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T 
his article draws insights from the study of Fruit and 

Veg City Ltd (FVC), as a successful entrant into the 

formal grocery retail market, and further considers the 

growth of independent retailers.
1
 The study is part of a pro-

gramme of work to understand Barriers to Entry in the South 

African economy, supported by National Treasury. 

The supermarket industry in South Africa remains concentrat-

ed, with four large supermarket chains Shoprite, Pick n Pay, 

SPAR and Woolworths holding the largest shares of the gro-

cery retail market.
2 
These supermarket chains have a wide 

geographical presence in all provinces of the country accu-

mulated over several decades. High levels of concentration in 

grocery retail potentially limit gains to consumers instead re-

sulting in high prices, poor quality or limited choice.  

Fruit and Veg City has achieved tremendous growth since its 

inception in 1994 with over 100 stores to date. It has grown to 

be an effective competitor in the retail industry, entering origi-

nally as a part-line retailer focused primarily on fruits and 

vegetables. Independent retailers on the other hand, have 

successfully entered the retail market through the use of buy-

ing groups. Independent retailing represents an alternative 

model of entry for small players as opposed to the traditional 

supermarket chain model. The independent retail market is 

growing and accounts for approximately 30% of the total re-

tail market. Although national retail chains account for the 

larger share (70%) of the total retail market, some estimates 

suggest that their share is declining every year.
3
  

The growth of Fruit and Veg City and independent retailers 

provides innovative insights regarding how local supermar-

kets have devised ways to become and remain competitive 

and overcome the high barriers to entry in the supermarket 

industry. These insights provide policy makers with a frame-

work for developing institutional support to facilitate the entry 

of new players.  

Key barriers to entry 

Direct procurement is crucial in retail through cost savings 

derived through avoiding marked-up retail prices. The nation-

al chains have the financial strength and buying power to 

source directly from suppliers and manufacturers affording 

them significant cost advantages due to economies of scale 

and scope.  

The Fruit and Veg City case study provides useful lessons 

regarding cost savings through direct procurement strategies. 

Fruit and Veg City sources its fresh produce directly from mu-

nicipal markets which aids in cutting costs and allows the firm 

to charge competitive prices between 20% - 25% lower than 

major retailers.
4
 As Fruit and Veg City gradually expanded its 

footprint in the market, it could support further investments in 

distribution centres and logistics networks. 

Independent supermarkets have also found alternative ways 

of procuring products with significant cost savings. They have 

adopted the use of buying groups to achieve cost savings in 

procuring their stock. Buying groups negotiate better pricing 

deals with suppliers and manufacturers and purchase in bulk 

on behalf of small supermarkets. Although buying groups 

reduce the barriers faced by local supermarkets in terms of 

achieving efficiency in their buying, lack of access to distribu-

tion centres and procurement logistics reduces their ability to 

store and distribute products, manage cash flows, and ulti-

mately compete. 

A majority of retailers interviewed as part of the study con-

firmed that the inability to make extensive investment in ad-

vertising and promotions used to create loyalty and attract 

greater footfall is one of the primary challenges for small su-

permarkets and suppliers. Incumbent supermarkets spend 

significant resources on advertising. To gain market share, 

new entrants have to match this expenditure out of a much 

smaller revenue base. This puts new entrants wishing to 

compete directly with large supermarkets at a huge cost dis-

advantage. Access to finance for the investments required at 

the start-up is an additional challenge.  

Advertising costs place a significant burden on small local 

supermarkets with single outlets. However, small supermar-

kets have found ways of overcoming advertising barriers 

through the use of buying groups. Buying groups assist small 

supermarkets with advertising and promotions through the 

use of knock and drop advertising, direct marketing and cred-

it support. For example, Unitrade Management Services or-

ganises and promotes store competitions for retailers which 

increases footfall and sales. 

Lack of business management skills and retail capabilities in 

a highly competitive retail environment increases the rate of 

exit among small local supermarkets. Management skills and 

experience are crucial for successful retailing. Buying groups 

continue to play a crucial role in skills training and develop-

ment of local supermarkets by providing training to small re-

tailers at little or no cost.  

Similarly, retail experience and management skills are critical 

aspects of successful models. Fruit and Veg City’s retail ex-

perience means that it developed a greater understanding of 

the retail industry and could easily identify opportunities for 

entry and growth. For example, FVC was able to identify a 

gap in the market for fresh fruits and vegetables, quickly dif-

ferentiating itself from other supermarkets by focusing on an 

area where the major supermarkets traditionally did not have 
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a strong focus. The firm successfully adopted a flexible busi-

ness model which allowed it to diversify into other formats 

and markets. This flexibility appears to have allowed it to 

seize new opportunities and to adapt its format quickly from 

its initial niche advantage in fresh fruit and vegetables as 

demonstrated through its full-line Food Lovers Market offer-

ing.  

A lack of access to prime retail locations in shopping malls 

and retail centres is a major barrier to entry for small local 

supermarkets. Location is obviously a critical issue in super-

markets’ attractiveness to consumers. Customers consider 

location when choosing a store and location provides the firm 

with strategic advantages.  

Property developers interviewed as part of the study con-

firmed that the practice of long term exclusive lease agree-

ments entered into by incumbent supermarkets and property 

developers in shopping malls heightened barriers to entry for 

small local supermarkets. This practice denies new entrants 

and specialist retailers such as butcheries and bakeries ac-

cess to retail space in prime locations with greater footfall.
 

Fruit and Veg City in 2009, lodged a complaint with the Com-

petition Commission of South Africa regarding the conduct 

which prevented it from locating in certain retail centres. This 

problem is acute in smaller shopping centres located in rural 

areas.  

Recommendations 

The entry of Fruit and Veg City and the growth of independ-

ent retailers demonstrates the competitive value of a diversity 

of retail business models for consumers and for suppliers and 

emphasises the importance of keeping the retail space open 

to entrants. Entry and rivalry between retail groups not only 

benefits consumers across all income groups through im-

proved pricing, quality and choice but ensures economic par-

ticipation of local farmers, producers and manufacturers or 

suppliers in supermarket supply chains.
5
 This is especially 

relevant in South Africa where there are significant challeng-

es to economic participation of local entrepreneurs, black 

ownership and control of productive assets in the economy. 

Barriers to entry undermine and in some cases deter eco-

nomic participation of small- to medium-sized local firms. 

Policy makers have a central role to play in developing insti-

tutional structures that will help create a conducive environ-

ment to facilitate the entry and growth of new players into the 

supermarket industry. It is necessary for there to be comple-

mentary measures addressing obstacles at different levels. 

For example, urban planning policies at the municipal level 

can make a big difference to issues of space through ensur-

ing open and flexible retail space allowing for a mix of for-

mats. This can be pursued alongside addressing exclusive 

leases in partnership with competition authorities.  

Given the lack of access to finance among new entrants, 

there is a potential role for government in providing financial 

assistance to set up the necessary infrastructure in terms of 

distribution centres and logistics networks. The government 

has made significant progress in making available funds for 

small- and medium-sized enterprises such as the Black Busi-

ness Supplier Development Programme (BBSDP) and the 

Sector Specific Assistance Scheme (SSAS). However, ac-

cessing these funds is associated with administrative ineffi-

ciencies making it almost impossible for local entrepreneurs 

to benefit from them. Application processes with complicated 

and extensive paperwork force small businesses to use con-

sultants at their own expense. Direct one-stop call centres 

with qualified personnel could provide assistance in this re-

gard.
6
 

In addition to financial assistance, skills training and develop-

ment through fostering long-term, public-private partnerships 

between key suppliers, wholesalers, buying groups and inde-

pendent retailers would ensure successful transfer of 

knowledge and skills (in advertising, marketing, cash flow 

management, inventory and waste management etc.). There 

is also an opportunity to provide training subsidies to firms, 

for instance buying groups, to assist small suppliers and in-

dependent retailers with skills training and development. 

It is important to level the playing field for smaller firms and 

new entrants by encouraging suppliers to offer fair prices and 

terms of supply (comparable to what is offered to large super-

markets, based on fair commercial considerations). This 

could be done through obligatory codes of conduct between 

producers, wholesalers and retailers enforced by government 

ministries or competition authorities. For example in Australia 

retailers and wholesalers sign a written notice to the competi-

tion authority which binds them to write down their supply 

agreements, act in good faith and prohibit retailers from 

threatening suppliers with termination of contracts without 

reasonable grounds. The code sets guidelines with regard to 

how retailers and suppliers ought to conduct business and 

stipulates that this information should be made available to all 

suppliers at all times.
7
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