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EXPLORING THE CHINESE
GEM AND JEWELRY INDUSTRY

Tao Hsu, Andrew Lucas, Zhili Qiu, Mu Li, and Qingyuan Yu

In the wake of its phenomenal economic growth since 1978, China has captured the attention of the
global gem and jewelry industry. Already a global hub for jewelry manufacturing, it is now a rapidly
growing consumer market. While rising costs of labor in China have created challenges for the manu-
facturing sector, this has led to greater domestic consumption of luxury products, including jewelry. The
highest growth potential lies in the inland urban centers, as Chinese citizens continue a massive migra-
tion from rural areas to the cities. Chinese consumers are becoming more knowledgeable about gem-
stones and jewelry and more astute in their purchases. They have a keen sense of both value and brand
trust, and they have become more open to contemporary and Western designs and materials. At the
same time, technological advances in manufacturing are leading to higher quality standards and lower
labor costs, allowing China to meet the increasing demands of the global and domestic markets. Al-
though the recent global economic crisis has affected domestic sales, the Chinese gem and jewelry in-

dustry shows great potential for growth.

powerhouse is equaled by the tremendous op-

portunities found there. The title of a 2004 New
York Times article, “The Chinese Century,” summed
up the widespread sentiment that China will become
the world’s leading economic power and most influ-
ential country early in this century (Fishman, 2004).
The same holds true for the gem and jewelry industry:
For years a global manufacturing hub, China is emerg-
ing as the strongest consumer market for luxury prod-
ucts such as jewelry.

Chinese consumers are now synonymous with
luxury products, and this is true with gemstones and
jewelry. The Chinese market is the new focus for lux-
ury and glamour for many types of jewelry (figure 1).
Although the explosive growth of the last three
decades is predicted to slow, domestic consumption
and discretionary spending is expected to rise. These
trends, along with rapid urbanization, a burgeoning
middle class, and a younger generation of sophisti-
cated shoppers, signals exciting opportunities for
China and the global gem and jewelry industry. This

The West’s fascination with China as an economic
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requires China to address new challenges, such as
sourcing enough gemstones to satisfy import and ex-
port demand (figure 2).

ECONOMIC OVERVIEW

In 2010, China overtook Japan to become the world’s
second-largest economy after the United States (table
1). Overall, China’s annual growth rate has averaged

TABLE 1. GDP by country, 2012.

Ranking Economy Trillion US$
1 United States 15.684
2 China 8.227
3 Japan 5.959
4 Germany 3.399
5 France 2.612
6 United Kingdom 2.435
7 Brazil 2.252
8 Russian Federation 2.014
9 ltaly 2.013
10 India 1.841
Adapted from the World Bank (2013).
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around 10% over the last 30 years (Barnett, 2013).
According to China’s National Bureau of Statistics,
the gross domestic product (GDP) growth for the first
half of 2013 was US$4 trillion, a year-on-year in-
crease of 7.6%. Bloomberg senior economist Michael
McDonough correctly predicted that the government
would tolerate much slower growth in the second
half of 2013, as its strategy shifts to more sustainable
long-term growth (Zheng, 2013).

A 7.6% predicted growth may seem low com-
pared to the years of double-digit growth over the
past three decades, but it is still quite enviable when
compared to growth rates in the U.S., Europe, and

Figure 2. China’s consumption of gemstones, both for
export and the domestic market, has led to supply
shortages and intense competition at mining sources
and markets worldwide. Photo by Andrew Lucas.
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Figure 1. Actress Ning
Sun models high-end
jewelry from Enzo, a
Chinese retailer
founded in Hong Kong
and a true mine-to-
market colored gem-
stone brand. Photo by
Ouyang from China
Gems magazine; cour-
tesy of Enzo.

Japan. The predicted growth rate is certainly very re-
spectable for the world’s second-largest economy,
with a GDP over $8 trillion (table 2). Some analysts
predict that China will overtake the U.S. as the
world’s leading economy sometime between 2020
and 2030 (Shamim, 2010), while the International
Monetary Fund (IMF) has predicted this will happen
before 2020. The timeframe is ultimately dependent
on the future growth rate, which is predicted to slow.

Manufacturing. China became the world’s largest
manufacturing economy (figure 3) in 2010 and in
2012 widened its lead over the U.S. with $2.9 trillion

Figure 3. China is the world’s leading manufacturer
overall, as well as the largest producer of jewelry. At
this state-of-the-art factory in Guangdong province,
workers create a wide range of jewelry. Photo by Eric
Welch; courtesy of Chow Tai Fook.
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TABLE 2. Economic growth of China, 1979-2012.

GDP GDP GDP Discretionary
Year (trillion increase per capita  income per

Us$) (%) (yuan) capita (yuan)
1979 0.1766 7.6 419 387
1980 0.1896 7.8 463 477
1981 0.1941 52 492 491
1982 0.2032 9.1 528 526
1983 0.2284 10.9 583 564
1984 0.2574 15.2 695 651
1985 0.3067 13.5 858 739
1986 0.2978 8.8 963 899
1987 0.2704 11.6 1,112 1,002
1988 0.3095 11.3 1,366 1,181
1989 0.344 4.1 1,519 1,373
1990 0.3569 3.8 1,644 1,510
1991 0.3795 9.2 1,893 1,700
1992 0.4227 14.2 2,311 2,026
1993 0.4405 14 2,998 2,577
1994 0.5592 13.1 4,044 3,496
1995 0.728 10.9 5,046 4,283
1996 0.856 10 5,846 4,838
1997 0.9526 9.3 6,420 5,160
1998 1.0195 7.8 6,796 5,425
1999 1.0833 7.6 7,159 5,854
2000 1.1985 8.4 7,858 6,280
2001 1.3248 8.3 8,622 6,860
2002 1.4538 9.1 9,398 7,702
2003 1.641 10 10,542 8,472
2004 1.9316 10.1 12,336 9,421
2005 2.2569 11.3 14,185 10,493
2006 2.713 12.7 16,500 11,759
2007 3.4941 14.2 20,169 13,786
2008 4.5218 9.6 23,708 15,781
2009 4.9913 9.2 25,604 17,175
2010 5.9305 10.4 29,748 19,109
2011 7.3219 9.2 35,083 21,810
2012 8.2271 7.8 38,354 24,565

Data compiled from World Bank (2013) and Gemmological Association
of China (2013).
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in manufactured goods annually, compared to $2.43
trillion from the U.S. (Sims, 2013). A major factor be-
hind this has been China’s surge in domestic con-
sumption (Chen, 2013).

Urban Centers. Chinese cities are generally divided
into four tiers. First-tier cities (figure 4) are the most
developed and cosmopolitan urban centers; these in-
clude Shanghai, Beijing, Shenzhen, and Guangzhou.
The other tiers represent cities with less wealth,
lower wages, less discretionary income, less infra-
structure, fewer amenities, and fewer resources. Un-
officially, there are 59 cities in the second tier, 92 in
the third, and 105 in the fourth (Schuster, 2012).

Figure 4. First-tier cities like Guangzhou have been
the driving force behind China’s economic growth.
The television tower next to the Pearl River is a sym-
bol of Guangzhou’s wealth. Photo by Eric Welch.
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Second-tier cities are rapidly developing into com-
mercial centers, and this is reshaping the country’s
commercial, industrial, and regulatory landscape
(Schuster, 2012). With rising costs of labor and land
in first-tier cities, manufacturing has moved into sec-
ond-tier cities and continued into the lower tiers.
Government reforms have helped fuel this develop-
ment. As jobs are created and more resources are al-
located into these emerging cities, consumer wages
increase, discretionary income rises, and greater dis-
cretionary spending occurs. A sizeable portion of this
discretionary spending goes to jewelry. Major retail-
ers such as Chow Tai Fook and Chow Sang Sang have
recognized the potential of these lower-tier cities for
years, aggressively moving manufacturing efforts
into these areas.

Special Administrative Regions. Hong Kong and
Macau are the only Special Administrative Regions
(SARSs) of the People’s Republic of China. Hong Kong
was formerly a British colony, while Macau was a Por-
tuguese colony. They were transferred to China in

In Brief

* In addition to being the world’s largest manufacturing
economy, China is experiencing a dramatic rise in
consumption.

e With its rapid urbanization, a growing middle class,
and a young generation of sophisticated luxury shop-
pers, China could soon become the world’s largest
jewelry market.

¢ Business-friendly tax reforms, the establishment of a di-
amond exchange, and the rise of professional training
and lab grading standards have made China’s jewelry
industry more competitive globally.

1997 and 1999, respectively, under the “one China,
two systems” policy. By virtue of their SAR status,
Hong Kong and Macau enjoy a high degree of auton-
omy. While economic studies frequently separate
China and Hong Kong, it is important to consider
them as one country. The business relationship be-
tween the two was established before the change in
sovereignty in 1997, especially after the significant
economic reforms China instituted in the late 1970s.
Many Hong Kong-based businesses set up facilities in
mainland China, some right across the border in Shen-
zhen, to capitalize on less-expensive labor (figure 5).
The advantage of combining low-cost labor and
free trade was heightened by the formation of special
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Figure 5. Hong Kong-based businesses have helped
turn the Guangdong province into a major global
manufacturing center. This jewelry factory uses mod-
ern manufacturing techniques such as wax models
and casting. Photo by Eric Welch; courtesy of Chow
Tai Fook.

economic zones (SEZs) in mainland China shortly
after the country opened up for trade in 1978. This
move fostered free market activity and flexible eco-
nomic policies, especially for manufacturing and ex-
port. The province of Guangdong, including
Shenzhen and Panyu, has important SEZs for the di-
amond, gemstone, and jewelry industries. Many of
the products manufactured in these zones are ex-
ported to the rest of the world through Hong Kong.
Another major economic turning point was China’s
2001 acceptance into the World Trade Organization,
which removed trade barriers and created a larger
market for Chinese goods.

Five-Year Plan. Since 1953, the government has is-
sued a series of five-year plans outlining economic
and social strategies. China is currently in its twelfth
five-year plan, from 2011 to 2015. The 2011-2015
plan relies less on exports and more on domestic con-
sumer spending to fuel growth. This most recent ini-
tiative emphasizes slower but more sustainable
growth, and greater reliance on the domestic market.
The current five-year plan (see KPMG China, 2011)
outlined several key strategies that will influence the
nation’s economy, including:

e Higher-quality growth: GDP growth goals have
been reduced to around 7%, with emphasis on
curing problems related to earlier rapid growth,
such as environmental issues, resource deple-
tion, and excessive energy use.

e [nclusive growth: More equality in growth oppor-
tunities is needed to close the wealth gap among
individuals and between geographic locations.
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e Development of lower-tier cities and the west-
ern regions: Shifting the emphasis from first-
tier cities, primarily in coastal areas, to the
less-developed cities and inland western re-
gions has been successful.

e Transition from an export-driven economy to
a domestic market economy: The current plan
reinforces the need to move from reliance on
exports for growth to an emphasis on further
expanding the Chinese consumer market.

e [ncreasing urbanization from 47.6% to 61.6%:
Much of this increase will consist of migration
from rural areas to the lower-tier cities.

Discretionary Income. Between 2000 and 2011, ap-
proximately 230 million people moved to Chinese
cities, in what some have considered the greatest ur-
banization in history (Rare Investment, 2013). The
average disposable income of urban residents was ex-
pected to rise 13% annually between 2012 and 2047.
According to China’s National Bureau of Statistics,
the consumption of discretionary goods is expected
to grow at a compounded annual rate of 13% be-
tween 2010 and 2020 (Barton et al, 2013). The growth
rate of discretionary income has been consistently
below the GDP growth rate (figure 6).

According to China’s National Bureau of Statis-
tics, the gain in household disposable income has

Figure 6. In China, discretionary income has lagged
behind GDP. Data from the World Bank and Chinese
Jewelry Industry Year Book.

45,000

B GDP (yuan
per capita)

™ Discretionary income

uan per capita)
40,000 v P pita)

35,000

30,000

25,000

20,000

15,000

2003
2005
2007
2009
2011

6 CHINA'S GEM AND JEWELRY INDUSTRY

been most prominent among the highest earners, fol-
lowed by the high-income and upper-middle-class
segments, registering compound annual growth rates
of 14.5%, 12.8%, and 12.1%, respectively. Members
of these classes are the biggest spenders on luxury
goods and often have a voracious appetite for the
finer things (Fung Business Intelligence Centre,
2013). It is clear that the percentage of discretionary
income for higher-income groups has been consis-
tently rising at a faster rate.

Demographics. The key to future growth in China is
domestic consumption. The creation of a vast middle
class has fueled the rapidly increasing consumption
of goods and services. China’s middle class is pro-
jected to expand from approximately 225 million in
2012 to 330 million by 2025 (Schuster, 2012). Per-
centagewise, the most dramatic increase of the mid-
dle class is expected to occur in the second- and
third-tier cities farther inland (Barton et al., 2013).

China’s new middle class can also be segregated by
age. The average age of individuals with net worth of
more than 10 million yuan is 39. Among those with
net worth above 100 million yuan, the average age is
41 (Fung Business Intelligence Centre, 2013). China’s
Generation 2 (G2) consists of some 200 million youths
in their teens and early twenties born since the mid-
1980s. This demographic represents about 15% of
urban consumers (Barton et al., 2013). By 2022, the G2
segment is expected to be three times larger than the
U.S. baby-boomer population, and should make up
35% of the domestic consumer market (Barton et al.,
2013). Members of this younger generation have a
more Western outlook toward consumption. They are
confident of their own financial prospects, loyal to
brands, willing to try new products, and comfortable
shopping on the Internet (figure 7).

The increase in China’s middle-class population
will inevitably lead to greater domestic consump-
tion. In 2002, 40% of China’s still relatively small
middle class lived in four cities: Beijing, Shanghai,
Guangzhou, and Shenzhen. By 2022, that percentage
is expected to drop to 16% due to the faster middle-
class growth of cities in the north and west, espe-
cially third-tier cities (Barton et al., 2013). When the
predicted increase in the upper middle class is
charted alongside the projected increase in private
consumption, the importance of middle-class pur-
chasing power becomes obvious (figure 8).

According to the global consulting firm McKinsey
& Co., and as shown in figure 9, the most important
population sector for domestic consumption is the

Gems & GEMOLOGY SPRING 2014



YOUNG URBAN CHINESE CONSUMERS’
WESTERN APPROACH TO SHOPPING

Percentage of respondents ] Upper-middle-class
urban population,

Generation 2!

64%
58% 5gos

46
% 43% 40% %
36% 339,
29%

25%

Confident about
personal income
growth

Loyal to brands Willing to

trade up®

"People born after the mid-1980s and raised in a period of relative abundance.
2Annual household income of 106,000—229,000 yuan (equivalent to $16,000 to $34,000 in 2010 real terms).

SPersonal-care-product example.

upper middle class (Barton, 2013). The report defines
upper middle class as Chinese citizens with an an-
nual income of 60,000 to 106,000 yuan. The same
study estimates that by 2022, the upper middle class
will account for 56% of urban household consump-
tion. Like their affluent and ultra-wealthy counter-
parts, upper-middle-class consumers are contributing
to the growth of the luxury products market, which
has increased 16-20% annually over the last several
years (Barton et al., 2013). By 2015, Chinese cus-

M Upper-middle-class
urban populatior?

22% 21%

Often early adopter
of new products/
services

Figure 7. So-called Gen-
eration 2 shoppers in
their teens and early
twenties are an impor-
tant new class of con-
sumers in China. Their
attitudes toward shop-
ping, reflected in this
survey of 10,000 Chi-
nese consumers, may
alter the way products
are marketed and sold.
Adapted from Barton et
al. (2013), courtesy of
McKinsey & Company.

Total urban population

ﬁ “

Seek feedback/
comments on Internet
before buying?®

tomers will account for over one-third of global
spending on jewelry and other luxury items, both in
their domestic market and outside China.

The upper middle class are the most Westernized
of all Chinese consumers. They show a willingness to
try new products, and tend to regard expensive prod-
ucts as intrinsically superior. China’s growing middle
class also regards discretionary spending on luxury
products as an essential element of social status.

Another demographic aspect to Chinese con-

CONSUMER SENTIMENT IN COASTAL VS. INLAND CITIES

CHINA'S GEM AND JEWELRY INDUSTRY

Inland cluster:

Mid-lower Yangtze

Number of cities | 42
Population | 32 million

GDP per capita | 36K yuan
(US$5,749)
Auto ownership | 3%
Willingness to pay for premium
products ' | 32%
’ Willingness to pay for
advanced technology 2 | 27%
Importance of “reliable brand” * | 54%
Importance of emotional benefits ¢ | 6%
Brand loyalty ® | 10%

Cluster GDP percentage | 3.8% of national total

Coastal cluster:
Hangzhou area

38

18%
4M1%

32%
26%
36%
23%

]

"Percentage of respondents prepared to pay premium for best and most expensive electric household appliances

?Percentage of respondents willing to pay more for a product with the latest technology

%Percentage of respondents citing “reliable brand” as a top-five consideration in instant noodle purchases
“Percentage of respondents citing emotional benefits as an important consideration in shampoo purchases

SPercentage of respondents who only buy their preferred brand of ready-to-drink tea
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Figure 8. Comparing
the inland cities along

36 million the middle and lower
5.9% of national total . .

50K yuan Yangtze River with the
(US$8,082)

coastal cities, differ-
ences in consumer atti-
tudes become evident.
Adapted from Atsmon
et al. (2012), courtesy of
McKinsey & Company.
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CHINA’S CHANGING CLASS IDENTITIES

Share of urban Urban private

Projected growth of

Figure 9. The magni-
tude of China’s middle-
class growth is
transforming the nation
by fueling domestic
consumption and
growth. Adapted from
Barton et al. (2013);
courtesy of McKinsey
&) Company.
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'Figures may not total 100 percent, because of rounding; data for 2022 are projected.

2Defined by annual disposable income per urban household, in 2010 real terms; affluent >229,000 yuan (equivalent
to > $34,000); upper middle class, 106,000-229,000 yuan (equivalent to $16,000-$34,000); mass middle class,
60,000-106,000 yuan (equivalent to $9,000-$16,000); poor <60,000 yuan (equivalent to <$9,000).

SCompound annual growth rate.

sumption is the increasing contribution by women
to household income. By 2009, women provided 50%
of household income (Shaun Rein, pers. comm.,
2013), while three-quarters of Chinese women say
they control the family finances (Georgette Tan, pers.
comm., 2013).

Domestic Consumption. China market analysts pre-
dict a shift in the percentage of income used for in-
vestment versus consumption (figure 10). In the
period from 2000 to 2010, investment comprised
53% of GDP growth, while the rate of private con-
sumption was 27 %. These percentages are expected
to change dramatically between 2020 and 2030, with
34% of money invested and 51% used for private
consumption (Woetzel et al., 2012).

The government expects wages to at least keep
pace with, if not surpass, GDP growth. In the first half
of 2012, four-fifths of China’s administrative districts
raised the minimum wage by 19.7% (Woetzel et al.,
2012). While rising labor costs create challenges for
global competitiveness in manufacturing, the direc-
tion is clear, and the growth of Chinese domestic buy-
ing power and consumerism is almost certain.

A 2011 survey by McKinsey (Atsmon et al., 2011)
revealed several illuminating facts:

e Chinese consumers are often quick to adopt
new and unfamiliar products.

e Brand awareness is rising, but not brand loyalty.
In China, brands must earn trust. The study

8 CHINA'S GEM AND JEWELRY INDUSTRY

found that Chinese consumers are not blindly
brand loyal and are willing to change brands if
another earns their trust—more so than in the
West. Most Chinese consumers choose from
several favorite brands.

Figure 10. Private consumption, the leading contribu-
tor to China’s economic growth, is expected to over-
take investment as the main percentage of Chinese
GDP growth. Adapted from Woetzel et al. (2012),
courtesy of McKinsey e Company.

CHANGES IN CONSUMPTION VS. INVESTMENT,
REAL GDP PERCENTAGES

Private consumption 27%

41%

51%

Investment
34%
Other!
Net trade 1%
2000-2010 2010-20202 2020-2030?

"Includes government consumption and inventory.
22010-2030 data are estimated.
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CHINESE PERCEPTIONS OF QUALITY

“Well-known brands are better”: % of respondents who agree

Brands
France United States China China
(2011) (2011) (2009) (2011)
if =
“Expensive products are better”: % of respondents who agree
33% 32%
0
17% 2l
France United States China China
(2011) (2011) (2010) (2011)
1 = N

Figure 11. Many Chinese consumers trust the qual-
ity of well-known, higher-priced brands. Adapted
from Atsmon et al. (2011); courtesy of McKinsey &)
Company.

e Price also exerts a strong influence (figure 11).
Chinese shoppers do not necessarily buy lower-
priced items, but they do consider the value for
the price.

e The popularity of social media is growing at an
amazing rate. By mid-2011, 195 million Chi-
nese people used Sina Weibo, the microblog-
ging equivalent of Twitter. That was triple the
number from just six months earlier. The in-
stant messaging tool WeChat (also known as
Weixin in Chinese) launched in early 2010 and
is growing even faster. CNN reported that
WeChat registered 100 million users in its first
15 months and had 271.9 million active daily
users in September 2013 (Skuse, 2014). Now
people can even buy and sell goods on WeChat,
similar to eBay.

e Emotional considerations are important in
brand choice and purchases among higher-in-
come consumers (though still below U.S. lev-
els) during 2011, and this trend is expected to
continue to rise.

e Despite the economic challenges faced in 2011,
Chinese consumers are becoming more confi-
dent about their economic prospects.

The same McKinsey survey provided useful sug-

gestions for companies wanting to capitalize on
growth and opportunity in China in the future.

CHINA'S GEM AND JEWELRY INDUSTRY

e Prioritize growth opportunities. While many
companies focus on first-tier cities, approxi-
mately 60% of consumer goods in urban China
are purchased in lower-tier cities.

e Tailor marketing strategies to capture growth
opportunities. Regional preferences and differ-
ences in disposable income dictate that a
China-wide strategy will not work as well as
one that is optimized for different regions.

e Focus on perceived value, not price. Chinese
consumers seem particularly sensitive to price.
Yet low prices are often associated with low
quality, and getting good value for the money
is the key consideration.

e Build mass appeal and meet the needs of spe-
cific consumer groups. As Chinese consumers
become more discerning, products must be tar-
geted to certain types of shoppers. Companies
that market a variety of product lines to spe-
cific consumer groups may be well poised in
the coming years.

® Modernize marketing tools. Though expensive,
traditional mass-media advertising, such as tel-
evision commercials, are highly effective in
China. Internet commerce and social media
gained acceptance more slowly in China than
in the West, but the last few years have seen an
extraordinary rise in online retail sales and in
small businesses using social media. More at-
tention to Internet marketing has the potential
to facilitate greater growth.

Import and Export. China ranks 96th out of 189 coun-
tries worldwide for ease of doing business (World
Bank, 2013); in comparison, the U.S. is 4th and India
134th. China’s standing does not tell the whole story,
however. Many businesses, including foreign ones, are
opening up in China because of the tremendous
growth potential there. Additionally, Hong Kong,
which has its own business regulations as a Special
Administrative Region, ranks second in the World
Bank’s report, and much of China’s trading is done
through this free-trade zone. As previously noted,
many companies originally based in Hong Kong have
moved into mainland China, in part because of the
low-cost manufacturing and export, but also to reach
the domestic consumer market.

China is the world’s second-largest exporter, just
behind the European Union (Central Intelligence
Agency, 2013). China is also the third-largest im-
porter of goods, trailing only the European Union and
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the United States. These statistics demonstrate
China’s important role in the global economy.

Luxury Products. Greater China, including Hong
Kong and Macau, is the world’s second-largest con-
sumer of luxury products. Chinese consumers pur-
chase half of all luxury products in Asia and
one-third of those in Europe (Bain & Company,
2012). The rising rate of luxury purchases in the U.S.
is partly due to Chinese tourism. Predictions indicate
that the Chinese market will mature but continue to
grow both at home and globally, as Chinese tourists
travel abroad to shopping destinations such as Paris,
New York, and Hawaii.

China’s slowdown in luxury spending growth in
2012 was partly due to increased luxury shopping
overseas by Chinese tourists, along with the eco-
nomic recovery. Chinese trade members interviewed
for this article also cited new regulations, brought on
by negative publicity, that have discouraged govern-
ment officials from flaunting lavish luxury gifts.

Meanwhile, Chinese consumers are becoming
more sophisticated in their shopping habits, moving
away from purchasing only brands with well-known
logos and toward quality and value in luxury prod-
ucts (Bain e Company, 2012). Even though status
symbols remain an important part of the Chinese
luxury market, brands that can also demonstrate
value are more likely to thrive. Shoppers in first- and
second-tier cities are not purchasing goods based on
conspicuous branding alone. They are also looking
for quality, value, uniqueness, and a low-key state-
ment. Consumers in third- and fourth-tier cities,
who tend to be less sophisticated in their shopping,
still seek brands with conspicuous logos (figure 12).
Yet the cultural heritage of a brand is becoming a more
important consideration than just the logo (Fung Busi-
ness Intelligence Centre, 2013).

Chinese luxury brand shoppers are shifting from
predominantly older businessmen to younger shop-
pers and women (Bain & Company, 2012). Sixty per-
cent of Chinese luxury consumers are between 20
and 39 years of age, compared to only 38% in West-
ern Europe (Fung Business Intelligence Centre, 2013).
Only 7% of Chinese luxury consumers are over the
age of 60, as opposed to 21% in Western Europe
(Hurun, 2013). Notably, 40% of the 102 million Chi-
nese people with personal wealth above 10 million
yuan are women. Affluent women’s spending on lux-
ury goods increased from 25% in 2010 to 46% in
2012 (Lui et al., 2012).

10 CHINA'S GEM AND JEWELRY INDUSTRY

CHINESE ATTITUDES TOWARD LUXURY LOGOS

Do you plan to purchase more luxury goods with conspicuous logos?

20%

65%

Consumers from cities other
than Beijing and Shanghai

Consumers from Beijing
and Shanghai

BYes [ Undecided No

Figure 12. Consumers in third- and fourth-tier Chi-
nese cities are much more likely to buy luxury prod-
ucts with conspicuous logos than shoppers in first-
and second-tier cities. Adapted from Bain e Com-
pany (2012).

Internet Retail. E-commerce in China has grown
tremendously in the last few years, including sales
of clothing, electronics, and gems and jewelry. Indi-
viduals in third- and fourth-tier cities actually spend
a higher percentage of disposable income shopping
online than first- and second-tier residents (Dobbs et
al., 2013). Jewelry companies like Zbird, a pioneer in
China’s Internet diamond jewelry sales, have spent
years building customer confidence in online pur-
chases. Several Western luxury jewelry retailers, in-
cluding Cartier, Bulgari, and Tiffany, rank among the
most followed luxury brands on social media (figure
13).

China’s phenomenal growth in e-commerce was
demonstrated in late 2013, on the unofficial holiday
known as Singles’ Day. The event falls on November
11, with the calendar date of 11/11 representing un-
married people. For years, Singles’ Day was a social
occasion for China’s large bachelor population. In
2008, the Chinese e-commerce giant Alibaba began
promoting Singles’ Day as an e-commerce event.
(Two of Alibaba’s sites, Taobao and Tmall, have a
transaction volume larger than that of Amazon and
eBay combined.) Most other Chinese e-commerce
sites quickly followed suit, offering deals on all types
of consumer goods. All told, Singles’ Day 2013
brought in more than US$5.75 billion, making it the
biggest one-day e-commerce event of all time, well
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FOLLOWERS OF SELECTED LUXURY BRANDS ON SINA WEIBO

(AS OF MARCH 18, 2013)
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Jaeger-LeCoultre
Fendi
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178,603
174,336
116,201
105,799
84,403
77,317
69,198
68,825
59,432
51,577
25,324
22,269
10,379

Note: Only brands with active corporate Sina Weibo accounts are included.

surpassing Cyber Monday 2012 in the United States
(Wang and Pfanner, 2013).

Alibaba alone reported 402 million unique visi-
tors to its sites on Singles’ Day 2013, and prepared
152 million parcels for shipping. The gem and jew-
elry industry played a role in this success. In one in-
stance, a woman from Zhejiang province purchased
a 13.33 ct diamond costing $3.37 million (Wang and
Pfanner, 2013).

THE CHINESE GEM AND JEWELRY INDUSTRY
Historical Perspective. Jewelry has a well-established
history in China, where gold and silver have been
used for decorative purposes for at least 3,000 years.
Based on archaeological evidence, the Chinese began
using jade even earlier, during the New Stone Age
(Zhang, 2006).

With the development of manufacturing tech-
niques, precious metal decoration evolved from the
simple gold sheet and leaves discovered in tombs dat-
ing from the Shang dynasty (circa 1700-1100 BC) to
the delicate jewelries embedded with local and West-
ern elements in the Han and Tang dynasties (265-
907). Precious metal art reached its peak during the
Ming and Qing dynasties (1368-1912), with luxury
gold and silver practical wares and jewelries made for
the royal families (figure 14) still in existence.

Before jadeite was imported from Burma, early
in the Qing dynasty, references to “jade” in Chinese
records signified nephrite. Owing to its special
color, luster, and structure, nephrite was thought to
represent the conservative character of China’s cul-
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Figure 13. Several West-
ern jewelry brands are
among the luxury
brands most followed
on Weibo. Adapted
from Fung Business In-
telligence Centre
(2013).

ture and the spirit of its people. Originally used for
tools and sacrificial vessels, jade gradually became
the stone of choice for practical wares, jewelry, and
carvings.

The Qing emperors’ love of jadeite influenced its
prominence. Historically, jadeite has been imported
from Burma in two ways: through the boundary be-
tween the two countries in southwestern China, and
through the port at Guangzhou, which became the
capital of the jadeite trade. From 1873 to 1878, an av-
erage of 200 tons of jadeite was imported yearly

Figure 14. These 24K gold fingernail protectors are
replicas of the versions made for the royal family dur-
ing the Qing dynasty. Photo by Eric Welch; courtesy
of Zhaoyi and Bai JingYi.
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through Guangzhou (Li, 2013). Today, the famous
jadeite manufacturing and trade centers of
Guangzhou, Jieyang, Sihui, and Pingzhou are still
very active.

The Modern Jewelry Industry. Throughout China’s
history, small-scale manufacturers, along with royal
studios and workshops, dominated the market. Once
the emperor commissioned a workshop to manufac-
ture an item, the products were hallmarked and
could not be traded by private parties. The strict en-
forcement of this rule on trading delayed the devel-
opment of the jewelry industry in China.

The modern Chinese jewelry industry began with
the rise of Yinlou, private businesses that acted as
precious metal manufacturers and dealers, from the
end of the Qing Dynasty until the formation of the
People’s Republic of China in 1949. Most of the Yin-
lou (which translates to “silver mansion” in English)
also served as pawn shops. The British victory in the
First Opium War (1840-1842) paved the way for the
opening of the lucrative Chinese market and society
as a whole, which triggered the development of mod-
ern industry in China. With access to the break-
throughs of the West’s Industrial Revolution (circa
1760-1840), the Chinese started to form modern fac-
tories and businesses.

Unlike the workshops and the royal manufactur-
ers that were the norm before the Opium War, the
Yinlou were backed by private investors and operated
on a larger scale. There was even a professional guild
to represent all these businesses in their dealings
with other industries and the government.

By the end of the Qing dynasty in the early 20th
century, many of these businesses had established
reputations and become leaders in the industry. In
Shanghai, nine respected Yinlou formed a jewelry in-
dustry association in 1896. Since then, precious
metal trading in Shanghai has been self-regulated
(Sun and Nie, 2008). Among the original nine com-
panies, Lao Feng Xiang (figure 15) may be the most
famous. Formed in 1848, it operated three chain
stores in Shanghai until 1949. In 1952, the Commu-
nist government bought the stores, and it remains a
state-owned business. After numerous ups and
downs, Lao Feng Xiang is presently thriving as
China’s second-largest jewelry retailer after Chow
Tai Fook, with over 2,300 retail outlets all over the
country.

Other Yinlou companies were located along
China’s east coast. Although nearly all of them dis-
appeared during the Sino-Japanese War (1937-1945)
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and the Cultural Revolution, some survived and are
trying to revitalize their business in the current jew-
elry market. Yinlou helped set the stage for the mod-
ern Chinese industry.

Post—Cultural Revolution. After years of war, fol-
lowed by the Cultural Revolution from 1966 to 1976,
China finally had the opportunity to modernize its
economy. When we talk about this new era of the
Chinese jewelry industry, these 30 years can be
roughly divided into four stages.

Recovery Period (1976-1989). During the Cultural
Revolution, a turbulent period when communism
was strictly enforced, jewelry and other luxury prod-
ucts were taken off the market. In 1982, the political
constraints imposed on the jewelry industry were fi-
nally removed. In 1986, the government released 100
tons of gold to the market for jewelry manufacturing.
Following this, the jewelry industry became inde-
pendent again after nearly 30 years of state control
(Zhang, 2008).

New jewelry companies and old brands worked
to build their businesses, but sales were severely con-
fined by China’s underdeveloped economy and lack
of discretionary income among its citizens. Statistics
show that in 1980 there were only 10 gold jewelry
manufacturers in the entire country, employing
about 10,000 workers (Zhang, 2008). Most stores at
this time only carried fine gold jewelry. Consumers
had almost no jewelry knowledge, so most purchased
whatever was available, simply as a hedge against in-

Figure 15. Lao Feng Xiang, one of the original Yinlou
businesses, formed in 1848. This undated photo
shows their original Shanghai Iocation. Photo cour-
tesy of Lao Feng Xiang Co., Ltd.
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flation. With a limited amount of gold circulating in
the market, supply often could not satisfy consumer
demand. Retailers were primarily state-owned de-
partment stores, and privately owned companies
were rare (Qiu et al., 2002).

Dynamic Growth (1990-2000). The Chinese jewelry
industry experienced a dramatic upswing in the last
decade of the 20th century. In the early 1990s, many
state-owned jewelry companies formed. With money
to invest in human resources and technology, these
businesses started to collaborate with foreign com-
panies and large, state-owned department stores.
Some foreign jewelry companies entered the Chinese
market for the first time, with De Beers forming its
first Chinese diamond promotion center in Shanghai.
The four most successful Hong Kong jewelry brands
(Chow Tai Fook, Chow Seng Seng, Tse Sui Luen, and
Luk Fook) entered the mainland market as well (fig-
ure 16). By the end of the 1990s, there were about
20,000 jewelry businesses and three million workers
involved in the jewelry industry (Gemmological As-
sociation of China, 2013). In 1990, gross jewelry sales
were about 2 billion yuan (US$300 million). By the
year 2000, this number climbed to 89 billion yuan
(US$15 billion) (China Economic Net, 2012). The
largest growth in the Chinese jewelry industry hap-
pened in the 1990s (table 3), and most of today’s com-
panies were formed during this decade.

With the presence of De Beers, Chinese con-
sumers began to feel more comfortable purchasing
diamonds. Some consumers actually paid too much
attention to the quality of diamonds. For instance,
some customers purchasing a 10-point diamond
would insist on G color and VVS clarity (Qiu et al,,
2002). Medium- and low-quality corundum were also
imported from global sources and trading centers.
Jewelry featuring mounted gemstones found a mar-
ket, but jewelry clientele still knew little about
gems. Platinum made its greatest advance in the
1990s. In 1994, China’s platinum consumption com-
prised only 1% of the world market. In 1998, this fig-
ure rose to 23 %, with China ranking second in world
platinum consumption (Zhang, 2008).

Through the 1990s and into the 21st century, the
state-owned department stores were still the main
jewelry-selling channel. Some department stores
thrived after they start focusing on jewelry sales; Bei-
jing’s Cai Shi Kou store is one famous example.
Though no longer a department store, from 1989 to
2012 it was ranked Beijing’s top gold jewelry seller
every year. It now markets its own jewelry brand.

CHINA'S GEM AND JEWELRY INDUSTRY

Figure 16. Chow Tai Fook retail stores are now common-
place in China’s urban centers. Photo by Eric Welch.

Guo Hua, also in Beijing, is another success story.
After following a path similar to Cai Shi Kou’s, it is
now Beijing’s leading platinum jewelry seller.

Steady Growth (2000-2008). In the 21st century,
China’s domestic jewelry industry entered a steady
growth period. In 2001, the country was the world’s
leading consumer of platinum. In 2007, its gold con-
sumption reached 363 tons (figure 17), second only
to India’s (Zhang, 2008). As a result of this growth,
both the jewelry market and consumers matured.
The focus of the industry shifted from quantity to

TABLE 3. Jewelry sales in China, 1990-2012.

Year Gross sales (billion yuan) Increase (%)
1990 2

1993 24.1 1,105
2000 89 269.3
2001 96.5 8.4
2002 105.3 9.1
2005 140 15
2006 160 14.29
2007 160 0
2008 180 12.5
2009 220 22.22
2010 250 13.64
2011 380 40
2012 454 19.2

Data compiled from China Economic Net (2012) and Zhang (2008).
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Figure 17. The gold market has seen tremendous
growth in China since the 1990s. Photo by Andrew
Lucas; courtesy of Bartar Jewellery Co., Ltd.

quality. Companies that could not compete went out
of business. By 2000, jewelers realized the impor-
tance of branding and started promoting products by
emphasizing cultural and historical significance
rather than simply lowering prices. Consumers
started to pay attention to design rather than just fo-
cusing on the value of the materials being used.

A New Start (2008-Present). The 2008 Summer
Olympics in Beijing (figure 18) helped shed light
on Chinese society, opening the country even
more to the rest of the world. Meanwhile, Chinese
tourism abroad has increased, the GDP per capita
has risen, and more income is being spent on lux-
ury goods.

Figure 18. The 2008 Summer Olympics in Beijing
marked another milestone for China’s emergence as a
global leader. The state-of-the-art Beijing National Sta-
dium, also known as the “Bird’s Nest,” served as a sym-
bol of these Olympics. Photo © iStockphoto.
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While the global economy experienced a severe
shock with the recession of 2008-2009, the Chinese
jewelry industry slowed only slightly. Trade officials
note that with the rise in discretionary income in the
early 2000s, jewelry became the third-largest invest-
ment purchase, after real estate and automobiles. In
2009, more than 11 million couples got married in
China, a number that is expected to rise through 2019
(China Economic Net, 2012). A survey by the Shang-
hai Diamond Exchange indicated that 8 out of every
10 new couples from first-tier cities such as Beijing,
Guangzhou, and Shanghai were willing to purchase
diamond wedding rings. The Platinum Guild Interna-
tional (PGI) surveyed eight major Chinese cities and
found that 84% of prospective brides desired platinum
wedding rings (Wen, 2012). And a recent online survey
conducted in Shanghai showed that 50% of new cou-
ples spent 15,000-20,000 yuan (US$2,500-$3,000) on
wedding jewelry (Lin, 2012).

Today’s consumers know far more about the prod-
ucts they purchase than ever before. This is partially
due to better disclosure from sellers and easy access
to product knowledge through different channels, es-
pecially online resources. Many diamond consumers
already know exactly what they want before they
step inside a jewelry store or place an online order.
As Chinese jewelry shoppers have become better ed-
ucated, they have cultivated more of an appreciation
for design, including Western and innovative Chi-
nese styles. In 2013, several Chinese designers con-
veyed to the authors these changes in their
customers’ buying habits. Rather than thinking only
in terms of the value of the materials, Chinese jew-
elry consumers increasingly think in terms of design,
value, and the quality of the piece as a whole.
Whereas haute couture was very rare in China only
five years ago, nearly every mainstream jewelry com-
pany now offers luxury products and services. Some
designers focus exclusively on custom haute couture
jewelry for high-end clientele.

ECONOMIC FACTORS

For any business in China to prosper, it needs the
support of government at all levels. Similarly, the
government’s fiscal policies can benefit both the in-
dividual company and the entire industry. Upon
opening the country to trade after 1978, the central
government enacted major reforms to catch up with
other global economies. Additional reforms, such as
anti-corruption measures and environmental protec-
tion, are necessary to continue this development.
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Figure 19. Establishing the Shanghai Gold Exchange
was an instrumental development in opening up
China’s gold market for investment and jewelry use.
Photo courtesy of China Gems magazine.

Tax Reform. Since 1978, China has transformed its
tax system several times to adapt to its own rapid
economic development. A large-scale transformation
of the socialist economy occurred in 1994, with a
shift toward free-market policies. Since 2003, China
has implemented a series of reforms primarily related
to income, property, and export taxes. As of 2012,
there were 25 tax categories in China. The central
government relies heavily on consumption-based
taxes, which are less damaging to individual savings
than traditional income taxes (Institute for Research
on the Economics of Taxation, 2010).

Legislative power over tax laws in China is highly
centralized. Only the state council can create and re-
form national tax laws or policies. Tax collecting re-
sponsibilities belong to the State Administration of
Taxation. Local governments can slightly adjust some
tax rates under certain circumstances, but in general,
the power of local government to add or remove taxes,
or change major tax rates, is very limited.

Unlike the U.S., China relies more on consump-
tion taxes than income taxes. Value-added tax (VAT)
is a large portion of the taxes that an enterprise or in-
dividual pays; this applies to jewelry companies as
well. According to the State Administration of Taxa-
tion website, there are two basic rates: 13% and 17%.
While exporting certain jewelry industry products,
such as colored gemstones, to China can be challeng-
ing for foreign companies, gold and diamonds have ex-
changes in China that have clarified and simplified
importations.

Gold Exchange. The Shanghai Gold Exchange (SGE),
founded by the People’s Bank of China in October

CHINA'S GEM AND JEWELRY INDUSTRY

2002, is a nonprofit organization that regulates gold
transactions domestically (figure 19). It provides fa-
cilities and supervision for gold transactions, sets pre-
cious metal prices domestically, and connects the
Chinese and international markets. The SGE also
works with testing institutions to conduct qualifica-
tion examinations for gold quality standards.

Several events led up to the formation of the Ex-
change. In 2000, the government developed a five-
year economic plan that included an open gold
market (Skoyles, 2013a). A year later, the People’s
Bank of China eliminated its monopoly of the na-
tion’s gold market. Shortly thereafter, gold price
quotes were released on a weekly basis, allowing for
adjustments to the gold spot price to reflect free mar-
ket prices. This effectively paved the way for the SGE
(Skoyles, 2013a). As a result, the price of gold in
China is based on the open international market.

In 2011 alone, over one million gold savings ac-
counts were opened at ICBC, China’s largest bank, as
well as 14.4 million gold futures contracts on the
Shanghai Gold Futures Exchange. Jewelry remained
China’s largest gold demand, with a growth in 2011 of
27.87%, 5.45 times higher than the rate for 2010
(Shanghai Gold Exchange, 2011). Much of this sharp
rise was attributed to an increase in personal income
and the need for a hedge against inflation; the latter
drove investors to buy when prices were rising instead
of falling. By 2012, China’s total gold consumption
reached 832.18 tons (figure 20), and the SGE had be-
come the world’s largest physical gold exchange.

Figure 20. China has seen a steady increase in gold
consumption. Adapted from Sina Corporation (2013).
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Figure 21. The China Diamond Exchange Center
houses the Shanghai Diamond Exchange, one of the
world’s most important diamond bourses. All legal
diamond imports enter China through this building.
The exchange is a one-stop shop for all Chinese dia-
mond importation needs. Photo courtesy of China Di-
amond Exchange Center.

In the first six months of 2013, the SGE supplied
1,098 tons of gold to China for domestic consumption,
totaling more than 25% of global supply (Skoyles,
2013a). SGE has 41 warehouses in 34 Chinese cities
to facilitate stocking and delivery of gold. Gold is
physically delivered to members three days after a deal
is completed.

Diamond Exchange. In October 2000, the Shanghai
Diamond Exchange (SDE) was established. Housed
in the China Diamond Exchange Center (figure 21),
the SDE is often referred to by that name. Prior to
that, taxation—including tariffs, VAT, and sales tax
on diamond imports—was very high, around 35% to
40%. Thanks to the work of the Exchange, diamond
taxation policy is now very favorable (table 4). While
all goods imported into China are charged a 17%
VAT, 13% is refunded for polished diamonds, leaving
the net VAT on diamond at 4%. If the rough is pol-

TABLE 4. China’s diamond taxation policy.

NET IMPORTS OF POLISHED DIAMOND
(US$ MILLION)

2009

m2010 w2011

619 694 814

u.s. China Japan

Figure 22. The growth rate of diamond imports into
China has far exceeded other major world markets.
Adapted from the China Diamond Exchange Center
Compendium (2013).

ished in China and then sold in the domestic market,
VAT is applied, the same as any polished diamond
imported into China. If the rough is polished in
China and returned to the country of export, then no
VAT is applied. These reforms were instrumental in
curbing the smuggling of diamonds into the country
to avoid taxation.

The China Diamond Exchange Center is home to
a grading and identification lab, diamond dealers,
government agencies, and shipping services. It is the
central location for all of China’s diamond imports
and exports. The Diamond Exchange handles all im-
port and export of loose diamonds under normal
trade, but not diamond jewelry. The Exchange joined
the World Federation of Diamond Bourses in 2004
and hosted the 33rd World Diamond Conference in
Shanghai in 2008.

The Chinese diamond industry has benefited
greatly from the Diamond Exchange. Before its for-
mation, the official value of diamond imports was
about US$1 million annually. By 2011, diamond im-
port value had reached over US$5 billion annually,
of which around $2 billion was imported solely into
mainland China (figure 22). According to the Dia-
mond Exchange, imports dropped by 10% in 2012

Before June 2002

June 2002—June 2006

July 2006—present

Tariff Rough: 3%; polished: 9%

0%

VAT 17%

Rough: 0%,; polished: 4%

Consumption tax 10% at the import stage

5% at the retail stage

Data compiled from China Diamond Exchange Center (2013).
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due to worldwide economic conditions, but indica-
tions pointed to a higher value for 2013.

The China Diamond Exchange Center is the only
legal processing area for diamond import and export.
Set up by the central government, its mission is to
make trade more convenient by simplifying diamond
import and export procedures. According to Chinese
law, all imported diamonds must be received at the
Exchange to begin the taxation process (figure 23).
These imports must be declared and sealed by Chi-
nese customs or else they are considered illegally
smuggled. The diamonds are unsealed, inspected,
and assessed by an expert at the Exchange before tax-
ation is imposed.

Likewise, imported rough diamonds must be in-
spected before entering China. Kimberley Process
certificates must accompany these diamonds, and a
special department in the Exchange is set up for in-
specting and registering the certificates. Once the
certificates pass inspection, the rough can be sold in
the domestic market. After serving as vice chair
country of the Kimberley Process for 2013, China be-
came the chair country for 2014, with an officer from
China’s National Bureau of Quality Inspection as-
suming the chairmanship.

The China Diamond Exchange Center is a com-
pletely open platform that welcomes diamond deal-
ers from all over the world. It has more than 350

members, of which 67% are from Israel, Belgium, the
United Kingdom, France, the United States, Japan,
Africa, and other overseas locations. There are 114
member diamond companies from mainland China,
62 from Hong Kong, 50 from India, 32 from Israel,
and 23 from Belgium; the remaining 69 are from
other countries.

Diamond Administration Center of China. The Di-
amond Administration Center of China (DAC) was
established in April 2000. It is authorized by the
Ministry of Commerce to supervise the Diamond
Exchange. The DAC and other government organi-
zations jointly control everyday diamond imports
and exports across the country, as well as trade
within the China Diamond Exchange Center.

Functions of the DAC include administration and
statistical analysis of national diamond imports and
exports, examination and verification that transac-
tions meet the requirements of the Diamond Ex-
change, and supervision of the Diamond Exchange’s
operations. The DAC also coordinates with other
government officials within the Exchange, approves
and oversees the activities of foreign-invested dia-
mond countries within China, participates in the cre-
ation of diamond import/export policies, and
provides services to the Diamond Exchange and do-
mestic and foreign diamond companies.

TAXES ON DIAMOND IMPORTS FOR DOMESTIC SALE IN CHINA

Overseas

No tax for entry

> Domestic

collected for diamond sale

Figure 23. Taxes are
collected on diamonds
once they leave the Ex-
change to enter the
Chinese domestic mar-
ket. Adapted from the
Diamond Administra-
tion of China (2007).

market

Only import VAT

to China’s domestic market

No tax for diamond trade inside
China Diamond Exchange Center,
which is a diamond bonded area
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Colored Stones. Unlike diamonds and gold, which are
traded in their own exchange centers with special tax
policies, colored stones and colored stone jewelry are
taxed at the same rate as other luxury goods. Because
China does not have rich colored stone resources, this
market depends mainly on imported goods. Tariff,
VAT, and consumption tax are collected by the central
government, while the local government collects
business taxes. The customs tariff of imported col-
ored stones is 8%, and retailers or wholesalers pay an
additional 10% business tax. The VAT of mounted
colored stone jewelry is an unusually high 17.5%,
while consumption tax is 5%. In total, a jewelry re-
tailer or wholesaler pays about 40% on colored stones,
driving up prices for these products significantly. For
example, a Cartier LOVE bracelet that sold in Hong
Kong for 34,855 yuan (US$6,000) in 2013 cost 47,300
yuan (US$8,000) in nearby Shenzhen. This difference
of about 35.7% is at least partially due to China’s high
tax rate on colored stone jewelry (Fung Business Intel-
ligence Centre, 2013).

Taxes collected by the central government are re-
lated to different industries; thus, it takes longer for
changes to occur. There are still some special policies
that can help to lower these tax rates. For example,
the formation of the Diamond Exchange allowed all
diamonds to be traded under special tax rates, which
effectively lowered the taxes collected by the central
government. A similar organization might help with
the colored stone industry. Moreover, reciprocal im-
port-export policies between China and other coun-
tries help to lower the tariff, as does the formation of
some special trade zones in China. The hardest part
to change is the VAT, because China’s central govern-
ment is heavily reliant on this tax. To change it just
for one industry is even harder (Qiu, 2013). Local taxes
seem to have more flexibility than those collected by
the central government, as they are more dependent
on the attitude of the local government toward devel-
oping its jewelry industry.

LAB STANDARDS

Based on modern gemological knowledge, industry
standards were created to standardize the gem and
jewelry trade and protect consumers. Over the past
30 years, China formed a series of lab standards based
on both Western examples and research by Chinese
gemologists.

The three most important are the Jewelry Indus-
try Nomenclature Standard (GB/T 16552-2010), the
Gem Identification Standard (GB/T 16553-2010), and
the Diamond Grading Standard (GB/T 16554-2010).
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These standards apply to all labs across the country.
They were first published in 1996, and updated ver-
sions were issued in 2010 and applied to lab work ef-
fective February 2011 (“2010 edition of the three...,”
2011). In addition, there are standards for precious
metals.

As the largest jadeite consumer in the world,
China has sought a national standard on jadeite grad-
ing for years. It is a very difficult process, because
jadeite has a wide range of appearances, including
transparency, color zoning, and texture. Therefore,
every piece is unique and evaluated largely on per-
sonal experience using trade jargon. In 2009, the
General Administration of Quality Supervision, In-
spection and Quarantine and the Standardization
Administration published a national jadeite grading
standard, GB/T 23885-2009. This standard mainly
deals with green jadeite (figure 24), but it can also be
applied to transparent, lavender, and red-brown ma-
terial. The four factors evaluated are color, trans-
parency, texture, and clarity. Gemologists may also
comment on the craftsmanship of a particular piece
on the certificate. The current standard uses letters
to represent different grades while also using the cor-
responding trade jargon, so that consumers and deal-
ers alike can easily connect the lab report with their
goods. The establishment of this standard was sup-
ported by both the NGTC lab and high-end jadeite
dealers.

China is also the world’s largest cultured pearl
producer. In 2002, a grading standard (GB/T 18781-

Figure 24. The value of green jadeite has risen tremen-
dously in China, and differences in qualities or grades
can make large differences in price. Photo by Eric
Welch; courtesy of Zhaoyi.
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2002) was published regulating the terminology,
grading factors, analysis methods, and product label-
ing for both saltwater and freshwater cultured pearls.

Some other colored stone varieties have a huge
market in China, namely ruby, sapphire, rubellite,
and more recently tanzanite. Consumers and gemol-
ogists expect more national standards to be issued
and applied to identification and evaluation so they
will be better guided in purchasing and certifying
these gems.

PROFESSIONAL EDUCATION AND TRAINING

In 1980, only 20,000 people throughout China were
involved in the jewelry industry. Thirty years later,
more than three million are employed in this field.
The structure of the jewelry training and education
system changed over the same period. The jewelry
industry requires workers skilled in mining, manu-
facturing, sales, and management. At the same time,
gemology, design, and engineering experts are also
needed for the development of this industry. Com-
pared to many other countries, China has a very spe-
cialized jewelry training and education system (figure
25). There are two main components of this system.

Professional Training. Before any modern training or-
ganizations formed in China, knowledge was passed
from master to apprentice. This system, which ex-
isted for thousands of years until the very recent re-
opening of the country, focused on one-on-one
training. It was not efficient in training a large pool
of workers. Modern certificate training programs,
first established in the West, have been successful in
this regard. China imported these foreign programs.
In 1989, the China University of Geosciences in
Wuhan formed a collaborative teaching center with
the Gemmological Association of Great Britain to
launch the first FGA program in China’s history. Fif-
teen students were enrolled in that program (Yang,
2013). After that, more foreign gemology and dia-
mond certificate training programs were established
in mainland China. For example, the Diamond High
Council (HRD) opened an education center in Shang-
hai in 1993, followed by Gem-A in Wuhan a year
later. The Gemological Institute of America taught
its first Chinese graduate gemology courses in Beijing
in 1998. Altogether, these accredited programs
trained about 300 students every year (Yang, 2013).
As more gemologists were trained, China started
to develop its own certification programs. Different
authorities, including universities, national gem and
jewelry technology centers, and gemological societies,
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Figure 25. Gemological training has been critical to
ensuring growth in the Chinese jewelry industry.
Photo by Eric Welch; courtesy of Chow Tai Fook.

can all issue professional certifications. The China
University of Geosciences in Wuhan, for instance, is-
sues a certificate called the GIC; about 4,000 people
were enrolled in this program in 2012 (Yang, 2013).
The training content in these courses includes gemol-
ogy, manufacturing, design, sales, and management.
Competition between education providers, both for-
eign and domestic, has led to the development of more
specialized training programs. Many local labs offer
high-end classes for management-level personnel from
jewelry companies, banks, and insurance companies
to help them better understand the trade and related
investment options. Labs and associations at the na-
tional level also collaborate with sales experts from
leading jewelry brands to offer sales and management
classes for store personnel. Some jewelry advisors even
offer one-to-one classes for high-end investors and col-
lectors.

Gemology Certificates and Degree Programs. Another
distinguishing feature of the training system in China
is its higher-education programs in gemology. Since
the mid-1980s, some universities have offered gemol-
ogy degrees, which are equivalent to an associate’s de-
gree in the United States. The Gemmological Institute
at the China University of Geosciences in Wuhan, the
first of its kind officially registered by the central gov-
ernment, was formed in 1992. In 1998, the Ministry
of Education added gemology as a major in the na-
tion’s universities (Yang, 2013), allowing students to
pursue degrees up to and including doctorates. This
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academic major expanded to include jewelry design,
jewelry manufacturing, and jewelry business manage-
ment. In 2009, the Gemmological Institute in Wuhan
became the first university to offer a master’s-level
program in jewelry design (Yang, 2013).

To secure the talent needed to compete in the
jewelry industry, many companies provide their em-
ployees with special training and higher salaries. The
president of the Pingzhou Mazu jadeite company
pointed out that many of his jadeite carvers earn
salaries of more than one million yuan per year
(US$150,000). The factory leader from one major di-
amond-cutting factory in Guangdong province also
noted that salaries there have increased by about
15% annually for several years.

JEWELRY MANUFACTURING

China, the world’s foremost manufacturing center,
is arguably the leading jewelry maker. Most of these
operations are based in Guangdong province. Over
2,000 companies are located in Shenzhen, with an
annual output of US$8 billion. This is estimated at
over 70% of China’s actual jewelry production
(“Shenzhen steps up role...,” 2012). China is moving
from a primarily low-cost manufacturing model to
one with a highly skilled workforce and state-of-the-
art technology such as laser sawing for diamonds,

Figure 26. Tremendous amounts of colored gemstone
rough are required to fill the needs of the Chinese gem-
stone cutting and jewelry manufacturing industry. Photo
by Andrew Lucas; courtesy of L] International Inc.
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computer-aided diamond cut planning, highly pre-
cise robotic cutting for colored stones, and vacuum-
casting in platinum. The industry is investing
heavily in technology as well as staff skill level. The
Chinese jewelry manufacturing industry faces the
challenges of rising costs, consumer sophistication,
value chain complexity, and global economic uncer-
tainty. One of the biggest obstacles is the supply of
rough material.

The Chinese manufacturing industry is already
known for its appetite for rough colored stones (figure
26). During interviews at the 2013 Tucson gem
shows, several U.S. dealers confirmed the difficulty
of acquiring rough when trying to compete against
China (Gemological Institute of America, 2013).
Many dealers said they could not compete against
the prices offered by Chinese cutting firms and jew-
elry manufacturers.

To feed the growing demand for colored stones,
China is making investments in African nations to
secure a supply of raw materials. One of the largest
investments has been in developing African infra-
structure, a strategy outlined in five-year plans since
2001 (Ashok, 2013). Some of these African locales
produce diamonds. Zimbabwe, potentially a major
diamond producer, is one of the countries where Chi-
nese goods, services, and capital have been traded for
rough diamonds since 2011 (Ashok, 2013), and so far
this strategy has been successful. Between 2006 and
2011, when there was a 3% fall in global rough sup-
ply, China posted a 20% increase in rough diamond
imports by weight and a 55% increase by value
(Ashok, 2013). Diamond sourcing will remain a chal-
lenge as the global competition for rough intensifies.

China, once a primarily low-cost manufacturing
center, faces the challenges of rising costs, greater
consumer sophistication and demands, value chain
complexity, and global economic uncertainty. The
country now boasts a highly skilled workforce, state-
of-the-art technology, and high-quality products, in-
cluding gemstones and jewelry These factors will
help address most manufacturing concerns.

THE DOMESTIC GEM AND JEWELRY MARKET

While China has been a leading force for manufac-
turing and exports in the global jewelry industry, the
most anticipated development has been the growth
of its domestic market. The rise in wages, though a
competitive challenge for China’s manufacturing
sector, has created great opportunities for its retail
jewelry industry.
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CHINESE GROSS SALES OF JEWELRY (2005-2012)
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Figure 27. China’s gross jewelry sales have grown im-
pressively since 2005, with most years seeing double-
digit growth. Data from China Economic Net (2012).

Domestic Jewelry Market. China is now the second-
largest jewelry market in the world. Although there
have been boom years and slower years, the overall
growth has been remarkable (figure 2.7).

When gold prices plummeted in April 2013,
Chinese consumers seized the opportunity to buy
gold, including fine gold jewelry, at bargain prices.
Retail sales for jewelry that month totaled 30.3 bil-
lion yuan (US$5 billion), a 72.2% year-on-year
growth (HKTDC Research, 2013).

While the growth of domestic jewelry consump-
tion in China has been impressive over the last few
years, there is still room for advancement. Per capita
jewelry consumption is still relatively low compared

Figure 28. China’s jewelry consumption per capita,
though low compared to other major consumer coun-
tries, is on the rise, signaling strong potential for fu-
ture growth. Data from China Economic Net (2012).
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CHINA’'S GOLD, PLATINUM, AND
DIAMOND CONSUMPTION (2012)
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Figure 29. China consumes much of the world’s gold,
platinum, and diamond supply. Data adapted from
“Diamond giant De Beers...,” (2012); Johnson
Matthey (2013); and China National Gold Group Cor-
poration (2013).

to many other global markets (figure 28). Since 2009,
jewelry consumption in both China and the United
States has risen significantly, with China’s consump-
tion per capita more than doubling. Still, Michael
Huang, managing director of the Diamond Index
Group, noted that China’s jewelry consumption still
lagged far behind the major developed countries
(Krawitz, 2013). China now has an estimated jewelry
consumption per capita of US$44, compared to Japan
at $91 and the U.S. at $242 (Krawitz, 2013).

Gold Jewelry. As figure 29 demonstrates, fine gold
jewelry is still a major seller in China. By 2012, China
consumed 518.8 tons of gold jewelry and was the
world’s fastest-growing market for gold jewelry; more
than 75% of Chinese women in urban areas own a sig-
nificant piece of gold jewelry (World Gold Council,
2013). Two-thirds of Chinese women regard gold jew-
elry as more of an investment than an adornment. Yet
in 2013, some 6.6 million Chinese brides were ex-
pected to receive gold as part of their wedding cere-
mony (World Gold Council, 2013). Clearly, gold also
holds an emotional and sentimental value in China.

In the United States, diamond jewelry makes up
a much higher percentage of overall jewelry con-
sumption. But with the growth of the new consumer
classes in China and the development of lower-tier
cities, the domestic market for diamond and gem-
stone jewelry should continue to grow, with the mar-
ket eventually becoming more diversified. This is
already the case when one compares China’s propor-
tion of jewelry consumption categories to those of
India and the United States (figure 30).
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CHINA’S DIVERSIFIED JEWELRY MARKET
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Chinese consumers traditionally have a strong
preference for 24K gold jewelry because of its intrin-
sic value and the cultural affinity for purity. 24K gold
accounts for more than 80% of the gold jewelry sold
there (World Gold Council, 2013).

Gold has made inroads into the gem-set jewelry
market, in both bridal and Western designer jewelry.
In 2008, the World Gold Council collaborated with
Chinese designers and manufacturers to create a line
of 18K jewelry branded as K-Gold. This line was in-
tended to inspire new designs and attract younger con-
sumers seeking to combine tradition with innovation.
The World Gold Council also launched advertising
campaigns for two gold jewelry collections. These
lines, the “Sign of Love” and the “Code of Love,” cap-
italized on the tradition of gold jewelry as the first im-
portant gift in a romantic relationship.

By 2013, China was on track to overtake India as
the world’s largest consumer of gold (World Gold
Council, 2013). That year, David Lamb, global man-
aging director of jewelry and marketing for the World
Gold Council, noted in an interview on the organiza-
tion’s website that more jewelry stores are opening in
second- and third-tier cities. This reflects the greater
consumer demand as these cities undergo economic
development. In the same interview, he also men-
tioned a renewed interest in pure gold jewelry, as op-
posed to 18K and other karat gold jewelry.

Platinum Jewelry. China is the world’s leading con-
sumer of platinum, accounting for about 68 % of the
world’s demand in 2012 according to Platinum Guild
International. In a 2012 speech, Platinum Guild CEO
James Courage noted that since 1997, PGI has in-
vested US$150 million into the Chinese market to
promote the precious metal, an investment that has
yielded a US$4.3 billion net return to the platinum
industry. Courage added that jewelry represented
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Figure 30. China’s jew-
elry market is more di-
versified than India’s,
which is primarily fo-
cused on fine gold jew-
elry. Data from “2012
import and export sta-
tistics of the Chinese
jewelry industry”
(2013).
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about 31% of worldwide platinum consumption.
Platinum jewelry purchases in China rose in by 16%
over 2011, with 1.95 million ounces of platinum con-
sumed as jewelry (Johnson Matthey, 2013).

In the Chinese market, women typically decide
when to buy jewelry and what to purchase, whether
it is a self-purchase or a romantic gift. Most of the
platinum jewelry sold in China does not feature
gems, but there has been an increasing trend to pur-
chase it with gemstones, especially diamonds, for the
bridal market. PGI's market research shows that plat-
inum’s natural white color and durability are seen as
a fitting symbol for purity and a lifelong commit-
ment in the Chinese bridal culture. (Stone Xu, pers.
comm., 2013).

Mr. Courage described visiting Chinese platinum
jewelry factories that employed more than a thou-
sand people and produced tons of jewelry (Johnson
Matthey, 2013). Major jewelry manufacturers in
China often have large showrooms where retailers
come and select the merchandise they want to buy
for their stores. In fact, the showrooms in China are
larger than the authors have seen in any other coun-
try, with cases full of inventory and buyers purchas-
ing by the kilo. This general observation also applies
to platinum jewelry.

Like other retail markets, China has seen a shift
from stand-alone retail stores to jewelry sections in
department stores and specialty malls for jewelry.
This is especially true in the second- and third-tier
cities. Department stores often showcase a variety of
jewelry in high-traffic areas on the ground floor. Ac-
cording to PGI, platinum jewelry usually represents
10% to 20% of the entire jewelry inventory, a higher
percentage than in other markets.

Consumers in second- and third-tier cities often
buy 24K gold jewelry but aspire to be like their first-
tier counterparts. PGI reports that in a cosmopolitan
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city like Shanghai, 60% of the wedding rings pur-
chased are platinum. As disposable income rises in
lower-tier cities, PGI foresees a higher marriage rate
and a higher percentage of platinum wedding rings.
The same study notes that in larger cities, Chinese
consumers are starting to adopt the Western trend of
three-band wedding rings. This may also become the
trend in second- and third-tier cities.

Silver Jewelry. China is the world’s largest silver jew-
elry manufacturer. While industrial applications ac-
counted for more than half of Chinese silver
fabrication at 56%, jewelry fabrication accounted for
34% in 2011 (Silver Institute, 2012). Domestic con-
sumption of silver jewelry rose dramatically as styles
moved beyond the bulky traditional designs for wed-
dings and birth celebrations. Younger Chinese con-
sumers in first- and second-tier cities began to
embrace silver jewelry after 2006, and most of the
promotion has focused in these areas. Recently, con-
sumers in rural areas have adopted silver jewelry as
a lower-cost alternative to white gold and platinum.
Rhodium-plated silver jewelry has also become pop-
ular, as it offers the look of platinum. Domestic man-
ufacturers have been duplicating their gold jewelry
lines in silver to provide lower-cost alternatives to a
broad Chinese consumer market, especially entry-
level customers.

Diamond Jewelry. China is now the second-largest
diamond market, after the United States. Over the
course of five years, diamond jewelry has grown from
about one-quarter of China’s total retail jewelry mar-
ket to approximately one-third (“All that glitters...,”
2013). China is also expected to lead diamond jewelry
market growth, along with India, in the global mar-
ket (Bain e Company, 2013). Much of this growth
has come from accepting the Western tradition of
giving diamond engagement rings and wedding rings.
In China, there are an estimated 13 million brides per
year (“All that glitters...,” 2013). There has been a
steady shift from gold wedding bands to diamond
rings. According to Stephane Lafay, Tiffany’s head of
Asia Pacific and Japan, the number of urban people
in China buying diamond engagement rings has risen
from less than 1% to over 50% in the last 20 years
(“All that glitters...,” 2013). In turn, large Chinese
jewelry companies that were built on 24K gold jew-
elry, such as Chow Tai Fook, have moved into the di-
amond jewelry market.

While growth has fluctuated since 2011, Kent
Wong, managing director of Chow Tai Fook, noted that
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Figure 31. China has seen phenomenal growth in dia-
mond sales over the last three decades (China Dia-
mond Exchange Center, 2013).

the Chinese jewelry market was cyclical, especially
during changes in the central government and its poli-
cies (Krawitz, 2013). With diamond’s tradition as a
symbol of love, eternity, and purity—and the relatively
low per capita consumption today—growth seems al-
most inevitable. Add to that the Western-inspired
trend of diamond jewelry as a gift for special occasions,
along with the rise of diamond fashion jewelry, and it
is clear to see why many in the industry are looking to
China for growth.

In 2012, Rio Tinto released results from a study
by the global market research company Ipsos that
showed the Chinese consumer was becoming more
open to affordable, fashion-flexible diamond jewelry
(“Rio Tinto research confirms strong potential...,”
2012). While diamond consumption in China repre-
sents a far lower percentage of global consumption
than gold or platinum, the market shows enormous
growth potential (figure 31).

Colored Gemstones. In recent years, especially since
2010, China’s consumption of jewelry has expanded
to colored gemstones. While retail colored stone sales
have been highest in first-tier cities, second-tier pur-
chasers are close behind (table 5). As consumers in
third- and fourth-tier cities earn more discretionary
income, their retail consumption of colored stones
should also increase substantially.

Many dealers at the 2013 Tucson gem shows re-
ported a rebound in U.S. customer sales and a strong
presence of Chinese buyers (Gemological Institute of
America, 2013). They also noted dramatic price in-
creases that were primarily due to Chinese consump-
tion. In fact, several dealers pointed to problems
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TABLE 5. Colored stone retail sales in China by year (billion yuan).

2007 2008 2009 2010 2011
Gross retail sales 4.3 5.4 7.2 9.6 13.4
First-tier cities 1.8 2.2 3.0 4.0 5.6
Second-tier cities 1.6 2.0 2.7 3.7 5.1
Third-tier cities 0.6 0.8 1.0 1.4 1.9
Other 0.3 0.4 0.5 0.6 0.7

Data compiled from Lu (2013).

replenishing their inventory. In the words of one U.S.
colored stone dealer, “I went to a mine to buy rough,
and a Chinese buyer had already been there and
bought their production. When I returned six months
later, the Chinese had purchased the mine.”
Dealers at the 2013 Tucson shows reported that
Chinese buyers were interested in a wider variety of
colored stones than in years past. Red is traditionally
apopular color in China, and ruby and rubellite tour-
maline (figure 32) have been popular there for many
years. In fact, many trade members have attributed
skyrocketing prices for those two gems to the Chi-
nese market. When Christie’s held its first jewelry
auction in mainland China in Shanghai on Septem-
ber 26, 2013, a ruby and diamond necklace com-

Figure 32. China has become a consumer of rubellite
tourmaline from sources around the world, including
these Nigerian rubellites. Photo by Robert Weldon.
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manded the highest bid, at $3.4 million (“Ruby neck-
lace tops Christie’s first China auction,” 2013). Based
on the authors’ observations and feedback from the
industry, other red and pink gemstones such as
spinel, garnet, rose quartz, and red jasper also appear
to be gaining a following in China.

Gemstones in other colors are also in demand.
Multicolored tourmaline jewelry is becoming more
popular in response to the rising price of rubellite
(“Tourmaline grips Chinese collectors,” 2013).
Both blue and green tourmaline, alongside other
blue gems like sapphire, aquamarine, blue topaz,
and even lesser- known gems like cat’s-eye silimi-
nate, are gaining a foothold in the Chinese market
(“Blue and green gems on the rise...,” 2012). Blue
to violet tanzanite has become especially popular.
Recently, the large retailer Chow Tai Seng, with
2,200 stores domestically, was named a “retail pol-
ished sightholder” with TanzaniteOne (Max, 2013),
which demonstrates the Chinese market’s open-
ness to nontraditional colored stones. China’s con-
sumers have become aware of all the gemstone
choices, and more of these choices at many price
points are now available to them.

Enzo, the retail division of L] International, re-
cently acquired a copper-bearing tourmaline mine in
Mozambique (figure 33). With 250 retail stores in
mainland China, Enzo hopes to popularize this rare
and unusually vivid gemstone domestically (Lorenzo
Yi, pers. comm., 2013). These tourmalines are being
promoted through advertising, the trade media, and
celebrity endorsement.

One of the biggest challenges facing the Chinese
colored gemstone industry, for both exports and do-
mestic consumption, is sourcing material (Wilson
Yuan, pers. comm. 2013). The fierce competition for
many varieties of colored stones, particularly finer-
quality material, has also been felt in other manufac-
turing centers such as India, Thailand, and Sri Lanka.
As Chinese consumer demand has grown, the price
of colored rough has soared. These price increases
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Figure 33. Blue and green tourmaline, like this copper-
bearing stone from Mozambique that sold to a Chi-
nese buyer at the September 2013 Hong Kong show,
are increasingly in demand in China. Photo by An-
drew Lucas; courtesy of Lorenzo.

have had some positive global effects. For instance,
some mines that were not previously economically
viable (such as rubellite mines in Brazil) are now able
to operate.

Jadeite. While jadeite does not have as long a history
in China as nephrite, it is still one of the country’s
most popular gem materials. The Guangdong Province
Jade Association notes that since the late 1990s, thou-
sands of tons of rough jadeite have been imported
through the port of Guangzhou (Tingxin Li, pers.
comm., 2013). The jadeite is carved or manufactured
locally, making Guangdong the national hub of jadeite
manufacturing and sales. The Pingzhou region of
Guangdong, China’s largest jadeite rough market, is re-
ferred to as the “hometown” of the jadeite bracelet (fig-
ure 34). More than 20 auctions are held here each year,
attracting dealers and retailers from all over the coun-
try. The Sihui area draws carvers from Putian and
Nanyang, who apply skills and concepts from wood
and stone carving to jadeite.

Another important entry point lies along the border
between China and Myanmar in Yunnan province,
China’s earliest jadeite import locale. There were about
6,000 jadeite companies in Yunnan in 2007; five years
later, this number had increased to 21,000 (Tingxin Li,
pers. comm., 2013). The main markets there are con-
centrated in Tengchong, Yingjiang, and Ruili.

From 2000 to 2009, the price of jadeite rose by an
average of 20% annually. For 2011 and 2012, this rate
increased more than 30% annually (China Industrial
Information Network, 2013). Myanmar, which pro-
duces much of China’s jadeite, wants to strictly con-
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Figure 34. The Pingzhou area of Guangzhou is known
for manufacturing jadeite bangle bracelets. This man
is drilling the shape from a precut circular piece of
jadeite. Photo by Eric Welch.

trol its export and develop its own mine-to-market
business, even as the Chinese demand for high-end
jadeite continues to grow. Some jadeite dealers were
forced to tap into their reserves to deal with the lack
of rough. At the June 2013 Myanmar jadeite auction,
rough prices skyrocketed. In total, fewer than 10,000
pieces were available for purchase (compared to
20,000-30,000 pieces in previous auctions), while
prices were three to ten times higher (Chen, 2013).
Trade experts from both Yunnan and Guangdong said
the retail price of high-quality jadeite increased at
about the same rate as the rough price; medium- to
low-quality jadeite was not as affected. The price
hike was not well received by Chinese consumers,
who did not want to spend much money on lower-
quality material (Tingxin Li, pers. comm., 2013).
High-end jadeite products are still in demand among
Chinese collectors and investors—in China and
around the world—even at significantly marked-up
prices.

IMPORT AND EXPORT
Looking at imports of jewelry by country (figure 35,
left) and value, the importance of the EU and its
branded luxury jewelry lines to China’s market is ev-
ident. The import value is even more impressive
when one considers all the purchases of European
jewelry made by Chinese consumers traveling abroad.
At the other end of the import range are low-end com-
mercial lines from India.

The significance of the “one China, two systems”
policy governing mainland China and Hong Kong be-
comes clear when looking at China’s jewelry exports
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CHINA’S JEWELRY IMPORTS AND EXPORTS, BY LOCATION
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Figure 35. Left: Jewelry from the European Union is a
significant amount of the total jewelry imports into
China reflecting the luxury brands from that country.
Right: The percentage of Chinese jewelry exports to
Hong Kong reflects that city’s status as the gateway
from China to the global market. Data from “2012
Import and Export Statistics of the Chinese Jewelry
Industry” (2013).

by country. Although Hong Kong is part of China, it
is also a free trade area and in an excellent position to
serve as China’s export center. In 2012, 88 % of China’s
jewelry was exported to Hong Kong (figure 35, right),
most of it for distribution in the global market.

Diamond jewelry represents the largest percentage
by value of jewelry imports into China, at 71 % in 2012
(figure 36, left). This is partly due to the efficient im-
port channels via the Diamond Exchange, the VAT re-
fund lowering the cost of diamond jewelry to Chinese
consumers, and the inherent value of the product. As
seen in figure 36 (right), China is a major supplier of
jewelry to the global market; the largest category of ex-
port is findings and precious metal jewelry. Diamond
and gemstone jewelry have significant room for expan-
sion in the overall percentage of exports, while imports
and exports of colored gemstones and cultured pearls
have seen consistent gains (table 6).

SUMMARY

China is currently the second-largest jewelry con-
sumer in the world. Its economy has shown phenom-

Figure 36. Left: Diamond jewelry is the largest cate-
gory of jewelry imported into China. Right: Precious
metal jewelry and findings is the largest category of
jewelry exported from China. Data from “2012 Im-
port and Export Statistics of the Chinese Jewelry In-
dustry” (2013).

enal growth and resilience over the last 30 years, av-
eraging around 10% annually. Although its growth is
expected to slow over the next several years, China
may still overtake the U.S. within the next decade.
The latest five-year national plan, issued in 2011, em-
phasizes sustainable growth coupled with policies to
develop domestic consumption. Large numbers of
Chinese citizens are expected to migrate to cities over
the next decade, and less-developed inland cities are
specifically targeted for growth. As discretionary in-
come grows, particularly in the third- and fourth-tier
cities, so should domestic consumption of goods, es-
pecially luxury goods such as jewelry. Meanwhile,
China’s Generation 2, born after the mid-1980s, is
considered global-minded and open to Western-style
product consumption. Their confident outlook on the
future is a positive signal for discretionary spending.

Brands and quality considerations rank very high
among Chinese consumers, although brand expecta-
tions vary. For instance, residents of lower-tier cities
tend to purchase goods with conspicuous logos,
while shoppers in the cosmopolitan coastal cities

TABLE 6. Chinese imports and exports of gemstones and natural and cultured

pearls (in billion US$).

2005 2006 2007 2008 2009 2010 2011
Imports 3.5 4.6 6.3 7.5 6.5 10.8 14.9
Exports 5.5 6.9 8.1 8.5 7.5 12.5 27.5

Source: United Nations Commodity Trade Statistics Database (2013).
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favor understated sophistication. Chinese luxury
consumers tend to be younger than their U.S. and Eu-
ropean counterparts and are already predisposed to
consider luxury goods a necessity. With the success
of e-commerce campaigns, such as Singles’ Day on
November 11, the continued growth of Chinese con-
sumption seems almost a foregone conclusion.

When China reopened to the world market, jew-
elry businesses in Hong Kong took advantage of
lower-cost labor in Guangdong province and the
newly established free trade zones. The “one China,
two systems” policy, which has maintained a free
market in Hong Kong since reunification in 1997,
stimulated rapid growth in Chinese exports. Some of
these same jewelry businesses from Hong Kong
moved into the domestic Chinese market as it took
off. The creation of the Shanghai Diamond Exchange
and the Shanghai Gold Exchange led to the reform of
import and export protocols, including revision of tax
policies, and this fueled the growth of the domestic
jewelry industry. While rising labor costs are a con-
cern to China’s jewelry manufacturing industry, the
adoption of technology and the move to the high-end
market have kept it competitive globally.

China’s consumption per capita of jewelry is low
compared to the United States, but it is rising at a dra-
matic rate. The success of platinum in a relatively
short time shows an openness to new products. Dia-
mond jewelry has been very popular in China, espe-
cially in the bridal market, and diamond fashion
jewelry is also considered a new sector for growth. A
variety of colored stones are being marketed and gain-
ing interest in the domestic market. The global mar-
kets for colored gemstones such as ruby, rubellite, and
tourmaline have already been profoundly impacted by
Chinese consumers (figure 37). Other stones such as
tanzanite are gaining considerable traction, while the
more traditional jadeite remains extremely popular.

While it remains a global manufacturing leader,
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Figure 37. Colored stones, like other sectors of the
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