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Abstract

The present study on retailing has been undertaken in Andhra Pradesh to examine growth and performance
of modern retailing and its impact on traditional retailers. The study has indicated that the number of
playersislessin modernretailing thanin thetraditional retailing. Vertical analysisbetween thetwo chains
has also indicated the sameresults. For instance, in the case of vertical distribution in thetraditional value
chain, 19.8 per cent of the grossvalue goesto farmers, 11.3 per cent goesto village merchant, 14.3 per cent
goesto middlemen, 15.3 per cent goestowholesalers, 12.0 per cent goesto commission agent, 16.8 per cent
goes to rythu bazaar and the remaining 10.8 per cent goes to traditional retailers. Thus, the farmers rank
first, and middlemen and wholesalers rank second, whereasin modern retailing, supermarkets receive 38
per cent of the total gross value. The study has revealed that there are both demand and supply side
factorsthat contribute to the emergence of traditional and modern retailing. Hence, efficient, value chain
management will certainly add value and help in bringing the produce to the market.

I ntroduction

In India, retail sector continues to be one of the
largest sector attracting fresh investments from the
private sector. Currently, Indian retail distribution is
completely fragmented with about 13 million players.
A majority of these are very small players operating
from small shops (below 50 square feet in size), and
handcarts and asroad-side vendors and hawkers. These
retail outletsare spread acrossthe country in over 5,000
citiesand 6,00,000 villages. The Indian retail industry
isestimated to provide employment to over 18 million
people. Traditional local markets and small-scale
retailing stores continueto dominate India'sfood retail
sector. Retailing in Indiaisthe largest employer after
agriculture. 1t employs almost 7 per cent of the total
work force in India and has a contribution of 14 per
cent to the national GDP. In the year 2004, the size of
Indian organized retail industry was of Rs 28000 crore,
whichwas only 3 per cent of thetotal retailing market
(Kearney, 2006).
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Organisedretailing isprojected to grow at therate
of 25 per cent to 30 per cent p.a. and is estimated to
reach an astounding figure of Rs 1,00,000 crore by
2010. The contribution of organized retail is expected
to rise from 3 per cent to 9 per cent by the end of the
decade. The Indian retail market has been estimated
to grow from the US$ 330 billion in 2007 to US$ 637
billion by 2015. Retailing encompasses the business
activitiesinvolved in sending goods and servicesto their
consmers for their personal family or household use
(Berman and Evans, 2001). New market opportunities
have arisen with thisrapid growth in ‘ global markets
for products based onlong and integrated supply chains
(ODI, 2003; Kydd, 2002; Barghouti et al., 2004). Due
to a rapid growth in demand from expanding urban
populationsin devel oping countries, food systems can
no longer be viewed simply asaway of moving basic
staplesfromfarmtolocal plates. Producers now often
supply long and sophisticated market chains, and market
processed and branded products to mainly urban
consumers. Thisis particularly the case with changes
in the retail system due, partly to the growth and
increasing concentration of supermarkets (Reardon, 2005;
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Hu et al., 2004; Reardon and Berdegué, 2002). There
has been atrend away from supermarkets occupying
only asmall nichein capital citiesand serving only the
rich and middle class, to spreading well beyond the
middle classin order to penetrate deeply into thefood
markets of the poor (Reardon, 2005). To ensure quality
and consistent supply of perishablegoods, supermarkets
are pushing the food marketing system toward more
vertical coordination, allowing retailersto standardize
quality, improve bargaining power, and achieve
economiesof scale (Gulati et al., 2007; Boehlje, 1999;
Echanove and Steffen, 2005). Thechanging life-styles
and increase in disposable income have helped in the
growth of retail industry. Hence, the present study was
undertakentolook into various aspects of retail industry
in Andhra Pradesh with the following objectives:

e  Tostudy thegrowth of modern organized retailing
in Andhra Pradesh, and

e To asses the impact of modern retailers on
traditional retail marketing.

M ethodology

Data and Sample Size

Inthisstudy, both secondary and primary datawere
collected from traditional aswell as modern retailers
from four districts of Andhra Pradesh surrounding the
Hyderabad district. These were Ranga Reddy, Medak,
Nalgonda, Mahabubnagar districts. The data were
collected from about 400 respondentsfor the year 2009-
10. Simple tabular analysis was performed to analyse
the data.
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Value Chain of Selected Vegetables in Andhra
Pradesh

The agricultural production system in the state is
multi-cropped with diversified systems of both
agricultural and horticultural crops separately and
together. The state has 203 thousand hectare area under
vegetables with a production of around 3.4 million
tonnes in 2009-10. (Table 1). In Andhra Pradesh,
vegetable production over the period has not been
encouraging as both areaand production have declined
between the period 2006-07 and 2009-10. The
productivity of vegetablesin the state was 12.35 tonne/
ha, which is quite low as compared to the national
average productivity of 15.0 tonne/ha.

In Andhra Pradesh, asignificant gap was observed
between actual production and potential production of
different vegetable cropsin 2006-07. It showsthat there
isvast scope to improve the production of these crops
at different levels. This critical gap can be minimized
by strong extension services, training and
demonstration. Improvement in the productivity can be
achieved through replacement of traditional varieties
by hybrids and adoption of improved production/
protection technologies. To enhance the vegetable
production in the state, the target should beto achieve
25 t/haproductivity by 2020, whichis presently around
12.35t/ha

Modern versus Traditional Food Retailing in
Andhra Pradesh

In India and in Andhra Pradesh too, traditional
retailing in fresh fruit and vegetables (FFVs) is done

Table 1. Crop-wisevegetableareaand production in AndhraPradesh: 2006-07 to 2009-10

Crop 2006-07 2007-08 2008-09 2009-10

Area Production Area Production Area Production Area  Production

(ha) (Mt) (ha) (Mt) (ha) (Mt) (ha) (Mt)
Brinjd 285 4282 26.6 5313 26.6 5313 26.6 5313
Cabbage 6.7 2.8 90 1343 90 1343 90 1343
Okra 283 424.0 2.3 4397 29.3 4397 2.3 4397
Peas 01 35 01 40 01 40 01 40
Tomato 811 1540.3 741 1408.1 741 1408.1 741 1408.1
Onion 338 574.0 35.6 606.0 39.0 662.6 39.0 662.6
Potato 44 883 6.6 1327 6.6 1327 6.6 1327
Sweet potato 07 135 0.7 139 0.7 139 0.7 139
Tapioca 157 3145 179 3575 179 3575 179 3575
Others 65.7 869.7 9.0 13188 1213 15833 1213 1583.3
Total 265.0 43558 2089 4946.3 324.6 52675 324.6 53675

Source: State Directorates of Horticulture
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Figurel. Expansion of organised retail sellingin fresh
fruit and vegetables(FFVs)

through specific fruit and vegetable markets (known
assubji mandi), specific shopsfor vegetablesand fruits
(which are usually separate), small roadside vending,
handcarts, cycle-carts, and head-loaded baskets.
Sometimes, different items are to be collected from
different shops/vendors. Usually, traditiona retailingin
FFVs is gpatially scattered and therefore is tiresome
and time-consuming. In modernretailing different FFV's
areavailableat one place. Thus, modernretailing offers
scopefor considerably saving in shopping time. Among
traditional retailers in Andhra Pradesh, only a few
retailers maintain grades and standards in product
procurement. Vendors play an important role in the
modern value chain by reducing the information gap
that otherwise prevails between retailers and farmers.
They supply seeds, technology and other necessary
inputs to attain the requirement of supermarkets and
provide training to farmers on how to achieve the
required standards. Vendors also add value to the
products through better post-harvest processing and
handling, starting from cleaning, trimming, sorting,
grading and packing to distribution. The distribution of
selected commoditiesin the traditional market channel
involves multiple intermediaries and high cycle times
(Reddy and Murthy, 2009). The major savingsin time
take place in communicating the requirement of the
retailer to the farmer and picking up and transporting
the produce. A large chunk of fresh fruits and
vegetablesislost because of inadequate post-harvest
handling and lack of cold storage, processing facilities
and convenient marketing channels.
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Figure2.Valuechain of afruit and vegetablesmodern
retail chainin AndhraPradesh

Several malls are coming up in the state (Figure
1). Thereare opportunitiesfor investmentsin therural
areas as well. Rythu Bazaars in Andhra Pradesh are
exampleswhere producers and consumersare brought
on the same platform and a large number of
intermediaries are eliminated. They act aswhole sale
markets from where even the supermarkets source
FFVs.

Supply Chain

Thesupply chain hasaweak print, i.e. itisamulti-
layered marketing channel lacking in infrastructure.
Different supply chainsrequire strengthening at all the
levels of infrastructure such as input delivery, credit,
irrigation, procurement, post-harvest management,
creation of cold store chains, establishment of
processing units and modern storage plants and
marketing techniques, marketing information.

Theinfrastructure and linkages of the supply chain
arevery poor, and are affecting the growth potential of
theagricultural sector. Timely availability of inputsand
development of organized input market infrastructure
will add to the productivity of fruit and vegetable crops.
The development of cold chain network will help in
reducing post—harvest losses, which means overall
improvement in their per unit productivity. Heavy
investment is required to build the cold storage chain
for transporting the produce from thefarm/orchard gate
to the consumer. It requires pre-cooling chambers, cold
area for porting and grading the produce, and
refrigerated trucks for transferring the produce to the
market of distribution. Due to weak linkages in the
supply chain, the price received by the grower isonly
about one-fourth to half of theretail pricethe consumer
pays.
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Supply Chains of Traditional and Modern Retail
Food Value Chain

The supply chain needs to add variety in terms of
niche and upcoming products like organic, natural,
chemical-free or safe vegetables, which can attract a
committed clientelethat will bewilling to pay for such
products. Chains should invest in the market to create
aniche and value-added segment, and this can lead to
viable selling of highly perishable products like fruits
and vegetables. About 37 per cent of stores are
achieving returns on fruits and vegetables through
volume, quality delivery, commitment and consistency,
which can only comefrom efficiently coordinated and
well-linked supply chains.

Value Distribution of Traditional and Modern
Retail Food Value Chain

Figure 3 shows the per cent distribution of gross
valueacrossdifferent linkagesin traditional and modern
retail chain in vegetables. These values are based on
the average prices received for five major vegetables,
namely tomato, cabbage, brinjal, okra, and local bean.
The price data were collected at each level of
transaction, starting from farmerstoretailers. Figure 3
presents both vertical analysis within a chain as well
as analysis of different commodities between two

Traditional Yalue chain
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; 19,80 (79)
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| Bwithu Bazar |
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| Retailer |
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chains. For instance, intermsof vertical distributionin
the traditional value chain, 19.8 per cent of the gross
value goesto farmers (No. of respondents = 79), 11.3
per cent goes to village merchant, 14.3 per cent goes
to middlemen, 15.3 per cent goesto wholesalers, 12.0
per cent goes to commission agent, 16.8 per cent to
rythu bazar and the remaining 10.8 per cent goes to
traditional retailers. Thus, the farmers ranked first,
middlemen and wholesalers ranked second in
approaching value sharesin the traditional chain. The
relativedistributionisvery differentinthemodernvalue
chain, wherein farmers received 22.75 per cent of the
total gross value and supermarkets received 38 per
cent of the total grossvalue.

Though it is obvious from Figure 3 that in the
traditional value chain farmers, on an average, receive
ahigher share than other stakeholders, but the farmers
linked to the modern value chain receive ahigher price
for each of the vegetables. It isimportant to mention
that the quality differencein the products produced by
the two groups of farmers has not been considered
here, and the improved quality supplied by farmers
linked to the modern food value chain may come at a
cost that needsto be compared with theimproved gross
margin. Besides, there aretwo other important aspects
that we have not taken into account. Integrated farmers
receive inputs and technical support; there is perhaps

Modern Value chain
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| Vendor wholesale supplies |

147559

[ Caollection Centre
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Figure3. Distribution of grossvaluein traditional and moder n retailing chainsin vegetables
Note: Figures within the parentheses denote number of respondents
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Table2. Traditional outlets-wiseprofileof regular customer svisiting the outlet

Type of outlet Retailing*

Per cent of retailers
with regular customers

Per cent declinein
regular customers

Per cent of regular /
repeat customers

Fixed shop owner Before
After
Roadsidefixed hawker Before
After
Homedelivery hawker Before
After
Roadside cum home delivery hawker Before
After
Mandi/weekly market retailer Before
After
Rythu bazaar retailer Before
After
All Before
After

678 164 252
521 154
65.3 179 211
618 154
528 108 148
526 17
533 149 115
531 14
626 24 183
595 25
710 179 169
648 131
616 235 26
585 199

*Before and after opening of modern retail outlets

a reduction in production risks due to the vertical
relationship. Similarly, modern vendorsbuy the products
from integrated farmers at a price correlated to prices
in supermarkets. Integrated farmers are likely to face
less price fluctuations and lower transaction costs
compared to their traditional counterparts. Since they
know their buyers, there is no search involved in the
transaction. In addition, they also incur low monitoring
and enforcement costs due to repeated transactions
with the samevendor(s). Therefore, reductionsin price
and production risks and transaction costs due to the
vertical relationship might have enhanced the overall
return to farmerslinked to the modern value chain.

Impact of Modern Retail Chain on Traditional
Retailing

Theretail revolution islikely to have far reaching
implications for different stakeholders including
growers, wholesalers and traders in the traditional
market. It may also benefit the small retailers. Of
course, the extent of impact will depend on the share
of organized retailing and theinvolvement of small and
margina farmersin the production of the selected crops.
There was acompetitive response from the traditional
retailers through improved business practices and
technology upgradation. Small retailers have been
extending more credit to attract and retain customers.

The percentage of traditional retailerswith regular
customersremained almost same even after the opening
of themodernretail outletsin the case of homedelivery

hawkers (53%), and roadside cum home delivery
hawkers (53%), however, retailers with regular
customers declined in the case of fixed shop owner
from 67.8 per cent to 52.1 per cent, roadside fixed
hawkers from 65.3 per cent to 61.8 per cent, mandi/
weekly market retailersfrom 62.6 per cent to 59.5 per
cent and rythu bazar from 71 per cent to 64.8 per cent.
Thus, traditional retailers with regular customers
declined from 61.6 per cent to 58.5 per cent. Decline
inregular customerswas maximum in the case of fixed
shop owner (25.2%), followed by roadsidefixed hawker
(21.1%), and mandi/weekly market retailer (18.3 per
cent). Thus, the roadside hawkers and fixed shop
owners reported the highest number of footfall both
during week-days and week-ends before the opening
of modern retail outlets.

Innovative Models

To develop modern value chainsby theretail sector
some concrete investments haveto be made, including
encouragement from the government. For establishment
of such chains, some of the needed efforts are:

e Providing a conducive environment for private
sector investment,
Setting standardsfor productsto maintain quality,
Post-harvest management, skilled manpower and
infrastructure, and

e Development of linkages between small and
marginal farmers on one side and the retail sector
on the other side.
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Presently, the policy in general deals with only a
few important commercia crop products, namely tomato
and brinjal. Thisshould be extended to other vegetables
and commercial crops. Thispolicy supportsthe grower
to fetch a better price for his produce in the market
and also benefits the consumer on the other side.

Different forms of Value Additions

1. Differentiate the products on the basis of quality
or size, and sell the same at different prices to
appropriate customers.

2. Minimdly processitemsto aform and shapewhich
iscloser to thefinal consumer product (e.g., fresh-
cut vegetables and ready-to-eat salad mixes).

3. Process the whole item or its functional
components, or lower grade, waste or by-products
by converting theshort shelf-lifeproduct to astorable
form (e.g., freezing or dehydration of FFVs).

Modern retailers offer value-added, processed
F&V products, spend time on processing activities
rather than on produce sourcing and storage, add
complementary products and servicesrelated to healthy
eating and living, and try to understand better and
attempt to respond efficiently to wants and needs of its
local customer. Certain fruits and vegetables could be
especially promoted due to their health proprieties. In
addition, health-related information in theform of books,
booklets or leaflets could be distributed, free or at price.
Offering of some fresh preparations in the shop such
as juices, or ready-to-eat snacks may result in the
impulse purchases. A category may be created after
fruit / vegetable - based health link and could even
include complementary productswhich areusudly sold
(without prescription) in drug stores. Small exclusive
retail chain operators would be more agile and
responsivein fulfilling theselow cost wantsand latent
needs of their customers than supermarkets. The
transaction costs may be reduced to control high
fluctuations in the market price. The food chains in
AndhraPradesh arefull of inefficiencies— aresult of
inadequate infrastructure, too many middlemen and
wholesalers, complicated law and an indifferent
attitude.

Conclusionsand Policy Implications

In Andhra Pradesh, the retail sector is largely
traditional, but storesin modern format are emerging.

Vol.23 (Conference Number) 2010

The emergence of modern retail chains has created
new food value chainswhich have helped in reduction
of priceand production risksand thereby haveincreased
returns from farming. The demand for quality, safety
and other specific requirements may exclude small-
scale farmers. But, for consumers there is an
improvement in product quality and convenience. In
Andhra Pradesh, there is a need to build institutions
and mechanisms to increase small scale farmers’
participation in the modern food value chain. Vendors
play an important role in the modern value chain by
reducing the information gap with training and
channelisation of modern retailers and farmers. There
isalso aneed to reduce intermediariesin marketing of
FFVs so that farmers share in consumer or user’s
rupee increases.
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