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China’s e-commerce companies 
are eating the big grocers’ lunch

The country’s biggest bricks-and-mortar 
grocery chains are fighting back against 
online competition.

The pandemic has accelerated certain long-term shifts in 
consumer behaviour, such as using more online orders for 
everything from clothing to food. The latest battleground 
appears to be groceries, but the disrupter emerged from a 
not-so-new technology — WeChat groups. 

China’s online e-commerce giants such as Meituan and 
Pinduoduo are now taking market share from the traditional 
grocers via community group buying (CGB), which began only 
four years ago and went mainstream during Covid-19. In this 
form of e-commerce, leaders of WeChat groups — or other 
platforms which recently entered the market — collect orders 
and have the goods delivered the next day to pick-up spots 
in their members’ communities. In between, the orders are 
aggregated by the platforms and transmitted to the upstream 
suppliers which deliver the goods. 

This offers many long-term benefits for platform 
companies — a sticky user base, last-mile delivery for 
fresh groceries, and penetration into lower-tier cities. But 
the downside is the price competition that has heated 
up, causing margins to be minimal or even negative in 
many cases. 

At first, three start-ups — Xingsheng Youxuan, Nice Tuan 
and Tongcheng — emerged as regional leaders. By the 
middle of 2020, this model gained wide adoption after 
meeting consumers’ demand for fresh groceries during 
the lockdown. That’s when Didi, Meituan and Pinduoduo 
entered the market with significant financial backing, 
making the landscape more challenging for all players. 

We hold some of these stocks in our China strategies, 
namely Meituan and JD, a relative newcomer to CGB. But 
we are also watching the traditional grocers, which are 
investing into technology and fighting back as the new 
underdogs. These include Yonghui and Sun Art, two of 
China’s largest retail supermarket chains. 

For Yonghui, new CEO Li Songfeng brings a technology 
background, having joined earlier this year as Chief 
Technology Officer after 10 years at JD. This shows the 
company’s focus is on technology going forward, as it aims 
to increase digitalisation to a level close to e-commerce 
platforms. Besides digitalisation, management’s main goal 
this year is to bring back lost traffic.  

Management is also experimenting with warehouse 
membership stores, a concept similar to Sam’s Club 
and Costco in the US. In Fuzhou where the company is 
headquartered, management converted 50 supermarkets 
into warehouse membership stores. As a result, Fuzhou’s 
same-store sales accelerated but at the expense 
of margins. 

What’s encouraging is that the chairman bought significant 
shares in the open market recently, and has plans to 
buy more. The company has also been buying back and 
cancelling shares. In our view, this shows confidence in 
company’s outlook, or at least alignment with shareholders.

In the case of Sun Art, management will continue to open 
new stores despite the challenging environment. Both mini 
stores and supermarkets are currently loss-making, while 
hypermarkets are facing a big profit decline. 

Alibaba seems to have taken the driver’s seat following 
its majority share purchase a year ago. Sun Art’s digital 
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transformation was given a boost from the resources and 
technology in Alibaba. For example, all of Sun Art’s physical 
stores in China have been integrated into Alibaba’s 
Taoxianda and Tmall Supermarket platforms, providing 
one-hour and half-day on-demand delivery. 

New CEO Lin Xiaohai came onboard after being a Vice 
President at Alibaba. Out of the four non-independent 
directors, three are from Alibaba. While many grocers 
have received investments from the internet community 
(Tencent bought a 5% stake in Yonghui in 2017), Sun Art 
has embraced the motto, “If you can’t beat ‘em, join ‘em.” 

Keeping an eye on sector 
consolidation
The competitive environment remains tough for food 
retailers due to intense competition from CGB, and there 
are even signs of consolidation among CGB players. For 
example, Tongcheng Life filed for bankruptcy this year 
and other companies are reducing their investments and 
laying off employees.  However, internet giants such as 

Pinduoduo and Meituan continue to ramp up investments.  
Reported investments add up to RMB 100bn, which give 
these CGB platforms a big stomach for eating losses. As a 
result, price competition remains heated. 

We have no holdings in either Sun Art or Yonghui, having 
sold out of the stocks in the first half and second half of 
2020 respectively. While we took profits on Sun Art at what 
seemed to us a high valuation, in Yonghui’s case we were 
surprised by the severity of the online competition.

Despite gaining market share in online groceries, 
there have been numerous headwinds for the internet 
companies this year. There are also regulatory risks for the 
CGB model, from an anti-monopoly standpoint, so the tide 
is still shifting. 

Looking ahead, Yonghui is still a highly competitive food 
retailer in China and has a big advantage in fresh food 
supply chain; however, we think it’s too difficult to invest 
now with the disruption from CGB. Similarly with Sun Art, 
we prefer to stay on the sidelines but are keeping an eye 
on the sector.
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Important Information
References to “we” or “us” are references to First Sentier Investors (FSI). The FSSA Investment Managers business forms 
part of First Sentier Investors, which is a global asset management business that is ultimately owned by Mitsubishi UFJ 
Financial Group, Inc (MUFG), a global financial group. 

In Hong Kong, this document is issued by First State Investments (Hong Kong) Limited (FSI HK) and has not been reviewed 
by the Securities & Futures Commission in Hong Kong. In Singapore, this document is issued by First State Investments 
(Singapore) (FSIS) whose company registration number is 196900420D. In Australia, this information has been prepared 
and issued by First Sentier Investors (Australia) IM Ltd (ABN 89 114 194 311, AFSL 289017) (FSI AIM). 

This document is directed at persons who are professional, sophisticated or wholesale clients and has not been prepared 
for and is not intended for persons who are retail clients. The information herein is for information purposes only. It is not 
intended to provide you with financial product advice and does not take into account your objectives, financial situation 
or needs. Before making an investment decision you should consider, with a financial advisor, whether this information 
is appropriate in light of your investment needs, objectives and financial situation. Some of the funds mentioned herein 
are not authorised for offer/sale to the public in certain jurisdiction. Reference to specific securities (if any) is included for 
the purpose of illustration only and should not be construed as a recommendation to buy or sell the same. All securities 
mentioned herein may or may not form part of the holdings of First Sentier Investors’ portfolios at a certain point in time, and 
the holdings may change over time. 

Any opinions expressed in this material are the opinions of the individual authors at the time of publication only and are 
subject to change without notice. Such opinions: (i) are not a recommendation to hold, purchase or sell a particular financial 
product; (ii) may not include all of the information needed to make an investment decision in relation to such a financial 
product; and (iii) may substantially differ from other individuals within First Sentier Investors. 

Please refer to the relevant offering documents in relation to any funds mentioned in this material for details, including the 
risk factors and information on requirements relating to investor eligibility before making a decision about investing in such 
funds. The offering document is available from First Sentier Investors and FSI on its website and should be considered 
before any investment decision in relation to any such funds. 

Neither MUFG, FSI HK, FSIS, FSI AIM nor any of affiliates thereof guarantee the performance of any investment or entity 
referred to in this document or the repayment of capital. Any investment in funds referred to herein are not deposits or other 
liabilities of MUFG, FSI HK, FSIS, FSI or affiliates thereof and are subject to investment risk, including loss of income and 
capital invested. 

To the extent permitted by law, no liability is accepted by MUFG, FSI HK, FSIS, FSI AIM nor any of their affiliates for any loss 
or damage as a result of any reliance on this material. This material contains, or is based upon, information that we believe to 
be accurate and reliable, however neither the MUFG, FSI HK, FSIS, FSI AIM nor their respective affiliates offer any warranty 
that it contains no factual errors. No part of this material may be reproduced or transmitted in any form or by any means 
without the prior written consent of FSI. 

Any performance information has been calculated using exit prices after taking into account all ongoing fees and 
assuming reinvestment of distributions. No allowance has been made for taxation. Past performance is not indicative of 
future performance. 
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