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China’s Modernizing Supermarket Sector Presents

Major Opportunities for U.S. Agricultural Exporters


By Fred Gale and Thomas Reardon 

T
he lightning-fast emergence of 
supermarkets over the past decade 
may be the final piece of the China 
market puzzle. Rising incomes and 
an expanding urban middle class 

are setting the stage for China’s develop­
ment as a market for imported foods. 

Until recently, many exporters eyeing 
the Chinese market came away in frustra­
tion after encountering a fragmented 
market made up of thousands of mom-
‘n’-pop shops, old-style, open-air markets 
and labyrinthine, antiquated wholesale 
and logistics systems. The old marketing 
system, controlled by various provincial 
and city marketing bureaus, consisted of 
small, fragmented wholesale and retail 
segments selling local produce; multiple 
layers of small brokers, wholesalers, dis­
tributors and government-licensed 
importers; and government-run retail 
outlets. 

The good news for food suppliers is 
that “supermarketization” is transforming 
China’s food sector into a modern retail 
system. Modern supermarkets, conven­
ience stores, hypermarkets and warehouse 
clubs—retail formats nearly nonexistent 
in China in the early 1990s—have now 
captured an estimated 30 percent of the 
urban food market and are growing at 
rates of 30-40 percent annually. 

Chinese supermarkets skyrocketed 
from just one outlet in 1990 to approxi­
mately 60,000 stores with an estimated 
$71 billion in sales by 2003, according to 
the Chinese Chain Store and Franchise 
Association. Growth in the industry that 
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took several decades in the United States 
and Europe has occurred in a single 
decade in China. Supermarket sales in 
Shanghai alone during 2003 were esti­
mated at $5 billion, equivalent to half of 
Shanghai’s retail food sales. 

Supplier Benefits 
The new supermarket sector is a boon 

to exporters for two reasons: 
•	 The way they sell to consumers. 

Supermarkets, engaged in fierce com­
petition with other types of outlets for 
the Chinese consumer’s dollar, are eager 
to carry new products to meet con­
sumer demand for quality and product 
diversity. Some advertise exotic prod­
ucts to get customers in the door. 

•	 The way they buy from suppliers. 
Supermarket chains employ central­

ized, high-volume distribution systems 
that give exporters a larger target with 
fewer distribution layers to navigate. 
Procurement modernization is increas­
ing the advantage of suppliers that can 
deliver quality products in a timely and 
price-competitive fashion.These factors 
should give foreign food suppliers a 
better chance to compete in the 
Chinese marketplace. 

Sources of Supermarket Sector 
Momentum 

The sector includes a number of dif­
ferent store formats: small chain conven­
ience stores selling primarily canned 
goods and beverages and/or snack and 
convenience foods; standard supermar­
kets; hypermarkets that sell a full range of 
consumer goods, from clothing and elec­
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For China’s Largest Supermarket Chains, Sales Are Booming 
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central and western provinces, and rural 
areas. And while multinational companies 
at present have about 40 percent of the 
sector’s sales, domestic companies such as 
Lianhua and Hualian have developed 
quickly. 

Local governments are actively 
encouraging the transition to supermar­
kets by shutting down wet markets (tradi­
tional street markets) and in some cases 
converting them into supermarkets. In 
2004, China’s Ministry of Commerce 
announced a five-year plan to develop a 
rural retail network of chain supermarkets 
and express stores in small towns, pushing 
the supermarket format into China’s vast 
rural hinterland. 

2003 
Supermarkets Displace Traditional 
Markets 

tronics to bicycles; and large warehouse 
clubs. The large formats account for the 
lion’s share (95 percent) of sales in the 
modern retail sector; convenience stores 
garner only 5 percent. These market 
shares are expected to continue for the 
foreseeable future. 

Supermarkets began developing in the 
early 1990s in Shanghai and several other 
major cities where they were encouraged 
by local governments.The largest Chinese 
supermarket chains started out as govern-
ment-operated department stores and 
marketing bureaus in Shanghai. 

Multinational chains from Europe, 
Japan, Hong Kong and the United States 
provided a second major impetus in the 
development of the sector in the mid- to 
late 1990s in most prosperous coastal 
cities, including Shanghai, Guangzhou 
and Shenzhen. Supermarket development 
took off in other large cities such as 
Beijing in the late 1990s. 

Although about 80 percent of China’s 
supermarkets are in the eastern region, all 
major chains have aggressive expansion 
plans targeting medium and small cities, 

Supermarkets enjoyed initial success 
with packaged foods and processed food 
staples like rice, flour and cooking oil. 
Supermarkets and convenience stores 
have also played a key role in boosting 
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consumption of milk products, other bev- mom-‘n’-pop stores, roadside kiosks or gle over prices, and they can trust product 
erages, snacks and convenience foods. the food product sections of government measures and units. Supermarkets offer a 

Chinese consumers have traditionally department stores. wider array of products than do tradition-
bought most of their fresh foods—vegeta- Supermarkets are rapidly gaining a al shops. Refrigerated, frozen and ready­
bles, fruits, meats—from wet markets. competitive edge over these traditional to-eat foods are available; almost 90 per-
Vendors in wet markets sell generic pro- retailers. They offer a cleaner, more com­ cent of urban Chinese households have 
duce grown on local farms or purchased fortable and convenient shopping envi­ home refrigerators. 
from wholesale markets. Before the super­ ronment. Quality is generally better and However, many shoppers continue to 
market explosion, they usually purchased more standardized. In the case of pack- purchase fresh produce from wet markets 
canned and packaged foods from small aged foods, shoppers do not have to hag- while making weekend trips to the super-

History of Supermarket Development in China 

Description Mainly state-owned and 
collective-operated. Some 
are privately owned and 
operated. 

1980s Late 1990s 

mostly packaged foods 
and items for daily use; 

Super stores as large as 

ience stores. 

Entrance of multinational 

Coastal cities 

most rapid in 

and Shenzhen. 

Time period 

Developments Traditional grocery stores 

Early 1990s 

Emergence of supermarkets 

Hong Kong-style stores of 
300-800 square meters; 

few fresh items. Chains 
had fewer than 10 stores. 

New store formats 

20,000 square meters, 
hypermarkets, conven­

Foreign investment 

companies like Carrefour, 
Wal-Mart, Makro and 
7-Eleven. 

Development was 

wealthy coastal 
cities like Shanghai 

Adapted from Geping Guo, “Development of Supermarkets in China,” presented at Supermarkets and Agricultural Development Conference, Shanghai, May 2004. 



9042-November 04 AgEx  12/13/04  2:40 PM  Page 7

7 November 2004  

market for other items. They prefer the 
freshness, low prices and personal interac­
tion at wet markets for fresh vegetables 
and fruits. 

Nevertheless, supermarkets are quick­
ly taking over the fresh produce segment 
of the market as well, by matching wet 

market prices and offering superior qual­
ity and sanitation. An important measure 
of their initial success is that Chinese 
supermarkets now sell roughly $4 billion 
worth of fruits and vegetables to Chinese 
consumers–about twice China’s exports 
in that category to the rest of the world. 
That is, the internal “supermarket mar­
ket” is already large and dynamic, rivaling 
exports from China, and a dynamic mar­
ket for imports to China. 

Imports Arrive 
Imported foods, until recently a rarity 

in China, are now widely available in 
Chinese supermarkets.Washington apples, 
California oranges and wines, lychees 
from Thailand, butter from New Zealand 
and cheeses from France are commonly 
found on supermarket shelves. 
Supermarkets feature many international 
food brands, such as Kellogg’s cereals, 
Hormel sausages and hot dogs, Lay’s pota­
to chips, Nestlé and Danone milk prod­
ucts, McCormick jellies and Skippy 
peanut butter, many of which are manu­
factured locally, albeit sometimes with 
imported ingredients. 

China’s growing middle class (estimat­
ed at 200-300 million persons, out of a 
population of 1.3 billion) has the purchas-

Contacts 

T his article draws data from “The 
Emergence of Supermarkets with 
Chinese Characteristics: Challenges 

and Opportunities for China’s Agricultural 
Development,” by Dinghuan Hu, Thomas 
Reardon, Scott Rozelle, Peter Timmer and 
Honglin Wang, Development Policy Review, 
Volume 22, September 2004, 557-86. To 
find it on the Web, go to: www.blackwell-
synergy.com/links/doi/10.1111/j.1467-
7679.2004.00265.x/ 

More information on the Chinese mar­
ket can also be found in the Economic 
Research Service’s China Briefing Room, 
available on the Web at: 
www.ers.usda.gov/briefing/china 

In addition, FAS has information on 
China and several offices in that country to 
help U.S. suppliers. To find that information 
on the Web, start at www.fas.usda.gov, 
and select Countries. Scroll down to 
Attaché Reports for the latest information 
from those offices, and Embassies to view 
their contact information. 

ing power to afford imported foods, but 
this crucial market segment has been kept 
largely out of the reach of food exporters 
by the combination of China’s antiquated 
marketing system and high trade barriers. 

China has cut tariffs, import licensing 
requirements and state trading monopo­

Geographic expansion 

Retail chains expand 
outside their home 

Wider variety of items, 
including more fresh pro­
duce and organic foods. 
Private-label store brands 
emerged. 

merged with both domestic 
owned grain and oil shops 

also emerged. 

21st century 

More new formats 

European-style discounters, 
warehouse clubs and mini-
marts. provinces. 

Merchandise structure Mergers 

Chinese supermarket chains 

and foreign partners. 

Reform of traditional stores 

Traditional stores, including 
mom-‘n’-pop groceries, state-

and kiosks were transformed 
into small supermarkets and 
convenience stores. Small, 
independent supermarkets 
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lies as a result of its entry into the WTO 
(World Trade Organization) in 2001. 
Lower trade barriers are a first step to 
opening the Chinese market at its borders 
and ports, but a competitive, efficient 
domestic marketing system is necessary to 
get imported products from entry points 
to the Chinese consumer. That’s where 
supermarkets come in. 

Supermarkets are bringing world-class 
procurement systems into China, giving 
potential exporters a bigger target to aim 
for and knitting together market segments 
fragmented by geography and other fac­
tors. Supermarket chains are establishing 
large, centralized distribution centers that 
draw products from throughout China, 
and from elsewhere in Asia, Oceania, the 
Americas and Europe. Multinational 
logistics firms are now operating in 
China, whose WTO commitments man­
date that the country open its market to 
foreign companies engaged in wholesal­
ing and distribution in 2004. 

The integration of China into multi­
national retail chains may open more 
avenues to its market. The world’s largest 
food retail chains–such as Wal-Mart, 

Carrefour, Metro and Tesco–are now buy­
ing from and selling to China. The 
amount of Wal-Mart’s procurement from 
China exceeds the gross national product 
of many countries, and Wal-Mart’s sales in 
China are increasing as well. 

The largest Chinese food retailer, 
Lianhua, has started to open stores in 
Europe with the intent of developing into 
a retailer that can buy and sell in both 
domestic and foreign markets. Suppliers 
able to establish themselves in the pro­
curement system of a multinational chain 
may have easier access to the China mar­
ket. ■ 

Gale is a senior economist in the Market 
and Trade Economics Division of USDA’s 
Economic Research Service.Tel.: (202) 
694-5215; Fax: (202) 694-5793; E-mail: 
fgale@ers.usda.gov. Reardon is a professor 
with Michigan State University. E-mail: 
reardon@msu.edu 




