The supply chain and management of fresh produce in China 

HUANG Zu-hui
, SONG Yu
, LIU Dong-ying
,  

（Zhejiang University,  Hangzhou 310029,  China）

Abstract: The improvement of consumption level leads to the changes in the way of consumption. The appearance of supermarket leads to the changes in the circulation model of fresh produce and consequently the reform of management of the supply chain. From the perspective of the management factors of the supply chain of fresh produce and on the basis of the description and analysis of the management of the supply chain of the fresh produce in China, the paper points out that the management of the supply chain of fresh produce should take product characteristics, technical supports, marketing and competition, organization maturity and public policies into consideration. 
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I Introduction

Selling produce in the supermarkets is deeply influencing the consumption and circulation of fresh produce. The tendency that more and more supermarkets are selling fresh produce is determined by the changes in consumers’ demands. With the improvement of people’s living conditions, consumers concern more and more about the quality of life. An important measure of life quality is food. It includes not only the food itself but also the way of buying food. Produce markets with poor environment and no guarantee of quality cannot satisfy the demands of consumers pursuing high-quality life. They want to buy desirable food in a comfortable environment. 

In recent years, not a few produce markets have been transformed into supermarkets in the costal cities of China. Although this transformation was driven by the government to some extent, it’s also a reflection of the changes in consumers’ demands. The successful operation of supermarkets is determined by the successful selling of fresh produce. According to the experience of the developed countries, 80%-95% fresh produce is sold in supermarkets and groceries. 

In China, according to statistics, the commercialization rate of grain and vegetable is over 30%, that of livestock products and aquatic products is over 50% and that of fruit is nearly 90%. In such background, traditional produce transaction cannot satisfy the mass selling of produce. Therefore, some new business channels should be established between the farm households and urban food markets. However, there is still no efficient and smooth circulating system of fresh produce in China. The objective of this paper is to analyze the management of the supply chain of the fresh produce in the supermarkets, explore the existing problems in the management and internal causes and provide relevant suggestions. 

II Factors for the supply chain management of the fresh produce

The management of the supply chain is a chained process in which plans, organizations, materials and services flow from the suppliers to the terminal users or consumers (David J. Bloomberg and et al.). The strength of the chain is determined by its weakest link. Unlike the management of the traditional logistics, the management of the supply chain concerns not only the flow of physical materials but also the mutual reliance and support of partners. To realize this objective, the key to the management of the supply chain should be the coordination of the relationship among organizations participated in the chain. 

The complicated distribution or marketing channels in the chain usually determine the final success of a firm. In reality, professional managers often face a lot of channel options. They have to do a lot of planning and negotiations before they determine the channel structure. Even after they determine the channel structure, these channels will constantly change due to various factors. So the ultimate goal is to establish an excellent channel with competitive advantages. At present, more and more China’s supermarkets operators are learning the advanced management methods from their foreign counterparts and trying to improve their own management of the supply chain. 

Unlike other goods, fresh produce easily goes to decay and has a higher requirement for safety. Consumers demand for the diversity of it due to their constantly changing tastes. All these determine the following characteristics and requirements for the management of the supply chain of the fresh produce: (1) fresh produce shall be moved from the field to the table as soon as possible; (2) the quality of fresh produce during transportation shall be maintained; (3) consumers shall be provided with fresh and safe varieties; (4) the waste during the transportation shall be decreased and the cost of transportation shall be lowered down; (5) fresh produce shall be a core competitive advantage for the supermarkets. 

We think that the management of the supply chain of the fresh produce in the supermarkets should include two aspects: one is the management of the logistics of fresh produce, including the development and management of different varieties, implementation of criteria, supervision of quality, packing, transportation, storage, processing and distribution; the other is the management of the relation and organization, including the selection of suitable logistic channels and partners, determination of contracts, allocation of added value, and maintenance of long-term partnership and smooth running of the supply chain. 
III Status of the operation and management of fresh produce in China’s supermarkets

At present, the market of fresh produce in China can be still divided into three levels, namely, wholesale market in the producing area, wholesale market in the selling area and retail produce market. With the rise of the supermarkets and groceries, the traditional circulating channels of fresh produce are also changing. Chart 1 describes the main participants of the circulation of fresh produce in China. 

Seen from Chart 1, China’s supermarkets can purchase fresh produce through four channels, namely, production bases, middlemen, farmers’ organizations and wholesale markets. Middlemen are their main channel now; the combination of production bases and supermarkets is becoming a trend; wholesale markets sometimes also provide the supermarkets with fresh produce; farm households also provide some seasonal or regional produce. 

Besides the main participants, there’re also some relevant participants. They usually provide the main participants with specific services and consequently also involved in the channels (see table 1).

  Table 1 Classification of participants of supply channels of fresh produce

	                       Main participants

	Producers                            Wholesalers  

        Middlemen                           Retailers 

	                     Relevant participants 

	        Function-oriented                        Support-oriented

	        Transportation                          Finance

        Storage                                Insurance

        Packing, loading and unloading             Information

        Circulation and processing                 Consultation 

Distribution 


For the management of the supply chain, these two types of participants are both objects under management. In practice, there is no genuine application of the management of the supply chain to the fresh produce in China’s supermarkets. The main reasons for it are as follows: 

1, Different parts of the supply chain of the fresh produce are not linked effectively. The key to the management of the supply chain is to be able to establish mutually reliable and supportive relationship between the upper and lower stream of the supply chain. That is to say, mutually reliable and supportive partners should be found out and fixed. The results of our field surveys show that the majority of supermarkets don’t have long-term and stable suppliers of fresh produce, let alone permanent partners for transportation, packing, loading and unloading. The control of the efficiency and cost of purchasing fresh produce is usually determined by their ability to negotiate, instead of the smooth running of the supply chain. 

An ideal supply chain model should be a mutually benefited cooperation based on mutual trust and shared information. However, the information flow of the supermarket supply chain is broken and the logistic support is unstable. Since the cooperation among organizations is provisional, there is no trust and support. Chart 2 and chart 3 are descriptions of this situation. 



2, There is no special distribution system for adding value in the supply chain. The management of supply chain should be an integrated one. In an efficient supply chain, all links of it are organically connected. They help to realize a common goal through cooperation and coordination. Adding value is to improve customers’ feeling of the product value through economic utility. Usually the value of products and services can be added through four economic utilities, namely, pattern utility, possession utility, time utility and position utility (David J. Bloomberg and et al., 2003,6). These utilities are created by different participants among supply chains, and therefore, it’s necessary to distribute the tasks of adding value among them according to their abilities to ensure the efficiency and the management goal of the whole supply chain. 

However, so far there has not been such a distribution system for the supply chain of the fresh produce in China’s supermarkets. It has been over 7 years sine China’s supermarkets began to sell fresh produce. According to our surveys, we find out that most of supermarkets are attaching more and more importance to the selling of the fresh produce, but selling fresh produce in most supermarkets is not profitable. The gross profit of selling fresh produce in overseas supermarkets is around 20%, but that in the domestic supermarkets is only between 0% and 10%. Such situation is related to the living condition and consumption habit of China’s consumers as well as the lack of the effective supply chain of the supermarkets. Therefore, on one hand, the cost of fresh produce sold in the supermarkets is comparatively high; on the other hand, the price, quality, freshness and varieties of the fresh produce are not very satisfying. 

IV Obstacles to the management of the fresh produce supply chain of the supermarkets in China

Through our field surveys, we find out that supermarkets make great efforts to lower cost and improve efficiency, however there are few supermarkets that take the management of the fresh produce supply chain as a project to be developed and implemented. Are they really unwilling to accept new concepts and adopt advanced management methods? Obviously not! There are a lot of obstacles to the management of the fresh produce supply chain, which are mainly relevant to product characteristics, technical support, marketing system, organization maturity and public policies (see chart 4). Let’s discuss furthermore.

1, Specific characteristics of products. The fresh produce sold in the supermarkets mainly includes meat, aquatic products, vegetables and fruits, and these products easily go to decay. For example, vegetables and fruits are usually seasonal, and some fresh produce is produced in special regions. All these characteristics of the fresh produce create a restriction for the supermarkets on products development and suppliers selection. 

2, Less technical supports. The logistics of fresh produce sold in the supermarkets includes transportation, packing, loading and unloading, storage, processing and distribution. Each link of the process needs the technical guarantee and management optimization. The logistic situation of the fresh produce sold in the supermarkets determines its profit margin. In the foreign countries, the quality of the produce is improving from the field to the supermarkets; while in China, its quality is declining in the process. There are no effective technical supports in the process because there is no strict produce quality and safety management system. These technical and management obstacles make the management of the fresh produce supply chain less effective. 

3, Imperfect market. There’re four obstacles in the marketing and competition. First, there is lack of information. The produce is produced by different farm households, and it’s very difficult for them to obtain complete and accurate supply information. And the demand information from the retailers is difficult to reach the grass-roots producers. Besides the lack of the supply and demand information, there is also no adequate information on the food safety. Supermarkets have to spend a lot of money to search for proper information on the fresh produce. Second, the prices of agricultural products often fluctuate constantly. The constant fluctuation of prices brings about uncertainty for the profits distribution among the participants of the supply chain. High transaction costs resulted from all parties’ negotiations on prices and benefits greatly reduce the efficiency of the management of the supply chain. Third, the margin of selling fresh produce in the supermarkets decreases a lot due to the competition with the wet markets spreading everywhere. The huge trade volume of wet markets makes it difficult for the supermarkets to compete with them in selling produce. Efficiency of the management of the supply chain is based on the share of the benefits. If a supermarket can hardly get any profit from selling produce, what can be shared with its partners in the supply chain？A lot of supermarkets have to give up selling the fresh produce. Fourth, the transaction agreement for the suppliers is too rigorous. In our surveys, we often heard the suppliers complaining about the difficulties in selling their products into supermarkets. Supermarkets’ rigorous requirements on pricing, payment, and quality control, goods delivery, promotion fee, ad fee and discount result in the high transaction cost for the suppliers. 

4, Immature organization system. The organizations participated in the supply chain should be comparatively mature. Seen from the practices of industrial logistics and management of the supply chain, most of the organizations or participants in the chain are of independent marketing abilities and high specialization. But it’s quite different in the field of the fresh produce. Producers, especially small farm households are difficult to be included in the management system of the supply chain of the supermarkets. There’s a huge transaction cost between small farm households and supermarkets. According to Japan’s experience, farmers’ associations can reduce such transaction cost. However, there are no such farmers’ organizations in China. Some leading enterprises with relations to farm households cannot genuinely represent farmers’ benefits. Besides, there are no highly professional logistic operators and modern distribution centers.

5, Weak public policies. At present, the tax rate for selling fresh produce in the supermarkets of China is 13%, which is 2 percent lower than other goods, but it is much higher than the tax paid in the produce markets, which greatly decreases the margin of the fresh produce sold in the supermarkets. The cost for transportation of fresh produce is also high. In addition, there are no active supports to the researches on the management of the supply chain of fresh produce, the training of special talents and management projects on the supply chain. 


Chart 4 Obstacles to the supply chain management for the fresh produce

V Brief conclusions

1. As more and more Chinese supermarkets are selling fresh produce, the management of the supply chain of the fresh produce should be put on agenda. 

2. The supply chain management of the fresh produce in Chinese supermarkets is still in a beginning stage. Each individual part for the supply chain of the fresh produce is not connected with each other smoothly. And there seems no effective system for distributing the tasks of adding value and benefits among parts concerned. 

3. When making the strategies on the supply chain management of the fresh produce in China’s supermarket, the obstacles, such as specific product characteristics, less technical supports, imperfect market system, immature organization system and weak public policies, should all be taken into consideration. In dealing fresh produce, the real cost of eliminating these obstacles and the potential benefits of realizing the management of the supply chain should be balanced and trade off in order to obtain real benefits by a successful practice. 
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Chart 3 Existing model of fresh produce supply chain for supermarkets
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Chart 2 Ideal model of fresh produce supply chain for supermarkets








Circulation and processing





Packing, loading and unloading





Storage





Transportation





Logistic supports





Material flow or service flow





Capital flow





Distribution centers








Middlemen





Chained stores





Chained stores





Producers








Producers








Chained stores 








Producers





Middlemen 





Assembling and distribution





Information flow





Consumers





Farmer transportation organizations








Farmer cooperatives





Production bases run by firms








Producers





Small farm households
































Wholesalers in producing areas and other middlemen



























































Wholesalers in selling areas and other middlemen





Retail terminal





Mass purchasers





Groceries for fresh produce






































Wet markets





Supermarkets transformed from wet markets





Supermarkets





Chart 1 Main participants of circulation channel of fresh produce
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