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Temu’s Beginnings

In a world where same-day delivery is no longer an impossible luxutyl and standard delivery
promises are becoming faster and faster,? a new marketplace'hasyarisen to challenge the
reigning “Speed Is King” model. Temu, an online marketplaceithat has taken the global e-
commerce scene by storm, traces its roots back to the innovative Chinese platform Pinduoduo
(PDD). Launched in September 2022, Temu skyrocketed toytake over 17% of the US online
discount store market share by November 2023,* with its focus on low prices over shipping
speed.

Temu is operated by PDD Holdings, the same company behind Pinduoduo’s success.®
Pinduoduo revolutionized e-commerce jn China by introducing a unique blend of social
shopping and gamification. Pinduoduo’syslogan, “Together, More Savings, More Fun,”¢
encapsulates its core strategy of éncéuraging users to band together to secure group discounts.
This social approach of crowd buying, combined with gamified features like daily check-ins,
mini-games, and virtual rewards, helped Pinduoduo rapidly grow to rival e-commerce giants
like Alibaba in China.” While social shopping is Pinduoduo’s unique selling point, its logistics
efforts are not tofbe underestimated, from launching its own e-waybill systems® to
reengineering China’s agri-friendly logistics systems.? !© Temu has inherited much of
Pinduoduo’s logistics‘anid marketing learnings, adapting these strategies for international
markets. While Temu has opted to focus on traditional e-commerce instead of social buying,
it has continued Pinduoduo’s gamified app features and invested heavily in advertising, even
further developing marketing tactics by means of partnerships (see Exhibit 1) with
international influencers and content creators.!’ With a keen interest to reach American
consumers, Temu reportedly spent nearly $2 billion on advertising with Meta and became one
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of Google’s top five advertisers as measured by spending in 2023.7> Temu’s efforts have
certainly showed results, with US monthly active users increasing from 12.9 million to 51.4
million within a year from January 2023 (see Exhibit 2). Temu has allocated an approximately
$3 billion budget for advertising and marketing in 2024 alone and put that budget to good use
in the 2024 Super Bowl season, spending tens of millions of dollars on commercials and an
additional $15 million on coupons and giveaways.!?

Temu’s slogan, “Shop like a billionaire,” combined with its longer shipping times of six to 22
days'* encourage customers to shop more impulsively for items they are not heavily desperate
for, with the consolation that they are buying at rock-bottom prices.!> Purchasers are less likely
to feel the need for expedited shipping when buying ultracheap goods that are not classed as
necessities and are able to accommodate Temu’s slower and more unpredictable shipping
schedules.

Temu’s Business Model

SUPPLIER BASE

Temu serves as a platform that connects many small, brandless suppliers in‘China to American
consumers. The company aggregates consumer data fromits, platform and provides
manufacturers with real-time data to predict consumer trends. Temu can inform its suppliers
of which product iterations and specific stock-keeping units (SKUs) are likely to experience
high demand, with the expectation that suppliers cam quickly adjust their plans accordingly
and produce more high-demand items for Temu. This approach allows Temu to test the
market, minimize inventory risks, and facilitate, rapid adaptation to shifting consumer
preferences by continually providingfeedback on inventory levels and demand patterns.!¢

However, many suppliers have‘€xpressed, concerns about the challenges of operating under
such a system. They face razor-thin profit margins and mounting pressure to slash prices!” due
to intense competition among,suppliers. Temu’s ranking algorithm!'® exacerbates this issue by
predominantly displaying {the lowest-priced sellers in search results, incentivizing suppliers
to engage in price wars. Somessuppliers reportedly operate at negative margins, relying on
export tax rebates from the Chinese government to turn a profit."

Adding to these diffictilties is Temu’s consignment-based business model, which shifts
inventory risk entirely onto the suppliers. Suppliers are only paid for goods if they are sold on
the platform, and payment is further delayed until funds are collected from consumers,
straining cash flow. Additionally, Temu’s search ranking algorithm penalizes suppliers who
run out of stock, pressuring them to overstock in order to maintain their rankings. This forces
suppliers to bear the financial burden of excess inventory while navigating an already
challenging pricing environment.?

Finally, Temu assigns responsibility for faulty products and customer complaints to suppliers,
which can lead to strained relationships. The platform holds suppliers accountable for product
defects, customer complaints, and inaccurate product descriptions, potentially resulting in
financial penalties. While policies such as the refund-only option enhance customer
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satisfaction by eliminating the need for returns, they can create financial strain for suppliers,
since refunds are often issued without requiring proof of defect or damage. In July 2024,
several vendors gathered at Temu’s office in Guangzhou to protest harsh penalty policies.?!
One merchant from Guangzhou mentioned that the fines could increase to five times the value
of a sale when customers return their purchases for a refund.?

CROSS-BORDER DISTRIBUTION

A fundamental strategy employed by Temu to maintain low prices is its highly optimized
supply chain. The company leverages cross-border e-commerce to ship products directly from
Chinese suppliers and manufacturers to overseas consumers.? This approach eliminates
intermediaries, reducing costs and allowing for more competitive pricing.

According to the World Bank, airfreight is typically 12 to 16 times more expensive than sea
transport.?* Consequently, traditional businesses have long relied on ocean freight as their
primary method of transporting goods, leveraging its cost-effectiveness for shipping large
volumes across vast distances, albeit with longer transit times. In gontrast to the traditional
model of storing bulk-shipped Chinese goods in US warehousesyto offer one- to two-day
delivery promises, Temu stores all goods in Chinese warehouses, saving on'warehousing costs
in the United States but relying on more expensive airfreight toymeet delivery promises in the
range of six to 22 days.?> Temu ships over 4,000 metri€ tons of/cargo via air daily,?>?” which
would fill about 40 Boeing 777 freighters every day.

To optimize logistics, Temu consolidates orders by“eollecting products sent from Chinese
manufacturers and storing them in its own warehouses in China. The company operates over
100 warehouses? near Guangzhou in GuangdengProvince, strategically positioned for easy
access to the Pearl River Delta and itsxobust transportation networks. Notably, Guangzhou's
Baiyun International Airport ranks,as the second-largest airport in China as measured by air
cargo throughput,® with over twoumillion metric tons of air cargo delivered in 2023.3° This
extensive infrastructure supports Temu’s ambitious shipping operations and contributes to its
ability to offer competitive pricing while maintaining efficient delivery timelines.

STORAGE AND PACKING

Temu’s sophisticated inventory management system leverages data insights to optimize
product storage and ‘order fulfillment. By analyzing customer purchase trends and the
relationships between different SKUs, Temu calculates the most efficient way to distribute and
store unsold goods among its numerous warehouses. This proactive approach allows Temu to
instructs suppliers to deliver products directly to the most appropriate storage facilities,
grouping related items in close proximity for streamlined order consolidation at a later stage.

A typical customer order from Temu contains about six to seven SKUs. These individual items
are collected and consolidated within Temu’s warehouses based on customer orders, then
packaged efficiently and prepared for international shipment to destinations such as the
United States and the United Kingdom, where the end user is located. Temu has reportedly
optimized these processes to such a high degree that they are three times faster than TikTok’s.3!
This efficiency can be attributed to Temu’s more predictable volume flow (fewer unrelated
viral product orders), and a better understanding of product pairing tendencies. These
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optimizations significantly reduce additional labor and travel costs associated with order
consolidation.

Furthermore, Temu employs an innovative packing strategy for airfreight, combining heavy
goods with lightweight items to maximize the utilization of both the plane’s volume and load
capacity.® Unlike many retailers that deal with standard SKU sizes, Temu has a diverse
product range—varying in dimensions, density, and volume —allowing for creative pairing of
items to optimize delivery within the constraints of airline space and weight limitations.

AIRLINE PARTNERSHIPS

The unavoidable hurdle of all cross-border commerce companies is a complicated and lengthy
delivery process. A breakdown of this process estimates that a typical Temu product will be
delivered from the factory to warehouses in Guangzhou for $1 in cost and within a day, flown
from Guangzhou to California and passing through customs within an additional three days,
moved from the airport to a California depot over the next three days, and finally from the
California depot to the customer through the US Postal Service for $3 to $5, taking at least two
days, or longer for remote regions.?

To make this process as economically viable as possible,, Temushas negotiated several
partnerships across its entire supply chain with Chinese third-party logistics companies,
airlines, and US last-mile delivery third-party flogistics “eempanies. While airfreight is
traditionally associated with higher costs, Temu hasimanaged to significantly reduce expenses
through innovative strategies. For instance, the company collaborates closely with freight
forwarders to purchase unsold air cargo space on flights that are about to depart. This
approach allows Temu to secure discountéd ratesfor tail-end cargo that is otherwise unlikely
to be sold.* The company’s ability to capitalize on these opportunities is supported by highly
optimized fulfillment processesand,the strategic placement of its warehouses near air cargo
hubs, enabling rapid delivery of gooeds to shipping facilities.

Additionally, Temu employs7a,unique pricing model with its logistics and airline partners.
According to a consultant familiar with Temu’s operations, the company requires providers
to submit monthly‘fixed-pricé“proposals that must be equal or lower than previous quotes,
ensuring costs do notincrease.®> Given Temu’s massive shipping volumes and its emphasis on
cost efficiency, this poligy fosters intense competition among providers. Airlines and logistics
companies are incentivized to offer extremely competitive rates, creating a bidding culture
that further drives down costs. These strategies collectively allow Temu to navigate the
challenges of cross-border delivery while maintaining economic viability.

Temu’s partnerships with airlines are characterized by a high degree of flexibility and time
sensitivity, with both parties able to cancel cargo space reservations up to 48 hours before
flight. This arrangement, while offering agility, has led to challenges for both Temu and the
airlines. During periods of high air cargo demand, airlines may spontaneously cancel Temu’s
reservations in favor of higher-paying customers. Conversely, when air cargo demand is low,
Temu can cancel its bookings to secure cheaper rates from other providers or even negotiate
for using the market rate of the same airline rather than agreed monthly fixed prices. Such
correspondence has caused unintended consequences for both parties, and reportedly there
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has been an increasing effort to avoid cancellations close to flight times, to maintain both
stability in air cargo flow and Temu’s ability to meet fulfillment requirements.*

Despite how vital its partnerships with logistics providers are, Temu still retains great
bargaining power because of the size of its daily sales volume and the value to logistics
providers of capturing this market. Temu has a robust legal team that strongly implements
specific clauses to transfer risk in events of force majeure and customs inspection. For example,
goods that are imported need to have their value declared for customs and tax purposes;
Temu'’s agreements are drafted in a way to revert responsibility by stating that the declared
value provided by Temu is only for reference, and it is its partners’ responsibility to resolve
inspection queries.¥”

COMPANY CULTURE

Temu'’s core company values, inherited from its parent company, Pinduoduo, emphasize an
intense focus on optimization, data-driven decision-making, and a highly competitive, fast-
paced culture. Internal competition is a key mechanism used to.identify high-performing
teams and individuals. To further encourage this meritocraticsand competitive spirit, the
company has established a clear structure for promotions and demotions. In some cases, teams
across several business departments are pitted against one another to compete to get the lowest
price from the same supplier. Temu'’s strict performance)criteria also include several key
indicators and trackable metrics such as minimizing customer returns and lowering costs.*
Even from its early days, Temu has reportedly demonstrated a strong commitment to process
optimization by greatly focusing on minutejdetails to improve its packaging and save on
space, cost, labor, and materials. Temu'’s priezities and values allow it to capture small savings
in each transaction that will ultimately add up to a large impact during rapid scaling.®

Temu’s Future

Despite its rapid growth, Temu faces several challenges that could impact future operations.
The company currently benefits, from the $800 de minimis limit, which allows it to ship
packages to the United Statesswithout paying tariffs, as long as they are under this threshold.
It is estimated thatTemu and fast-fashion retailer Shein alone are likely responsible for more
than 30% of all packagesshipped to the United States daily under the de minimis provision.*
While the number of de minimis shipments is increasing yearly (see Exhibit 3), there has
recently been regulatory action intended to reduce de minimis import volumes.#' This reliance
on a potentially impermanent tax policy poses a significant risk to Temu’s business model.

The company also faces concerns related to unethical labor practices, including allegations of
forced labor, copyright infringement issues, US-China political tensions, and product safety
concerns.*> ¥ These issues could lead to increased regulatory scrutiny and potential changes
in trade policies that may affect Temu’s operations.

To mitigate risks and expand its offerings, Temu is considering several strategic changes. The
company is exploring the possibility of opening warehouses in the United States or Mexico to
reduce reliance on cross-border shipping and improve delivery times. Additionally, Temu can
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consider diversifying the supply region by recruiting sellers with local warehouses in the
United States rather than shipping exclusively from China. This change could allow for faster
shipping and a broader range of products. However, this will cause a great shift in the current
flow of goods.

Temu has rapidly emerged as a formidable player in the US e-commerce market, carving out
a niche for budget-conscious consumers willing to wait longer for deliveries. The company’s
focus on aggressively low prices, strict supplier policies, enormous ad spending, and strong
data-driven approaches has allowed Temu to differentiate itself from e-commerce
competitors, like AliExpress and Wish, that source primarily from China. Temu may have
been able to acquire a much larger market share in the United States than its competitors have,
but its high burn rate to acquire customers might not be sustainable for long, even with
extensive support from its mother company, Pinduoduo. Additionally, Temu will need to
consider how to compete with incumbent US companies, like Amazon, that already had a
strong logistics network in the United States, in order to pivot its business model from
prioritizing speed to focusing on recapturing budget-conscious consumers.*

As Temu continues to grow and evolve, it will need to navigate complex regulatory
environments, address ethical concerns, and continue inhovating,in a highly competitive
market. The company’s ability to balance its cost-cutting strategies with the need for quality,
reliability, and customer satisfaction will be crucial for it§ long-term success in the global e-
commerce landscape. But as regulations are changing, should it continue to adapt and refine
its “slow and cheap” approach, or shouldyit venture into incumbent “Speed Is King”
competitor territories? Should Temu consider alternative supplier networks and pivot away
from its highly optimized Chinese manufacturing and logistics partnerships, and, if so, how
would that impact product price and the,cost=conscious customer base? If Amazon decides to
target budget-conscious customers, how ean Temu retain its customer base?
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Exhibits
Exhibit 1: Temu Global Influencer Program Homepage
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Source: “Become a Temu Influencer!,” Temu (company website); 2024,
https://www.temu.com/influencer-collaboration.html.

Exhibit 2: Monthly Active Users in_Millions of Shein, Temu, and
Amazon

80M . © y

70

60

50

40

30

20

10

AL L AN S N S . N S S
K & ¢ & @’5‘ & @’Z’* S W > 3

Shein e====Temu === Amazon

Source: Lu, Shen, “The Spend, Spend, Spend Strategy Behind Temu’s Rapid Ascent in America,” The
Wall Street Journal, updated February 10, 2024, https://www.wsj.com/business/retail/the-spend-
spend-spend-strategy-behind-temus-rapid-ascent-in-america-d2bdefc3.
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Exhibit 3: U.S. De Minimis Imports by Source, FYs 2018-21
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International Trade Commission.
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