demand for 
more shopping malls and retail centres. This presents a giant opportunity for property developers and 
construction companies.

But bricks and mortar retail is only one part of the story. The opportunities in e-commerce and 
online retail are arguably more exciting. (See “Box 1: Online opportunity.”) Just as exciting, rising 
incomes in Asia will also drive sharp increases in cross-border travel, which opens up another exciting 
retail market. (See “Box 2: Travel: The ‘country’ in the sky.”)

3 “Global Retail Develop-
ment Index”, AT Kearney, 
2013
4 “Art Market Nears Record 
With $66 Billion in Global 
Sales”, Bloomberg, March 
13, 2014

5 “Luxury Goods World-
wide Market Study, Spring 
2013 Update”, Bain & Co, 
May 2013
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As discussed elsewhere in this article, Asia’s 
rates of overall retail growth are exciting. 
Between 2013 and 2018, the Economist 
Intelligence Unit is forecasting the value of 
retail sales in the region will grow by 10.2% 
every year. However, impressive though these 
numbers are, they seem positively pedestrian 
compared to the growth in online retail.

According to McKinsey & Co, a consultancy, 
online sales in China grew by an annual average 
of 120% between 2003 and 2012.6 In India, 
FlipKart, the nation’s number one online 
retailer, had sales of just US$10m in 2011. In 
2014, the fi rm is predicting sales of US$1bn—a 
growth rate of 364% a year.

While such impressive growth rates will 
inevitably come down as markets mature, 
the future is nonetheless exciting. Forrester 
Research, an IT consultancy, estimates online 
sales in Asia will grow by 16.6% every year 
between 2013 and 2018, with much faster 
growth in emerging markets such as China than 
in developed markets such as Japan.

In part, online sales are being driven by the 
rapid penetration of smartphones and internet 
access among Asia’s populations. Nielsen, a 

market research fi rm, reckons that China had 71 
smartphones for every 100 people in 2013. In 
Malaysia, the fi gure was 80, in Thailand it was 
49.

Naturally, some types of retail are more 
suited to e-commerce than others. In the 
grocery segment, for example, the penetration 
of online sales is much lower than in books and 
electronics. But even grocery sales are moving 
online, with consumers choosing to order heavy 
or bulky items over the internet.

This proliferation of online retail represents 
an exciting channel for retailers to connect with 
consumers. It also presents opportunities for 
many other types of business, be they IT service 
providers helping with website management, 
logistics companies and warehouse managers 
providing fulfi llment services, or fi nancial 
services fi rms developing new payment options. 
Consumers in many markets in Asia do not 
yet trust online payments, and in some cases, 
do not have credit cards or other means to 
pay electronically. One of the reasons behind 
the soaring success of Flipkart in India is its 
policy of accepting cash payment when goods 
are delivered, rather than demanding online 
payment upfront.

Box 1: Online opportunity

6 “China’s e-tail revolu-
tion”, McKinsey & Co, 
March 2013
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While Asia presents many exciting countries for 
retailers to expand into, one market doesn’t 
appear on the map at all: travel retail, or selling 
goods in airports, on airlines and the like.

As incomes rise in Asia, more and more 
consumers are travelling overseas, both for 
business and pleasure. Indeed, fi gures show 
that the number of international travelers in 
Asia is growing by 6% a year. (See Chart 8.) 
The amount that these tourists spend while 
travelling is growing by 9.5% a year.

“Travel retail is a very big market in Asia,” 
says Torsten Stocker, a Hong Kong-based 
partner at AT Kearney, a consultancy. “People 
who travel tend to have more spending power 
than average consumers, so it’s important for 
retailers to address this market. If you add 
up the retail spending across Asia in places 

like airports, it’s equal to the size of a large 
country.”

The growing travel habits of Asia’s local 
populations also present another interesting 
consideration for global retailers: the need to 
build a strong brand image in Asian markets in 
order to win a piece of Asia’s overseas spending. 
For example, it is well-known that Chinese 
consumers spend more on luxury goods outside 
China than they do inside the country. In part 
this is to avoid sales taxes at home. Equally, 

it refl ects concerns around counterfeit goods 
at home—a risk that is much reduced, for 
example, when buying luxury goods in Europe. 
But in order to win this overseas spending 
power of Asian travelers, retailers must 
endeavour to build their brand in local Asian 
markets fi rst.

Box 2: Travel: The ‘country’ in the sky

Chart 8: International inbound and outbound visitors
(number of visitors)

Source: The Economist Intelligence Unit.
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