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Whole::le Food Markets with “Chinese Characteristics”

Abstract

There has been o growing interest in the role of the Chinese wholesale fond markets in
agrienitural development and the food distribution systen, Despite this attention, very little is

known about these institutions and the way that they operate. In this paper. some case stuches

are vsed mummv the profile of t’hc existng nature and strocture of a number ui"‘impi)rlzun

wholesale markets. After an overview of the theoretical role of these markets and bow ihey are |
petceived by Chmese policy makers, a review of some of the leading markety in Beijing,

Nanjing, Guangzhiow and Shanghai 1s provided. Observations are then made about how these

markets operme in practes and how they contribute to the Chinese food economy. It is

postufated that these mstitutions are similar to centralised agricultural wholesale markets in

capitalist countries and are the key to zumiyxing future food demand and eonsumption patierns

in China ‘ ' TR S
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Introduction

There hys hean a preat deal of interest recently in the development of the system of crrewlation
of agricuitural producis in China. The focus uf this appears to be on detei'mining the approprite
strveture, repulativn and price discovery .-*oov. i fink small, unskilied producers with a large
market. The . sisting connections ate s v - ek, Kowever, the centralised wholesale market has
been argucd'm be rae of the main mour - -0 government has chosen for both improving
the infrastructure and providing a vehick. :ur some sott of market control (Zhong 1996).
Despite this, litle is known about these institutions aud how they compare (o their « estern
counterparts. To address these issues, the iollowing tesearch reports oa some findings of a
recent visit to some of these miarkets in China, in an effort to develop a profile of the existing
strueture of Chinese foud wholesale mers 15, A+ g .d by Hua and Fan (1993), the solution
of the food circulation problem is 2 e Cor China’s o wubtural development in the 1990s,

The focus of this analysis is primazs » on 2 s and evetable magkers. ™e structure of the paper
is as follows. Firstly, the theoretive! is s of structure, = trwasnl intervention and price



thscovery in wholesale unarkets ace clcscribcdf Secondly, using information gathered on recent
field work in China, an overview of some of the leading wholesale markets in Beijing,
- Nanjing, Guangzhou qad Shanghai is provided, The fuure ditections and policy impacts on
hese nstitutians = then analysed. Finally, conclusions are drawn for the contribution and
future roke - Chinese wholesale markets in the Chinese food eeonomy, It iy postuiated that
thees e carlly the Key 1o analysing further demand il consumption patterns und o

'

e d oy e e Tor e d e o wrmxmnp’s food palicy.
CONCE {UTAL “RAMEWORK

B e Mg o U s c v & fuastion of wholesale markets in developing

v snes o hunfied. e Gerature oo puice diseevery, market structure, and the role of the
Coowe sent in markeds s ovast A w o cnoend o more detatled considersion of the case
tuidn - om-he whelsah, marker the folowing sections discuss the stritre, vegulation and
ol WrY Prow s witin e s Geloale starkets in China, Much of this niterial 1o drawn
Do alvses oF b tisarbwe i developed countries. 1t is argued o this paper that
b b et makEts 1 T T i simpls another form of government mlervention, and
Gt e b @A T TR fr th PROCESSEY are ot philosophicatly different trom those in
Catitlg evrne ony e aate some differences e the stage of development. and the actual
Cnechanrate of anerentor used, ‘ ‘
Structue: af 37 sidesale Markets o
L Chitles sovermuent has sxcently conmitied itself to furlar development of wholesalz
prurketiep watitations. Siaty maier wholesale markets for vegetables. meat, fish and fruits are
e ostalwhed over the neat five years by the Ministry of Agriculture to facilitate the
bl andssiaribauon i thess products (Xinhua 1996), In the light of this development, it
1$ Wbt e consider the stoetual liracteristics of these markets, especially in comparison
Ly ;;«wxés s gfopad couniicas, O ot the key {ssues to consider is that these markets are
wa Tl et 0 underdeveioproest, and can only be seen 1 proper conlrast to their
Hee e eountry eocator-parts whien i s eppreciated that the structure of all food markets is
bas iy Uy AT Gt svolving (Kohls et al 1990.62083,

Ciener iy speaking, in advanced weonomies, the number of market functions are expanded, the
masketiag ehiponels are Jonger, and firms specraise in petforming separate but related mﬁrkeﬁng
functicns By contast, underdoveloped markets are likely to cn?er u vange of murketing
fanetions, - o perhaps be the sole link between producers and retailess, o even producers and
Lo, ousumers. In developed magkets, a stuall number of “Limited Line” wholesalers miay
pecitiive, shetimes completely, i patticidar products, Similardy, “General Line® wholesalers

Z



may increase size. and develop regional markets, more widespread use of computerisation,
mechanisation, electronie ordering and billing, the inclusion of non-food lines, and increased
ownership of retail food stores (Kohls et al 1990,p91),

At the heart of this evolutionary process is the development of struetures thas can faeilitate more
elficient vertieal market eo-ordination. This trend is perhaps self-perpetuating, as the more co-
“ordmated the markets are, the more castly errors become, and more aceurare ca-ordination is
necessary (Kohls et al 1990,p2051. Beyond expansion of ownership to different levels on the
marketing chain, contracts and impreved price discovery are used inereasingly to facilitate this
process of information transfer. Should this evolution continue, 1t is fikely 1o lead to the
emergence of food remiling chains, which will compete with and restrain the power of the
existing wholesale markets, ' :

Another tread in the evalutton of food markets is inmnsmg dem:nh’:ﬂmﬁil’m (Kohls £t al 1990,
© p2G7s, While, initially, econamies of scale are likely to encourage centralisation of marketing,
modern markets are becoming inereasingly decentatised, (o the extent that same of the
wholesale activity oceurs ourside traditional terminal markets, by conneeiing buyer agents with
the prmlummn area. This process minimises the physical need (o move commulities into a
central location. The degree 1o which this happens is eften a function of increasing
sophistication of producers i sefling, and the previously inentioned greater use of market co-
~ ordinating mechanisms <Kuhls et al 1990, p210). However. it is perhaps a hunetion of the
propensity of these producis to spoil and the v ariability in production that preater level of
: sophlsuutmu in handling, storage and transformation is also puxsuf*m The cenral diffi uul(y
with these decentralised markets is in their ability to discover efficient prices, despite some
potential gzins in operation efficiency (p212), The decentralisation would appear to lead 10 a
greater departure from perfect competition, and may have led to terminal markets to become
“thin”, and hence less effective in their price discovery (p213),

To compem as decentralisation occurs, wholesale fisms are increasingly involved in a greater
range of maxket‘ng functions, buyer services, an ® specialist distance provision. This often
“involves refocation of the market structures to better locations. Large buyers integrate into this
chain at various level via buying offices, distribution centres and retail linkages; They iy also
e involved in regulating the flow to market through co-operative agreements between growers
and shnppmg point firims Such an undemtandmg tequires an appreeiation that the role of
‘wholesaling in the food marketing channel is not simply one of pass-through, as the efficiency
of this link has major impacts on the remainder of the food in ,,._dUstry and their acuons add utility
to food producty (Kohls and Uhl 1990) .



Walson {1996) suggests a simplification of the distinetion between wholesale markets in
‘ndustrial economies and those being found in the planned Chinese environment that is worthy
of re-teration Industrial narkets are distinguished by being designed for speed of handling and
exchange, having # large peographical reach, networked to good transport and  storage
~ mfrastrueture, standardised packaging and product deseriptions, minimal handling by humans
to avoid damage, having an mereasing level of product preparation (packing, washing ete.)
done by the producers, and including a range of support services and institutions, The planned,
ar pre-reform, Chinese model has none of these. and is based prineipally on mc idea of
supporting urban self-sufficiency. Although mueh of this has changed with the progress of the
reforms, the degree to which Qus dtstnmmn is somewhat valid is still indicative of the. current
stagein tht: reform process.

As the txxajurﬂy of the food markets under consideration here trade mamly in fruts and
vegetables, it is important W note some commodity churacteristics that have impacted on their
- structures. These include perishability, large prive and quantity variations, seasonality,
altermative product forms, bulkiness of products, and geographiv -pecialisation of production
{Kob! et al ppd&3-4911. To preserve qu;siity of these produets during marketing reguires
greater fevel of sophistcation o handling Lo prevent spoilage. Sales have to be rapid, and may
 therefore be difficult o organise or formalise, Where supply is inharently unstable, contracts
and agency agreements are ased to fry and bring this to processes where the possibilities for
supply control nay be limited. Seasonal #1% s may be limited by draining supply from a
variety of growing regions, but these require mirastructure in teansport and communications to
he effective. Similarly, overcoming seasonal variation by transformation to elose substitutes,
such as producing juices and freczing them, also requires good infrastructure, This maintain
the product in a form thet can still be used by processors, but is lass expensive (o store,

, Acumdidg o the Price Research Centre of the Ministry of Agriculture (Xu 1996), the wholesale
market in China is seen as having four mmcnpa! I‘unctmns, whmh are not dissimilar to the
preceding discussion,

i The first function of the x»holcsaie markel is to broaden commod:ty separation.
2, The second function of the wholesale market is to bring the price mecharism into f oree,

'i The third fun«:tmn of the wholesale market is 1o satisfy transaction needs, o save costs {0
consumers and to increase the oppmmmncs for transaetions,

4. The fourth function of the wholesale market is to provide information to sellers. The
Miiistry of Agriculture iy tmn&‘ fy improve the iransfer of mtotmat on and co«o;xmu(m
among sellers,

As indicated previously, the level of analysis of these markets is ve:fy limited, with recent
analyses by Watson (1996) and Xkt (1996) being new and useful exceptions (o this



observation. This may be partly explained by the fact that the role of the wholesale market in
China is changing. These new markets are seen by the Centre of Commerce and Domestic
Trade Mintstry as exisung un three Jevels. The most basic is o less structured free il
markets, which account for uround 83% of this trade. Nearly all the remainder (1740 we
whaolesale markets, which are more interventionist and exist in both cities and rural areas. A
third group, which 1s still evolving, are the so called “modern™ or fitures markets (Ding 19961,
I all qmwrcixxtﬁ to the Price Research Centre of the Minsstry of Agriculture, there are now
approsimately 2 1990 wi soesale market. across China (Xu 19961, These have begun with
vegetbles and frts and have developed into meat, grain and aquatie products,

Government Intervention

The Price Rescarch Centre of the Ministry of Agriculture classifies two types of wholesale
market, that which is formed spontaneously, for mmpxe Dazhongsi i Beyjing, and that which
15 set up by the gov ernment. The characteristics of the first are bigh i ansaction volume but tow
levels of regulation. The second type s perfectly regulated but has a much lower level of
~ getivity. Most observers would argue that the Latter markets will continue {o be run by the
government well into the Fatare. The Price Research Centre of the Ministry of Agncuimm is.
~trying to meet the chall enge of increasing the level of aetivity to <his group (Xu 1996 and
19963, Part of the reason for the ditficulties of the state-owned markets would appear to be in
the inadequacies. 1 infrastructure and lack of clarity of management objectives. Watson (1996
 notes that the rapid, but haphazard, development of these markets from the eurly 19vils has
produced a wide variety of administrative structures, These include indirect management bs |
state agencies, by the railway authorities with other stalement agencies supervising, and by
independent organisations on the outskirts of cities (Watson 19963, There are also 1 wide
variety of government depariments involved in administering, licensing and servicing these
-miatkets. The Domestic Trade Ministry, which is involved in prices, is currently attempling to -
alter the structure of this industry to estublisl main markcts (for c.xumplm grains, oils and
- sugar) in different provinces (Dmg 1996).

It is important to note that, in these highly regulated markets, the methods for government
intervention in the price dn.scnv::ry process are varied widely, and are not simply restricted to
those products whose prices arg determined by administrative arrangenients. Gardner (1982)
observes thal there are a number of concerns raised about unregulated food markets that are
succour to government desires to intervene in their conduct, These include o desire by the
goverment to stabilise prices, « more fundamentalist argument about the “specialness” of food,
and basic soncerns about the structure of the economy, While it is debatable how valid these

arguments are (see, for example, the discussion in Gardner 1982), there would appear good



anecdutal evidence that the government is keen to be involved i the development of agricultural
production, even if at u cost to the industrial sector’s growth,

Kohls et al (1990,p355-368) observe how a range of policies aimed at supporiing either
producers or consuers can have a large lmpw on the processes and cutcomes of price
discovery. When considering admimstered prices, it is important to note that prices which are
admimistered to protect cansumers - i situation nol uncommaon in China - could have a mujor
impact at the retail level, even 1f the effect on wholesale price discovery were nex immediately
apparent, Similarly, pohicies amed at Influencing the defermination of domestic prices, the
stability of these prices over time, and the price difierentials that are ereate aeross time and
space would all have varied effects on the activities of wholesale markets (Timmer 1986). For
instance, contre ' of urban prices may imply that it is more profitable (o ship goods back. (o less
regulated production areas or store production outside the cities srowder general equilibrium
effects of policy are also of importance and impact on Lhe stractire and function of the whole
marketing chain. ‘

What is interesting to note is the interdependence between the process of price discovery sind
gmvemmam policy operations. For exaruple, in the case of formula pricing, z»‘gmm'nmem may
be able (o use this as an easy way of admmistering prices (see, for example, Hayenga and
Schrader 1980). However, o limitation may be that buse prices are not representative, and
increasing use-of the formula will limit the sample from which an alternatively discovered base
price is drawn (Tomek et al 1990). Administrative decisions on their own are ap alternative (o
this, butyeven these rely on adopting ,pfices close to the free-market values, or a hugh Jevel of '
monopoly power in the market, '

Discovery of Prices for Agricultural Products

Central to the role of the wholcsale market, as outlined above, is the process ol price formation,
This process was seen to be fundamental to the continuing pmblexm in wholemde ma m.ts by
the Chinese Ministry of Commerce (Ding 1996). Often the same qualities are shown to give
widely different prices, anecdotal evidence suggesting variations of several hundred percent
werz not uaheard of. Large variations exist also from more easily explained causes, such as an
enormoys seasonal effect, and lage differentials in provincial prices which follow from
 different production technology and marksting infrastructure, The prices between state-run und
more autonomous markets are nonetheless claimed o be very similar, although it is hard to
conclude this exactly as they often deal in different goods (Ding 19963, Watson (1996)
ohserves that the prices in these markets generally reﬂect supply and demand, with government
policies, in effect, actmg m curb excessive price mow:ments and speculation,



While the focus of this paper is 61 the wholesale market, it is useful 1o cop-ider a range |
mechanisms for the dxsmvmy of prices for *gm.u%tural products. A number of surv c..):& have
been wnducted in the area of the instittional arrsngentents used (o ectablsh b e of farm
commadities, including Tomek and Robinson {1990) and Koils ar - (19901 Five

categories may be used 1o summarise these approaches: (1) informal negor o or hargaining
(private treaty pricing), (2) trading on organised exclanges or auctions, (31 formula pricing, (41
collective bargaining between producer groups and first hundlers or buyers and between
povernment agencies, and ¢5) administrative decision between both private and public agencies.
It would appear that the movement toward the wholesule market structure i both 4 movement
away from the first category, and the more interventionist modes of discovery tiat are typically
ascribed to a planned economy. :

It would appear that the price discovery mechanisms do vat‘y soewhat among different .
commodities, or a combinadon of altemative discovery methods may be in place for the same
commodity tTomek et al 19905 When considering the diificulties and benefits associated with
the formalised exchanges like wholesale markets, it is useful to consider some of the
implicauons for other forms of price disccwc:r;;n Individual negotiations will only approxiny .«
- equilibrium prices if neithier buyers nor sellers possess market powe or if information is
‘sy:rmmtric. The prices returned will tend to be in 2 zimge rather th v a specific value, fmplying
that price reporting beeomes time-consuming and expe# ive (Tomek et al 1999, 1203y, Auction
markets, to some extant, fend to facilitate the determunation of prices for commodilies that may
be difficult to standardise. Physical iuspéction is facilitated by assembly of the produce, which
can ardd to the expense of these opc,muom. Collective barmmmg solutions, such as selling
‘ through voluntary co-operatives, may benefit farmers but are subject to inherent free-rider
problems (Tomek et al 1990). Tomek et al {1990; sroue th * this form of exchange wiil more
closely approximate the equation of shonvmn supply and demand, especially where the volume
of transactions is Jarge, the quality of the produce is broadly representative of total production,
unbiased information is available to all participants, and prices are above the governiment
support levels (Tomek et al 1990, pp203-204).

One of the main difficulties a,ssociated’ with commaodity markets is that of instability in prices
due to speculation. This would appear to be a greater problem where buyers and sellers do ot
physically megt, and determining representative prices may be more difficolt (Tomek et al
1990). An additional difficulty, the “thin market" ph’en‘ommon noted previously, is where
aggregate supply and demand is not truly reflected by the trading on the market (Nelson and
Turner 1995}, lrat is, only a Vexy small portion of the transactions d(*lcnmme the price, The
 thin market pricing imperfections may occur when the terminal market is viewed as a place for
dropping temporary surpluses or by buyers when other sources evaporate [Tomek et al



1990,p205). Aithough cmpirical evidence on this phenomerion is inconclusive (Nelson et al
1995), there would appear a prima facie case for assumisg inefficiencies where prices are
~ formed in the presence of these distortions. It would also appear possible to overcome these
problems by alternative methods of information provision, such as in electronic trading.

It is also usefu] to consider the possitalities of computer trading i more detail. Tomek et ol
argue that this is only likely to be suceessful where the commuodities can by accuraiely described
(gradedy, the equipment and 18 mainten.nce costs are safficiently inexpensive, and that rhe
products of descriptions are seen as credible (1990). For vegetables, these crteria may be
difficult to obitain without a larger Jeap in technological innovation. It is pessible that future
mackets as an alternative method of organising exchange are simitarly limited by the difficulties
in apeufymg futures contracts. '

In most eases in China the Jevels of arbitrage are low, and conducted 'exumam} by the
government, lthough there is some anecdotal evidence that this activity is mereasing 1 the
more envreprenenrial wholesale markets. The government retans much of its influence on trade
flows by imposing heavy levies, taxes and fees on transportation. Notwithstanding this.
transportation infrastructure 15 guproving, and governinens control is dectinng. For example,
total grain market 1&445&11 of which 100 Mt under grvernment control. 170Mt broagzht by the
~ government to the market. 150M: commercial, That is, the government controls about a third of
the grain market, the government buys only one tenth f the grain supply from the market, and
the rest is exchanged m free markels {Ding 1996). This grain maret dﬁtelﬂpnm‘nl is of
particular interest as the gmernmem is now lr;ylng to develop the wholesale grain markets as
vegetable markets are Jargely scen as a stiecess.

Rﬂp‘id advancement of the levels of retail market of food in China has also put pressure on the

development of wholesalers to become more open to market forees (Watson 1996). This has

brought concomitant pressure to improve market facﬂmea of services, communication and pther

infrastructure to support the whmlesak:,marketmg system. This has resulted in many clearly

 different types of agricultural wholesale markets in different cities, which have dnﬁ*ercnt stories
to tell about the current status and future dl!‘CCtIth of the refoxm pmwss.

“CHINESE CHARACTERISTIQS”

Although this topic is of obvious importance, there has been very little research conducted on
the structure ; 24 junction of agricultural products markets, particularly by western researchers,
While this © " same ways reflected by the lack of data available, it is also indicative of the
dynapsre: Chinese food economy. There is still evidencz of strong govemnment controls
inthese s - a, some of which will be discussed later, there is also good anéﬁdmmfevidenc@



of only a recent arrval of entrepreneurialism to this sector. This serves to highlight the
timeliness of this analysis to an area which should be fertile ground for future resedreh.

At thys juncture, a caveat on reliability 1s in order. Whila every effort has been mide to contirm
statisies and to crosecheck observations from independent sources, the exactness of the data
that follow is obsviously open to question. It 1 believed, howeser, that the figures and
comments reported here are only those which show a reasoriable consistency with those from
other sotsees and, while exact figures may not necessanly he correct, they are illustrative of fie
points bring made In the absstice of *}xermmes, thin seems the most uppmpu‘xm wity 1o
provide nmxai formation on this mmportant opie.

To develop these ah#.emra:mm the authors visited 2 number of wholesale markets 1 Beijing,
Nanjing. Guangzhou and Shanghai in June and July 1996 Language and coltural barriers made
the use of formal survevs mpractical; however, efforts "were‘made to gather consistent '
formation on the size and function of these markets in different areas. as i hachground 1o
more formal una.x,m Althnugh these findings were somewhat add et s ank st nmes diftieult o
verify, the prmumi observations #f the more inieresting of the vase mxdms are presented
helow.

Case S.t;,udy 1: Beijing

Theic are at least four major wholesale markets that pravide food to Befjing. In the North it 1
the Dazhongst Agricultural Products Wholesale Market tmentioned 1n Watson 1996+, und n the
© South Huaken Yuegezhuang Wholesale Market, Xinfad Agriculural and Side-Line Products
Wholesale Market and the neighbouring state-run Central Markets. Currently. it s the First three
that appear to supply over 90% of food the Beijing, with Dazhongsi commonly cited as being
the largest, followed closely by Yuogezhuang and Xinfadi, with the fatter immg a farger share
of the quality meat and aguatic products mr&m

Structure .aml Pez‘ﬁmnam*e

The Dazhongsi Agriculiural Products Wholesale Market in Beijing 15 one of the Jargest in
China, and arguably the most important in Besjing. This market was established in 1986,
following the government's relaxation of price controls for many foods in 1985 and the "open
door to Bejjing” policy (Dazhongsi 1994). Similarly, the Huaken Yuegezhuang Wholesale
Market was formed only n 1986, built on the land of the Yuegezhuang Village and financed by
the Ministry of Agriculture, Through close co-operation with the Ministry of Agrealture the
latter market is to receive special funding from the World Bank (US $3,000,0005 for
 development of their facilities. A more teansparent example of co-operative ownership 1n



Beijing is in the Xinfadi Agricultural and Side-Line Products Wholesale Market, established in

1988 (Xinfadi 1995). Xinfadi is the 3,000 member Village co-operative that owns the Jand on

which the market resides, and to which the managers are accountable, While these markets are

all of similar age and supply large shares of the Beijing market. Dazhongsi 18 o recognised

Teader in this eity w terms of price and innovation; however, mereased government backing of
Yuegezhuang, particularly its focus on higher valued goods and more muodern infrastiueture,
may soon change this. There is little interaction between market nmmg,m. excepl an informal.
arrangement to get together once i year 1o discuss Common issues.

Te value of sales from all these markets has grown substantially from year to year. For
Pazhongsi, for example, mitally sales were minor but they grew to an averge valug of 27.9
million Yuan (U$$5.34 milliont per month in 1991, 113 million Yuan in (994 (U'S$13.36
million, and 253 nuillion Yuan per month in 1995 tDazhongs 19961, Yuegezhuang s 4o said
to be trading approximately one billion kilograms per year. or in value terms about 2 biffion
Yuan (Huaken Yuegezhuang Wholesale Market 1996). In Xinfadi, the expected annual
tarnover for 1995 was 1400 million kilograms and 1050 million Yuan (Xinfads 1995).
Vegetables account for the ma,onity of sales in the Dazhongsi market. at imes approachung 80
per cent of the volume of 1(1?3:&1%& while fish, fruies, meat and poultry are the next most
important followed by grains und edible oit (Dazhongst 19961, There 1s almost no storage, apurt
from a cold room which is used for aquatic products, and no retai) sales. Dazhongsi is thought
to serve about 304 of Beumg s vegetable requirerents, compared with the 20% figures for
1992 reported in Watson (1996). In a similar manacer, Yuegezhuang deals mainly " vegetables:
hawever, it has a strong interest in aquatic products and pork through the deselopment of large,
- special purpose, foed halls, Vegetables account for over 50¢% of ali products sold, fruits over
20%, then meats, aguatic producis, grams and oils. In contrast, Xinfadt is exclusively a
vegetable and fruit market, with no storage facilities for meat or aquatic produets. They also
claim to serve around 30% of the Beijing vegetable markets, with 90% vegetables, and the
remainder fruits, grains and oils, and meats and eggs.

Dazhongsi s seen as a reasonably Jarge employer for such a market, with currently around 500
workers, Similatly, the management of Yuegezhuang consists of one general manager and five
managers who oversee the conduct of about 550 workers., In Xinfadi, there ate a peneral
manager, 4 managers, and around 115 other employees. With regard to fees for supporting
their management services, in Dazhongsi, sellers are required to pay a trading fee, which in line
with government regulation, can be up 1o a valu of two per eent of their turnover, In 1995 their
annual revenue was around 22 million Yuan (Dazhongsi 1996). However, the markets often
charge discount rates to encourage new sellers and attract participants from other markets
{Dazhongsi Wholesale Market 1994 and me‘adx 1995). The Xinfadi and Yuegezhunng
mauagcmem structures are bath supported by a fower 1% fee on sellers,

i0



All three of these markets have a large geographical reach. The participants in Dazhongsi,
which include state, collective and private enterprises, reputedly come from over 600 counties
across 28 provinees (Dazhongsi Wholesale Merket 1994). Similuly, Xinfudi draws sellers and
havers frum wit over the country, averaging around 10,000 to 20,000 buyers and sellers per
day, although around 60% of this activity is retail. Dazhongsi has an operation in Shandong
province, a rural ventre outside Beying, which allows eloser access to the producers, All
marke(s compete to altract buyers and sellers through the provision of information packages,
food, medical, financial and accomrmodation services, security and confract enforcement,
assistance in transport and handling, and even branch markets in provinges { Xinfadi 1995,

With regard to vertical integration of markets, the experience here seems limited but growing.
There is some co-operation between Dazhongsi and fond processing factories. most 1n meat
(especially pork) proressing. This movernent into vertical linkages appears amed at eveatually
mc)pping the smaller sellers from remaining in the markets. These processed goods are sold
mainly in Beijing, for example, cooked meat with designer packaging. The Dazhongsi market
alo owns twelve discount retail ve mtable markets, and s establishing a centre for special
(Chinese) vegetables at Dazoon © » exploit a niche market provided by Beijing's growing
restaurant trade (Dazhongsi 199 . The latier will draw vegetables from all over China, and
specialise in the more exotic or wild vegetables demanded by the biggest restaurants, They we
~ ulso trialing u delivery centre project, which direet sales around 200 tonnes of vegetables per
mionth to over 30 corporations and institutions i Beljing (Dazhongsi 1996). Similarly, in
processing, Yuegezhuang has a 300 tonne cold room for meat and aguatic products, b it does
a0t at this stage do the actual freezing and processing on site. Transport activities were
restricted to the air-freighting some high value vegetables and the delivery of local orders.

When asked about future ditections for their markets, the managers of all three markets
perceived a shortage of experience in their staff, specifically when coming fo terms with a
market-environment, as being one of the key weaknesses of their current enterprive. Reforms o
management and Jabour relations were common themes i Dazhongsi and Xinfadi, and were
seen (o be promoting pmdtvtivixy, accountability, and wage flexibility (Dazhongsi 1996 and
Xinfadi 1995). They were also all coneerned about the level of infrastructure in their markets,
and were in the process of expanding, smtmlly their office facilities, and Jater workmg on futare
infrustructure development, The Yuegezhuung manager also perceived major problems from a ‘
shortage of capital, exacerbated by high interest rates and heavy tax fevels (20% 1o Beijing
government alone) ¥infads, on the basis of reasonably healthy profits, was less cancemed
about this, as it fwwends to use its assets 1o invest it cold storage for vegetables, fruits and
aquatic products, possibly funther packuging and processing, The muajor threat to xbjs lutter
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governmenit from taking-over the site for o gew, lsrger foad market.
Regulation ad Governawent Infervention

The role of government intervention m these three crarkets vas claimed w be minimal, and
puhapx best nmum;ms-,eai by the omewhor intangible notion of how supportive (he :
governnent was pe*m:m.d o he of the development of the w ket by the nunagers
Yuegezhuang, for example, appeared 1o be subjeet to srgater governent miluence. us wis
observed in the w.mmg: of the World Bank capital: hioweyer, as 1 was also mole sevretive.
about its activities. Conversely, in the cese of Xinfadi. there is an obyious semse of tivalry
between the village and the central government, especiafly over the tssue of the contral ot the
site. In Dazhongsi, it s mieresting to ool that the local government 1s very actise in Toth .
promoting, the ﬂdl!\&.l and modifying 1ts structure. In 1995 the ety council arranged for
Dazhongsi to establish direct sales relationships hetween this market and tese i the provinees
to increase turnover, supply and the varety of foads available. These umm;,umrms involved
agreements among narkets and @ variety ol govermment bodies dunugh the government
sponsored Secnpd Vegetable Preducts M‘ui\cunb Conterence in Novembr 1995 (Dazhongss
1996, Boarder ageas o1 wovernment mflaence, such us n mdiastucture development, are also
‘:mpomnt The Dasongst Annual kepun or 1996 notes that police barricades on highway and
excessive transporation fines and charges, are posing particulir ditficulties o members of the
Dazhongsi Cireulation Assoctation (Dazhongsi 1996). Rouds were also observed to be too
narrow and gongested amuizd‘!;he snarket to permit buyers und sellets through.

Price Discovery

“The announcing of prices 18 not very sdvanced in these markets, déspuc some  teeent
innovations. In ul) nrarkets avetage daily prices_Werg: available by phone to producers, and were
- occasionally included i television broadcasts. The Ministry of Agricultuge, which k:zeps alarge
national database of vegetable puice muvc;mems for traders, also supplemented this process by
n,portmg weekly prices in farmer newspapers (Xinfadi 1996), In Dazhongsi, perhaps the leader
in using new technology to announce prices, the recent erection of a billboard-sized television
has meant that daily prices are now displayed cutside the market. Additionally, a facsimile
service and a Dazhongsi newsletier were heing introduced Lo support shis communication
process. A new database and information network with nine other government information
centres and otker agricultural trading companies is also being developed (Dazhongsi 1996). Al
markets were generally prepared to volunteer these prices to one another, both Yuegezhuang
and Xintadi purporting to send prices to Dazhongsi on a regular basis,



In all markets the supply and demand were claimed as the main determinants of these prices.
Differences between swholesale and retail prices are very seasonal; however, they perceive little
difference in day to day prices. According to the managers at Xinfudti, prices are decided mainly
by the bargaining of farge buyers and sellers. There is good ancedotal evidence of growing
_consumer sovereignty, such as a small retailer at Xinfadi complaining that the » arket is
competitive and the consumers are picky and prudent” (Xinfadi 1996), ‘OFf perhaps areater
interest is the degree of co-ordination between prices in these markets. Some markets are
- perceived to be cheaper for a small selection of specific gooids, but generally differences in
prices are seen to be mainly transportation costs - and -while arbitrage may be useful for
 addressing small market imbalanae, it was penerally not seen as  prolitable enterprise,

Case Study 2: Nanjing

‘The old gapitat of China, Nanjing, supports a smaller population of around 4.5 million people.
The city is an important industrial base for the Chinese motor vehicle, eleetronics and machine
tool industries. whime populous is served by a number of smaller food markets, The principni
two v holesale trkets in this city are the Beiyunting Agriculiural Produets Market and the
Zijinshan (Prrple Mountain) Agxficult.uml Products Market.

Struciure and Performance

The Nanjing Beiyunting Wholesale Market for Agricultural Products is a privately-owned -
enterprise managed by the Nanjing Beiyunting Market Development Company (Beiyunting
1996), Founded in 1984, it is expanding rapidly under sponsorship from the district
governwient administration, Zijinshan Market, which is on the western side of Nanjing, is fully
state-owned and controlied by the Vegetables Departnient of the Ministry ol Agriculture.
Founded in the carly 1990s, its most significant growth has come in the last four years, The
Nanjing Beiyunting Wholesale Market for Agrictttural Products is what the managers refer to
 as a “second class market”, that is, it draws itz supplies from smaller traders who buy direetly
from producers, rather than deal directly with producets, and is not mvolved in retail. Like
Xinfadi, it deals mainly with vegetables, which account for over 95% of its trade. The
remainder is mainly grains, with a small amount of aquatic products, which is facilitated by a
limited amount of cold storage (30 tonnes) (Betyunting 1996), This market has the Iargest
throughput of all markets in this city, trading 1,090 million Yuan per year and 1,030 million
kilograms of product in 1995, which accounts for 60-80% of Nanjing’s demand (Beiyunting
1996). In contrast, the smaller Zijinshan Market trades a much wider variety of products. While
again this is mainly vegetables (80%), it also deals in poultry and eggs (15%), and some drinks
(alcohol, wine, beer), aquatic products, meats and fruits, The total value of all commoditics
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traded has risen from 20 million Yuan in 1992 to the 1996 value of 150 million Yuan. This
market supplics the consumption needs o+ closer to 15% of the city's population,

There are 20 managers and 50 active workers in the Ziiinshan market. On sverage, 2,000-3,000
traders use the market each day, with around 95% of the products coming from other
provinces. In the larger Beiyunting market there are around 550 workers including 4 managers
and a general manager. In hoth markets trading takes place around the clock in summer, while
in winter, busmess is conducted only during the day. This activity is supported by sirictly
mgumud ‘management fees which- have 1o be 5pc*nl on devclopm and maintaining equipment
and facilities, cleaning, and administeation, The masimum lcvm allowed are 2¢- of the value of
transaction, as is implemented by Zijinshan, The Buyummb market charges hoth buyers and
sellers less than 17, in times of shortage reducing or removing the levy on producers, Some
special classes of customers are also given discounts; such s soldiers, universities and disabled
individuais (0. 3-0.5¢ ),

Beiyunting is not involved m transportation at this stage but may do this in future, The
government wants this market to get more heavily involved in on-site packaging, l“’rm?(ing and
processing of raw commndities. Interestingly, the management is reluctant to expand in this
direction as it does not believe that customers desire anything beyond fresh j’muls at this stage.
Most processing taking place at the first fevel only, for example, dried fruity and vegelables,
The market has estnblishedrrlong»—m‘m‘ supply agreements with [300 traders in over twenly
pravinees in China (Beiyunling 1996). Beiyunting was more expansionary, and was hoping &

~develop a group of wholesale ma ets, with a hotel (nearly completed), restaurant, and an S

~expanded range of commodities that yi.~ludes grains and fruits, It is also worthy of note that the
market, like many others, has one of its objectives to develop broader economic and social
conditions of Nanjing and its vicinity (Beiyunting 1996 and 1994y,

Regulation and Government Intervention

 There is some dircet Sutervention in the retail side of vegetable markets in this city, A few
commodities (around six) in each season have their prices controlled by the Price Bureau.
These are commonly set as wholesale price plus 30%. For example, in summer, Chinese
greens, Chinese cabbage, tomatoes are controlled items, By way of comparison, for other

commodities in Zijinshan, prices for retail were 5010 L50% higher than the wlmlesale prices,
wanhsmndmg tm margin, the basic pnce levels wre highly seasonal,

It is i‘nterésﬁng to note that despite ils emphasis on marketded growth, the Beiyunting
management saw the stabilisation of market supply as an important objective, The management
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claimed to be able 1o assist in doing (his vid its control on prices and quantities, as we!l as the
availubility of intormation (Buyunung 1996).

Price Discovery

At Beiyunting prices are arnved an by bargaining and the previaus days prices are displayed on
# Targe blackboard to form the basis for subsequent trading. The managers suggested that heir
prices ace a little lower than some of those in the other markets, and about 30% of the buyers
take produce from here ta the smaller markets such as Zijinshan, While 95% of its business 1
wholesale, it claims that the change in price from wholesule to et i+ around 100%% . Markety
in Nanjing share price information via the eity government’s computerised Vug.a,mbz: Price
network. These provide information to thé central government and allow the other markets (o
view one another's daily prices and yuantities of sales of key vegetables across the city.

Case Smdy 3: Guangzhou and Shenzhen

There are an intriguing mix uf Mmlwﬂ‘c. markets in the southern etties of C:uan;_./hou. and ity
neighbouring special economic zone eity of Shenzhen. As hoth have ready access to nearby
Hong Kong, the variety of foods available are more familiar to westem observers. In parteular,
there was a high level of impotts from other coumrws. There alss appenrs o be a mix of more
tocal, state-owned nmrk{.m (similar to lgmshan in Nanjing), Targer, showcase makets, and
: hn,g,hly entrepreneurial markets (similar to Dazhongsi). Shenzhen, in p,,xmcul,m contains a laige
proportion of hng,her income consumers {rom the bmmmg spt;ml econone zone, and hus ome
 of the largest ponulation growth tates in the world, averaging 1 45 per uanum in the Bt deeade
{Lonely Planet [994).

Structure and Performance

Of the smaller, amtuowncd mftrkets is m& Tin ng Froit W}wleml» Market in Guangzhou.
This market sicrted as pait of 2 more comprehensive a;:m,ultuml market which began in 1980, -
separating in 1989 to focus almost exclusively on fruits, The land on which the 11,000 mu

{730 ha) market stands is owned by a local village, the government providing the administration
of the market, This focus on fruits makes this market more specialised than others in the city,
especially the more famous Qing Ping A sicultural Products Market, Established in 1979, Qing
Ping is u showcase of “comprehen . ¢” marketing, The market cavers an enormous fange of
products, physically including a network of produce stalls thut criss-cross many avenues and
Janes of the older part of the city in Guangzhou,



In Shenzhen, by stark comparison, is the Buji Market, run by the Shenzhen Agricultoral
“Products Share Co. Lid. Establishzd in 1987, this market hus developed very quickly and been
the subject of some keen government attention. It has no state ownership although the
government has contributed to its initial capital, along with private mvestment from seven large
privale enferprise organssations which contributed (Hua and Fan 1993). The Buji market is
possibly the fargest iy China, although making a dc:hmlwc statement may not be possible with
thu markets we sampled.

In Tin Ping there are nround 400 sellers using the market each day, utilising 144 separate
stands. Around 200 trucks come each day from buyers, with about 7,000 to 8,000 wholesalers
buying here each day. On average they would trade around 500 tonnes daily of Truits from all
over China, at an average pace of 2Y7kg taround 363 mthon Yuan per year) (Tin Ping 1993).
In Tin Ping they only import fruit products, from mamly Thailand and also more widely via
Hong Kong, There are two other fruit markets in Guangehou of sutar size with “Tin Ping
being about middle in terms of prive. There is some trade between the three mirkets, especially
in- the imported foods tfor example, amﬂm) While Qg Ping was obviously  more
comprehensive in format it is diff Teult to obtain information on their produet mix. They claim
have traded 55 nullion kilograms fast year, at 2 value of 7R0mY. However. it was unclear (o
what extein this reflects a trade in non-food pmducts, or retail aulcsi wlmh were also in
| ewd‘*ncc

Compared to the other twao, the size of the Buji market is massive, possibly being the Jargest
distribution centre in China (Hua and Fan 1993). The market supplies all of Shenzhen City - a
‘population of around 3.5 million, but clearly also has a much extended geographical reach. In
1995 it reported exchanging 115 million tonnes of goods valued at 5.6 hilhon Yuan. The trade
in this market is also comprehensive - dealng in around 2,000 kinds of commodities, with
about 10% of these originating from overseas. However. the majn focus remams on
vegetables, then fruits and other agricultural produets. The market has agencies within it for 26
Provinces and Hong Kong, which uct as buyers for a wide varety of these products. They are
very important suppliers (o Hong Kong. supplying 60% of the primary traded agricultural
goods market to this country. As an example of this distribution, it wits nofed that on average
1,300 tonnes were exchanged each day, with 800 tonnes going to Slienzhen, 200 tonnes to
Hong Kong, and 300 tonnes fo other provinces, By contrast, for fruits they would muinly
supply locally except a limited range of specialist products, for example, lychees and
honeymelon, which are exported, Importers in their market also import direetly from Australia:
grapes, apples, pears, chicken, kangarow, ostrich, They export lychm, honeymelon, pears, to
~ Southeast Asia and South Africa.



Tin Ping has 4 managers and employs 13 security staff. The four head managers are from the |
covernment, with the other managerial staff coming from the villages and private umployers,
There are also 42 workers involved in cleasing, handling. and other customer services
throughout the 24 hours of operation. By contrast the Buji market itsell covers two levels
including 36,00 m2 of fruits. which 15 betng expanded this to 80,000m2 in near future, Their
main stff nclude 80 managers, 4,000-5,000 service people, and wholesalers (3,000 4,000),
~ Around 5.000 trucks of buyers come through this market each Cay tabout 10,000 people),
which 1y operating 24 hours a day.

This infrastructure is supported by the customary management fees, the Tin Ping market
charges 1.5% of the value of the transaction on both producers and consumers. This smounts
 to around § million Yuan/year, and around | million Yan of this 15 spent on wages, costs and
investment, Afler costs the remaming is split 304 1o government and 70% (o villages, the Jatter
using these funds to make "social conttibutions™ (o other projeets which are not necessarily
related to the market (Tin Ping 19931 The Qing Ping market charges the moie familiar flat rate
of 1.5% to 2% of the value of transactions, only charged to sellers. In an mteresting departure,
the Buji market does not eharge on the value but on floor arex vecupied. The current rate is 7
Yuan/m2/day plus an addisonal rent of 40 Yuan/month/m2, The producers also have to pay a
~ value added tax to the government, but this does not po through the market.

The Tin Ping managers are not really interested in developing any relations with sther
wholesale markets, and take a more parachial view of their operations, When asked about their
future plans, they indieated a desire to expand and modemnise their facilities. While increasing
their area somewhat they were having difficulties in securing financing fo build roofing to
permit all-weather trading and cold storage. Develuping standards and procedures for
managerment to provide a civilised, sufe and stable trading environment was also seen as
“important (Tin Ping 1993). In contrast, the Buji market was already rapidly expanding,
primarily to service the future greater access to the Hong Kong nmrkcm, developing an entirely
new site with larger facilities for (rachng‘ dry storage, and the pﬂtcntnl for greater use of cold
storage.

Regulation and Gevernment Intervention

As with other markets, there appedred little evidence of direct government intervention in
ptices. Being state-owned, the Tin Ping Market appeared to bhave the lick of clarity in-
management objectives that was highlighted previowsly as being ascribad to pcrfectly regulated
markets by Xu (1996). Beyond this, however, direct mtcrventmn in prices was not noted,
lenzhen, ing a special economic zone, was the mast liberated of wll the markets visited,
s.howmg very little sign of ‘gl)\’cmmcn,t involvement in management, As even the funding: for
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this venture was largely dependent, indirect controls were also assumed to be minimal, The
differences in the performance of these matkets, even when comparing the massive Buji and
Dazhongsi enterprises, would, at least superficially, attest to the way that gnvc.mmem
regulation of other markets may have inl ed their devdopmem

Pr[c'c,* Discavery

In all markets they indicated that prices were arrived at by bargaining. In T Ping and Qing
Ping thete is some mixture of wholesale and retail, which normally amounted to different prices
depending on how much was bought, the former being mamnly wholesaters, with a high
incidence of retail in Qing Ping. Buji was primanly wholewh, in its trade. and indicated that it
had a highly c.ompt.mwc, price discovery pmu.xs

Case Sin‘dy 4 Shaxiglnz‘ni-

Shanghai, being the largest and one of the mast industriafised cities in China, 1 an interesting
study in food distribution. Higher incomes have meant that the food products are often more
~elaborate and come through a wider variety of marketing channels, which may account for the
fmain and fargest wholesale market not having the same market share as sinufar size ventures in
Bel:ing. This is also partly explained by the presence of initiatives by the municipal gov emmmt
1o funisel in food from outside the city,

Structure and Performance

The largest wholesale market in the city is the Caoan Wholesale Market, which supphes around
20% of Shanghai's vepetables, The managers of Caoan befieve that there are only 10 markets
of this size in the country, The government has 5-7 stote-owned markets which are much
smaller, often in regional areas. Caoan ey'sts as a product of government and business co-
operation, and is governed by a *Commitee of Holders™ of 7 people. The market employs
‘around 300 staff in total, Surrounding Shanghai are a pumber of rural arcas with their own
market structures that help service the city, One such area is Xuncheng Town in Nanhui County
on the Eastern Side of Shanghai. In Xuncheng Town there are plans to form a major
agricultural market, although this will be mainly retuil (1.4 ha). At present, the town and village
enterprises ure combined as an official unit providing a very small matket for fruils, vegetables,
and agrnculturat side products (peaches, watermelons}, The main products sold by the Cuoun
market are vegetables and grains, This also includes uround 200U/dgy of grains, 500 pigs a day
of pork, and a small amount of fish. The total value of exchange rose frota 40rmillion Yuan in
1992 to 560 million in 1995, The vegmab_lc_s are drawn from 20 provinces, with around 30% of
these actually coming from Shanghai, Unlike Guangzhou there ate 1o imports from overseas,



- Aside from the vegetables traded in Xuncheng Town, it is interesting o note some of their other
activities. Better transpost infrastructure has led to a higher level of trade due to therr pmxnmtw
to Shanghai's deep ocean port, the soon to be npened second mternational aitpost, and theee
projects’ related transport links. For instance, the Town has some exports of selected flowers,
fruits 1o apan and Hong Kong through jomt ventures. They also sell sorae Jocal vegetables to
ather provinces, :xll;lmugh {h&}, are not direetly mvolved m production themiselves

O the ﬁummd A00 food tucks Shanghat, Cuoan he arouad 700-800 through thewr
~markets gach day - roughly equating to 5000 t G000 buvers and setlers, The buyers are i
- of wholesale and retwl, with probably around 60% fafling into the Mmiusnle category. To
service these customers the matket aiso callects fees, 1w dme with shighely different g.xm.mmem
regulations which atlow levies of 46 of the value tor vegetables und QX7 of values for grams
Evervone entenng the market grounds s also eharged G5 Yuan @ head for entiy to the
prenuses. In m«.h}s,um!muﬂ Town markets. fees are chatged at the more commion tate 26 of the
value of transachion. Jevied on seflers only. The retad miarket 1s vun by 45 managers. whoe are
supported by fees based on “seats” vr sefling space. The standard for these fees are arosnd 600
“"x"lmbm‘iﬁ*m”‘ They spend virteslly all the income from this market on wages. salaries.
maintenance and cleamng. There are only ¥ people in the market. made tp ok 2 anagers and 3

support stalt No fees are spent on 0ew  mvesunent. major mvestment projects hke the -
~proposed new marke: vomng directly trom the government taroand H0mY's '

' Despite good growth and government u;‘»pmt. the Caoan manager suggesied that there were
three major pmh!‘mm facing the market. The level of maﬁageuwm expertise. the guality of the
service, and the need to imprave the physical secunty of the surroundings. The Xuncheng
Town market compiams of a ﬁmmme of capital for operations. This and the infrastructure
problems are compounded by the distance to the central eity maskets, It 1 not xwmmglv '
' powble at this smgL for this mdrkéc 1o move out of its production areq.

 Regulation and Gaovernment Intervention

The Xcncheng Town produces hath food for its own use and food for the city. Those r sduced
for the city fall under the auspices of the Shanghai City Municipal Government's “Shanghai
Vegewble Market Basket Project”, which cwordmaka grows & in different regions around
Shanghai. There are both wholcsale and retail markets in the Xuncheng Town that service this
activity, The city’s programme exists in Shanghai due to the size of the city's .mdust,;:y and its
massive population, The municipal government is seeking to guarantee food us in the past it has
bees adversely impacted by increases in demand from other provinces. The Town and County
Goveaments are jointly responsible for wholesale through the *Vepetable Offire” of the Town
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gmvcmmmt The V egetable office is the employer uf the four mnnagers that run the };uncheug
Town wholesale market,

The Xunéhcng Town market managers sec this intervention as eXawrbming the main problems
of transport and storage infrastructure. If the market oversupplies 1t cannot sell the residual to

- the regional markets of the Munscipal governments, and therefore has to transfer these products
itsell into the cities ot a very high cost. Similarly, 1t has no cold or dry storage and can have
Fagh losses due to spoilage tfor example. 1t once Iost up o 50% ol a green vegetable crop),
While an Israelt firm has mvesied recently i a two-room cold storage facility in the area, this 1s
seen as insufficient to make a major difference. Coupled with this issue are: the variances
between free and open markets 1n the counties around Shanghas. For example., m some seasons

“supply is seriously low, meanmg that the Town zovernment will bave difficulty collecting the
whole amount requtred by the Shanghas Municipal Government. During this ume faimers have
astrong incentive to sell on the free mar !w{ - mesulting i the gmcmmcm having to pay more to
retrme it

Price Discavery

‘The managers of Caoan clarn that Shanghai ts cheaper compared mBe{_img hecawse it has
better growing chmate for a larger local production area However, the Xuncheng Town
managers conceded that arbitrage was not uncommon and coukd be profitable. As much as two
thirds of the produets are tr ansferred from their first lovel markets 1o second level ones that
‘service Shanghat. The management at Caoan argues that the prices 1n Shanghai are tauly stable
as it is able to draw from o range of production regions and because of the control by the
government on zh;:pricafs of grains. They also xuggmmd that the profits from wholesaling
might be lower here than in other cities, and that especially the profits to be obtained fiom
trading in meat was very low due to the weak nature of consumer demand for these products.

In Xuncheng Town market prices ate perceived to he determinied by free-trade m the smaller
mamgets; however, for those servicing the Market Basket project the pricing system is more
complicated. This consists of wholesale prices for “peddiers” and higher prices for ocal
~ citizens, Prices in the wholesale markets are regulated by the Vegetable Basket Project, which
- provides for specific offices to monitor and manage supply »i demand for key commodities,
The government gives different guarantees on prices to proaucers of different commodities in
various counties, in return for guarantee on the flow of production, The terin “Basket” refates to
& collection of main vegetables, chicken, pork, fish, eges (excluded beef, rice and ffuits),
Vegetables and pork have the highest level of price control, as they are perceived to have the
largest share of daily consumption. Notwithstanding this intervention, signifit:am seasonal
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variations 1 Shanghai's food prices were again noted, with kage differences between
wholesale and retail levels. f

SYNTHESIS

The preceding survey contains a preat dedl of detuled information on 3 select group of markets
across China. From this, some general observations from our conceptual framework on
wholesale markets, of the “Chinese Characteristics™, can be drawn. Central (o this diseussion 15
~ the recognition that the Chinese markets are as evolutionary as their westemn counterparts, 1 ol
more so. Although the current stage of development is reasonably low, all markets are growing
sapidly and have changed significantly over the last decade. -

With this rapid growth has come an expanded number of marketing functions m the larger
cities: however, these still were typreally not s complex s those scen 1 western markets.
Information systems, handling. and packing were rudimentary or non-existent m all case-
studies, Marketing channels were also very limited, ofters with the wholesale markets existing
s the sole link between producers and consumers teapecially i the smaller citiesy. While some
markets mcussﬁd an o himited range of products, the gereral tendency wis not to spee tahise 1n i
wraditional “Limited Ling” sense. Although a few markets were attempling to establish special
sections for high value produes, they were sull tiding large numibers of otber produets.
5)1mrlurl§¢ those markms which eusrently traded only a himited range of frutty or ve Wmhlm were
expressing a desire to mmc: into 4 broader mnpc of commodities. ‘

In keeping v with this general line appn;mh. he wmumer ﬁwkm were steadily expanding in
sizg, developing regional sub-branches, and making Joruted forays into mechanisation,
information wehnology, non-tood lines, vale-adding and retadl ownership. Although these
developments are still generally in their infancy, t this would seem a good mceator of Tulure
directions. Formal developtent of marketing chains through veetical smg&mtim was not
ohserved, although the more cmmpmneurml markets wore fooking toward this pmszb)l ity the
future,

As would be expected with this corrent emphasis on the general trading, there was alse no
evidence of the thin market problem, as it would appear that the genera! trend fs still one of
centralisetion of markets, rasher than decentralisation. In this ease, the wholesale markets would
appear (v remain the main fora for price setting. Sellers are generally not very sophisticated in
their dealings with these institutions and poor storage and bandling facilities require that the vast
majority of produce still be maved to markets for price discovery. Current investinent pl*xm in
the markels are not likely to reverse this trend. fndeed, rather than altempting to address these

21



limitations current jnvestment prionities appear 1o be in developig buyer services in situ, such
as acenmimodation and administrative support, in a manner that may furher encourage
centeatisation. ‘

The key question, when discussing vhe natunz of the prices formed m these markers, given that
o farge volume is traded through them, is the nature of government distortions. While the
regulation Yersus transaction volurae distinction of Xu (19903 was observable, the inpact of
state ownership on price discovery would appear to be fimited. State- awned nmirkets uppeared
io be t,ancmlly smisller, fess entrepreneurial, and suffenisg s malane of mmpkx adwinistrative

i ‘imgeum.m;s. hovever, this did not seems w influepce their actions i poce scumg. In all
~markets informal negotiation or privale treaty hargaiming appenred the main process ol price
discovery. The only direct policy that was often referred to wats that \"q.g.lahle Bashet Project or
its varnts, which s worthy of umn.r EXumdIon.

’.I.’he “Vegemblw ’B’uakﬁi Project {or Pim‘f]" is the title of the set of policies which continue to hold

“ahigh level of central government support in this arsa, Ax Hua and Hill (1996) note “its mam

purpose is to smerease the supply of agricultutal products both i the Farge towns soch as

Beijing, Shanghai, Guangzhou and Chengdu and m the agricuitural, but mpidly industrialising
provinces such as Guangdong, Sechuan, Shandong and Hernan™. Concersed in 1986, and

 fully isnplemented by 19%9, the man philosophy undes'ying this instrumentation has been to -
ﬁevél‘op wholesale markets for fruits, vegetables, and agricultural-based products. The primary
resotrees for this 18 via investment by urban centres, ay these markets are designed to facilitate
a greater flow of food from raral to urban areas (Watson 1996 ae.” Hua et af 19961, Although it
wils most active: from 1987 o 1989, the key elements of the Vegetable Basket Projest remain in
place today, and continue to be influential. It is important to reinforce that the aim of this projecs
is not to sweep away market forces, indeed the current incarnation appears te. give pmduws,
“considerable freedom to sell in a range of markets, only impacts on a limited range of producis,
and foeuses on controlling wholesale-retail margins, rather than the wholesale price directly.
Whiie the results of this project have served to increase production and sale of ugricultaral
products, and improve the supplies of fruits, vegetables and ether perishable products 1 the
cities (Hua et al .29), it is also likely that some of the spcmf"u initiatives were pivotal in the
rapid gmwth of th « struciures,

The wholesale food markets, therefore, reflect a very important and growing gt of the
Chinese food cireulation system. Currently, they appear to be following the conventions of the |
western model of a general line centralised wholesale food market, if only at an carlier stage of
development, It wouid be expected that in the future there will be inveased evidence of
marketing chains lengthening an increasing use of these centralised and organised exchanges in
price formation, improved geographical reach and market integration, beiter commodity
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separation, mnd a growing expertise in the dissemination of market informution. These
characteristics are seemingly evelving with sieady sponsorship fromi the government,

CONCLUDING COMMENTS

As indicated in the case studies, growth in these markets has browsit with it some difticuldes
and npportunities. It would appear that there is some agreement belween our usit uhservations
and those of other authors on these matters, These include the obsersations by Hua et al (1996)
of the lack of integration between disparate markets which makes both price discovery and
nation-wide distribution difficultc the continued cominance of small scule farmers and traders,
the persistent shortcomings of facilities and infrastructure, the unclear market rules and systems
of operations, and the deficiency of effective market information systems. Hua and Fan £1993)
note 3lso the importance of appropriute placement of these markets, und the way that they are
often handicapped by being located semewhere on the grounds of historical precedence or
political factors. Xu (1996) adds 1 this the difficulties assaciated with ucoordinated and
overlapping administration by different authorities, and “arbitrary ierlerence in management
hy government departments”. It would seem, however, that the future development and
unp]emenmtmn of these policies 1s nextricably finked wh the future development and
performance of the agricultural wholesale markets. and their Chinese characterisiics.

While the dt:‘scfripriw: nature of the survey of these markets has meant that any analysis is
necessarily ad hoe, the previous material provides some intriguing msights ivio the &.xperiuwe
of the rapidly dﬁfvclupmg wholesale markets in the Chinese food economy. The focus cm these
institutions in policy actions and recent prmmummmnls by the central mwmnnm suggest that
these markets will be pivotal to the structure and conduct of food markets 1n China's futu.
development. The dynamism in this development also suggests a number of broad observations
on the pamcular clmractemms of these markets.

Firstly, it i insportant to reinforee the notion that these markets ate only in their earliest stages
of development. "They have also been derived from varied initial stages of owuership and
developmens, exhibiting different focuses and diverse Jevels of managerial prowess. Despite
“this, they do generally display all the characteristies of a developing centralised wholesale
market in a capitalist country. Their uniqueness, if any, might lie in the difficulties that they are
encountering in this stage of development. These include the level of mfrostructure pyailable o
support markets opesation, transfer and storage of produce, the shoriages in capital for further
market investment, the dearth of experience in market operation und appropriate fora for
professional interaction by the managers and, firally, the difficulties associated with the
Jocation of these markets being Iarg,eiy determined by po mcal actions er hiwmmi precedczncc,
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Secondly, it is also essential tor realise that, despite the significance of these difficulties, the
number of these markets, and their shate in supp’yiug Chinese consumers, are xutm‘ariiin!ly
inereasing. As these markets are also rapidly developing their mlm nution ;cuhnolngr, there is
“now increased opportunity for economists to be more involved in more rigorous and empirical
analysies of the natare of Chinese foud consumption. Additionally. there is aiso a significant
number of epportuntties for other countries to be involved in providing the expertise that is m
sueh demand by this seeter. Snoilarly, there is also an important role for policy development in
this bastion of free-market competition {0 assist in dwclnpns;, of appmplmtc institutional
frameworks.

in sunmmary, the Cundersmndimg; of devdupment af wholesale food market with “Chinese
© Characteristics” will be of increasing importance as the Chinese food econamy develos, i as
more and more of the sysdcmol‘ eireulition of agrieultural products comes to depend on this
model. The problems experienced by natty of the markets would appear insignificant to prei-'cnl’
their role from cxpanding m the near foture, These markets are therefore possible keys to
analysipg future food demand and consumption patterns in China.
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