History in the making;
China’s Economic reform of the distribution system. Lessons and Challenges in developing a modern distribution system
A journey of a thousand miles begins with a single step (Confucius)
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History in the making:
China’s Economic reform of the distribution system. Lessons and Challenges in developing a modern distribution system.
In Savitt’s (1989) comprehensive study of The History of American retailing  he argues that in order to understand future developments we need to understand the past In particular if we are to understand contemporary retail institutions we need to chart and analyse historical developments , which explain how we have arrived at the current levels of development in terms of retail institutions and retail structure .The historical approach to international retail management is not the traditional approach emphasis within the field of international distribution being much more on specific organisations, company case studies Whitehead ( 1992 ) Dawson( 2006 ),forces promoting international development, Alexander(1990) macro and micro trends cultural differences,  snapshots of a particular point in time .The significance of Savitt’s(1989) work is that he focuses on the system rather than the form of retail institution. Shaw (1992) highlights this lack of a comprehensive body of knowledge of retail change which is based on charting the history of retail change   An underlying premise of this research is that an historical approach can be adopted in trying to develop an understanding of the patterns of development and emerging structures of the retail distribution system in China. No analysis of the Chinese retail distribution system would be relevant without an underpinning analysis and explanation of the historical political and economic developments that have brought the Chinese market to its current position as it has moved from an ideological position based on communist principles to market socialism. Turcq (1995) A significant difference between Savitt’s (1989))study and the current  study of China is that Savitt was able to take a much longer term perspective over a period in time spanning  several centuries and could base his study on several decades of  government data and academic studies . In contrast it is difficult to chart more than three to four decades of development in China due to changing political ideologies. What we are then charting in part is history in the making as a new system continues to emerge in the form of newly created retail institutions and structures An early attempt to chart these changes was made by Wortzel andWortzel (1987)in which they examined the early introduction of free market forces into the Chinese distribution sector.
One objective of this research is to examine the extent to which we can make projections as to the nature and form and direction the Chinese distribution system will take by studying past developments. The significance of which lies in the fact that implicit in much of the writings of industry commentators and academics is an assumption that the distribution model which will emerge will be that found in 
Democratic free market economies as in Western Europe and America. This assumption is open to challenge and has been questioned by Davies (2000) and Alexander and Myers (1999)) in their studies of South East Asian retailing.
              This research will therefore seek to develop an analytical approach which is embedded in the historical development of the Chinese distribution system based on                                 

 Savitt’s (1999) call for 
“ a more integrated approach based not on specific retail businesses but the process by which systems emerge, the conflicts and constraints that result in evolutionary development’’ .More simply
 Patterns                                                           we should be aware of,
                                                                           That have diminished, 
                                                                            Remain 
                                                                            Are dominant and significant” 
The benefit of such an approach being that it will allow an analytical evaluation of the extent to which the emergent retail distribution system will be China specific a market socialist retail distribution system or an abstraction of some of the features of a free market system in combination with China specific features. Additionally in adopting a historical approach we can add to the conceptual development of international retailing by bringing new approaches to our understanding of international retail change .The way we model this transition has implications for theoretical development in particular how the state and the private sector interact and the impact this interaction has on the structure and format of channels of distribution
Economic reform the early stages 
Post Mao

Any analysis of the historical changes in China from the communist revolution to date developed through western eyes only is fraught with potential bias .To comprehend the subtleties of a system outside of the experience of  the  researcher’s  own cognitive framework  creates certain challenges .For this reason much of the charting of the political and economic change in this research is based on documentation produced by the China –Britain Business Council  supported by  academic analysis in various international business journals with an emphasis on those writers from South East Asia 
According to the CBBC the peoples republic of China was founded in 1949 under the chairmanship of Mao Tse Tung , who embarked on a period of collectivisation of industry and agriculture in line with communist ideologies .In 1966 this was followed by the Cultural revolution a ten year period in Chinese history widely known to western commentators as a time when China closed it’s doors to the outside world. During this time significant attacks took place on bourgeois institutions and officials many of whom were forced to work in labour camps the result of which was a massive decline in the numbers of the middle class. The subsequent appointment of Deng Xioping as general secretary of the communist   party marked the beginning of a change from this inward looking closed society under the rule of Mao to a more open outward looking society willing to start to engage with the outside world through trade and inward investment.
 In 1989 Jiang Zemin took over as general secretary and was  subsequently  succeeded by  Hu Jintao in 2002 During this time China continued to allow private enterprise a greater role in it’s economic development. Although significant vestiges of the communist system remain such as the Communist Party Congress which is held every 5 years and elects members of China’s ruling body .According to the CBCC China no longer considers itself a communist country and according to official statistics the private sector now dominates the economy as the state sector declines. Instead China has become a market socialist state preferring competition as a vehicle for economic reform as opposed to privatisation. Chow Kong Wing (1996)  In the distribution sector this marks a contrast to the development of distribution systems in the former soviet bloc These countries have developed free enterprise based on privatising the former state owned structures These steps post Mao were small, gradual steps in the process of liberalisation followed by more rapid economic reform with China’s entry into the world trade organisation in  2001.Currently following this period of reform  state owned operations are now  about one third of China’s output  and are predominantly in the  communications and financial services  sectors (Wiiliamson  Ming and Zeng  2005)According to Mina and Perkins(1997)
“China wants to create a socialist market economy with Chinese characteristics”

Economic reform and the development of market socialism 

In China under the communist regime the ruling body developed a national economic plan, which was designed to meet production quotas. everything was centrally planned and then devolved down to a local level  This was in sharp contrast to the free market systems  where competition , the nature of competitive advantage and consumer demand underpin industry structure .Tsui Wang and Xin ( 2006 )The pre reform system being based on a production focus with little emphasis on distribution in contrast to the European and American distribution models based on a strong  consumer oriented market focus with a supporting distribution structure in which retailers wield significant power within the supply chain .Investment in retail was largely neglected  resulting in significant inefficiencies in the distribution chain. Mun(1988)
China is therefore no longer a planned economy nor a fully market oriented economy but is an economy in transition slowly building the appropriate infrastructures to support an open internationally competitive market whilst at the same time preserving its socialist traditions. The impact of which is that in the distribution sector whilst the door is open to trade what is emerging is a fragmented system in rapid transition and a diverse range of structures across provinces . Lack of uniformity in terms of regulation and control at a provincial level make the development of a uniform system of retail distribution more problematic The political and economic reforms in China have created new forms of ownership .State owned enterprises, private domestic enterprises and foreign owned firms Tsui A. Wang H An Xin K(2006 )
 .Although initially controls existed in terms of the level of foreign ownership joint venture being the major vehicle for change. This allowed international groups to work with local partners and the transfer of technology and management learning to take place.  

Changes in the Chinese Retail distribution system

Prior to 1979 retail distribution was under state control through supply and marketing co operatives or the ministry of commerce. This system resulted in suboptimal use of resources both human and capital and in effect acted as a closed supply chain as choice of supplier was dictated by the state a key feature of communist distribution systems Holton and  Sicular (1991)   under the communist system the state controlled the distribution system in order to facilitate state controlled production. Distribution was designed as a closed supply chain to serve the domestic market only.
Luk (1998) presents in diagrammatic form an outline of the structure of the system pre reform, which he describes as two types of organisation running in parallel planning and administration and operational organisations which formed the basis of a three tier distribution system as outlined in the diagram below.
                                         The State Planning commission
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---------------------------------------------------------------------------------------------------
Source Luk( 1998)
 Within this framework the efficiency of the ministry involved( such as  the Ministry of commerce) in the movement of goods along the supply chain was more important than the effectiveness of the supply chain itself .Prices were set by the state as part of the planning process and regional protectionism was a significant factor.
In this system production is seen as the main economic goal and consumption an end product of the production process. Understanding these features is important as these features form the basis of the framework which is in the process of reform and whilst the structure of distribution may be reformed experience of operating outside of this structure over a significant period of time in China remains limited. Only since the early 1980ties has attention been paid to the reform of the distribution of consumer goods and not until 2004 was the retail market a fully open market. 
In the early period of reform it became difficult for the state system to control the flow of goods to markets and some private enterprise was allowed in order to ease the pressure on the state system. These enterprises operated at the fringe of the state system Kong Wing C. C.(1996) Subsequently in the early 1980’s the state council developed regulations as to the type of  private small business(Getihu) that could be developed .This was one of the first steps in developing the structure of distribution on market socialist principles At the same time the state sector came under increasing pressure as result of liberalisation and the inability to compete with more efficient forms of retailing.
Initially the distribution sector was protected from overseas acquisition as liberalisation took place first in production and agriculture and restrictions on foreign ownership remained in place. As liberalisation was introduced retail joint ventures were allowed in the 1990’s in specific cities and regional zones  What we may call Location  specific liberalisation  The  effect this  has this had on development is  an imbalance in retail development on a significant scale  as some areas became  more developed than others in particular the first tier cities on the Eastern seaboard This has now been post 2004 followed with further relaxation in  terms of ownership of retail enterprises and overseas organisations have been allowed market entry through full ownership or the  acquisition of existing Chinese retail enterprises. Whilst liberalisation has taken place in terms of ownership structures at a political level the role of provincial and local government remains an important influence. This second tier of government is one of the vestiges of the communist system and its influence does not operate uniformly across the country .Nevertheless its influence still remains significant  
  The current retail distribution Structure in China 
The current system of retail distribution in China is the result of almost 30years of gradual economic reform. A process which accelerated in 2001 with entry to the World trade organisation and took a further step forward in 2004 when the retail sector became a sector fully open to foreign direct investment 
The result of this period of economic reform is a fragmented sector where state control still exists alongside Chinese owned stores , international entrants wholly owned stores and Sino joint ventures, a legacy of the protection of   the retail sector pre 2004.This exists in tandem with a complex multi tiered system of wholesaling . The market is still dominated by Chinese retailers. China’s top 100chains account for 1/10th of retail sales TheEconomist (2006) foreign retailers account for 23% of the top 100 food chains .As yet there are no national chains but saturation of some concepts is being achieved in the first tier cities. The supermarket has been an important institution in this process of development and as a vehicle for reform. In 2004 China’s Ministry of commerce announced a five year plan to develop retail in rural areas by developing a rural retail network of chains of supermarkets   Gale T and Reardon(2004).The supermarket as a retail institution is there fore being used as a vehicle for reform in the smaller cities where significant regional variations exist and local politics remains important. International groups have moved from the Eastern seaboard to inland provinces in the process of expansion. What we are witnessing is the first stage of development of a modern retail system. The next stage of development will be dependant on penetration of second tier cities and the ability to develop strong regional chains. This will in turn depend on reform and development of the wholesale sector which currently reduces efficiency and increases the cost base 
Methodology

For purposes of this research an approach not frequently adopted in management research has been chosen that of Histiography several definitions of which exist.
“Histiography is the written record of what is known of human lives and societies in the past and how historians have attempted to understand them “(Concordia University of Winsconscin)

“Histiography is usually written and analysed within one spatio temporal setting traditionally that of a particular nation state. Lorenz(1999) for purposes of this research the nation state being the People’s Republic of China.
In 1988 Goodman and Kruger called for a more widespread use of the approach but nevertheless it is an approach infrequently adopted in management research and rarely adopted in the area of International distribution with the exception of Savitt(1989)   and Benson and Shaw (1992) in their examination of the evolution of retail systems from 1800-1914 The fundamental difference between histiography and positivism is that histiography starts with a question rather than theory then in order to answer the question primary and secondary sources are examined.
 A distinction should be drawn between Histiography and grounded theory , which although similar in that theory is derived from  analysis of  data both adopt different analytical techniques and are subject to different limitations in fieldwork and different methods of data collection This is a methodological approach more commonly used by the historian or business historian.
The questions which form the basis of investigation in this research into the reform of the Chinese distribution system are:- 
As the economy moves from communism to market socialism 

What are the patterns of development which remain are significant, dominant or have diminished?

What is the relationship between these patterns of economic development and the development of the retail distribution structure in China?
Will the development of the retail distribution system be based on internal evolutionary developments or in the rush for rapid economic development will China adopt western structures and systems?
Within the histiographical approach following the analysis of primary and secondary sources theory is then developed or conceptual development proposed. Whilst the management scientist may have greater access to primary sources through the availability of existing actors across various industries this access is more problematic to the historian where the longitudinal elements of a study sometimes make access to the original participants in an event impossible. Primary sources then become first hand testimony of an event, documented interviews rather than original interviews collected by the researcher themselves. Eye witness accounts or journalists and reporters narratives of events. Having gathered these accounts in Goodman and Krugers ( 1998)  )delineation of histiography they should the be authenticated by source , the content analysed and the suitability of the source as evidence determined  This research is based on this approach  and utilises documented interviews and secondary sources as the basis  of analysis .Authentication being established through the use of  published research by South East Asian researchers, published key   executive interviews with senior management operating in the Chinese retail distribution sector representing major international retail groups  e.g. the French operator .Carrefour, the U.K. operator Band Q .
 Additionally reports by management consultancies and industry bodies such as the Institute of Grocery distribution who have produced specialist reports on retail distribution in China .In some of the published academic research results from transcripts of focus discussion groups has also been used as evidence to support the historical analysis of the sector . 
 Through these sources Savitt’s (1989) patterns in the development process are identified. In interrogating the literature , trade reports and published executive interviews the patterns which have developed since the initial reforms began at the end of the 1970’s can be identified . These patterns give an indication of the direction of change and enable us to make predictions about further change leading to the development of a modern retail system in China.
Patterns
Using the histiographical approach certain key patterns in the development of the distribution system can be identified. The patterns which have diminished are those which are the result of deregulation on the part of the government and the liberalisation of the sector. These are a direct result of economic reform and policy change. The patterns which remain form the basis of the current structure of retail distribution. These patterns are a combination of the vestiges of the communist system and reflect the previous lack of investment in a modern retail structure .These are the patterns ,which we can expect to change as the process of economic reform continues  The macro trends  will change as a result of economic policy and investment . The micro trends which remain will in the future change as a result of increasing competition in particular the large number of small scale retail units and the complex multi layered wholesale system both of which restrict efficiency in a modern retail system will come under increasing pressure to become more efficient or cease to exist  The factors which are dominant  form many of the drivers of a modern economic distribution system .The growth of an increasingly wealthy middle class will drive forward consumer demand , which in turn will support the further development of both Chinese retail groups and overseas players .In developing the sector the demand by overseas players together with investment in the supply chain will push forward the need for greater efficiencies in the supply chain.  As such overseas groups will act as a catalyst for continuing change .Merger and acquisition activity will increase as retail groups both domestic and overseas try to achieve greater scale in order to access the economies of scale essential to margins and return on capital. The conflicts and tensions which result in the emergence of a modern retail system as outlined in Savitt’s ( 1989 )work will then stem from the changes which take place in the importance of those factors which remain and those factors which currently are dominant which are outlined in the table below;-
-------------------------------------------------------------------------------------

Patterns of development in the Chinese retail Sector 

Diminished  

State control of the supply chain and a focus on production

Decline of informal markets /wet markets 

Restrictions on foreign direct investment in Retailing 

Remaining
Stable macro economic management 
Under developed logistics sector 

Regional protectionism

Complex multi layered wholesale structure 

Economic growth linked to manufacturing 

Under developed service sector 

Large number of small scale retail units 

Growing economic significance of designated economic zones 

Land disputes 

Dominant 
Regional variations in the level of development of the retail distribution structure Political influence at a local level 

Increased F.D.I by International retail groups 

The international retailer as a change agent 

Merger and acquisition activity

The rise of Chinese retail chains 

The growth of an increasingly affluent middle class 

Supermarkets as a vehicle for modernisation

----------------------------------------------------------------------------------------------------
Lessons and Challenges  
In using a histiographical approach to chart the changing structure of the Chinese distribution sector what is evident is that a distinct China specific system of retail distribution is emerging but that this is the first stage of development. Currently a fragmented system with significant areas for further development and reform.
 This China specific system is a result not just of the vestiges of communism but of the effects of the chosen methods of reform adopted by the Chinese government These differ significantly from the pattern of retail change in other world markets China has chosen the route of competition as a means of reform, which is then used to drive out inefficient state enterprises and small scale family enterprises rather than using privatisation as a vehicle for modernisation .Cheng T(1994)Chow Kong Wing(1996) 
Additionally the government has allowed overseas competitors into the market at a time when the sector is only just developing   thus creating further competitive pressures on an inefficient system. This is a unique feature of Chinese reform other countries having protected their domestic industry from international competition in the early stages of development through legislation on store size or planning consents
 The patterns we should be aware of in trying to predict the future shape of the Chinese retail sector are those concerning the directions of change essential to develop a modern retail system many of which are gradually evolving. The significant patterns of development are outlined below. These indicate the direction of change necessary in the next stage of development to create a modern retail system in China. 
The Current System in China                                             Modern Retailing 
---------------------------------------------------------------------------------------------------               
Macro policy of full employment                                  Lower man hours producing 

                                                                                        Higher Labour productivity

Guanxi                                                                            Strategic business partnerships 

Local Protection    

Multi layered wholesaling                                               Centralised Distribution 

Fragmented infrastructure                                               National Infrastructure 

Profitability from supplier payments                             Profitability from retail sales 

 And retail sales 

State involvement in the sector                                      De regulated markets driven by  

                                                                                        Market competition 

These changes require further investment on the part of government and retailers themselves together with a more strategic approach to retail business development leading to a more efficient supply chain.   
What does this the mean for retail change and the development of modern retailing in China?   
  As China moves into the second phase of development post 2004 there will be a need for greater efficiency within the supply chain in particular in logistics and wholesaling .In 2004 the government invested $87.8 billion in developing a logistics infrastructure which should lead to a stronger distribution structure .Malone (2006). In China the role of government remains critical to development of modern Chinese retailing in particular the delivering of a stable macro economic policy, investing in infrastructure and creating the mechanisms for greater competition.

The first stage of development has taken place in the designated economic zones which are now reaching saturation the challenge for the future is the development in the second tier cities and small provincial cities, where local knowledge is vital and local political influence a significant force. The current retail margins model also needs to be developed such that margins are delivered from profitable sales rather than charges levied on suppliers for shelf space.Desvaux and Ramsey (2006)
 In terms of modelling retail change China clearly provides a challenge to traditional models such as the wheel of retailing .Goldman (1975) Bucklin (1972) where retail change is modelled on retail institutions or consumer demand or change may be the result of strategic actions of retail institutions. The Chinese reform demonstrates reform of the structure in which state control has a significant role to play. Competition is introduced as a deliberate mechanism for change and the focus is on the structure of retail distribution not the institutions within it. .Several distinct features of this process need to be incorporated into how we model and conceptualise retail change based on the Chinese experience. These are the role of government policy, competition as a vehicle for reform, a different retail margin model, the supermarket as a change agent.  The relationship between state and market mechanisms should from a cornerstone of this conceptualisation  
 The challenge for the Chinese government is to create an economic structure capable of delivering the efficiencies based on market forces and retain a socialist system.
Can market socialism deliver the operating efficiencies necessary for a modern retail distribution system with destabilising macro economic policy?  A modern retail sector in China will emerge based on the government’s ability to manage the potential conflicts between market forces and socialism. Currently the foundations of a modern system are being laid but increased competitive forces will force further change producing a China specific system of distribution.   
Bibliography   
Alexander, N., (1990) Retailers and International markets: Motives for expansion International Marketing review Vol, No 4, pp75-85
Benson.J.and Shaw .G. (1992) “TheEvolution of retail systems c1800-1914.” Leicester University Press. London
Bucklin, L., (1972) Competition and Evolution in the distributive trades Prentice Hall Englewood Cliffs

Chan.W.K. Perez J., Perkins.and Shu (1997) China’s retail markets are evolving more quickly than companies anticipate” The McKinsey Quarterly, No 2, pp206-211.

Cheng-Tian Kuo (1994) “Privatisation within the Chinese state”    Governance Vol 7 issue 4, p387  
China –Britain Business Council www.cbbc.org/china guide/history

China Statistics press in Tsui,Wang and Xin  
Chow Kong Wing .C. (1996) “Distribution reform and labour productivity in China. An evaluation of performance and Public Policy “International Journal of Retail and Distribution Management, Sep Vol 24, No9, p35 (6)  
Chow Kong Wing (1996)” Entry and exit process of small businesses in the People’s republic of China’s retail sector “. International Small business Journal Oct/Dec Vol 15, p41 (17)

Concordia University Winsconsin. Department of History  www.cuw.edu
Davies .K. (2000)” The Asian economic recession and retail change. The implications for retailer strategies in Asia “. The International review of Retail Distribution and Consumer Research, Oct Vol 10, p335 (19)
Dawson.J/,Larke.R.and Mukoyama .M. (2006) Strategic Issues in International Retailing. Routledge . Oxford 

Desvaux.G. and Ramsay.A.J. (2006)” Shaping China’s Home Improvement market. An interview with Band Q’s CEO for Asia “. The McKinsey Quarterly .Special edition, Serving the new Chinese consumer    .www.Mckinseyquarterly.com 
Gale,F.and Reardon , T (2004)” China’s modernising supermarket Sector presents major opportunities for US Agricultural exporters” AgExporter, November
Goldman, A. (1975) the role of trading up in the development of the retail system Journal of Marketing, Vol 39, No1, pp54-62
Goodman. R.S and Kruger E.J.(1998)” Data dredging or Legitimate research Method Historiography and it’s potential for Management research.” Academy of Management review, Vol 13, N02, pp315-325
Holton.R.H. and Sicular T. (1991)” Economic reform of the Distribution Sector in China “. AEA papers and proceedings, Vol 81, No2, pp212-216

Liu.K. (2007)” Unfolding the post transition era. The landscape and mindscape of China’s retail industry after 2004 “. Asia pacific journal of Marketing and logistics. Vol 19, No 4   
Lorenz C. (1999) Forum on comparative Histiography “. Comparative Histiography problems and perspectives “History and Theory, Vol 8, issue1, Feb pp25-39
Luk.Sheriff.T.K. (1998) “Structural changes in China’s distribution system.” International Journal of Physical distribution and logistics management. Vol 28, No1 pp44-67

Malone R (2006)” Supplying China “    Forbes 10th February

Mina.G. and Perkins F (1997) “China’s Transitional Economy between plan and market” Briefing paper series No5 Dept of Foreign affairs and trade July

Mun Kin-Chok (1998)” Chinese retailing in a changing environment “. Chapter 15 in Transnational retailing, Erdener Kaynak., De Gruyter . New York      
Savitt. R. (1989)” Looking back to see ahead. Writing the History of American Retailing “. Journal of Retailing, Fall ,Vol 65, No3, p326(30)

Story J (2003)” China’s many futures “. European Business Forum on line. www.ebfonline.com
The Economist (2003) Oct 11 v 369 p68 Doing up the middle Kingdom; Home improvements in China 

The Economist (2006) august 5 v380 p59 Ready for Warfare in the Isles. Retailing in China 

Tsui.A.S.Wang.H.and Xin K.R. (2006)” Organisational Culture in China; An analysis of Culture dimensions and Culture types” Management and Organization review, Vol 2, issue3, p345 November.
Turcq.D. (1995)” India and China Asia’s non identical twins” . The McKinsey quarterly. Spring no2 p4 (16)

Whitehead M (1992)” Internationalisation of retailing .developing new perspectives.”
European Journal of Marketing, Vol 26, No 8/9 pp74-79

Williamson P.and Zeng M (2004) “Strategies for competing in a changed China “. MIT Sloan Management Review, summer, Vol 45, No 14 p85 (7)

Williamson P and Zeng M (2005)   “How to succeed in the New China” . Ivey Business Journal, on line May/June, p1 (5)

Wortzel H.V. and Wortzel L.H. (1987) “The emergence of free market retailing in the People’s republic of China .promises and consequences” California Management Review. Vol 29 No3, p59 (18)   

