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Report Highlights:

In the four years ending in 2008, urban Chinese consumers increased their spending on foc
average of 17% per yearhis is significantly faster than the impressive increase in the kize o
China’'s economy. The excellent quality and safety reputation of American food products ha:
allowed U.S. exporters to benefit frahis growth. While the Chinese economy has slowed this



year, it is still growing faster than any other major econofihyis fact, and the Chinese customel
taste for quality productspakes the Chinese market very attractive to many U.S. producers o
products.



Post:
Shanghai ATO

Executive Summary:

As Chinese consumers get richer, theysprending more money to diversify their diets.
Consumption of meats has been increasing more rapidly than overall food expenditures and
consumptiorof western style products also growing.Rapid economic growth and a stronger
Chinese yuan has caused the total U.S. dollar sales value of food and beweriagdsy 26.2% to
$132 billion in 2008.

Sales of most imported products hdwend theirgreatest success in hypermarkets and in speci:
supermarketsSome products, such as fresh fruit, frozen vegetables and nuts, have much de
penetration, and some supermarkets and convenience stores may be becoming more intere
imported products

International hypermarket retailers generally have a high level of familiarity with imported bre
and products, and recognize the value of bringing new products to mesetrmarkets frequentl
source highvolume merchandise directly from manutaers but rarely do so with imports.
Hypermarkets in China tend to develop groups of favored distributdwesy dislike working with
unfamiliar companies unless they can offer a large number of products, strong marketing su
some other incentive

Specialty supermarket stores include those targeted to expatriates, upscale anddgipethines
consumers and shoppers that want organic foods, wine, cheese and simiardhpgbducts These
stores have proliferated in recent years, not only in first tier cities such as Shanghai or Beijin
also in some second tier cities.

Retail distribution channels have not grown to match the number and quality of retail dDklits.
does nohave a nationwide network of trucks, highways and cold storage warehouses that ce
efficiently deliver supplies from the manufacturer or importer to the store shelf. A lack of
appreciation for the value of maintaining the cold chain creates special psdbletemperature
sensitive itemsWith some notable exceptions, distribution is handled on a-bjesore or cityby-
city basis, with stores receiving most imports through a local distributor, often even when
alternatives existBecause of their relae size, stores are able to effectively pass all market ris
onto the distributor. Distributors, in turn, tend to be very conservative about new products.

Distribution varies widely throughout China based on geography, product type and retail Asc
a general rule, the three cities of Shanghai, Guangzhou and Beijing have the best infrastruct
the largest number of experienced distributdngreasingly, those systems are being extended
large webs of satellite cities surrounding Gudrmgzand ShanghaDther major cities along the

eastern seaboard, beyond the reach of the



but most stild]l rely on one of Fartheeinlabd) thege atela
nunber of large cities with good market potentiabgistics can be problematic, but improvemer
in the national highway system have made trucking direct from Shanghai or Guangzhou far «
than it was just a few years ag@s a result, high value andtgerature sensitive products shippe
by truck directly from the importer to a local distributor do surprisingly well. Currently, many
secondary cities have only a single distributor for imports, particularly forJailyle or
temperaturesensitive products

The most serious competition for U.S. food exporters comes from local and joint venture foo
producers and processorBhe quality of fruit and vegetables in particular has increased rapidl
many | ocal traders now fruibisassimédaniaquality @ tmpartd Ehe b
general trend to date has been for local manufacturers to push imports out of tade\Eitenass
market and into niche markets where quality and novelty are more important thanTpecd.S.
remains the layest single exporter of consurrmiented food to China, and is the only exporter \
a presence in most categories.

China is not a single market but a jigsaw puzzle of small, overlapping markets separated by
geography, culture, cuisine, demographied dialects.As such, there is no single formula for
success in Chin&he fragmentedistribution and logistics systems help to reinforce existing
divisions. While smaller emerging cities are still relatively small consumer markets comparec
ShanghaiBeijing, and Guangzhou, they are starting to grow faster than the major markets ar
would be considered large cities in countries other than China.

Consumer SpendingPatterns

As Chinesegetrichertheytendto spendmuchmoremoneyeatingout andto diversify their diets.
Consumptiorof meatshasbeenincreasingnorerapidly thanoverallfood expendituresanc
consumptiorof westernstyle productss alsogrowingrapidly. Strongandcontinuouseconomic
growthcausedirbanChinesedo increaseheir spendingon food by almost17% peryearon average
betweer2004and2008whenmeasuredn U.S.dollars. Expenditure®n food almostdoubledover
thattime period. While the growthratehasalmostcertainlybeenallittle lowerin 2009,it is
probablystll impressive.



Spending on Food in Urban Area:
Per Person, Urban area Average
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While averageannualfood purchasesor all citieswasslightly morethan$600peryear, perperson
food consumptiorin Shanghaivasslightly morethan$1,000perpersonandthatin Beijing anc
Guangdongvasabout$800perperson. This comparesvith U.S.food purchaseperpersonof
about$2,300/year.Urbanfood purchaseperpersonin Sichuanaprovincein WesternChinathat
containgthecity of Chengdugcomein atthe nationalaveragdor urbanareas demonstratinghe
potentialof marketsn westernChina. While therearesomesmallercitieswerepercapitaincome:
is aboutequalto thatof Shangha{suchasNingbo),the populationandwealthof thethreelargest
urbanareas ShanghaiGuangdongandBeijing - leadmostexportés to concentraten atleastone
of thosemarkets.

Evensomeof thewealthiestrural areasn China- thosein the commercialprovinceof Zhejiang
southof Shanghat havea lowerlevel of consumptiorthanurbanareasn poor

provinces. Disposablencomein theseareags rising rapidly however. If the currentconsumption
datais correct,therural populationin ZhejiangprovincemayachieveShanghai'surrentlevel of
consumptionn 15 years. The populationin mosturbanareaswill likely still be morewealthy.



Annual Purchases of Food in Selected Are:
Per Person in 2008
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Chinais averylargecountryanddifferentpartsof Chinaareat differentlevelsof
development.However therearelargevariationsof incomeandpocketsof wealthin all large
urbanareasandChinesecitiesareno exception. Thevariationof wealthin Chinais illustratedin
Tablel in the Appendix. Thewealthiestareasn ChinaareBeijing andTianjin in thenorth,
Guangdon@gndFujianin the south,andthe ShanghaiJiangsuZhejiangareain easterrChina.

Therearemanyurbancenteran Chinathatwesternerdiavenot heardof. Evena"small” city by
Chinesestandardsnay havemillions of people. Thesearebecomingmuchmoreprosperous,
andtheir growthratesarestartingto exceedhoseof thethreelargeurbanareaslit would bea
mistaketo overlookthesemarketsandthe potentialto developstrongmarketpositionsin

them. While therearecertainlyopportunitiesn thesesecondarynarkets the numberof
distributorshandlingyour type of productmaybeverylimited. Givendifferencesn regional
tastes]ogisticaldifficulties, andthe sizeof China,manyexporterschooseo focusin a particular
regionof Chinafirst ratherthantry to developthe entiremarketat once.

Market Sizeand Segments

Determiningthe sizeandrateof growth of Chinesepurchasesf food andbeverages

is complicated. Theofficial datadoesnot attemptto pick up the smallesienterprisesandthe usual
concernsaboutdataquality in adevelopingcountryarecompoundedby China'slegacyof central
planning. The Yuanalsoroseby about9.5%againsthe U.S. dollar from 2007to 2008.This



givesanaddedboostto Chineseexpendituresvhenmeasuredhn dollarterms. Accordingto China's
2009StatisticalYearbook thetotal saksvalueof food andbeveragesoseby 15.3%in 2008,from
793billion RMB in 2007to 914 billion RMB in 2008. If youareU.S.exporterhowever the
changan U.S.dollarsmaybe moreusefulto look at. Usingaverageannualexchangeateswe
find thatthetotal salesvolumein U.S.dollarsroseby 26.2%in 2008,from $104billion in 2007to
$132billion in 2008.

Total Sales of Food and Beverage
(excl. Tobacco and Liguor)
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Market Segments

While 2008salesdatafor the majorretailersis available,|t is of limited usewhendiscussingnarke:
segmentsThis is becauseetailersin Chinaoftencrossseveraimarketsegments.Somedomestic
playershavehypermarketssupermarkets;onveniencetores andspecialtystores. However,we
cansaythatmostimportedproductshavefoundtheir greatessuccessn the hypermarketandin
specialtysupermarketsSomeproducts suchasfruits andsnackshavemuchdeepeipenetratior,
andsomesupermarketandconveniencetoresmaybebecomingmoreinterestedn importec|
products.

Hypermarkets: Thehypermarkeformatis muchmoreconcentratethanothergrocerychannels.
While somedomestiaetailers(including CRV andLianhua)havea significantpresencethis



formatis dominatedoy foreign operatorsncluding Carrefour Wal-Mart, Metro, Auchananc
Tesco. In Shanghafor examplethe 82 foreign hypermarketsccountedor 78.6%of thetotal
hypermarkesalesvolumein 2008. Otherretail channelsmostnotablysupermarketsarehighly
fragmentedandcontrolledby domestigplayers.

Multinational chainssuchasCarrefourandWal-Mart benefitfrom their reputationfor offering
betterquality productshanmostdomesticretailers thanksto stricterquality controlin a country
wherefood safetyis a majorconcernafterseveradisturbingfood scandalsin recentyears. In food
products especiallyfreshfood, hypermarketetailersbenefitfrom betterhygienecontrolsanda
highervolumeflow rate,andarethusableto ensurebetterfood safetyfor consumersAs such,an
increasinghumberof Chine® consumerisit hypermarketsnsteadof independentood storesfor
groceryshoppingFreshproducehasbecomeanattractivesectionto drawin Chineseconsumers.

Internationaretailersgenerallyhavea higherlevel of familiarity with importedbrandsanc
products andrecognizehevalueof bringingnew productsto marketandpromotingthem
Hypermarketsarealsothe majorsalesvenuefor importedfood productsdueto international

r e t afanilarityvih importedproductsandbettermanagemerdnd organizingskills. Most are
experiencedn promotingnew productsandflagshipstoredike Ca r r e Gubeisto@® L ot u
SuperbrandVall storein the Pudongareahaveit downto a science.Despitethis,importsrarely
constitutemorethan5% of total SKUsevenin high profile stores. Neverthelesfiypermarketsire
thesinglebestretail venuefor importedproducts.

Most hypermarkethainsvary the proportionof importedgoodstheycarryin individual stores
dependingon theincomelevel andforeign populationthatthe storeserves.

Forthetime being,hypermarketsrestill mostlylimited in first andseconetier citiesbecausef
lower ruralincomes. Until wealthspreadsnoredeeplyinto rural areasandinfrastructuramproves,
mostplacesoutsde thefirst andsecondier will nothaveaccesso modernretail formats.

Thehypermarkehasbeenwell acceptedy affluentcustomerslueto largeparkingfacilities,
monopolystoresandnumerougestaurantandcoffeeshopsthatenableconsumerso combine
shoppingandleisureactivities.Most hypermarketsn Chinaoffer free shuttlebusserviceto nearby
communitiesandconstantlyoffer promotionalitemsto attractconsumersThesemeasures
successfullydrawheavytraffic to the store,but someconsimersgo to the storeto buy the
promotionalitemsonly, reducingthe purchasgercustomer.This activepromotingmayalsodrive
awaysomehigh-endconsumersvho desirealesscrowdedenvironmenandmoreconcentrated
productdisplay.As aresult,specidty supermarkestoressuchasCity Shopin ShanghaandWuhar



Life & Theatresupermarketdyothtargetinghigh anduppermiddle classclients,havesuccessfully
attractedcustomergrom the hypermarkets.

Themostdecisivecomponentn hypermarketood promotionfor importedgoodsis free sampling.
Consumersirecautiousratherthanimpulsivebuyers,andwill rarelyspendmoneyon a produc:
theyhavenothadachanceo try. Hypermarkepromotionsalsocomewith manystringsattached.
Somechargdisting fees,mostdemandhatpromoterseprovidedatthed i s t r ieXpans=o0 r
(someevenchargefeesto havethe promoterson their premises)Somerequiretwo mo n t cheditp
while otherspayup front. Otherconditionsincludeacceptingeturnsof unsoldproductsattheenc
of thepromotion. Althoughtheseproblemsareusuallyhandledoy thedistributor,theywill affect
your sales.

In additionto the majorchains hypermarket®ftenfacecompetition(especiallyin Northeasanc
CentralChina)from local departmenstoreoperatorawith oneor two locationsandspecialty
supermarkestores. Departmenstoreshaveevolvedin the directionof hypermarketsaddinglarge
food storeswhile manyhypermarketfiavetakenon someattributesof departmenstores.

Hypermarketsn Chinatendto be somewhasmallerthantheir westerncounterpartsandvery few
(exceptingMetro) follow the big-box formatfaithfully. In largecities,theyaretypically multi-
storyoperations.Most actassmallshoppingmalls, settirg asidea largeamountof spaceor
independenboutiquesandeateriesa habitthattendsto reinforcethe perceptiorof hypermarketsas
placesfor occasionashoppingexpeditiongatherthandaily shopping. For the hypermarkettself,
thefood salesareatypically accountdor abouthalf of thetotal area.

Managemenivithin the storestendsto be quite good,but distributionhasnot keptpace.
Hypermarketsn Chinatendto developgroupsof favoreddistributors. Theydislike working with
unfamiliarcompaniesinlesstheycanoffer alargenumberof SKUs, strongmarketingsupportor
someotherincentive. Distributorstendto bevery conservativen introducingnewproductsdueto
thehighlevel of marketrisk. As aresult,exporterswith alimited productrangeneedto work both
endsof the problematthe sametime: identifying aretailerthatis interestedn the product,anc
identifying a distributorthateitherhasan existingrelationshipor is willing to work with the
retailer

Supermarkets: Importedfoodis relativelyrarein ChinesesupermarketsProductghatdowell in
this sectortendto be commodityproductsalreadywidely available suchasfreshfruit, frozen
vegetablesndnuts. Supermarketsarely if everimportdirectly, or evenbuydirectly from an
importer,tendinginsteado rely on wholesalemarketsandlocal manufacturersr distributors.



Storeswith a significantexpatriatecommunitynearbyarelikely to carryimportedbreakfastereals
anda perfunctoryselectionof importedsaucegespeciallypastasaucelandseasoningsThebes:
possibilitiesarein the smaller,privatelyheld chains which aremorelikely to seethe valueof high-
marginimportsandtendto havebetterintegratedistribution systems.Suchchainsmaycarry
productsasvariedaswine, exoticfruit (avocadosin onecase)or confectioneryputonly in low
volumes. Evenso, pricewill remaina consideration.Stateownedsupermarkethainsgenerally
havelessintegratednanagemeranddistribution. Opportunitiesexist,but only on alimited basis
with a smallnumberof storesandonly for productsalreadypresenin the market. For eitherstate
ownedor privatesupermarketsjirectcontactwith companymanagerss the bestmeansof
introducinga new product.

Import penetratioris lower in supermarketthanothermodernretail venues.U.S.food productsin
thesevenuesaretypically limited to frozencornandmixedvegetablesfrozenpotatoproducts,
somepackagedjoodsandoccasionallyfruit (applesor oranges).Otheritemstendto appeawona
haphazardbasis: pastcheckshaveturnedup breakfasterealsJow-endwinesandWashingtorstate:
apples. Thesparseselectionof importsis rootedin the customeibaseof thesestoreswhich focus
onworking classshopperswho arenotoriouslyprice sensitiveandlessinclinedto try newproducts
thanthe morewell-heeledcustomerghatfrequenthypermarketeandupscaleconveniencetores.
Distributionis alsoa problem,as storesendto sourcefrom local distributors directly from
manufacturersor from local wholesalamarkets. Supermarketareoftenfranchisedn Chinaanc
canhavemuchsmallerfootprintsthanis commonin the United States.

In orderto competewith hypermarketsS h a n g du@eimarketareputtingmoreeffortsinto
enlargingtheir freshsection cateringto thetastesanddemand®f local consumers. Thelocal
governments alsoencouragingupermarkethainsto create

o0 f r supehntarketexpandimg the floor spacededicatedo freshproductsfrom lessthan1/3to
over1/2.Over300storesn Shanghahavefinishedthe change And salesof freshproduceare
graduallyincreasingSupermarketthroughoutheregion(including Suguo,a unit of CRV) appear
to bemovingin this direction,but arebeingslowedby problemsn sourcinglargequantitiesof
quality product.

Specialty Supermarket Storesand Boutique stores: Thesestoreshavemultiplied in thelastfew
years. Theyareoftenlocatedadjacento high-enddepartmenstoresor upscalébusinessenters.
Built to attractupscaleconsumersn first andseconétier cities,theyhavea high proportionof
importedfood products rangingfrom 10 to 80 percentof products.Theyarenotonly presenin
first tier citiessuchasShanghabut alsoin somesecondier citieslike Wuhan.



Somehighrendandspecialtyproductdfirst enterthe Chinesemarketthroughthesetypesof outlets
beforemovingonto largervenues.Someof thesecompanieslsoincludeimport/distribution
operationsandcanassistexportersvith issuessuchaslabelingandproductregistration.
Otherwise gxporterswill needto identify a gooddistributor. In the caseof high-endandspecialty
products HRI-focuseddistributors(who arefamiliar with the productsbut maylack experiencz
with labelingissuesmaybeashelpful aslargerretailorienteddistributors(who oftenlack
experiencanarketinghigh-endproducts) particularlyin emergingecity markets. Becausef the
smallscaleandhighly variednatureof this marketsegmentinterestedexportersshouldcontactthe
relevantATO for alist of potentialvenues.

In ShanghaiCity ShopSupermarketontinuego beoneof the bestsinglevenuedor importec|
food, andnow doessignificantbusinessisa distributorof importsto otherstores. HongKong
basedCity-SuperandCRV's Ole maybe planningto enterthe Shanghamarketin the nearfuture.

Theleadingboutiqueretailersin northernChinaareBHG (Beijing HualianSupermarketandOle
in Beijing, HisnesePlazain QingdaocandJin Bou Dain Zhengzhou.Specializedmportedfood
supermarketalsotargethigh-endcustomersandexpatriatesn Beijing, QingdacandZhengzhou.
BHG is alsoopeningstoresin Nanjing.

ConvenienceStores: Managemenin conveniencetorechainsis probablythe bestof anyretail
sector. All storeshaverefrigeratorandfreezersectionsmicrowaveovens,andmosthavea
selectionof hot snackgdmostlymeatballor tofu on skewers).Storelayoutsarehighly standardized
althoughsomechainshavedevelopednorecomplexsystemghatcustomizeproductselectiornto
the peculiarlocationbasedn pastsalespatterns.

Theconcepiof tradinghigherpricesfor convenienceavill taketimeto beaceptedby more
consumersCompetitionalsotendsto makeconveniencetoresconservativeaboutpricing, though
ATO S h a n gdxmeiiedcgndicateshatchainmanageraremoreprice sensitivethantheir
customers.

Theconveniencetoresectoris expectedo expanddramaticallyasconsumers$ook to reducetime
in mealpreparationStorescompeteaggressivelyor goodlocations,andit is notuncommorto see:
threedifferentconveniencetoreswithin 100feetof eachotherin primeareas.

Import penetratbn in this sectortendsto berelativelylow, despitea high level of intereston the



partof severalkhains. Beinglargelydomesticcompaniesmanagemerdit conveniencetorechains
tendsto belessfamiliar with importedproductsthantheir counterpartén the hypermarkesector.
A secondlifficulty facedby importsis packagingconveniencetorestypically requiresmaller
packagesizes beingfocusedmainly on singleservingproducts. Exportersareadvisedo oper:
discussionglirectly with chainofficialsto identify productswith potential,andensurehat
packagingneetstheir needs.

Thentheexporterwill needto identify alocal distributorthatcanhandletheimport paperworkanc
labelingissues.Onealternativeto this is to work with animporter/repackemnvho canimportin
bulk, thenpackagehe productsin Chinawith Chinesdabelsandpackagingappropriateo the
conveniencenarket. This strategyhasprovenextremelysuccessfutor U.S.prunes.

Managinglogisticsfor conveniencetoress very challenging. Limited shelfandstoragespaces
makeconvenienceatoresheavilyrelianton sophisticatedogistic systemghatshouldprovide
delivery2 or 3 timesaday. Butin Shanghamostconveniencetoresareguaranteeglistone
deliveryperday. This adverselyaffectsthe ability of thesestoresto offer thefreshandreadyto-eat
productsthatareamongtheir mostattractiveofferings. In addition,the needfor smallpackage
sizeslimits their setof suppliers.

Somehypermarkebperatorsn first andseconditier citiesareexpandingheir smaltformat
conveniencatoresto increasamarketshareandbetterutilize existingsupplychannels.Most are
locatednearupscalecommunitiesandbusinessentersandtargetwhite-collar workers,upper
middle classandyoungconsumersn searchof convenienceThe storesfeaturedaily necessities
andreadyto-eatitems.

Thew o r lladgés&onveniencetorechain,7-Eleven,which openedits first storein Beijing in
2004,now has70 outlets. The compmanyseesrofits increasinglduringthe economicdownturngiven
agrowingnumberof consumer®uyingfood at storesinsteadof eatingout.

Ferociouscompetitionhasspurredeffortsto innovateandto targetnichemarkets. Quik andKedi,
thetwo leadingconveniencetoresn Shanghaihavebothenterednto dealswith gasstation
operatorgo openmarketsn theirstations.L a w s @ionéeseckeffortsto targetwhite collar
employeesndservicestaffin shoppingdistrictswith high-quality Japanesstyle lunchboxes.
Kedi alsoofferslunchboxes which arequite popularamongoffice workersin the centralbusiness
areas.Family Mart expectgo benefitfrom superiormanagemendndtechnology(theymaybe
surprisedoy thelocal competition). Nearlyall conveniencetoresoffer arangeof servicesdo draw
foot traffic, with Alldays usheringthelatestinnovationby providing ChinalLife travelinsurance
policiesattheir stores.



S h a n gdoravénieérsetoreindustryis by far the mostdevelopedn the country,with thecity
playinghometo anestimated,650conveniencetore® nearlyl/3 of the nationaltotal. One
sourceestimateshe numberat 1 storeper4,400residentgnotincludingimmigrantworkers),
comparableo saturationevelsin Japarandthe U.S. Despitethis, the sectorcontinuego grow.

S h a n gdoravéni@reeectoris overwhelminglydominatedby subsidiarie®f the giantstate
ownedsupermarkethains: Quick (Lianhua),Alldays (NonggongshangKedi (Nonggongsharg
via its Bright Dairy subsidiary) with only afew foreignplayerssuchas7-ElevenandLawsons
(LawsonswasaJV betweerHualianandLawsonsJapanput LawsonJapammayhavesoldits
sharedackto Hualian). J a p d&anflyaMart enteredhe city two yearsago,andnow has126
storesin Shanghai.

Traditional Markets: Thesecontinueto bea presenceéhroughoutChina,althoughtheyareno
longerthedominantfactorin thelargercities. Traditionalmarketsfall into threegeneral
categories:wet marketsyvariety stores(xiaomaibu),andfruit stands.Wet marketsspecialize
mainlyin freshvegetablesmeat,poultry (soldlive), eggs,tofu andto alesserextent,fruit anc
staplefoods. Sanitarystandardsireextremelylow, particularlyfor meat. Officials generallyregad
wet marketsasaneyesoreaswell asa sourceof bothfood safetyproblemsandunregulatedi.e.,
untaxed)}commerce.The SARSepidemicof 2003, followed shortly by avianinfluenzaoutbreaks;,
providedmoreimpetusto effortsto reformor closethesemakets. Nonethelesgheypersist. The
mainreasorfor thisis alack of alternativedor buyingfreshvegetablesind,to alesserextent,
meat. With local governmensupporthowevers u p e r meffortste éxgabdthefreshsection,
andespeciallywithc o n s u gn@vmgconcernoverfood safety,thesetraditionalmarketswill
graduallybe phasedut.

Theothertraditionalformatsaresmall variety stores(xiaomaibu)andfruit stands.Thetypical
xiaomaibuis muchsmallerthanevena conveniencetore,family owned,andstocksan eclecticmix
of products. Althoughtheyfacea seriouschallenggrom conveniencetoresthe xiaomaibu
persistevenin Shanghai.While conveniencehainsfollow standardormatsandtargetkey sites
(train andbusstations schoolshospitalsetc.),xiaomaibuareinfinitely adaptable.Smallsizeanc
independenbwnershipallowstheseshopsto adaptto individual sitessuchasapartmentomplexes;,
andadapttheir productselectionevento matchindividual consumers Like conveniencestores,
xiaomaibualsooffer arangeof servicessuchasbill paymentandIP telecommunicatiorcardsales.

Fruit standdill anothergapleft by the conveniencetoreswhichrarelycarrymorethanoneor two



typesof fruit. Salesareboostedoy thetraditionof giving gifts whenvisiting friends,andmostfruit
standswill wrapfruit basketdo order. Fruit standsdrequentlycarryimportedfruit, usuallyfor
inclusionin fruit baskets.However theyaregenerallyregardedaspoorvenuedor importec|
productsastheyaregenerallypricedriven, poorly regulatedandlack the meando storefruit
properly. Counterfeitings widespreadn thesemarketsandwherea brandnameaddsvalue,it is
certainto be copied. As aresultthereis little roomfor marketingandpromotionof importec
products. While bothxiaomaibusandfruit standswill likely continueto declinein numbergelative
to conveniencetoresC h i rhightugbanpopulationdensitiesarelikely to supporttheir continued
existencdor manyyears.

Product Distribution

Retaildistributionchannelfhavenot grownto matchthe numberandquality of retail outlets.
Roughlythesizeof the continentall.S., Chinadoesnot havea nationwidenetworkof trucks.
highwaysandcold storagevarehousethatcanefficiently deliver suppliesfrom the manufacturer
or importerto the storeshelf. With somenotableexceptionsdistributionis handledon a storeby-
storeor city-by-city basis,with storesreceivingmostimportsthroughalocal distributor,oftenever
whenalternativesxist.

Becausef theirrelativesize,storesareableto negotiatehighly favorabletermsthatincludefree
returnof unsoldproductshigh listing feesfor newproducts andcredi terms,effectivelypassing
all marketrisk ontothedistributor. This givesstoremanagers powerfulincentiveto favorthe
local distributoroveralternativeghatoffer lessgenerougerms. In atleastonecasean
internationakr e t a effortaoregtablishsingledeskdistributionof importsfailed whentheir own
storegrefusedio work with the selectedlistributor.

A secondeasorfor relianceon local distributorsis thetendencyof internationaketailersto expand
rapidly nationwideratherthanfocusingon a singlecity or region,creatinglargenumbersof isolated
storesthatlack thevolumeto supporta dedicatedistributionnetwork. A final reasorhasto do
with therole of relationshipsn Chinesebusiness:local distributorscanprovide a storewith a
networkof businesandgovernmentontactghatareusefulin resolvingproblemswith minimal
fuss.

Fragmentatiommongsuppliersof locally sourcedoroducts particularlyof vegetablesndmeat,
helpsto perpetuatéhe dominantrole of thelocal distributor. This is changingslowly, asthe
governmenencouragesdirectsourcingandf a r npeofessi@nahssociation®ecomemore



common giving producerghe ability to supplylargerquantitiesfrom a singlesourceandata more
consistenlevel of quality.

Internationaretailershaverecognizedhe problemandput a greatereffort into improvingthe
logisticssystem Right now, Wal-Matrt is focusingon building a nationwidedistributionnetwork
andhasarecentlybuilt distributioncenterin Tianjin. The GermarretailerMetro hasa centralized
distributionsystemfor manyimportedproductsanda few largedistributorshavenegotiatednore
favorabletermswith retail chainsatthe nationallevel, in somecasesvaiving listing fees.
Carrefouralsocontractedwvith athird partylogisticscompanyto handlemostof its importecl
groceryitems.But freshandfrozenitemsstill rely onimportersor distributorsto deliverto the
storeshemselvesTherole of thelocal distributorin handlirg importsis declining. Nonetheless,
for now, distributionremainsthe key obstacleto salesof importedprocessedoodsin C h i rredad
sector.

Becausef thehighlevel of risk theyareexpectedo absorbdistributorstendto bevery
conservativeaboutnewproducts particularlyimports. As aresult,penetratiorof importedfoods
into theretail sectoris low. Evenin relativelyaffluentcities,internationaketailerstypically carry
lessthan1% importedSKUs. Notableexceptionsncludestoresn ShanghaiBeijing, Guangzhou
andnearbyboomtownswhich arehometo bothlargeexpatriatecommunitiesandto alargenumber
of Chinesewith overseagxperienceProductghatarealreadyin the marketbut beingsold mainly
throughgraychannelsor sub-distributorstendto bethe mostattractiveto distributors.

Fartherinland, distributionproblemsarecomplicatedoy C h i rheadilgfragmentedogistics
systemswhich makeit difficult to transporfproductsdirectly from the coastto deepinlandcities.
Onesurveyin Chengduoundthattemperatursensitiveitems,suchasimportedpoultry andmeat,
changedwnershipasmanyasfive timesbeforereachinghefinal user.

A lack of appreciatiorfor the valueof maintainingthe cold chaincreatespedal problemsfor
temperatursensitiveitems. Evenif cold storagds usedatthe portof entryandtheretailer
maintainsthe appropriateenvironmentgettingdriversto maintainthe correcttemperatureluring
transportatiorhasproveddifficult. While this certainlytruein secondarynarketswherefrozen
productsoftenhavea frosty covering,is alsotruein the major costalmarkets.

Distributorsgenerallyfall into oneof two categories.Thelargestdistributorstendto have:
longstandingelaionshipswith the majorretail chains,andcansourcen largervolumesandplace
productsin alargernumberof stores. However theyalsotendto carryalargenumberof SKUs,
andcannotdedicateresourceso marketinganyoneparticularitem. Specialy distributorstendto



befocusedon oneareaor producttype. Althoughtheysometimedack thevolumeandconnections
of largerdistributors theytendto be moreaggressivén marketingproductsandbetterat

identifying andsellinginto specificniches The quality of thesesmallerdistributorsvarieswidely,
however,andexporterseedto bevery carefulin selectinga partner.

A handfulof retailersalsoactasdistributors. Althoughtheytendto providelessmarketingsupport,
theycanbe aneffectivemeansof gettingproductto retailersthathavealreadyexpresse@ninterest,
but cannothandletheimport formalitiesthemselves.

Geographic Differences in Distribution

Distribution varieswidely throughoutChinabasedon geographyproducttype andretail sector. As
agenerakule, thethreecities of ShanghaiGuangzhowandBeijing havethe bestinfrastructureanc
thelargestnumberof experiencedlistributors. Increasinglythosesystemsarebeingextendedo

thelargewebsof satellitecities surroundingGuangzhou

ChineseDistribution Channels



LIS ProducerManufacturer

I

USA | U.S. ExporteriConsolidator |

[Togistics Agent ——»  ImporterGeneral Distributor |

L

Repackers & [Hypermarket
Wholesaler Distrioutor 'I Purchasing

Center
¥

Secondary
Chiztribtar

¥

=econdary
Distributor

* b b b

| Local Distributar |

L L L L L
et Markets Convenience Chains Hypermarket
Local Stores Supemmarkets -

Source: ATOVShanghal reseaich

andShanghai.Portsin thesecities offer a growingarrayof servicesjncludingbondedstorage
(with temperatureontrolledfacilities, if neededpandonlineinventorytracking. Somehaveduty-
freeindustrialzoneswhereproductscanbe repackagear furtherprocessedyith duty paidonly on
theoriginalimportvalue,andonly afterproductdeavethe zone.

Othermajorcitiesalongthe easterrseaboardpeyondthereachof theé b i Iy r geeeraliyhave
goodlogisticsinfrastructure put moststill rely ononeof thed b i Iy r asan éntrypoint for
imports. Thenumberof distributorshandlingimportedproductsin thesecitiesis usuallylimited.
Thesetendto be goodmarketsfor commodityproductssuchasmeat,poultry, fruit andseafoodas
well assaucesgcondimentsandwine.

Fartherinland, thereare anumberof largecitieswith goodmarketpotential. Logisticscanbe
problematicbutimprovementsn the nationalhighwaysystemhavemadetruckingdirectfrom
Shanghaor Guangzhodar easierthanit wasjustafew yearsago. As aresult,high valueanc



sensitiveproductsshippedby truck directly from theimporterto alocal distributordo surprisingly
well, while lower valueandshelfstableproductsthatship onlocal roadsthroughconventional
distributionchainsfacemoredifficulties. Distribution in thesecitiesis generallyunderdevelopec!.
Many citieshaveonly a singledistributorfor imports,particularlyhigh-valueor temperature:
sensitiveproducts. Productggoingthroughconventionabistributionchannelgypically change
handsnumerougimesbeforereachingheirfinal destination. Distributionchanneldor HRI tendto
be betterdevelopedandmaybethe bestplaceto startfor exporterseekingto developnew
markets.

Distribution by Product Type

Distributionalsovarieswidely by producttype. Channeldor sheltstablegroceryproductstendto
bethe mostheavilyfragmentedandthe mostdependenon the goodgracesof local distributors.
This is partly becausenarketrisk is perceivedo behigher:althoughshelfstable the numberof
SKUstendsto be high andturnoverlow comparedo otherproductcategories.Hencetherisk that
aproductwill notsell (andthedistributorwill haveto acceptareturn)is higher. Meat, poultry anc
seafoodalsofacefragmentedistribution,but the combineddemandrom HRI andretail venuess
sufficientto warrantspecialarrangementtr thesehigh-valueproducts. Freshfruit appearso have:
thebestdistribution,working througha patchworkof wholesalemarketsandspecialized
distributorsthatworks betterthanit should. Importedfrozencornandmixedvegetablesrealmos:
universallyavailable reinforcingthe notionthatthe problemis lessoneof logisticsthanof
distribution. Wine deservespecialmention,dueto the presencef acommurity of specialized
distributors someof whomactasexporterjmporteranddistributorall in one,takingproduc:
directlyto retailers.

New Trends in Retail

Direct sourcing of food andagriculturalproductsfrom farm cooperativehasbeenadoptedoy
mostretailersin Shanghaandis growingelsewhere.This allowsretailersto addres€ o n s u m¢
concernsaboutfood safety,reducecost,andpossiblyimproveproductquality. Ontheimportec|
productside,Wal-Mart startecto directly sourceandimport U.S. cherrieshis year.

Neighborhood Supermarketswereopenedn Shanghaby CarrefourandTescothis year. These
outletsoffer low pricesandfreshfood astheir sellingpoints. Thepricesin TescoExpressareas
competitiveasin TescoHymall (hypermarket).Seventyto eightypercentof the productsn

Car r e triad axpredseighborhoodutletarealsofreshandlive food. Making useof

Car r e puchasemdogisticssystemjts operatingcostis muchlower. Freshandlive products
havebecomeh y p e r maorefgreductsandareincreasinglyimportantto their sales. These



expresoutletsmayturn outto beaway for supermarketo survivethefierce competitionfrom
hypermarketsindconveniencetores.Suchoutletscanbettercate toc o n s u daidyneedsdueto
their convenientocation.Shanghal.otusopenedaneighborhood hypermarket in 2008which
alsohasfreshfood asits coreoffer.

Private label productsarenewdevelopmenin China.Eachhypermarketsupermarkeanc
conveniencestorechainin Chinahasa uniqueprivatelabeloffer: Carrefour,GreatValue, KA,
TescoandLianhuaareprivatelabellinesfrom leadingplayers.In termsof imports,moreprivate
label productsarecomingon the markethere. Metro hasmovedaheadf the packin thisregard- it
importssalmonfrom Norway by itself, andthenpacksit andsellsin underits privatelabel branc|
IKA.

Ca r r e Diadiscodnsstorescarrymanyof the samestaplegoodsassupermarketat discounts,
butdo notcary freshproducts. Import penetrations alsovery low. While thethreatfrom Dia and
Nonggongshangs Reminbidiscountstoresshouldnot be understatedhe concepthasnot
succeedethusfar. Thestoresaresmall,carryingalimited rangeof products andmostof themare
locatednearbyresidentialareas. The proportionof privatelabel productsin the storess too small
however,andsomeof Dia's productsapparentlydid notappealko ChineseconsumersThenumber
of 5 Reminbistoreshasfallen over thelastfew yearsasthe conceptstruggles.

Severakpecialtywine retail outletshaveopenedn Shanghai.Thesesell a selectionof importec|
anddomestiowvinesandarenotto be confusedwith stateownedliquor andtobaccaostores. The
mostnotableis NapaReservewhich featuresa wide rangeof winesfrom thatregionof California.
(PleaseseeCH8802ShanghaRetail Wine Show.) The Chinesewvine marketis morecompletely
analyzedn the NationalWine MarketReportCH9808

Retailer Profiles

Domesticretailersgenerallyhaveanadvantageverforeignretailers,andChinais notanexception
to therule. Lianhuaandthe Suguo- Vanguardcombinationareeasilythelargestfood retailersin
China. Thethreelargestmultinationalchains- RT Mart, CarrefourandWal-Mart - havenot
beenin a positionto challengehelocalincumbentdor saledeadership.If youlook atthe
hypermarketchannelor importedproductshowever the situationis different. Most of the Chinese
domesticaetailersfocuson aclientelethatis morerepresentativef the Chinesepopulationthan
thatof themultinationalretailers. Theyalsohavestorebasethatis oftenolder, partly franchised,
andhaslargenumbersof smallerproperties.


http://www.usdachina.org/info_details1.asp?id=1826

While thedomestiaetailersarebecomingmoreinterestedn importedproductsjmportershave:
traditionallyfocusedon, andgottenbetterresultsfrom, the multinational hypermarketetailers.The
numberof hypermarket$y retailerin selectectitiesandthetotal numberof storeshby retailerin
Shanghaarepresentedn the appendix.

Thetablebelowgivesa snapshobf therelativecompetitivepositionof someof China'sleading
foodretailers. Thedatais for theyearendingDecembeB1, 2008. Much haschangedsincethen.
Wal-Mart now hasmorestoresthanCarrefourandRT Mart andAuchanseemto bejoining forces
Thenumberdn thefollowing profilesreflectour currentunderstanding.

Leading Food Retailers in China: 2008
x|

Company  Ownership Business Line Stores Sz_ilt_as

¥ billion
Chinese
Lianhua China SOE** Super/Hypermarket/ Convenience 3932 74.4
Wumart China Pvt  Supermarket/ Convenience 72€ 31.4
Suguo (CRV)  China SOE***Supermarket/ Convenience 180z 45.(
NonggongshangChina SOE  Super/Hypermarket/ Convenience 333C 39.4
Vanguard (CRV) China SOE  Super/Hypermarket/ Convenience 269¢ 49.1
Xiuyijia (A. Best)China Pvt ~ Department 10t 25.4
\Wuhan ZhongbaChina SOE  Super/Hypermarket 62€ 16.(
Multinational
RT Mart Taiwan Hypermarket 101 494
Carrefour France Hypermarket 134 49.1
\Wal-Mart U.s. Jv Hypermarket 12% 41.4
Metro Germany JV Hypermarket 38 18.5
Tesco U.K. JV Hypermarket 61 19.9
lAuchan France Hypermarket 31 11.9
Lotus Thailand Hypermarket/Convenience 76 19.1
[*  Food and norood sales Source: China Chain Store]
** SOE= StatéOwned Enterprise
=+ Joint venture with China Resources Vanguard Franchise Association 200

Hypermarkets



Wal-Ma r tprésencen Chinanotonly includesits Wal-Mart hypermarketshutS a mGlh, anc
Trust Mart. Wal-Mart purchase®5% of TaiwanesewnedTrustMartin 2007,significantly
expandingts footprint. TrustMart would be oneof the biggestretailersin Chinaevenwithoutits
connectiorto Wal-Mart. This Taiwaneseompanyhasover 100 hypermarketsmostlyin eastern
andsoutherrChina.While Wal-Mart hasthe optionto purchasehe remaindeiof TrustMartin
2010,recentpressreportsindicatethatWal-Mart hassuspendethe merger. However these
reportsmayreflectnegotiationsaboutprice by anothemeansWal-Mart itself currentlyhas172
storesin China

Comparedo theotherinternationaketailerswal-Mart maybe morewilling to openstoresin
secondaryitiesandin suburbgatherthandirectly targetingthe higherincomecentralcity areas
directly. Until recently,Wal-Ma r te@etopmenin Chinahadbeenmostlylimited to the
southeasterseaboar@reawherehouseholdconsumptionis high. In 2005,Wal-Mart madean
entrancanto Shanghawith the openingof alargesuburbaroutlet. It hasestablishe@ second
companyin EasternChinato managets expansionn the Shanghaarea.Wal-Mart setup its
headquarterandopenedtsfirst storein Shenzhein SouthernChinal3yearsago.l t OEv e r
Low-P r i strategyhelpsWal-Mart attracttraffic, andit continuedo aggressivelyppennewstores
to penetratanainlandsecond andthird-tier cities.

In additionto WalMart sypercentersS a m@iub hasgaineda goodreputationin introducing
importedfood to local consumersTo date four S a m@ubshaveopenedjncludingonein
Shenzhengnein Panyu,Guangzhoupnein Beijing, andanothelin Fuzhou.The Shenzherstoreis
reportedto be oneof the mostprofitableS a m@ub storesin theworld. ATO/Guangzhoualong
with severalcooperatorsis working closelywith threeS a m@ubs in SouthChinato conducta
regionalpromotionfeaturingvarioussnackfoodsandfreshitems.

Carrefour hasmadegreateffortsto increasets freshproduceSKUsto therange3,000to 5,000
perstore.Carrefourcurrentlyoperatesaboutl56 storesn China,extendingevento thefar western
city of Urumgqi. Many of the newstoresareor will belocatedin marketswhereCarrefour
previouslylackedapresenceC a r r e rfecentovedali strategyhasbeento increasanvestment
andexpandnto moresecondier andor third citiesin China,mainly becausef anincreasingly
saturatednvironmenfor retail outlets,andrising rentalandmanpoweicostsin first tier cities.

While Carrefourcontinuego dominateat the high end,with 19 hypermarketgresentlyin Shanghei
alone,its singlestoresalesweresurpassetly TaiwanbasedetailerRT-Mart andWal-martnow
hasmorestores.



CarrefourChinahasa new CEOwith afinancebackground.Sincehis arrival, Carrefourhaspaid
moreattentionto profitability andhasbecomemoreconservativen termsof newproductsourcingj
andmerchandising.This impactstheintroductionof newimportedproductsC a r r e internar (¢
organizationaktructureandpolicy haschangedo favor peoplewith afinancebackgroundanda
volumesalesorientedstrategy.

RT-Mart had102storesn China,with 10 outletsin Shanghaialone,atthe endof 2008.Although
overallstorenumberdagsbehindWal-martandCarrefour ts singlestoresalesarethe highest.It
hasreachedanagreementvith FrenchretailerAuchanto setup ajoint shareholdingcompany
listedin HongKongin thenearfuture. Its goalis to passCarrefourto becomehelargestsales
volumeretailerin China.

Auchan hasstoresn ShanghaiBeijing, andChengdults customersrelargelyuppermiddleanc
middle classconsumersAuchanhasa centralizedsystemfor importdistribution. Its purchasing
anddistributiondepartmenarelocatedin Shanghal.

Lotus hasatargetof 100storesin the nextfew years. It hasquietly expandec&ndhas21 storesin
Shanghaialthoughturnoverfor thesestoress lower thanfor CarrefourstoresImport products
havearelativelysmallpresencen its storescomparedvith theotherretailers. And it haschanged
its marketingsloganfromi E v e rLpvwdRaryi tofe 6r e ¥ohrd m f imdizgtinganattemptto
standout from its masspositioning.In termsof imports, it prefersto sourcedirectly for any
volumesalesproductson a consignmenbasiswhichis relativelyharderfor U.S. exportergo
accept.

AEON-Juscois akeyretailerin NorthernandSoutherrChina. It usesa Japanes&eneral
Merchandisestore(GMS) approactwherethe storesellsmanytypesof merchandisencluding
food, fashion,housewareandelectronicappliancesAEON Juscostoreshaveanexcellent
reputationin southernChinafor carryinghigh quaity importedfoods. Theirtargetcustomersare
mid-to-highincomeconsumersJuscaostoresencourage wide variety of food categoriesandalsc
caterto the expatriatecommunityin the PearlRiver Delta. Storemanagersn SouthernChinahave:
beenvery eage to carryU.S.food andbeveragegroductsto meetthe demand®f their customers.
Custometraffic in Shenzherstorestypically exceed®0,000shoppergperday.During the pas:
threeyear,Juscoworkedwith the ATO Guangzhowffice to hold AmericanFoodFestivalsn its



Guangdongupermarket€achyearthe salesof U.S.food itemincreasedy 20-30 percent.

In NorthernChinaJuscoopenedts first hypermarketn Qingdaoin 1998,with 40,000square
metersof retail spaceandparkingfor 1,000cars. Theformatlinks shoppingwith leisureby
offering asupermarket;offeeshopspthersoppingandrestaurantsinderoneroof, andbecamea
top expatriateandmiddle classChineseconsumerdestination.Importedfood productsaccountfor
6 percenibf total food productsofferedat Juscoandfocuson fruit, snackfood, beverageanddairy
products. Juscoopeneda hypermarketn Beijing lastyearjust outsidethe Fifth Ring Roadtargeted
at high-endconsumerg$rom surroundingupscalecommunicatesandautoownersshoppingonthe
weekend.In 2009,theretaileralsomovedinto the conveniencetorebusinesandcurrently
operatesiine conveniencetores- with plansto have50 by theendof theyear.

Metro reliesonits nichemarketstrategyof targetingsmallandmediumsizedrestaurants,
effectivelypositioningitself asanHRI wholesaleranddistancingtself from its competitors.To
this end,Metro hasaddeda trainingkitchento its facilities in Shandpai. Historicallyit hasopened
storesmoreslowly thanotherinternationaretailers butit recentlyannounceglansto openstores
atmuchmoreaggressiveace. Dependingon the openingdatesof 4 newstores Metro may
currentlyhave42 storesthrougtout China.

Metro hasthewidestselectionof importedproductsof anyof thekey retailers,and10 percentof
their salesrevenuas from importedproducts Metro hasa membershigystemsimilar to thatof

S a m@Iub or Costco.Their largesectionof frozenprocessedoods,includingdessertsfrozer
vegetablamixes,andfrozenpotatoproductsjs easyto useandopento U.S.productsM e t rnié
competitionis thelocal wholesalemarket,not otherhigh-endhypermarkets.

Its importcompanypreviowsly intendedo import volumesalesproductsdirectly, but now more
focusesonimportingits own privatelabelproductsfrom Europe.lts import departmenhasbeen
dismantledandthe staff hasbeenre-allocatedto productcategorieslepartments.

Tescomovedits headquarterto Shanghain 2009andhas19 storesn metroShanghailt openeca
newretailingformatin Shanghain 2008. Calledthefi E x p ritehasBeshfood asits coreoffer.
Import productsSKUs arerelativelyhigherat TescothanLotus but Tescostill lagsbehinc
Carrefour.

China Resourcesvanguard (CRV) is oneof theleadingretail chainoperatorsn China. ThisHK
basedperatomanagesypermarketssupercenterandsuperstoresinderthe Vanguardbrancl



name. Its first storewasopenedn HongKongin 1984,andit enteredhe supermarkebusinessn
Shenzhern 1991,Suzhoun 1995andBeijing in 1998.AcquisitionhelpedCR Vanguardbecome
nationalnumberoneretailerin termsof numberof outletsandtotal salesIt acquirediSuguwo
supermarkein 2004,andthenpurchasedianjini Y u e in200%andii J 6 A i jn ROODIn
2008,CRV completedheacquisitionof i A i jsupermarkein Xian. Thisyear,CRV entered
Wuxi by acquiringlOOpercentstakeof i Y 0 n gsapermarket.

By theendof 2008,CRV had2,700stores(up 248 from 2007figure) in China.Thisincludes200
hypermarketeind2,306supermarketaswell asover80 communitystoresand12 Ole stores.The
total salesreachedJS$9.4billion. GenerallyspeakingVanguardtargetscustomerdikely to buy
local producehoweverincreasingly higherincomeshoppersrebeginningto showinterestin
high-quality U.S.importedfoods.In someselectedstores specialimportedfood sectionhasbeen
openedo promoteimportedfood items. Ole storesarediscussedurtherin the Specialty
Supermarkesectionbelow.

Century Lianhua is the hypermarkebrandof the stateownedBaliangroup. Thisg r o dgod) s
retail sideis dominatedoy supermarketdyutit hassubstantiahumberof hypemarketsin Eas:
China. While it is still small,theyarefocusingonimprovingtheir selectionof importedproductsin
bothHangzhouandShanghai.ln Shanghatheyarealsostartingto importdirectly.

Department Stores

Ito Yokado andlsetan arehigh-end,Japanesewnedstoresthattargetupperclassconsumers.
Theser e t a empleasisn éxpansiorin to theseseconetier marketssuggestshatthereis easier
accesdor high-endretailersin the seconetier markets Chinawide, Ito Yokadohastwo storesin
Beijing andonestorein Chengdul s e tChimesestoresarein Shanghaandthe seconétier cities
of Jinan,Tianjin, ChengduandShenyang.Dependingon the market,higherendgrocerystoresin a
departmenstoremay carryalargeselectionof importedproducts or a sectionof a storethat
specializesn othertypesof merchandisenaybe dedicatedo importeddry goods. Therearemany
otherexamplesf departmenstorescontaininga high endgrocerystoreor supermarket.

Specialty Supemarkets and Boutique Stores

JennyL o ui$amajorretailerof importedfood productsfor expatriatesuppermiddleincome:
Chineseconsumeraindotherswho havelived or studiesoverseasThe companywasestablishedn



1995andoperated 2 supermarketgn Beijing locatedin high-incomeand/orupscalecommunities
oftenneardiplomaticcompoundsandmissions. More than98 percentof the productsofferedin the
smallsupermarketarefrom overseas- with morethanhalf from the United States.In particuar,
breakfastereal,seasoninggairy productsandwine makeup the greatesfocusof offerings.Jenny
Lou reportsthatthe economicdowntownhadsomeimpactits businessvith salesdownbetweerb-
10 percent. Thestorehasbeenaffectedby the departue of expatriateworkersandcustomers
tradingdownto lessexpensiveproducts.

City Shopsellsanextensiverangeof importedfoods.Over85%of City S h o proédsctsare
imported,andCity Shopcarriesnearly3,000Americanfood andnonfood products. Startedasa
cornershopby aformer Cochranfellow, City Shopnow has9 retail outletsin Shanghaandonein
Beijing. It hasdevelopedts own systemof retailandwholesaleservices. It maintaingts own
farmswith internationallyrecognizedrganicfarming andlogisticssystemsit producesl40
differentorganicvegetablesndherbs,andproduces transportediaily via temperaturecontrollec|
trucksto City Shopoutletsandotherwholesalebusinesgartners.

Ole, operatedy CRV, targetsuppermiddleincomeshopperandwhite-collar workers. Its 10
Beijing storesareall locatedin busines®r shoppingcentersTherearetwo storesn Shenzhen,
with anothersetto openin GuangzhouAnothernewstorelocatedin the ChinaWorld Phasdll in
Beijing is scheduledo openatthe endof 2009.Importedfood productsalesareapproximatelys0
percentor moreof total food sales. Thestoresin Shenzhetavebeensuccessfuin introducing
importedfoodssuchascheeses;hocolatesgoffee,wine, liquor, biscuitsandfreshfruits at higher
prices.Underminingthis earlysuccesss anunstablesupplychainandlack of promotionto support
furtherdemandgrowth. Oleis reportedlyplanningto openShanghastoresin the nearfuture.

Supermarkets

Lianhua, Hualian and Nonggongshangarethreelargestateownedsupermarkethains.
Theseandotherdomestidirms, dominatethe supermarkesector. Although LianhuaandHualian
werenominallymergedhreeyearsagoto form the behemotiBailian, thelargestretailergroupin
China,theycontinueto operateasdistinct(andcompetitive)chains. Bailian appearso be more
focusedon rationalizingits diverseportfolio, anddevelopingts shoppingmall management
component.Both LianhuaandHualianhaveexpandedaggressivelghroughacquisitionsof other
chains Jeavingbothcompaniesvith the challengeof incorporatinggheminto alreadyweakstate:
ownedmanagemerdtructures.Inspiredby foreigninvestedcompaniesthe Chinesechainsare
payinggreaterattentionto branding,andmostnow carrya substantiahumberof housebrands.



All threehavealsoopenedrandedhypermarketsn andbeyondShangha andLianhuais puttinga
particularlystrongeffort into its CenturyLianhuahypermarkets AlthoughNonggon g s h
marketsharehasslipped,it is attemptingio expandts reachto matchLianhuaandHualian
openingNGS hypermarketsn distantcitieslike Nanchangwith mixedresults.

The stateownedsupermarkethainsalsoplay anotherolei thatof thelocal partnerof
internationaketailers. Theinternationalplayershadto agreeto this to enterChina. SoLianhua,for
example ownsalargeminority positionin both CarrefourandMetro.

China Resourcesvanguard alsohasalargenumberof supermarketdt acquiredwith Suguo,a
regionalgiantheadquartereth Nanjingin 2004. Thebrandscontinueto operatandependently.

Wu-Mart is amajorretail chainbasedn Beijing thatoperatesnorethan2,000storesthroughout
Chinafeaturinghypermarketssupermarketsandconvenienceatorestargetingmiddle classandlow
endconsumersRetail salesreachedb4.4billion in 2008basedon expansiorandacquisition. In
2005,Wu-Mart acquireda 25 percentshareof Beijing Mei Lian Mei to increasats marketpresence
in Beijing. Wu-Mart alsoacquireda positionin Xin HuaBai Huoin Yin ChuanandZhejiangGong
Xiao in 2008to expandts numberof outletssignificantlythroughoutChina.

Advantagesand Challengesfor U.S.Products

Overall,U.S. productsenjoya highimagein the Chinamarket.Risingincomesandgrowing
concernverfood safetyamongChineseconsumersfternumerousepisode®f food
contaminatiormeantherewill be moreopportunitiesor U.S. productswhich arelargely perceived
assafeandwholesomeOn the otherhand,priceis still oneof thebarriersfor U.S. productsto
reachmoreChineseconsumersptherchallengesncludelabeling regulationsdistribution,anc
limited productknowledge Thefollowing tableprovidesfurtherdetails.

Advantages and Challenges for U.S. Products

Advantages Challenges

U.S. productsre regarded as high ifMany U.S. products are costlier than their local
quality, and manufactured with highjcounterparts.

safety standards.
Urban Chinese consumers spend 3{Overall incomesemain relatively low, with imports
of their income on food. selling mainly to higher income groups.

Consumers are interested in new talConsumers are very price sensitive, and often unwil




to risk spending money on unfamiliar products witho
trying them first.

Many U.S. brands are widely Many U.S. companies have established plants in Ch
recogni zed and r[manufacturing their products in China with Chinese
major urban markets. ingredients.

Incomes are growingapidly in secongDistribution and logistics remain underdeveloped ou
and third tier cities, creating a wholeof the largest urban centers, making distribution of
new range of opportunities. imported products to interior cities difficult.
\Westernfoods are more widely Lack of knowledge about U.S. products and how to
available than ever, and growing in |prepare them properly makes consumers hesitant tq
popularity with consumers.

Chi nads entry i nj|Labelingregulations and sanitary restrictions limit ag
tariffs on a wide range d@mported  [to the market.Enforcement of regulations is haphaza
products. creating confusion for exporters.

[The number of qualified distributors[Many U.S. exporters continue to rely on gray market
for imported food on the mainland igchannels, reducing their level of contact with end us
growing, along with the volume of Jand understanding of the market.

direct exports.
Rapid growth irretail chains has Purchasing by most foreignvested chains remains
created the potential for bulk sales, [decentralized, preventing them from sourcing in bulk
with consequent improvement in  [Close relationships between store mansagad local
pricing and handling. distributors help to reinforce this tendency.

Competition and BestProspects

Themostseriouscompetitionfor U.S.food exporterccomesfrom local andjoint venturefood
producersandprocessors.The quality of fruit andvegetablesn paricular hasincreasedapidly,
andmanylocal tradersnow contendthatthebestof C h i rfraitGsssimilarin quality to imports.
Thegeneralack of coherenmarketingsystemscontinuego plagueC h i nnaustsy,however,
makingit difficult to sourcesignificant quantitiesof productswith consistengjuality. While
orangesimilarin qualityto U.S. navelorangesareavailable thetransactiorcostsof dealingwith
largenumbersof smallfarmers thensortingandpackingraisesthefinal marketpriceto levels
similarto imports. Theformationoff a r mwlunta§organizationsuchasthe ZhejiangPear
Associatiorhasthe potentialto reducetheseproblems put suchorganizationarestill relatively
new.

Competitionis equallyintensefor procesedfoods,althoughdifferencedn tastemeanthatthe
primarycompetitioncomesfrom third countrycompetitorsor joint venturemanufacturers Shelves
may appeatto be stockedwith famousforeignbrandssuchasKraft, LaysandM&Ms, but close:
inspectionrevealshatmostof theseproductsaremanufacturedocally or in SoutheasAsia. This
allows manufacturerso cashin on brandidentification,takeadvantagef low laborcostsin China
andadapttheir productsto Chineseastesandlabelingregulatiors, all atthe sametime. Yearsof
food adulteratiorscandalfhhavemadeChineseconsumergynical,however,andmostwill attribute:
ahigherlevel of quality safeguardso food productsthataregenuinelyimported.



Thegenerakrendto datehasbeenfor local manufacturerso pushimportsout of the price-driven
massmarketandinto nichemarketswherequality andnoveltyaremoreimportantthanprice. This
hasalreadyhappenedo varyingdegreesvith petfood ( Ma loalfy manufacturedPedrigreeanc
Whiskaslabelsdominatethe middle market),wine (Chinesdabelsdominateat thelow end),apples
(WashingtorStateapplessell extremelywell in gift markets)andconfectioneryMars). Growing
local competitionhasemergedor tablegrapesanddomesticsweetcherriesJemonsandalmonds
appeato beimprovingin bothvolumeandquality, albeitfrom averylow base. Certainproducts,
particularlywesternstyle preparedoods,facelittle or no competitionfrom local manufacturers,
constitutinga nicheuntothemselves.iImprovementsn quality andincreaseceffortsat branc
developmenareallowing Chinesecompanieso competemoreeffectivelyfor somenichemarkets,
butlocal manufacturer§acethe samedistributionproblemsasimportedproducts aswell asa high
level of skepticismamongconsumers;.

Third countrycompetitioncomesin two distinctareas:commoditytype productssuchasfrozer
meat,poultry, seafoodandfreshfruit, andwesternstyle nicheproductssuchascannedanc
preparedoodsandethniccuisinesandingredients. Competitionin the freshandfrozenmeatfruit
andvegetablesrrenaaswell asdairy, comesprimarily from Pacificrim neighborsjncluding
Thailand,New Zealand Australia,CanadaandChile, aswell asSouthAfrica andBrazil.
Competitionfor westernstyle preparedoodsis muchmoreglobal,with competitorsplayingto
their strengthsn individual productssuchasolive oil, wine, pastaandpastasauces.

TheU.S.remainghelargestsingleexporterof consumetorientedfood to China,andis the only
exporterwith a presencén mostcategoriesChinais attractinga growinglevel of interestfrom
othercountrieshowever,andhassignedor is negotiatingoilateraltradepactswith manyof its
neighbors.Thefollowingis abrief outline of key productsandcompetitors.

Key Products and Competitors

Sialtn Chenlluldiise Main Foreign Competitors

Products
Red Meat Canada, Denmark, New Zealand, Austral
Poultry: chicken paws &  Brazil, Argentina
wing tips
Oranges New Zealand, South Africa

California Table Grapes  Chile



Washington Apples Chile, New Zealand

Cherries New Zealand

Breakfast Cereal United Kingdom, Australia, EU

Cheese and Dairy New Zealand, Australia, EU

Frozen Processed Product:Canada, New Zealand

Wine Australia, France, Italy, Spain, Chile

Spaghetti sauce/tomato  Italy, France, EU

products

Coffee Japan, France, South Africa

Candy and Chocolate Switzerland, Italy, France, Belgium, Japa

Nuts Iran (pistachios), Mongolia, Korea
(chestnuts) Russia

Seafood Russia, North Korea, Canada, Norway,
Japan

Ginseng Canada, Korea

Dried fruit: prunes and raisiFrance and Italy (prunes)
Baby food/infant formula New Zealand, Switzerland
Premium Ice Cream France, New Zealand

BestProspects

ProductsPresentn the MarketWhichHave GoodSalesPotential

- Nutsanddriedfruit (prunesyaisins)

- Seafood

- Poultrymear

- Redmeat(U.S. beefandrelatedproductsarecurrentlynot permittedentryinto China)
- Frozenvegetablegesp.sweetcorn)

- Infantformula

- Babyfood

- Dairy products(cheesendbutter)

- Bakingingredientsandbreadbase:



- Frozenpotatoproducts
- Freshfruit (orangesapples)
- Premiumice cream

ProductsNot Presentin SignificantQuantities WhichHaveGoodSalesPotential

- Freshfruit (cherriespears)

- Processed/driefiuit (blueberriesgranberries)
- Mexican,Indianfood

- Readyto-cookandreadyto-eatfoods

- Organicfoods(nichemarket)

- Functionalfoods

Guidelinesfor Entering the Market

Chinais nota singleamorphousnarket,but a jigsaw puzzleof small,overlappingmarkets
separatedy geographygulture,cuisine,demographicanddialects. As such,thereis no single
formulafor successn China. Thebestapproacho marketinga productwill vary dependingnthe
productandthe specificmarket(geographi@anddemographicpeingtargeted.Nonethelesghere:
aresomebasicguidelineshatcanbeappliedto mostcases.

1) Understandthe importance of relationships. C h i regadsystemis developingputremains
inconsistent.Enforceabilityof contractsvarieswidely, butis generallyweak. Businessn China.
insteadreliesheavilyon personatontactsandinfluence(referredto asé g u a nFericodnpanies
with aseriousinterestin China,noinvestmenwill be moreimportantto their successhanthe
networkof relationshipghattheyestablishn China. For morepointerson therole of guanxiin
Chinesébusinessulture,pleaseseereportCH4835 ChineseBusines<tiquette.

2) Find alocal partner and/or distributor. For smallercompaniesvithouttheresourceso
directly markettheir productsin China,agooddistributoris critical to success Distributors
providethe networkof relationshipswvith buyers regulatorsandothers thatis essentiato doing
businessn China. Unfortunately thesetendto bein shortsupply. ATOs keeplists of well-known
distributors. Keepin mind thatcontractarrangementwith retailerstendto placemostof the
marketrisk for newproductsontothe distributor,sotheymayrequiresomeconvincingbeforethey



will takeon anunfamiliarproduct. Specializedlistributorsalsoexistfor certainproductcategories
mostnotablywine, seafoodandfruit. Be carefulin selectinga partnerandin establishingan
incentivestructure: partneshipsgonesourarethe mostcommoncauseof businesgailure in

China. Payingcloseattentionto paymentermscanbe animportantaspecof this (confirmec
lettersof creditarestandard).

3) Know the rules. Chineseaegulationsareoftenvaguelyworded,arbitrarily enforcedanc
opague.Your distributorcan(andshould)handlethis for you. However,weakenforcemenhas
madeshortcuttinga commonpractice andexporterghatrely entirelyon Chinesepartnerdor this
areoftenunawarehattheir productsdo not conformto therulesuntil a problemarises. To defend
againsthe unexpectedexportershouldtry to bereasonablyamiliar the actualregulations.
ProductregistrationJabelingandproductexpiry datesarethetop concernsn thisarea To enter
theretail market,food productsmustreceivea hygienecertificatefrom the local governmentvhere:
theproductwill besold. Foodproductsmustalsobelabeledin accordancéo Chinesegovernment
standardswith thelabelspre-approvedy the government.Functionalor healthfoodsmustobtair
a healthfood certificate,andclaimsof healthbenefitson packagingor in advertisingarestrictly
regulated.FoodscontainingGMO ingredientanaybe subjectto additionallabelingrequirements,
asare organics. Therearealsoawide rangeof concerngelatedto C h i mewd-sodSafetylLaw.
Pleaseseethe FAS FAIRS reportsfor Chinaonthe FAS websitefor details(www.FAS.USDA.gov;
attacheeports)or thewebsitefor C h i rAdnd@irsstrationfor Quality Standardslnspectionanc
QuarantindAQSIQ) at www.AQSIQ.gov.cn.

4) Getto know the market. As notedabove,Chinais asurprisinglydiverseplace. Tastes,
customsculture,businesgpracticesandgovernmentegulationsvary from placeto place.
Experiencein othermarketswill notnecessarilyxelpin China,andsomeaspect®f the marketneed
to bewitnessedo befully understood.Thebeststrategyis to targeta specificplaceandgetto
know it well. Thescopeof your effort will determinevheteryou selecta singlecity or awhole
region. Travelto Chinais highly recommendetb evaluatgpartnershipshuild guanxi(seeabove),
andidentify newopportunitiesandpotentialobstacles.(Partnersarefrequentlyhesitanto mentior
problemsin formal communicationshutwill be moreforthcomingoverinformal eventdike
dinners). FAS marketbriefs offer a goodsourceof informationon the market,andareavailablefor
freeonthe FAS websitenotedabove.

5) Find your market niche and focusonit. Chinais avery,verybig place. Themassmarke:
maybehuge,butit is drivenentirelyby priceanddominatedoy lowestcostlocal producers.Better
returnsareto be hadfrom targetinga specificniche. The countryhasa nearlyinfinite numberof



nichemarkets someof themquite large. Examplesncludethe high-endgift market,where:
marginsarehigh but packagings crucial (wine, ginseng) the expatriatemarket(famousbrands
from homelike Kraft, Betty CrockerandPost);or healthconscious/oungparentgprunes,
almondsfreshfruit).

6) Invest (wisely)in consumerresearch. To outsidersChinesdastescanseentfickle. Tastes
poorlyreceivedn theU.S. mayprovesuccessfuin China,while productgsargetedo onemarke:
nichemayendup finding their greatessuccessn a completelydifferentone. To avoidunpleasant
surprisesaandfind newopportunitiesexporterswith along-terminterestin Chinaareadvisedo
researchhe marketandtestnewproductsdirectly. Be carefulhow you investresearchmoney,
however. Thequality of researctby internationaimarketresearchirms is oftennot muchbetter
thanthatof muchlessexpensivdocal companies. ATO-sponsoredctivitiesoffer gooc
opportunitiego field testnewproductsor packaging.

7) Adapt your products. Exportersshouldbe preparedo adapttheir productsto the demandof
their Chineseconsumers.Thisincludesflavors,packagingpricesandlabeling. Smallchangedo
flavorsor packagingbasedn marketresearchinay makethe productmoreviablein China. For
example Chineseconsumersreoftenunwilling to buy unfamiliarproductsf theyc a ra@ually
seethem,soincludingatransparentvindow in the box or offering free samplesanhelpsales.
Productghataremarketedasgifts, suchaswine, shouldplaceextraemphasion the packagingas
thisis consideredinimportantpartof anygift. Many exportersseekingo breakinto the gift
markethavespecialpackagesnanufacturedn China,which canalsohelpto addresdabeling
issues.

8) Beflexible. Thingsd o rakvayswork asexpectedn China. This canbeagoodthing, providec
you cantakeadvantag®f opportunitiesvhentheyarise. Exporterswho enterthe marketwith
preconceivechotionsof howto marke their productsoftenmissout. ATO activitiesroutinelyturn
up unexpecteapportunitiesfor premiumbonelesgorkin Chengduford 6 a rp¢amsandcherries
in Shanghaifor Mexicanfood in Wuhan. By the sametoken,a productmayfind its bestnichein
anunexpecteglace. WashingtorStateappleshavedonequite well in Chinadespitetough
competitionfrom local products pecauseuperiorappearancandconsistentjuality madethemthe
top choicefor gift baskets.

9) Pursuegradual but sustainablegrowth. A commonpitfall is thetemptationto pursue

explosivegrowth,focusingon geographigenetratiorratherthansustainability. This mayproduce
impressiveshorttermresults but exporterswith limited meangnayfind themselvesverextended
very quickly. If theexporteris unableto meetthe expectation®f their customerstheymayturnto



othersourcegsuchaslocal copycatsor counterfeiterspr demandmaycollapse. Alternatively,the
exportermayfind themselve®verlyrelianton local agerts thattheydo not know well, andwho
havelittle interestin thelong-termsucces®f the product. The go-slow approactgivesexporters
time to learnthe markets accumulateustomerfeedbackandbuild their distributionchannels.

10) Investin market promotion. Oncein themarket,ane x p o rpitoductwillsbe competing
with tens,if nothundredspf similar products. Domesticallymadeproductswill oftenhave:
advantagesn price,familiarity andlocal brandrecognition,while importscanbe aided by
aggressiveromotionalcampaigns.Lackingthe massivemarketingbudgetsof multinationaldike
Nestleor Kraft, mostexporteramustdesignandimplementtheir marketingcampaignsarefully.
Attendingonly quality, focusedtradeshowsfor your particularmarketsegments a goodway to
start. In-storepromotionsarealsoa costeffectiveway to supportyour productandbuild
relationshipswith distributorsandretailers. Abovetheline mediaadvertisingshouldbe carefully
plannedasTV andradiotimeis expensiveandhaslimited reach. Exportersarestronglyadvisedo
explorejoint marketingopportunitiesvith ATOs or with a StateandRegionalTradeGroups(such
asMIATCO, WUSATA, FoodExportUSA/NE, or SUSTA). Theseeventstendto be costeffective
anddrawmoreattentionthanstandalonepromotions.

RegionalProfiles

Chinais adiverseplace,andfragmentedlistributionandlogisticssystemdelpto reinforceexisting
divisions. To assistexporterdn dealingwith theseregionaldifferences,FAS maintainssix offices
in China,with Agricultural TradeOffices (ATO) in Beijing, ShanghaiGuangzhouChengduanc
Shenyang andanAgricultural Affairs Office in Beijing. Individual marketprofilesfor eachregion
areofferedin thefollowing sections written by therespectiveATO offices.
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Eastern China - Shanghaiand YangtzeRiver Delta

Thecity of Shanghais a massivemarketuntoitself, with a populationestimatecat 20 million, anc
incomesamongthe highestanywheran China. As costsin the city haverisen,theeconomyhas
begunto shift awayfrom manufacturingandinto financialandmanagemengervices.
Manufacturerseekingo escapéiigh costsin the city while takingadvantagef theinfrastructure
andmassiveconsumebasehavecreatedan economicdboomin the surroundingegion. Thecity is
locatedat the centerof aweb of economiadevelopmenthatincludesthe provincesof Zhejianganc
Jiangsuandis collectivelyreferredto asthe YangtzeRiver Delta(YRD). Thisregionaccountdor
nearlyl/3 of mainlandC h i nGdB. Massiveinfrastructuranvestmentasled to major
improvementsn logisticsanddrawntheregionclosertogether. The openingof the Yangshan
deepwateportfacility is expectedo makeShanghathew o r lladgésgontainemportwithin the
nextfewyears.S h a n glargeexpasriatecommunity(estimatecht 500,000)is dominatedoy
Taiwanesewho bring with thema familiarity with foreignbrandsandatastefor U.S.andJapanese
foods.

S h a n grbtail edtaris increasinglysaturatedandhometo alargenumberof supermarkets,
hypermarket&indanextremelystrongconvenienceatoresector. Supermarketsemainthe
dominant andoldest,modernretail format, with relativelyweakmanagemerdandinfrastructure.



Supermarketarelosinggroundto hypermarketandconvenienceatores. This lossin marketshare,
however s countedn growthnot capturednewstorescontinueto open.The supermarketormatis
quitedurableowingin partto S h a n gtgh pogukationdensity(the highestin Chinaandoneof
thehighestin all of Asia), which makest possibleto havea smallsupermarketvithin walking
distanceof virtually anyplace in thecity.

Influencedby the globalfinancial crisis,economiadevelopmenin Shanghasloweddownin 2008
but GDP still grewby over9%in realterms. Stimulatingdomesticdemands oneof the Chinese
g 0 v e r nmeasuresd combattheeconomiadownturn.Overall, retailingin Shanghastill
remainsrobustandretailersareworking on newconceptdo lure consumerssuchasmarke:
segmentationsoasto producepointsof differentiationandcreatean edgeovercompetition.

Beyond Shangha

TheimmediateareasurroundingShanghaithe YangtzeRiver Delta,or YRD) is a beehiveof
industrialandcommerciaklactivity. In thekey cities,retail developments alreadywell advanced.
SuzhouandHangzhowarehometo Carrefourandotherhypermarketsaswell asconvenience
stores. HypermarketshroughoutheregionsourceimportsthroughShanghaitakingadvantagef
ther e g i oatstandindogisticsandS h a n glargei 6 s
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communit of experiencedood importers. The supermarkesectorin thesecitiesis typically
dominatedoy eitherLianhua,Hualianor Nongongshandyut with a preponderancef independents
(with thenotableexceptionof N a n j iSumggod. s



Thecapitalof Zhejiarg Province, Hangzhouis hometo Carrefour Metro, Lotus, Auchan,Wal-
Mart, Lianhua,andHymall, amongothersuper andhypermarketsH a n g z he@milmarketis
doingfar betterthanexpectationsin an ATO-organizedhationwideretail promotioninvolving 24
Carrefourstoresthe Hangzhoustoreranked?" in sales:aheacf Guangzhowandfollowing stores
only in Shangha(4 stores)andBeijing (2 stores). In addition,the Hangzhoustorewasextremely
aggressivén recruitingdistributorsandproductsfor the event,andultimately carriedfar more
itemsthanoriginally agreed.(PleaseseeCH7819. In adeparturdor a stateownedchain,Lianhuel
is activelypromotingimportedproductsn Hangzhowandplansto opena specialtysupermarke:t
concentratingpnimportedproducts.

Suzhow marketis steadilygrowing,anda privately-ownedcold chainalreadyexists,with
temperatureontrolledwarehouseanddeliverytrucks. Metro hasestablifieditself in Suzhouas
the destinatiorfor onestopshoppingandits memberships already130,000strong. To further
stimulatemarketgrowth,thec i tinfréssucturas developingatlight speed.Severahew
highwayswerebuilt recently;bridgescrossthe YangtzeRiver, andalight rail systemhasbeen
scheduledor completionin 2008. (PleaseseeCH78189.

Developments now movingonto athird tier of cities. Particularlynotableare Wuxi, which has:
becomea majordistributioncenterfor seafoocandmeatproductsin the YRD area(seetherecent
reportCH8806for moreinformation);Ningbo, which hasaveragencomeson parwith Shanghai
but alesswell-developedetail sector;andNanjing, the capitalof Jiangsyprovince.

Nanjingd marketandimportedproductconsumptiorhaveincreasedubstantially.In
ATO/Shanghainterviews,majorretailersincludingMetro, WalmartandCarrefourstatedthatthe
higherthe percentagef importedfood itemsin their store the bettertheir sales- indicatingthe
high potentialfor importedfood in Nanjing. Nanjingis alsohometo Suguo aretail giantthatholds
morethanfifty percenofthec i tmaixes.

AlthoughWenzhouis oneof thericheg citiesin China,its marketfor foreignimportsis still
relativelyunderdevelopedWenzhouwvasonly openedo internationaketail giantsin 2006. While
themarketwasslow to open,theretail sectoris growingquickly. Accordingto theWenzhouRetal
Associationafl S o u rAd il n ggomsisngof all theimportantretailersin Wenzhouwas
organizedn 2008to consolidatehe sourcingof importedfood productsto strengthenhe
bargainingpowerof Wenzhouretailersagainstfood importers. (PleaseseeCH7819.

Wuhan, in Hubeiprovinceoffersa mid-rangeprospect.It hasareasonablyvell-developedetalil
sectorwith Metro, CarrefourandWal-Mart all representedAs incomelevelsrise throughout


http://usdachina.org/info_details1.asp?id=1714
http://usdachina.org/info_details1.asp?id=1712
http://usdachina.org/info_details1.asp?id=1728

urbanareasn China,potentialmarketsareemergingn growingcitieseverywhereln 2007,08, anc
09 ATO Shanghahasconductednultilevel campaigngo promoteU.S.food productsin Wuhan.
All theseeventshaveexceedeaur expectationsand we havesucceedeth introducingseveral
hundredSKUsto consumersn Wuhan. Thecity seemgeceptiveto Americanproductsandwith
therapidincreaseof supermarketdiypermarket&ndconveniencetoresaswell asmorethar
40,000restaurantst hasareasonablylevelopedetail sector. (PleaseseeCH7815,andCH9801)

Wal-Ma r tedaskablesuccessn Nanchang the capitalof Jiangxiprovince,providesa goodcase
studyfor retailin China. Nanchangvasnot generallyregardedasaretail marketin the sameclass
asKunmingor Chengdu.However,closecooperatiorwith local officials nettedWal-Mart a prime
location,just asthe city launcheda majorredevelopmengffort, makingfor amajorsuccess.The
succes®f thisventureis all the morestriking giventherelativelyweakperformancenf

N o n g g o n gNGB laypegnarketestablishedeveralyearsearlierin the samecity, anc
demonstratethe valueof local marketknowledge.

Beijing and Northern China

Althoughexpansioris slowercomparedvith recentyears the northernChinaretail marke:
continuego grow despitethe currentglobaleconomicslowdown. The sectorslowedmostsharply
from the FourthQuarter2008to the First Quarter2009. However,since the SecondQuarter2009
retail saleshavestrengthenedThe economichadits greateseffectin Beijing andto alesserexten:
to coastakities,while theinlandregionsof northernChinareportedittle impact.

Theeconomydid shift demand with high-pricedfood productsmoreaffectedby pooras
consumershiftedto lower-mid pricedsubstitutes.For examplejn Beijing wine pricedunderRMB
100($14.62)remainedvery popularwhile productsaboveRMB 100 ($14.62)faceddiminishecl
sales.In Tianjin, areductionin grouppurchasesit importedfruit salesduringthelastChinese
SpringFestival. The slowdownon the coasthasalsoreducedeatingout, shifting consumptiorto
thehome.For examplefreshfood productssalesn North Chinahaveshownpositivegrowth
becausdewerconsumerslineout.

Thegovernmenstimulusplan,falling rentsandlower wagepressurdaveencouragedoth
multinationalandlocal retailersto expandoperationsn northernChinai with someever
acceleratinglansto openstoresin 2009. At thesametime, intensecompetitionandescalating
costsin Beijing havealsofueledgrowthoutsidethe capital. Retailersareincreasinglyfocusingon
seconetier emergingeities, particularlyricher coastalocationssuchasQingdap, Weihai,anc






