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Strategies and Store Development of Carregour
in the Chinese Continent

HUANG Lin
Kobe University

In July 1992, the Chinese Centra Government decided to open the Chinese retail market
experimentally to foreign companies.  Since then, foreign retailers started their full-fledged efforts to enter
the Chinese Market.

At the end of 1995 Carrefour Group opened its hyper-markets with the banner of
JIALEFU ( ) dmost simultaneoudly in Beijing, Shanghai and Shenzhen through
cooperation with the different local partner companies™.  Since then until 2001, when
Carrefour received the approval from the Centra Government, they had opened 27 stores
throughout Chinawith the banner of JIALEFU. At present, Carrefour is the number one
foreign retailer in the Chinese market, and they occupy a presence as large as Lianhua, the
Chinese number one local retailer in sales.

The aim of this paper is to analyze Carrefour, Number 2 retailer among global
retailers, and describe the details of their strategies to enter the Chinese market, their store
format, merchandise procurement activities and logistics management system.

This paper adopts an approach to analyze Carrefour’s strategies and activities, based
on the data mainly collected at the field-work. Carrefour in the Chinese market is quite an
interesting case to show how a global-scale retailer can develop its global standardization
strategies, conquering uniqueness and local diversity of an emerging market, such as
regional differences, which the huge Chinese Continent has.

This paper will show how useful theories accumulated to explain the past strategies to enter new
markets, mostly in manufacturing industries, and the strategies related to global standardization would be.
At the same time, some original themes for study which can be find in the recent globalization of retailers
as well as several other features which conventional theories on the inter nationalization of retailers have
failed to discuss will be discussed in this paper. It would be impossible to understand strategic

development of Carrefour, if the interactions with local markets, local partners, and local rival companies.
Thisisthe very point that this paper would like to insist on most.

As the pages are limited, the basic pattern of Carrefour’s entry strategies and their
features will be discussed in the first chapter. The second chapter is to explain the
features of Carrefour’s store format and the management system.  And the third chapter
is to discuss its merchandize procurement and logistics system. Lastly, the implication of
this paper will be discussed.

1. System Barrier, Local Diversity, and Market-entry Strategies

The Chinese market is a huge continent, and each region is quite different not only in
economic development level and consuming activities, but also in culture and various other
systems.  Such local diversity has been a barrier not only to foreign companies but also
to local Chinese companies when they wish to enter new markets in different regions.

Up until 1999, the Chinese government permitted only partial opening of the retall
markets, controlling the development of chain stores by foreign companies.  However,

13 Since 1995, the format of retailers which made fastest development in Chinawas the large-scale
comprehensive retailerswith 10,000  in shop area, such as “ Hyper-market” of Carrefour, “ Century-Mart”
of Lianhua Group ( ), “ Big-Box” of Wal-mart, GSM which Hualian Group ( ) introduced
from Japan, and Cash & Carry member-shop of Metro.



local municipal governments were rather active to promote retailing joint venture projects
since they have high investment returns while the investment pay off rather in a short term.
Such features in systems sometimes discourage and sometimes encourage the development
of chain storesin China.

Unlike Wal-Mart, Carrefour adopted strategies of creating plural stores
simultaneously in several major cities when they started entering the Chinese market.
Conquering local diversity and making the most of systematic features through the usage of
local management resources, Carrefour successfully developed multiple stores in a
relatively short term.

1.1  StoreDevelopment in Beijing

The open-door strategy which the Chinese Government adopted in 1978 to open its
huge market put emphasis to encourage foreign investment mainly to manufacturing
industries, and foreign investors were basically prohibited from moving into the Chinese
wholesale and retailing industries.  However, foreign manufacturers were allowed to sell
their products in a certain amount (ex. 30%) as long as they were manufactured in plantsin
China

In July 1992, the Central Government approved for one or two foreign retailers to
experiment large-scale joint ventures in six cities such as Beijing, Shanghai, Tianjin, Dalian,
Qingdao, and Guanzhou, and five special economic areas such as Shenzhen, Zhuhai,
Shantou, Xiamen, and Hainan.  However. 100% foreign retailers companies were not
allowed to get such approvals. Then, as Test Cases (in Chinese, ), applications
forms to set up joint ventures with a foreign retailers were expected to submit to the Central
State Council through local municipalities™.

In 1992, Yaohan Group and CVIC ( %) cooperated and opened

a Japanese-style department, SCITE Shopping Center ( ). Thisisthe
first example of a foreign company entering the Chinese retail market under the mode of
Joint-Operation with a Chinese company.

Fig. 1 StoreJoint-Operation of Carrefour and CVIC in Beijing

Carrefour | cvic |
|

——ICVIC Commerce Group

V)
ICCVIC Management Co] (100% subsidiary)

— (J0) —| Shopping Center |
(With banner of Carrefour)
E.g. Created on the basis of various data.

Yaohan first did 19-percent investment, participating the shop management.  Then,
it developed into managing alarge-scale department store project, “ Nextage” , in Pudong

14 |n October 1995, two chain stores by joint ventures of foreign investors were approved to set up in
Beijing and Shanghai as test cases.

15 CVIC( ) is one of non-banks which Prince ling's Party( ) established.
In 1992, the top of CVIC were occupied by the third daughter, who had the experience of studying in the
USA, of Chen Yen( ), one of leaders of the Chinese Communist Party, and the daughter of Wan
Li( ), the Chairman of the People’'s Congress.  This non-bank went bankrupt in June 1998.
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in Shanghai by getting the approval of the Central Government.  Then, Yaohan facing the
poorest business performance in the Japanese market, had trouble raising a working funds.
In 1993, Yaohan withdrew investment from business in Beijing, which made its local
partnge company, CVIC have to look for another foreign retailers with richer capital
assets .

One of CVIC' s subsidiaries, CVIC Commerce Group( ), established a
joint-venture with Carrefour. It was a consulting company for retailers and named
Carrefour-CVIC Management Co. ( ). CVIC Commerce Group
entrusted the management of a shopping center ( ) asalocal retailer, which was
joint operation with Carrefour-CVIC Management Co. (See Fig. 1). This was the
process how a hyper-market of Carrefour was opened in the central area of Beijing in
December 1995.

As of October 2002, there are four Carrefour stores in Beijing.  In addition to the
partnership management, it has shops as key tenants in the first floor and the basement of a
skyscraper in the center  of Beljing.

1.2  Store Development in Shanghai

Carrefour’ s local partner in Shanghai is Lianhua. In 2000, Lianhua, the biggest
supermarket chain in China, had more than 950 shops, attaining the annual sales of 11.1
billion RBM, exceeding that of the Shanghai First Department Store.

Lianhua Supermarket( ) first appeared in 1991, and became the Number one
retailer only in five years. Its parent company is a local company ( ),
established by the Huangpu District of Shanghai City™.

IN 1997, the parent company of Lianhuawas merged into Shanghai Friendship Group(

). At present, under Shanghai Friendship Group, there are food super markets,
convenient stores, large-scale stores and shopping centers with 80,000  and specialty
shops which is called Friendship Shop.

In 1995, Carrefour opened its first store in of Shanghai through the partnership with
Lianhua.  As of October 2002, Carrefour has six stores in Shanghai, two of which are
jointly managed with Lianhua.  Other four are run only by Carrefour. Carrefour’ s
local partner company, Lianhua, using the managers, technologies and know-how it learned
through the partnership with Carrefour, have developed Hyper-market, named
Century-Mart( ), which have grown up to one of mgor rivals of Carrefour in
Shanghai area.

1.3 StoreDevelopment in Guangzhou

Even during the second stage of China's policy to open its retail market to foreign
investors up to 1995, the Central Government continued to be very careful for inviting
foreign investors.  On the other hands, some municipal governments of large cities,
especially along the coast became quite eager to open their retail markets to foreign
investors.  As a result, regional municipalities admitted a large numbers of foreign

16 At the end of 1993, the author made hearings to both Yaohan side and the Chinese managers side, and
confirmed this.

17 In 1995, Shanghai City reformed its system and divided companies affiliated to its Bureau of Commerce into
three groups. Each group had one core company. They were listed companies, the Shanghai First Department
Store, Hualian Department, and Friendship Shop.  The Director and two deputy directors of the Bureau became
the representatives of the three companies holding largest shares of national stocks of the three listed companies.
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retailersto cometo their cities.

Regretting such trend, the Central Government issued a State Council Notice in 1997,
instructing local municipalities on the survey and dissolution of foreign retailers not listed
on Test-Case list.  Many Carrefour’s stores set up with approvals of local government
were mentioned with high ranking on the list for dissolution.

As of the end of 1999, Carrefour had 27 stores throughout China.  Among them,
three stores such as in Shenyang and Dalian, for example, were set up with 100 percent
Carrefour investment.

As of 1997, the Central Government ordered to dissolve foreign retailers set up with
approvals of regional governments. At the same time they expanded the regions for
opening foreign retailers as test cases with the approval of the Centra Government. In
April 1998, the State Council decided to enlarge regions from the coastal cities to several
major cities in the Central and Western parts of China, where the regional government
existed.

In June 1999, with the aim to join WTO, the Chinese Government changed its
principles.  They decided to open itsretailing market to foreign companies basically fully
like manufacturing industries.  On June 25, the National Committee on Economy and
Trade and the MOFTEC announced the new rules about the foreign-invested retailer
companies.  These rules clearly declared to open the markets of all the regional capitals
of Chinain retailing business to foreign companies. They aso clearly defined the criteria
of examining foreign retailers to set up joint ventures, such as the statues of both Chinese
and foreign retailers, the standard of capital, the investment ratio of foreign companies, and
the time limit for joint ventures.  They did not still alow to establish 100 percent foreign
investment companies in the distribution industry. At the same time, the establishment
of such joint ventures was still required to get approval of the Central Government as test
cases. However, the range of “test cases’ was more largely expanded than imagined.
And inlgummer of 1999, China entered a new stage, that is, the full opening of the retailing
market™.

In 2000, Carrefour group moved its Chinese headquarter from Beijing to Shanghai.
During the dissolution period, Carrefour transferred 35 percent of its capital of 12 million
dollars to the local listed companies, leveling down its ratio of foreign investment down to
the upper limit of 65 percent.  Still more, Carrefour changed the management forms of
al its 27 stores to joint venture styles. At the same time, it improved the good
procurement targets from companies in China, so as to make PR that Carrefour group has
been contributing to China's export.  Carrefour spent two years to negotiate with the
Central Government, and in 2001, succeeded to get approvals to open new stores'.

In Guangzhou, which is the center city of Huanan region Wal-Mart had aready
developed severa stores with approvals of the Central Government.  In 1998, Carrefour
moved its operating office of the region from Shengzhen to Guangzhou.  During that
process, Carrefour contacted major real estate companies and local retailers in secret, but

18 After China joined WTO on November 11, 2001, it was forced to abolish geological limitations on the
store development of distribution industries, especialy retalers, as well as the limitations related to the
investment ratio of foreign companies, both step by step. It is presumed that the opening of the Chinese
retailing markets will continue to develop in future.

9 The fact that the MOFTEC of the Central Government was not able to dissolve Carrefour stores
established with the approval of local municipalities easily suggests that there exist a lot of differences in
system and culture in each regional markets. At the same time, the French Government pays attention how
the Chinese Government deals with Carrefour.  That is why the Chinese Central Government cannot take
stricter measures against Carrefour’stricky actions.
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was not able to realize its target to open a store in Guangzhou, as Carrefour was in the
dissolution period.

In August 2002, Carrefour signed the agreement with Guangzhou Department Co. (

) and realized to open the hypermarket stores with the approval of the Central
Government.  During this six-month negotiation period, Carrefour succeeded to add Non
competent Particles in the contract with the local partner. It means that, when local
partners want to develop similar format of chain stores, they have to get Carrefour’ s
consent beforehand. At that point, the investment ratio with the local partner was 25
percent.

In addition to Guangzhou, Carrefour opened stores in inland cities such as Wuhan,
Chongaing, Chengdu, and Changsha.  Carrefour is still aggressive to go to Xi’an and
Kumming.

1.4 Basic Pattern of Carrefour’s Market-Entry Strategies

Among foreign retailers, which have entered into the Chinese market, Carrefour has
developed its stores with the fastest speed. The features of its market-entry strategies are
asfollows:

First, Carrefour made its local partner in Taiwan, Uni-President Enterprise Corp. (

), as its strategic partner to enter the Chinese market.  The pattern of making
groups of three parties, that is, Carrefour, Uni-President Corp., and Chinese local partner
companies, can be commonly seen among all Carrefour storesin China.

The second feature is that, Carrefour has quite a flexible standard to select a local
partner company. Establishing joint operation or joint ventures in China, Carrefour
never limits its local partners only to certain companies. Carrefour prefers to open more
stores in more cities in a short term, and, therefore, it has made partnerships and joint
investors with different companies in each city.  For example, there are four shops in
Beijing, but each has all different partner companies.

The third feature is that Carrefour changes its store format on the request of its local
partner company and local market.  That is why some Carrefour stores are key tenants of
alarge shopping center by leasing the sites, while others are its own stand-al one type stores
with the contract to use the site®.

2. Store Format and M anagement System

In 2000, the annual sales of Carrefour group in the Chinese market exceeded eight
billion RMB (about one billion us dollar or 120 billion yen).  As of October 2002,
Carrefour has about 30 stores with JIALEFU banner throughout China, enjoying strong
influences to the retailing market of China.

This success is deeply related with not only its entry strategies to open multiple
stores simultaneously but also its store format and the management system.

21 Store Format®

20 For example, in six storesin Shanghai, five stores pay rent for land lease (five-year contract) while the store
in Gubei area, where alot of foreign companies exigt, isits own stand-a one type with the right to use the site
(fifty-year contract).

21 This part was written based on the fieldwork and the hearing with Carrefour people in August 2002.
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First store in Beijing and in Shanghai, which opened at the end of 1995, were not
typical Carrefour hypermarket.

Carrefour designated Jinggiao Store( ) as its standard hyper-marché in Asia.
The planning was started in 1995, and the store was opened in September 1998.

The Jinggiao store has the floor area of 20,000 square meters. Among its 18,000
square meter sales floor, about half area is used as parking lots and bicycle lots.  Among
six stores in Shanghai, only Jinggiao store is the flat type store. It deals with 14,000
items, among which 6,000 to 11,000 are fresh food, while 3,000-4,000 are various other
items.  The average daily visitors are between 10,000 and 20,000. The average sales
amounts are 2 to 3 million RMB a day. On holidays it reaches about 4 to 5 million
RMB.

Jinggiao store is situated in a newly-built housing complex area, which is quite far
away from the CBD shopping area where Yaohan group developed “ Nextage” in Pudong
areain 1992.  Therefore, Carrefour run free route buses to absorb customers from larger
commercia zones.  In China, most people do not have cars for persona use.  Jinggiao
store have five bus routes, each of which runs a bus every thirty minutes.

However, Jinggiao store is a rare case among thirty Carrefour stores. As | aready
explained, Carrefour flexibly changesits floor size and format according to itslocal partner
company and the location. Most stores are situated at the highest-grade area of the
center of downtown. That iswhy their floor space is quite limited.  They separate their
salesezazrea to the first floor and basement, and change the size of parking lots and tenant
spac

However, the basic concept of shopping floor construction and good exhibition are
quite unified.

For example, those shopping floors make the most of Carrefour’s know-how to show
vivid atmospheres of a “marché’, building corners for fresh bakery, or organic vegetables
from contracted farmers. They aso provide customers delicatessen food suitable to
shopping habits of local people, or the corners where similar type of foods is piled and
people can buy by weight. This is the place where people feel vivid and casual
atmosphere of Chinese free market.

On the other hand, Carrefour is trying to make differences in managing shopping
floors and clerks from its competitors such as Thai-based Lotus Shopping Center and
Century-Mart of Lianhua. Carrefour has brighter lighting at the shopping floors, and
relatively better management system to keep its fish and seafood fresher.  Carrefour also
has more goods of foreign manufacturers, although it has smaller number and ratio of
clerks dispatched from manufacturers compared to local supermarkets.  That is why
Carrefour setsits price standard relatively higher.

In order to curtail the investment to open new stores, neither POS systems nor bar
code scanners were introduced in shops that Carrefour built at the beginning until 1997.
For example, Carrefour in Changsha, which opened in May 2002, kept its customers
making long lines at cashers and waiting them for about half an hour to one hour even on
week days.

Gubel Store in Shanghai or Qingdao store has many local tenants.  Therefore, if
compared with Japanese GMS, Carrefour looks inferior in comprehensive sense of
integration of the whole shopping floors, neatness, easiness in exhibiting and displaying
goods.

22 Thisisthe conclusion the author had after the field tour of shopsin Shanghai, Beijing, Qingdao, and
Changsha.
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2.2  Management System for Multiple Stores
Carrefour, who has been developing numerous stores throughout China, has quite a
clear system for decentralization management.

Fig.2 Outline of the organization of Carrefour in China

General Manager

Store Development Regional Manager Merchandise Manager
TEAM

E.g. based on the hearing in August 2002.

Figure 2 shows the outline of the organization of Carrefour in China. A project team,
which directly attached to the general manager, supervises the developments of new store
and local headquarter. In the early stage, Taiwanese dispatched from Taiwan Carrefour
occupied store managers.  However, in seven years, in Shanghai, one shop has a local
Chinese manager, and at other shops, the headquarter is sending French managers one after
another in a short term, such as one year.

At present, the whole China is divided into four regions, each of which has its own
regional manger, under the Chinese local headquarter. Intensive management of
merchandize purchasing is controlled by region.  The four regions are:

East Area (10 stores): Shanghai (6), Ningbao, Wuxi, Nangjing, Hangzhou (planned to
open as of August, 2002)

North Area (9 stores): Beijing (4), Qingdao(2), Tianjin, Dalian, and Shenyang

Center and West Area (6 stores): Wuhan (2), Chongging, Chengdu (2), and Changsha
Huanan Area (5 shops): Shengzhen (2), Guangzhou, Dougguan, and Zhuhai

There isa plan to make Shanghai region independent in a near future.

Each store has about 500 employees, and controls the number of work force partly by
using part-time workers. The employee education is done by region. Managers and
staff members of each division are al local Chinese.  For opening new stores, employees
are usualy rotated from existing shops. Each post has its own in-house educational
program, some local manager have training courses at the headquartersin French?®.

23 Asthe spaceis limited, the issues of controlling human resources or those related to the organization are
not discussed in this paper.
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3. Merchandize Procurements and Profit Management

3.1 Merchandize Procurement System

Until 2000, Carrefour in each city was al independent and had the power of
purchasing merchandize at store manager level.  Store managers had powers to decide
shelf arrangement and stock conditions.

95 percent merchandizes are purchased in the local Chinese market.  Opening
storesin 16 cities since 1995, Carrefour established its own Global Sourcing Center Offices
in 11 cities such as Shanghai, Beijing, Wuhan, Guangghou, and Dalian, so that it has
developed global sourcing activity quite aggressively and transferred merchandizes it
produced massively in the Chinese market through its global sales network as such goods
have price competitiveness.

Global sourcing is one useful method for global retails to compete with competitors
as it reduces cost to procure merchandizes and maintain high profitability. In 2001,
Carrefour spent 3.5 billion dollars for it (about 1.5 billion dollars for direct purchasing from
the headquarters), while Wal-mart spent about 10 billion RMB and Metro spent about 5
billion RMB.

After 2001, Carrefour intensified authorities of controlling logistics and purchase
into the Procurement Division of the Regional Headquarter in Shanghai, and implemented
direct transactions and mass purchase from manufacturers so as to realize low-price
strategies as well as to keep profitability.  Until then, four regions had its own intensive
purchasing system. But Carrefour did not have its own logistics system and depended on
manufacturers to ship merchandize to each shop. At the same time, logistic operation
was done at each store.

Store managers have strong authorities and decide what to order according to the
taste and favorite of the local market and their local customers. For example, having
many foreign and rich customers, Gubei store in Shanghai has a wide variety of wine and
western food.  On the other hand, South store in the same of city of Shanghai has a wider
class of local citizens, and to meet their tastes, the shop has a movie theater and a
McDonald shop. Among customers of Qingdao Carrefour, 15 percent are Koreans and
therefore, the shopping floor has Korean signboards and sell food of Korean Kimuchi
manufacturers. Such Korean foods are also sold at Carrefour in Shanghai.

3.2 Negotiation with Manufacturers

Carrefour demands various rebates, promotion fees, and cooperation money of its
manufacturers through the direct transaction.  The issue of transaction conditions that the
Taiwanese Fair Trade Committee appointed has not been discussed yet in the Chinese
Continent.

Table 1 is the analytica results from the negotiation data with Carrefour’s
manufacturers. The percentages of rebates and cooperation money that Carrefour earns
from manufacturers depend on last year’s figures and store numbers. About 15 to 30
percent are secured as gross margin at the level of negotiating merchandize procurement.

Table 1 is based on the actual negotiation data.  The total amount of each rebate,
cooperation money, and promotion fee exceeded 15 percent of the sales in 2001.
Carrefour clearly earns larger rebate from smaller companies than already-surveyed larger
manufacturers.

Through such mass buying power, Carrefour already secures 20 to 30 percent gross
margin of the sales trade from manufacturers before selling goods.
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Tablel Negotiation Items between Carrefour and Manufacturers
Net purchase 2001  Estimated amount for 2002

RMB RMB %

Un-condition Rebate *** *okx 3.0-6.0
Enquiry-Fee e e 0.5-1.0
Condition Rebate ~ *** *okx 0.5-1.0
Payment day 60 days 15
TG 3.0
DM 3/Store 6.5
Act Spot 1000/Store

Trade/A4 Page
New Year, Chinese New Year,
Labor-day, National Day, Moon Festival, Christmas 500 or 05

Int’l Anni. National Anni. 1000 or 10
National Asso. 3.0

New item, new supplier, new store opening

Remodeling, Change supplier 15000 or 6000

4. Conclusion and Implication

The globalization of retailers implies its own problems. There are some new research
guestions. However, conventional theories, which have been accumulated considering
manufacturers as central subjects of study, are still useful to understand activities of global
retailersin the market.

As Carrefour’s strategies to develop in the Chinese market clearly show, local resources
Carrefour obtained in the Chinese market, experiences obtained through the Taiwanese
market as well as the retailing know-how and retailing techniques which the headquarters
already had should have been important factors to explain its success in China.

Unlike direct foreign investment of manufacturing companies, retailers have their
own problems when they wish to enter a foreign market.  For chain-store type retailers,
entering a foreign markets means opening many stores in different cities and areas.
Therefore, they have to learn their targeted local markets, to differentiate themselves from
their competitors.  Conventional theories for internationalizing retailers failed to analyze
these basic features. It is quite impossible to understand Carrefour’s strategic
development if interaction between Carrefour with the local markets, local partners, and
local competitors are ignored.

As this case shows, as for chain store companies with many stores in different cities
and aress, it is necessary to relate the observation at each store carefully to the analysis of
the whole system of the retaler. This paper indicates the necessity of making
approaches from management systems or merchandize procurement system of the retailer
in order to explain such relationships.

There does not exist so many studies about foreign retailers in the Chinese market
(Huang 2002). Carrefour is giving large influences in the development of chain stores
in the Chinese Continent. It should be still too early to evaluate the degree of influence
and resultsright now. At present, it can be said that Carrefour has made a success in the
Chinese market. In order to understand changes of Chinese retailers after its joining to
WTO, it will be theoreticaly, realistically, and as a distribution policy meaningful to
analyze and explain Carrefour, a foreign retailer, especialy its strategies and activities in
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