


INTRODUCTION

A. Changes in the distribution
chains for agricultural products in
Vietnam

The distribution chains in Vietnam have
changed deeply during the last decades.
During the planned economy period, before
1986, there were three main distribution chains
in Vietnam:

State-run distribution chains: The prod-
ucts of co-op farmers were collected,
processed and distributed by State-owned
companies.

- Co-op-run distribution chains: farm
products were distributed to co-op members
by Co-ops.

- Informal distribution chains: in these
illegal chains farm products were sold to
private traders who transported them to urban
markets for sale.

When the economic reform, known as Doi Moi,
was implemented in 1986, State-owned distri-
bution chains started to decrease in number
and dimension, while co-op distribution chains
disappeared and private traders’ chains devel-
oped strongly. Nowadays, open air markets,
street markets and shops are operated and
supplied by a number of small traders, them-
selves provisioned by independent farmers.
More recently, during the last 10 years, super-
markets have been opened in the nation's
major cities.

B. Competition between super-
markets and traditional chains

Supermarket development can create new
opportunities for the economic sector. But this
development also raises many questions
(Reardon and Berdégué, 2002; Reardon and
Swinnen, 2004). From the experience of other
countries it appears that the development of
supermarkets intensifies competition in the
trading sector: this can benefit consumers, but
can also affect the lives of many households
whose income depends on marketing activi-
ties. This development can also affect farmers:
supermarkets can increase the importation of
goods and competition for the local products.

But the biggest concern is that selling to super-

markets requires technical and organizational
innovations from producers and traders,
supermarkets have high requirements in
terms of amount and regularity of supply,
quality, packaging and certification. Moreover,
selling to supermarkets requires formal trans-
action with VAT bills. Small-scale farmers and
traders have difficulties in adopting these
innovations and are often excluded from the
supermarket-driven distribution chains.

C. Implication in terms of

research

Our overall objective is to check if all these
problems mentioned above are likely to occur,
or have already occurred in Vietnam.

In order to contribute to poverty alleviation,
and to “make markets work better for the
poor,” the present case study on the
perfumed rice chain aims at comparing the
possibility and condition of the integration of
the poor, as traders and producers, in the
traditional chain and the supermarket chain.
Since 2003, the VASI-DSA has been involved in
a project which aims at developing an alterna-
tive chain of distribution, involving supermar-
kets and other outlets, where producers are
organized in an association (the Farmers’
Association with 437 members). The project
aims at supporting, through the Association,
the adoption by poor producers of the techni-
cal and organizational innovations needed to
supply supermarkets. In terms of organization,
this project focuses on a model of horizontal
and vertical forms of coordination which
enable poor producers to increase their
bargaining power in the distribution chain.
The involvement of VASI-DSA in this project
follows  previous  research  activities
conducted in cooperation with CIRAD-Ecopol,
which conducted stakeholders’ workshops
and identified the tracability of flavored rice
as a key condition for increased farmers'
incomes (Jesus and al, 2001).

The comparison of the supermarket/food
company chain with the association chain will
illuminate possible actions to promote
increased and fair participation of the poor in
the distribution value chain.







status of sellers,and capital.

The case of perfumed rice is studied in more
detail, with special attention paid to the Tam
Xoan rice of Hai Hau, and then to the Tam
Xoan rice of Hai Hau produced by the Farmers'
Association.

Step 02: Identification of the distribution
chains of Tam Xoan Hai Hau ricein Dong Da
and Hai Ba Trung district.

In this second step and the following ones, we
focus on one kind of rice, Tam Xoan Hai Hau
rice, considering the rice produced in the
framework of the Association and that
produced outside. In order to identify the
distribution chains of this rice we conduct
cascade interviews from retail outlets in Dong
Da and Hai Ba Trung districts, to agents
collecting rice from the farms in two com-
munes of Hai Hau: Hai Phong and Hai Toan,
which specialize in Tam Xoan rice production.
This allows us to draw the different chains that
distribute Tam Xoan Hai Hau rice from Hai Hau
to Dong Da and Hai Ba Trung districts.

For each identified chain, we collect data on
the actors involved (function, numbers,
capital, economic status), on the process of
adding value along the chain, and on the
organization, in particular in terms of coordi-
nation and quality management.

Step 03: Identification of Tam Xoan rice
producers in two communes of Hai Hau:
Hai Phong and Hai Toan

In the list of the suppliers of the local agents
studied in Step 02, we randomly selected 44
farmers of Tam Xoan rice. For each farmer, we
collect data on capital, labor force, economic
status, production, costs and profits.

Step 04: Analyzing and summarizing
reports

The synthesis of the data collected during the
three steps enables us to draw a clear descrip-
tion of the distribution chains of Tam Xoan Hai
Hau rice to Hanoi and to compare these
chains in terms of the involvement of the
poor.

We have to underline that one of the difficul-
ties in studying the Hai Hau rice distribution
chains is related to the widespread practice of
mixing rices and cheating on the origin of the
product:the Hai Hau rice benefits from a good

reputation and it seems that large quantities
of rice originating from areas other than Hai
Hau are sold under the name of “Hai Hau
perfumed rice.” It is then difficult to assess
with accuracy the real quantities of Hai Hau
perfumed rice passing through the different
distribution chains.

The investigation was carried out under the
supervision of Dr.Vu Trong Binh (VASI-ASD), in
December 2004 and January 2005, the time of
rice harvest.

RESULTS

A. Consumers of rice and per-
fumed rice

Rice is a major component of the Vietnamese
diet, with an average consumption of 9.75
kg/cap/month in urban areas (see appendix
1). But this consumption has been slightly
decreasing in the last years (it amounted to
9.83 kg/cap/month in 1998) with the increas-
ing living standards of the population, leading
to a more diversified diet (Tuyen et al, 2004).
At the same time there has been an increase
in the demand for high quality and perfumed
rice in big cities such as Hanoi and Ho Chi
Minh City. The common varieties of rice are
Tap Giao, Q5 and Khang Dan. High-quality
varieties are for example Bac Thom (fragrant
and glutinous rice) and Du Huong (fragrant
rice). The variety of perfumed rice, Tam Xoan,
cultivated in the district of Hai Hau, in Nam
Dinh province, has long been famous nation-
wide for its typical and special quality.
Consumers can purchase rice in many differ-
ent outlets: supermarkets, markets stalls,
street vendors and shops, at different prices
(see table 173).

Hai Hau perfumed rice is sold with very differ-
ent prices. These differences are linked to the
efficiency of the distribution chains as we will
see below but also to the quality of the prod-
uct: it is estimated that Hai Hau rice supplied
by the Association of Hai Hau producers is the
only pure perfumed rice available in the
market. In the other cases, a mixture is sold.
Regarding the results of one survey in a retail
shop (see table 174, we can roughly assess
that perfumed rice represents 10% of the rice
marketed in volume (so less than
Tkg/cap/month in average).

According to this same survey, the consump-













1. The supermarkets

The number of supermarkets has quickly
increased between 1990 and 2004. Based on
the definition used by the Department of
Trade before 2004 , there were no supermarket
in 1990, and 55 in 2004, in Hanoi. Based on the
official definition adopted in June 2004 by
Vietnamese authorities, there are 24 supermar-
kets today. They first set up in the city center
and then expanded to the less-central districts.
Supermarkets are diversified relative to forms
of ownership: joint-stock companies, privately
owned companies, foreign-invested compa-
nies, etc. (see Part )

i.  Characteristics of supermarkets in the
districts of the survey

In the districts of our survey, there are 19 super-
markets (according to the definition used
before 2004). Each one sells around 2 tons of
rice per month (less than a street vendor). 70%
of them sell perfumed rice, from five to 10
different types. These supermarkets can be
classified as follows:

- Type 1: Supermarkets offering a high
number of types of perfumed rices, with a large
quantity displayed. Ex: Hanoi Supermarket (Hai
Ba Trung), Fivimart (Hao Nam - VND Da), Seiyu
(Pham Ngoc Thach - VND Da), Family Mart (Lac
Trung - Hai Ba Trung). They sell 2 to 3.5
tonnes/month and 7-10 types of rice.

- Type 2: Supermarkets selling small
quantity and choice of products. Ex: Kim Lien
Supermarket, Star Bowl, and Marko. (1.5 - 2
tons/month and 5-7 types of rice).

ii. Kinds of rice sold in supermarkets

Apart from normal rice, there are mainly three
kinds of special rices sold in supermarkets:

o Domestic perfumed rices: including
perfumed rices such as Hai Hau, Xuan Dai, Dien
Bien, Bac Thom, Mai Huong, Northern special
rice, Nang Thom, mountainous special rice, etc.
These are sold in large quantities in supermar-
kets, making up about 70% of total rice sales.

- Unpolished rice and sticky rice, which
are not so regularly and popularly consumed.
They are sold in limited quantity by supermar-
kets (around 10% of total rice sales).

- Foreign rice such as Japanese rice, Thai
rice, Korean rice, etc. They are imported or
grown in Vietnam using foreign seeds. The
supermarkets that sell them most are Seyu and

Family Mart (Lac Trung - Hai Ba Trung).

Rice sold in supermarkets is well-packed with
clear name, trademarks, and some information
on quality. The mention of origin is quite
limited (name of the area of production, but
no clear indication about the producers). The
use-by date, which is important for rice, is
rarely mentioned. According to rice trading
professionals, the perfumed rice in supermar-
kets is only about 30 - 40% pure perfumed
rice, mixed with sticky rice, Khang Dan rice,
etc

iili. HaiHau rice sold in supermarkets

Hai Hau perfumed rice makes up 10 to 20% of
total rice sales in supermarkets: big supermar-
kets can sell 350kg/month and small ones can
sell 250kg/month on average (see more
details in appendix 2). The quantity of
perfumed rice sold depends on time, with a
maximum during traditional feasts such as Tet.
Hai Hau perfumed rice sold in supermarkets is
packed in thick nylon bags of 2 kg and 5 kg.
The package clearly indicates the type of rice,
the rate of broken rice, and some other criteria
such as the rate of pure rice, the moisture, the
name of the supplier, and the registration
number, but there is no use-by-date.

2. Market Stalls

Stalls are “official”/registered regular outlets,
located in official markets (markets with a
management board). Rice is sold in every
open market. In Dong Da District, there are
now 10 markets, with a total of 64 rice stalls.
Rice stalls are particularly numerous in Kham
Thien and Van Chuong markets. The number
of rice stalls is 47 in Hai Ba Trung District,
spread over nine markets. These stalls differ in
size, selling from 3.6 to 5.6 tons of rice per
month. Most of them sell perfumed rice (85%),
of different types, which accounts for 10-15%
of their rice sales. Vendors in market stalls
have to rent their stalls and pay market tax. To
do so, they need to be registered in Hanoi as
regular inhabitants (Ho khau). The business of
rice is the main activity of their household.
The capital needed for trading rice in a stall is
around 6.3 to 125 million VND, creating
around 1.1 to 1.2 jobs per outlet.

3. Riceshops

Shops can be defined as outlets with concrete




walls, opening to the street. These are the
main rice retailers. In Dong Da there are about
60 shops selling rice. They are located in
streets such as Phuong Mai and Trung Tu or
residential quarters such as Van Chuong and
Hao Nam. In Hai Ba Trung District, there are
about 75 shops along streets and residential
quarters. Most of these shops sell other prod-
ucts such as dry food, vegetables, etc. Only
20% of these shops specialize in rice trading.
They offer a large diversity of rice (around 10
different types) including high-quality rice.
Most of them (85%) sell perfumed rice (see
appendix). Perfumed rice represents around
15% of the sale of rice in the shops.

Most retailers selling rice in shops are middle-
income households. It is estimated that about
60% of the households are of the middle-
income class, with a monthly income of about
3-5 million VND. The remaining 40% are of the
lower-middle-income class with a monthly
income of about 2-3 million VND for 2-4
member households. Retail shops usually
have relatively low capital investment with a
quick return.In order to open a rice retail shop,
a household needs from 5 to 10 million VND.
Those who are not owners (55% of the sellers)
have to pay for shop rental. Taxes are around
30-50,000 VND/month. Due to the importance
of fixed costs, shop traders are the most
vulnerable traders.

4. Rice Street Vendors

Street vendors are those who do not have
stable selling places. There are about 15 street
rice vendors in each district. They offer three
or four types of rice. Only 20 -30% of them sell
perfumed rice, representing 5 to 10% of their
total sale. The major cause of this low percent-
age is that they mainly serve customers with
low income, who consume low-priced rice.
Volume of fragrant rice distributed by street
traders is very low (around 960 kg/month).
Street vendors in Hanoi mainly come from
neighboring provinces such as Nam Dinh, Thai
Binh, Phu Xuyen (Ha Tay), Ha Nam, Ha Bac, etc.
They are mainly farmers or rural workers;
street vending constitutes for them a comple-
mentary income during the period of under-
employment in the rural area. As a result of
rapid urbanization, many farmers have seen
their cultivation land reduced. In order to
maximize profit on the remaining crop area,
many farmers try to sell their products them-
selves. Therefore, some of them even collect

rice in their area and peddle it in Hanoi
markets. Other street vendors buy rice from
wholesalers in Hanoi, whom they have to pay
in cash. They deliver it by bicycles in small
streets, residential or student areas or some-
times they just sit near wet markets. They can
also make home deliveries. Under an unwrit-
ten agreement among vendors, each one has
its specific distribution area.

Street vendors generally store the quantity
needed for two or three days. Therefore, they
are quite safe from price changes. Their opera-
tional costs are small because they use
bicycles or other simple means of transport.

C. The Organisation Of Rice
Commodity Chains

1. Mapping rice commodity chains

The inventory of the suppliers of the outlets
presented above leads us to identify three
main chains of distribution for Hai Hau
perfumed rice (see figure 47):

- The traditional chain involving
numerous collectors and individual
distributors: this is the main chain supplying
market stalls, shops and street vendors. This
system involves a large number of individual
traders, collectors and private agents. Purchas-
ing arrangements do not rely on formal
contracts but on family and friend relation-
ships. This accounts for the distribution of
around 75% of Hai Hau perfumed rice.

- Food companies and supermarkets
chain: in this chain food companies supply
supermarkets. The actors involved are all
individual legal entities. The sale through food
companies and supermarkets accounts for
the distribution of around 8% of Hai Hau
perfumed rice. Food companies also sell Hai
Hau rice through their own retail points, the
food companies’ shops, which distribute 16%
of Hai Hau rice.

- The new marketing chains set up by
the Farmers' Association. This chain distrib-
utes Tam Xoan Hai Hau rice produced by the
437 producers members of the Association,
mainly to supermarkets but also to some
traditional outlets. It accounts for the distribu-
tion of around 3% of Hai Hau perfumed rice.
Two food companies distribute 83% of the
production of the Farmers’ Association; 17% is
sold directly to consumers.
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4, The Farmers’ Association chain

The Farmers' Association chain refers to the
distribution chain that markets perfumed rice
from Hai Hau District produced by the mem-
bers of the Association (see figure 48).

The actors of the Farmers’ Association
chain

i. The Farmers’'Association

In 2003, the Farmers’ Association for Hai Hau
perfumed rice has been created with the
support of the Vietnam Agriculture Science
Institute. Members are producers of
perfumed rice of the variety Tam Xoan and

are located in Hai Hau district. Members' farms
have to be based on family work. There are 437
members.

In the 2004-2005 season, the Association
members cultivated an area of 54 ha of
perfumed rice producing 120 tons of rice
{(equal to 180 tons of paddy, about 3.3% of the
total production of Hai Hau perfumed rice).
There is one Association committee of 20
people, of whom 15 are farmers. Producers are
linked by annual contract to the Association.
This contract mentions the area of production
of the farmer and his commitment to sell the
rice from this area through the Association.
The Association brings support in the organi-
zation of the production: seeds, fertilizers and
pesticides are supplied to farmers by the
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ciation and are to be paid after the harvest.In
this way, all the members can borrow 100% of
their inputs, regardless of their repayment
ability.

The Association is also responsible for
processing and marketing the production of
the members, which is done through two
trading companies. The Association negoti-
ates the price with these companies. Rice is
packed under the brand name of the Associa-
tion.

ii. The food companies

The Association has signed a supply contract
with the two food trading companies Long Co
and Yamada. The trading companies are
responsible for distribution but their responsi-
bilities also include receiving information
from retail sellers, supermarkets and consum-
ers and forwarding it to the Association. Their
name and address are mentioned on the rice
package. The trading companies are also

responsible for transportation and storage
costs.

iii. Retail sellers and supermarkets

Through the trading companies, the Associa-
tion supplies 16 supermarkets (30% of Hanoi
supermarkets) and 20 shops (see table 7) in
seven of the nine inner districts of Hanoi
(except for Long Bien and Hoang Mai). This
distribution system guarantees accessibility
for consumers.

Organisation and requirement to partici-
pate in the Association chain

The Association and the trading companies
{Long Co Limited Company and Yamada
Limited Company) have signed an exclusive
three-year contract that specifies the respon-
sibilities of each party. The contract is based
on the sale of 100 tons of perfumed rice by
year (83% of the production in 2004). Their
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