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Supermarket Development in China

Jean Kinsey and Min Xue

Introduction

Supermarkets in China increased from one in 1990 to over 60,000 stores in 2003
with estimated sales of $71billion (Gale & Reardon, 2004). Since the 1979 economic
revolution retail food sales in China moved from government owned roadside stores and
stands to Chinese owned supermarkets in the early nineties, to partially foreign owned
supermarkets in 1995, to wholly foreign owned supermarkets by 2005. Starting in the
larger cities in the east, Shanghai, Beijing and Guangzhou, three supermarket chains
emerged in the early 1990’°s (LianHua, Hualian, and Nong-Gong-Shang). Three western
supermarket chains (Carrefour, Wal-Mart, Metro) moved to China in 1995-96 by taking
on Chinese partners (51% Chinese ownership required until 1999). These three foreign
chains alone, in the three major cities mentioned above, grew to have almost 100 stores by
2004. Between 1999 and 2002 the number of supermarket units grew an average of 27
percent per year overall while sales grew an average of 45 percent per year.

The size of individual stores in China grew from around 2000 square feet
to over 100,000 square feet as hypermarkets sprung up in urban and suburban
neighborhoods. There are many reasons for this extraordinarily rapid development ranging
from dramatic changes in government policies, pent up demand on the part of consumers
with large savings, falling inflation, an emerging middle class of 200-300 people out of a
population of 1.3 billion, and a quest for all things modern. The ramifications for

agriculture and distribution systems are profound. In 2004 China’s Ministry of Commerce



announced a five-year plan to develop a network of retail stores in small towns in rural
China. This will further develop a distribution system that will carry food products
around the country and better utilize the local agricultural production capacity. It will also
force changes in production sanitation and food safety practices that will position Chinese
farmers to better participate in export markets. Organizing and adopting good production
and manufacturing practices to supply the domestic supermarket chains helps local
suppliers get ready to serve the export market where high quality and safety standards
prevail. By now, “ Chinese supermarkets sell roughly $4 billion worth of fresh fruits and
vegetables to Chinese consumers - about twice China’s exports in that category to the rest
of the world.” (Gale and Reardon, p. 7.) But not all of the fruits and vegetables sold in
Chinese supermarkets come from China, meaning that the import market is thriving as
well as domestic production.

This paper is an overview of the growth of supermarkets in China, including
statistical analysis to identify key macro-economic drivers of the rapid development. This
paper benefits from the personal experience of Min Xiu, a native of Shanghai. By relaying
the experiences of her family members as they encountered supermarkets for the first time
one develops an appreciation for what this means to consumers who were accustomed to
shopping at roadside stands and wet markets.

Up Close and Personal

In Shanghai, China, Min Xue’s mother used to buy the family’s groceries
(packaged goods) and fresh food from traditional roadside markets. And then, around
1995 something changed. She began to buy groceries, even fresh vegetables and meat

from supermarkets in the neighborhood. She actually enjoyed the supermarket. From her



point of view, buying food from a well-known supermarket was more convenient and
predictable. In addition, it was cleaner, safer, and more exciting. But this is a story not
just about Min’s mother, but about millions of Chinese consumers who have chosen the
supermarket as their main food source in the recent years.

Consumer acceptance is key to the success of any retail enterprise. The advantage
of supermarkets to Chinese consumers follows:

e Supermarkets brought a new shopping style to China, i.e. a self-service shopping
style. In a traditional retail stores in China, the customer asked the sales person to
pick the merchandise for him/her. Compared to the traditional retail store (not
supermarket), many Chinese shoppers now prefer the supermarket shopping style.
There is enough time to read the labels on the grocery package on the shelf and
there is enough time to make buying decisions.

* Supermarkets in China have better sanitary conditions than other food stores.
Supermarkets demand sanity processing for the food they sell. For example, the
plastic packing of the meat helps to protect it from bacterial contamination. It
makes the sanity conditions much better than the traditional food/grocery store.

* Quality is guaranteed. Supermarkets have a fixed supply network for their
products. The merchandise is only from known vendors to make sure the quality is
high and the food is safe.

* Customer service is always available. If customers are not satisfied with the
merchandise, return service is available.

* Product from outside China is first introduced through supermarkets.

Common elements of supermarketization




China’s economy was formerly a state controlled economy (FSCE); this means the
food industry was formerly highly regulated and the retail chains were state-run (Reardon
and Swinnen, 2004; Reardon and Timmer, 2002). But China was not alone. Other FSCE
include Central and Eastern Europe, and several low-income Mediterranean countries. All
these regions/countries experienced a supermarket revolution during the 1990s. The
average growth rates of supermarket sales in these regions are 20 to 40 percent a year as
they take over retail food sales (Reardon and Swinnen, 2004). In particular, the growth of
supermarket sales in China, went from almost zero to billions of dollars between 1990 to
1995 (Hu et al., 2004). Annual sales growth in 1995 was 167 percent and in 1996 was
275 percent. The annual sales growth fell between 1999 and 2002, and stabilized around
40 to 50 percent. Table 1 shows the development of supermarkets in China between 1994

and 2002.

Table 1 The development of supermarkets in China, all companies (1994~ 2002)

Stores Sales

Year Number Annual increase | Billions of US | Annual increase

(%) Dollars (%)
1994 2500 - 0.38 -
1995 6000 140 0.96 167
1996 10000 66.7 3.61 275
1997 15000 50 5.06 40
1998 21000 40 12.05 138
1999 26000 23.8 18.07 50
2000 32000 23.1 26.51 47
2001 40500 26.6 37.11 40
2002 53100 31.1 55.13 49

Source: Hue et al, 2004

Country Comparisons

Comparing the rise of supermarkets in FSCE countries to other developing

countries, Reardon and Swinnen (2004, p.3) find that “the pattern of diffusion of



supermarkets in time and space is similar” Supermarket sales tended to start among upper
income households, and then spread through mass merchants into lower income consumer
markets. This happened within a decade in most new market economies in contrast to
three to four decades in the history of the U.S. Moreover, in those countries, the
economic factors (income growth and urbanization) were necessary but not sufficient for
the rapid supermarket development. Public policy shifts such as liberalization of foreign
direct investment in retail played a significant role to say nothing of China’s program
called “farmer markets into supermarkets.” This program essentially ordered all the wet
markets in big main cities to be integrated into supermarket chains which of course, led to

a rapid decrease in street markets.

Impacts on Suppliers

Supermarket success initially appears to offers large benefits to the domestic
Agrifood-sector including small farmers. However, it is difficult for small farmers to
deliver large consistent volumes and high quality agrifood to the supermarket chains at
competitive cost and commercial quality. For example, in China, land constraints have
prevented farmers from reaching a critical production size. An average farm household in
China now cultivates about one hectare (approximately 2.5 acres), often divided into
several, non-contiguous small plots. The farmers do not own the land but are allocated

usage rights based on family size and other factors.

Supermarkets’ supply chains in FSCE countries often emerge as a specialized
wholesaler or a preferred supplier system, in which there are informal but effective
contracts. For example, in China, the Xincheng Company produces large quantities of

vegetables for supermarket chains. The Xincheng Company also has contracts with 4500



small farmers to add to its own production (Reardon and Swinnen, 2004). New farmer
associations typically emerge to create new interfaces with supermarkets, such as forming

new companies to contract with supermarkets

Stages of Retail Revolution

Before the advent of supermarkets the food supply chain in China was basically
from a farm household to a local market (similar to the farmer’s market in U.S.). From
there wholesalers collected raw, fresh food and transported it to city wholesale markets.
From there this food went both green grocery stores and wet markets. After the advent of
supermarkets, two additional chains of supply were added. The supplier (wholesaler) still
collects the product directly from the farm household for the supermarket, but the farmers
have also organized together to sell the food products directly to the supermarket. In
China the “food market” refers to the sale of fresh foods while grocery refers to the sale of
processed foods.

The evolution in retail food stores/trade before supermarkets in China is illustrated
in Figure 1. There are at least three stages to this evolution.

1. From private owned grocery/food stores to government owned grocery/food stores

Before the year 1956, most grocery/food stores were privately owned. Many of
them specialized in selling one kind of merchandise, such as meats or grain products. In
the year 1956, the government bought the stores from the original private owners and all
the private-owned stores became state controlled. Characteristics of the state controlled
grocery/food stores were:

a. Little conpetition. Basically, there is little competition between grocery/food

stores, since limited food/grocery stores were available in one neighborhood.



The price, quality and types of groceries in different grocery stores were much

the same according to the government “command”. People just shopped in

their own neighborhood’s grocery stores.

b. The supply chain in the food indugdry was state controlled. The detail of the

supply chain (Science lab, seed/feed, Farmers, First line handler) was state

controlled. For example, the seed for farmers was uniformly assigned by the

state and the first line handlers were all state-controlled (i.e. state funded and

owned).

c. Theretail storein thefoodindugry hasno motivation to sell more products,

since the revenue of the retail store was all turned over to the state.

Figure 1 Evolution of retail food stores in China
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2. From government owned food/grocery store to roadside free market

The second stage in Figure 1 is after 1979, when China began an economy transition from
“former state controlled economy” (FSCE) to a “liberizated economy”. Then, the farmer
had motivation to produce more, since the farmers were allowed to sell their product to
consumers and/or to retail stores. Second, there was a change in for the first line handlers.
Before 1979, the first line handlers are owned by the state, and farmers had to turn in all
their food to a first line handler. After the year 1979, the “roadside free market” was
allowed. That is, farmers could bring their food to a particular location (e.g. roadside
location in the dense-populated community in cities), to sell. It was called a roadsde free
market. It was complementary to the retail stores in the food industry, much as “farmers
markets” complement retail food stores in the U.S. The following characteristics of the
Free Market are shown in Table 2

Table 2 Characteristics of roadside free market

Highly emphasized | Groceries which are in short supply in retail stores

demand and supply | are often sold by the farmers in the free market. It

relationship allow the consumers to negotiate for price

Low enter and | Farmers only need to pay a small amount of

exist barrier management fee to enter the roadside market

No fixed business | No fixed asset is required by the roadside market. So

booth farmers can switch/change their business locations
very easily

3. From roadside free market to supermarket

The third stage of development illustrated in Figure 1 started in the late 1980s when a new
style of food retailing — the supermarket was introduced from western countries in big
Cities, such as Shanghai, Beijing, Guangzhou. A radical transformation overtook China’s

food retail sector in the 1990s with the emergence of supermarkets such as LianHua,



Hualian and Nong-Gong-Shang. The outstanding performance of Chinese supermarkets
has attracted much attention. For example, Shanghai-based Hualian Group Co Ltd had the
largest sales in 2002. The group’s sales increased 52.51 percent year-on-year to 21.47
billion Yuan (US$2.59 billion) in 2002. LianHua Supermarket Shareholding Co Ltd had
the largest number of chain stores with 1921 stores in 2002, up 56.82 percent from the
previous year, compared with Shanghai HualLian’s 1,541, which was a 47.89 percent
increase year-on-year (State Economic and Trade Commission).

Table 3: Main domestic supermarket stores in Shanghai, China

rank | Rev/98 | Rev/97 | Growth % | Outlets 98 | Outlets 97 | Growth%
RMB RMB in revenue in outlet
NGS 5 2,000M | 930M 115% 94 57 65%
LianHua |2 3,300M | 2,037M | 62% 360 248 45%
HuaLian |1 3,800M | 2,403M | 38% 359 230 56%

There are two notable characteristics of this domestic supermarket development. One
characteristic is that the supermarkets’ development is moving from the urban east coast
area to the more rural middle and western areas. This due in part to a deliberate Chinese
strategy and in part to viable markets in several very large cities in the eastern region.
Another characteristic is that the size of the domestic supermarkets companies is growing
rapidly. Between 2002 and 2003 the total number of China’s domestic supermarkets
increased 293 percent and the total sales increased 562 percent (Hu et al. (2004).

Foreign Supermarkets in China

Top international general merchandise store companies began to enter China’s
market in the middle of 1990s. In the year 1992, China started to allow foreign retail

company to do business in Beijing, Shanghai, Tianjing, GuangZhou, DaLian, QinDao
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ShenZhen XiaMen. Each city was allowed to have one to two foreign retail supermarkets.
The Chinese partner must have owned at least a 51% share of a foreign retail company
doing business in China. By the year 1999, almost all the Chinese cities were opened to
the foreign retail supermarkets. By this time the rules changed and a foreign company
could own up to 65% share of the retail supermarket. In 2004 this requirement was
abandon and foreign retailers can now have wholly owned operations in China.

Local governments in China realized that the foreign supermarkets benefit the
local economy because they offered lots of job opportunities, paid local governments sales
taxes and helped expand Chinese domestic industry. For example, Carrefour purchased
1.6 billion worth of Chinese product in 2002 and 2.15 billion in 2003. In Carrefour’s
stores, about 60-70 percent of good are made in China. In the last two years, the product
purchasing volume of Carrefour and Metro in China all increased by more than 20 percent
annually.

With their excellent operations, the market for foreign supermarket chains
increased continuously. Carrefour, the world’s second large retail chain already owns 44
outlets, in 22 cities, employing more than 23 thousand employees on the Chinese
mainland. It made Shanghai the headquarters for its global procurement in China and set
up 10 procurement offices in 10 cities in China. Also, Carrefour usually has different

partners in different areas (see Table 4 for Carrefour’s partner list in China).

A brief history of the entry of the three largest foreign supermarket chains is in
Table 5. These three companies have staked out three largely separate territories in China

and so far, do not compete directly for market share.
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Table 4 Carrefour’s partner list in China

Year City Partner

1998 Wuhan Hanshang Group

2000 Shanghai LianHua

2002 Kunming Kunming Department Store Co.
2002 Xi’an Jin Hua Group

2002 | Guangzhou | Guangzhou Department Store Co.
2002 Liaoning Liaoning Chen Da

2002 Harbin Harbin Dong Li

2002 Tianjin Tianjin Quan Ye

Table 5 Major Foreign Supermarket Chain Stores in China

Year City for 1* shop | # of shops | Strategy World
Entered Rank
Carrefour(France) | 1995 Shanghai 44 Big market 2
Wal-Mart (USA) | 1996 Shengzhen 34 sale everyday, 1
satisfactory service
Metro (Germany) | 1996 Guangzhou 20 Serve small and 3
medium enterprise

* Carrefour is the world’s second largest retail company. Carrefour established its
China office in 1995 and expanded to 26 stores by 2000 and 44 stores by 2004.
Carrefour provides customers with a large shopping area, low prices, and efficient
commodity flow. Carrefour emphasizes the localization of the business. They
believe that the retail store is the microcosm of its local environment, and as such
should complement the local cultural atmosphere.

* Wal-Mart is a giant in retail industry, it ranks number one in the Fortune 500.
Wal-Mart has over 4,000 chain stores throughout the world. Their sales strategy is

“every day low price” and “satisfactory service”. The first store in China was
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opened in Shenzhen in 1996. Between 1996 to 2000, Wal-mart opened eight stores
in Shenzhen, Dongguan, Dalian and Kunming. Compared to Carrefour, Wal-mart
seems to have been more conservative. Form 2000-2004, Wal-Mart invested
US$85 million to add eight stores to its network in China. Wal-Mart does not
emphasize the deployment in the southeast area of China, which is the base of the
Carrefour.

Metro is the world‘s third largest retailer after Wal-Mart and Carrefour. It started
its business in China in 1996 with one outlet (Makro) in Guangzhou and another
one in Shanghai in 1997. Metro focuses its sales strategy on small and medium
enterprises since it first entered the China market in Shanghai. They attempted to
avoid fierce competition with Wal-Mart and Carrefour. Metro has primarily
focused on the Yangtze River Delta Area. They also supply commercial food

services entities, like cruise boats, restaurants, hotels.

The scale and speed of entry of foreign-funded retail giants far exceeds the

expectations of their Chinese counterparts. Today, people in China can easily go shopping

in Carrefour and other foreign supermarket stores in their neighborhood or in the center of

their cities. Some of the reasons for the success of these foreign supermarkets are:

WTO: After entering the WTO, China, with the very large population, became a

huge market more open to the international companies.

Food offeringswere adapted to Chinese taste: The Chinese taste is to eat fresh. To
adapt these, for example, the deli counter in Carrefour has hundreds of varieties of

ready-to-eat fresh cooked foods in Chinese styles. Also, Carrefour added another
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counter to sell the street style food to customers such as the little dumplings and
rice cake.

* Conwenient Transportation: Carrefour provides several convenient transportation
modes for their customers. Besides a parking lot for the private cars, Carrefour
offers a free shuttle bus service, which picks customers up and takes customers
home. The free shuttle bus-stops, available in high population density areas, have
the stable schedule. This service meets many customers’ requirements, since only
a small percentage of people own a private car in China.

* Comfortable shopping environnment: Carrefour rents out the space (always the first
floor) to brand-name shopping, such as the appeal, optical, furniture, food corner
i.e. KFC, or McDonalds. Customers with different shopping preference will find
their favorite items in just one building. Also, there is a large bag check for
customers to store their shopping bags. People do not need to carry the shopping
bags if they want to spend time in the brand-name shopping area.

Econometrics Analysis on the Development of Supermarkets in China

The advantage of doing business in a rapidly developing economy with rapid
growth in incomes and gross domestic product (GDP) may seem obvious. But we wanted
to see if there are particular economic forces that encouraged such a rapid growth in
supermarkets in China. Simple multiple regression analysis was used to try to disentangle
the related impacts of concomitant macro-economic trends.

Explanatory variables

The explanatory variables are over time period (1994~2002) are on Table 6.
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Table 6. Input variables for regression on the percentage change in the number of

supermarket stores

Variable name

Unit

X, | Consumer Price Index

Annual percentage change (fixed base: 1995
to be 100)

x, | GDP

Annual percentage change

x, | Foreign direct investment, net inflows

Annual percentage change of GDP

x, | Household final consumption
expenditure

Annual percentage change

x, | Urban population

Annual percentage change

x, | Engel index*

Annual percentage change

* Percentage of income spent on food

(Cited from <<World Bank indicator, 2004>>).

* The variables used in the regression were derived from the data on Table 7. One of

the dramatic changes is the falling consumer price index and a continual fall in the
percent of total household expenditures devoted to food (Engel index).
Maintaining a high GDP indicates strong economic growth overall and contributes
to industrial and service sector growth. Net inflows of foreign direct investment
turned positive in 2001. This investment is spread over all the industries in China,
so the part focused on food retailing is relatively small. Growth in household
consumption expenditures is a proxy for income growth, but one needs to
remember that there is a lot of savings in Chinese households, both from past eras
and currently. Urbanization contributes to the concentration of shoppers, and the
attraction to supermarkets. In 1978, 18 percent of Chinese people lived in urban
areas, and by 2001 the figure was 38 percent. With the increase of the population
numbers and immigration, people living in urban areas increased 118 million

between 1994 to 2002.
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Table 7 The original data used to estimate the percentage change in the number of

supermarkets.
Year | Consumer GDP Foreign Household Urban Engel Annual %
price index | growth direct final population % increase in
Change (annual | investment, | consumption growth change Stores
(1995 = %) net inflows | expenditure (annual number
100) (% change (annual %)
of GDP) % growth)
1994 16.69 12.60 -0.14 7.70 3.83 -0.20
1995 14.45 10.50 -1.11 10.11 3.78 0.00 140.00
1996 8.32 9.60 -0.20 12.05 3.69 -1.30 66.70
1997 3.04 8.80 0.00 5.45 3.67 -2.20 50.00
1998 -0.94 7.80 -0.30 6.76 3.60 -1.90 40.00
1999 -1.55 7.10 -0.71 8.01 3.59 -2.60 23.80
2000 0.28 8.00 -0.36 8.62 3.35 -2.70 23.10
2001 0.51 7.50 0.21 6.26 3.23 -1.30 26.60
2002 -0.84 8.00 0.13 6.60 3.17 -1.53 31.10

Results for regression on the annual percentage change in the number of

supermarkets
Since data on variables indicating economic growth and development tend to move

together- go up and down at the same time - partial regressions and step-wise regressions

were run to determine which individual variables had the most impact on new

supermarket development.

The final findings from a combined multivariate regression model are on Table 8.

Table 8. Regression results using four independent variables to explain the annual
percentage growth in supermarkets in China, 1994-2002

Standard Lower Upper
Coefficients Error t Stat P-value 95% 95%
Intercept -119.31 56.36 -2.12 0.12 -298.67 60.05
GDP 14.60* 4.79 3.05 0.06 -0.63 29.83
Engel 18.59* 5.13 3.62 0.04 2.27 34.92
UP 20.26 20.70 0.98 0.40 -45.62 86.14
FDI -23.69* 8.51 -2.78 0.07 -50.77 3.39

* Statistically significant; R*=0.99

GDP increases one percent, the number of stores increases 14.60 percent.

Engel increases one percent, the number of store increases 18.59 percent. This

implies that an increased in the member of supermarkets is associated with an
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increase in the percent of income spent on food and/or other products sold in
supermarket, even though the percent of total expenditures devoted to food in
Chinese households was declining.

Urbanization (UP) increases one percent, the number of stores increases 20.26
percent. Clearly, as more people lived in cities, the larger is the opportunity for
supermarkets to grow. However is should be noted that this is not a significant
variable after holding all else constant.

Net inflows of FDI increases one percent, the number of store decreases 23.69
percent. This result is unexpected. It can be explained by looking at Table 7 and
noting that in many years the percentage change in the net inflow of FDI was
negative. When the net inflow of FDI was less negative, the member of

supermarket grows.

Analysis on the sales of the supermarkets in China

We also used Ordinary Least Squares regression to find the impact of macro-

economic conditions on the sales of supermarkets in China. We use the same explanatory

variables shown in Table 6, but with different units of measure, shown on Table 9.

Table 9: Explanatory variables for regression on the sales dollar of supermarkets

Variable name Unit
x, | Consumer Price Index original (fixed base: 1995 to be 100)
x, | GDP Current US$
x, | Foreign direct investment, net inflows | Current US$
x, | Household final consumption Current US$
expenditure
x, | Urban population Actual people’s number
X, | Engel index Actual Percentage spent on food
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Table: 10 The original data for estimating impacts on supermarket sales

Year | Consumer GDP Foreign Household Urban Engel Sales
price (current direct final population % (billions
index US$) investment, consumption of

(1995 = net inflows expenditure us
100) (BoP, current (current US$) Dollar)
US$)

1994 | 8.55E+01 5.43E+11 3.38E+10 2.41E+11 3.64E+08 49.9 0.38

1995 | 1.00E+02 7.00E+11 3.58E+10 3.23E+11 3.78E+08 49.9 0.96

1996 | 1.08E+02 8.16E+11 4.02E+10 3.87E+11 3.92E+08 48.6 3.61

1997 | 1.11E+02 8.98E+11 4.42E+10 4.20E+11 4.07E+08 46.4 5.06

1998 | 1.10E+02 9.46E+11 4.38E+10 4.46E+11 4.22E+08 445 12.05

1999 | 1.09E+02 9.91E+11 3.88E+10 4. 75E+11 4.37E+08 41.9 18.07

2000 | 1.09E+02 1.08E+12 3.84E+10 5.18E+11 4.52E+08 39.2 26.51

2001 | 1.10E+02 1.18E+12 4.42E+10 5.55E+11 4.67E+08 37.9 37.11

2002 | 1.09E+02 1.27E+12 4.93E+10 5.86E+11 4.82E+08 44.79 55.13

The findings when analyzing the growth of supermarket sales as opposed to the

growth in the number of stores are shown on Table 11.

Tablel1l Sale regression results on four explanatory variables.

Sandard
Coefficiernts Error t Sat P-value Lower95%  Upper 95%
Intercept  -2.44E+02 4.59E+01  -5.32E+00 6.01E-03 -3.71E+02 -1.17E+02
CPI -7.55E-01* 1.79E-01  -4.21E+00 1.36E-02 -1.25E+00 -2.57E-01
FDI 1.50E-10%* 4.19E-10 3.59E-01 7.38E-01 -1.01E-09 1.31E-09
UpP 6.48E-07* 6.78E-08 9.56E+00 6.70E-04 4.60E-07 8.36E-07
Engel 1.38E+00* 4.99E-01 2.76E+00 5.08E-02 -7.80E-03 2.76E+00

* Statistically significant; R*=0.99

CPI decreases one unit, sales of supermarket increase $0.75 billion U.S. Declining

inflation leads to more expenditure at supermarkets, a sign of increased spending

power.
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FDI increases one unit, sales at supermarkets increases $0.15. U.S. This doesn’t
seem like much at first, but FDI is used for investment in many more areas besides
supermarkets and it clearly is associated with rising supermarket sales. This effect
could be through direct investment in the supermarket industries and/or through
the impact on rising incomes due to new factories and businesses.

Urbanization (UP) increases one person, supermarket sales increases $ 648. This
can be thought of as the purchases of one person for one year.

Engel index increases one unit (one percent), sales of supermarket increases $1.38
billion U.S. As the Engel index increases, the percent of income spent on food
increases, the sales in supermarket increases. On Table 10 we see that the Engel
index declines until 2002 and then rises again. As more supermarkets become
available, people apparently increased the percent of income spent on food and

other merchandise in the supermarket.

Conclusions

The regression analysis reveals that the China’s economic development is highly

correlated with the supermarket development. Within the related economic factors, the

most important effects are a decline in the consumer price index, an increase in foreign

direct investment, an increase in the urban population and a falling Engel Index.

The ramifications of the rapid growth of supermarkets for the retail food industry

and all the industries that supply retail food chains are profound. It changes the way

domestic food suppliers grow, transport, manufacture and distribute food internally.

Supermarkets impose high safety and quality standards on their suppliers. Their

demanding specifications help prepare the domestic supply companies for participating in
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the export market and help foster international trade as well as domestic development.
What distinguishes China from some other new market economies is that the government
is still actively setting policies that determine the fate of supermarket growth. So far, it
seems that the government wants to expand modern food retailing across the country.
They have several Chinese companies poised to do this. They have been schooled in the
art and science of supply chain management by their foreign partners in the 1990s.
Foreign retailers also have plans to expand across China. Short of a political revolution,

all the signs point in the direction of continued growth of supermarkets in China.
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