28

1786/2002



MARKET ASSESSMENT FOR




BROILERS IN LIMPOPO PROVINCE

Client:


AGRICULTURAL AND RURAL DEVELOPMENT CORPORATION (Northern Province)

A Document Prepared by:

LHA MANAGEMENT CONSULTANTS

May 2002

TABLE OF CONTENTS
11.
INTRODUCTION


11.1
Background


11.2
Aims and Scope of the Study


11.3
Deliverables


22.
THE BROILER INDUSTRY IN PERSPECTIVE


22.1
National Production Statistics


22.2
Estimated Size of Limpopo Province Market


32.3
Price Trends


42.4
Broilers – An Industry Under Pressure


62.5
Market Considerations


62.6
Implications for the Integrated Broiler Project


83.
MARKET CHARACTERISTICS


83.1
Distribution Structure


93.2
Chicken Prices


124.
THE MARKET IN LIMPOPO PROVINCE


124.1
Distribution Structure


124.1.1
Day-old Chick Production


124.1.2
Broiler Production


134.1.3
Abattoirs


134.1.4
Summary


144.2
Market Demand in Limpopo Province


154.3
Product Categories


164.4
Buying Policies and Roles of Different Market Segments


174.4.1
Retail Chains


184.4.2
Fast Food Outlets


194.4.3
Mining Sector


204.4.4
Government Departments/Institutions


224.4.5
Independent Wholesalers


234.5
Marketing Opportunities


245.
CONCLUSIONS AND RECOMMENDATIONS


245.1
Conclusions


255.2
Recommendations




APPENDIX A
1. INTRODUCTION

1.1 Background

The ARDC, in co-operation with local communities and former workers, are considering the re-establishment of an integrated broiler production venture in the Polokwane area.  This entails fertilised egg production, one-day old chick production, broiler production and final slaughtering and the marketing of ready-to-market frozen and fresh chicken.  At this stage the proposed structure, operating guidelines, management structure and funding for the integrated chicken project are in place.  What is still required is a market assessment to determine whether sufficient market potential exists for the production output of the venture, which is estimated at about 50 000 broilers per week.  In view of this the ARDC has requested LHA Management Consultants to conduct a market study.

1.2 Aims and Scope of the Study

The aim of the study is to assess the market for frozen and fresh chicken in the Limpopo Province, with specific emphasis on major centres such as Polokwane, Thohoyandou and other major towns and market concentrations.  Based on this market research clear recommendations are made regarding the feasibility of market entry by a new producer.  More specifically the following aspects have been covered:

· Broiler supply and major players in the supply chain

· Distribution channels used

· Market size and structure

· Pricing and price trends

· Competitive issues and factors that could affect successful market entry of a new supplier.

1.3 Deliverables

Based on the information obtained as part of the market study, an assessment and analysis is presented covering:

(   The current demand/supply situation and its possible impact on a new supplier  in the Limpopo Province.

(    The market viability for a new market entrant.

(    Recommended distribution channels to be used

(    An appropriate pricing strategy and product mix to be supplied to the market.

(    Target markets for the Integrated Broiler Project. (IBP)

2. THE BROILER INDUSTRY IN PERSPECTIVE

2.1 National Production Statistics

The South African broiler industry produces an estimated 12 million units per week (600 million units per annum).  Formal producers produce just over 10 million units per week and the balance is produced by a large number of small informal farmers.  The 8 largest producers account for an estimated 80% of the formal sector’s output.   These producers include Rainbow (3,0 million units per week), Early Bird (2 million units), medium sized firms, e.g. County Fair and Agri Chicks (1 million units) and smaller producers such as Chubby Chick and Lemoenkloof (0,5 million units).  Smaller producers with outputs of about 100 000 units per week include Limpopo based companies such as Mikes Chicken, Bush Valley and Spif. 

During the early 1990s, production levelled off at about 7 million units per week, but since 1995 a strong increase in demand was experienced raising broiler production (in the formal sector) to 10,3 million units per week in 1999.  Since 1999 the production has stabilised at this level in the formal sector.  Most of the formal sector output is slaughtered and processed for the market whilst the informal sector supplies largely live chicken.  Large and medium sized producers have their own abattoirs, ranging in size from 0,5 million units to 1,5 million units per week.  It is clear that the Lebowakgomo Abattoir is small in comparison, representing only about 5% of the capacity of large processing units.

2.2 Estimated Size of Limpopo Province Market

The Limpopo Province represents around 3 – 4% of South Africa’s economic output and retail trade activity.  It does, however, comprise nearly 12% of the total population of the country, a fact which implies:

· One of the lowest per capita disposable income and expenditure profiles of all provinces.

· Probably a relatively large rural and informal trade sector.

· Considerable food production for own consumption in the case of people residing on farms and in informal settlements.

Based on this broad economic and demographic perspective, it is estimated that the Limpopo Province accounts for about 5% of the national demand for broilers.  This yields a total weekly demand of 600 000 units and a formal sector market (e.g. slaughtered and processed) of approximately 500 000 units per week.  This gives a per capita consumption of ± 8 kg/annum compared to the national average of about 18 kg/annum for South Africa.

A comparison of per capita consumption figures in other countries for poultry meat indicates considerable upward market potential should economic growth and subsequent disposable income growth be forthcoming.

TABLE 2.1
PER CAPITA CONSUMPTION:  POULTRY MEAT
(kg per head)

	
	1995
	2000

	Argentina

Brazil

Chile

Mexico

Portugal

USA

RSA
	22.8

25.9

23.3

19.9

25.3

44.0

16.0
	27.3

30.6

28.0

23.5

29.5

49.9

18.0






Source:  IMS – GIRA

It is interesting to note that poultry meat consumption has increased in all countries listed in Table 2.1 above.  

2.3 Price Trends

In the mid 1990s, prices for chicken products came under severe pressure with increased export and dumping from especially the USA and Brazil.  Prices remained at around R7/kg when the local industry was forced to compete with cheap imported product.  At its peak, approximately 110 000 tons (80 million chicken equivalents) were imported into the local market.  Following tariff protection and anti-dumping legislation that was introduced in July 2000 broiler prices started increasing and at the same time the threat of imports diminished.  Table 2.2 provides an indication of price trends since 1998.  Currently imports remain at about 70 000 tons per annum with exports representing a small volume of 8 000 tons per annum.  During the year 2000, prices increased from around R7,30/kg in April 2000 to R8,90/kg in December 2000, this reached a high of about R9,50/kg in September 2001 but since then prices have moved sideways and have even declined slightly.

Broilers – An Industry Under Pressure

Recent price trends in selected agricultural products indicate that the broiler industry is currently under severe cost strain.  The table below gives historic prices for some products.

TABLE 2.2
PRICE COMPARISON OF SELECTED AGRICULTURAL PRODUCTS
	Year
	Yellow Maize Delivered (R/ton)
	Beef
	Mutton
	Chicken

	
	
	Producer price (c/kg)
	Retail price (c/kg)
	Producer price (c/kg)
	Retail price (c/kg)
	Producer price (c/kg)
	Retail Price (c/kg)

	
	
	
	
	
	
	
	Whole
	Pieces

	1998

1999

2000

2001

2002 (Q1)
	595

760

680

865

1 372
	840

907

952

1 025

1 306
	1 895

1 967

2 109

2 222

2 661
	1 321

1 343

1 520

1 567

1 795
	2 503

2 568

2 774

2 955

3 109
	700

770

750

840

910
	1 156

1 203

1 336

1 497
	1 447 (1,9)

1 565 (2,1)

1 488 (1,8)

1 541 (1,7)

	2002 (Q1) vs 2001
	+59%
	+27%
	+20%
	+15%
	+5%
	+8%
	+12%
	+4%


Source:  Safex, Sagis, Samic, Department of Agriculture

Firstly yellow maize, which represents 60% of broiler feed costs, has seen staggering price increases early in 2002 of around 60% over the 2001 average.  Other input costs, e.g. fish meal, soya and sunflower oil cakes, which represent another 30% of feed costs, have experienced similar high price increases in the order of 40 – 50%.  Despite these huge increases in input cost (poultry feed accounts for about 60% of the total cost of broiler production), the average net ex-factory price, realised for broilers, increased only marginally.

In the livestock industries the maize price ratio refers to the kg of maize that can be bought with 1 kg of meat or poultry, 1 litre of milk or 1 dozen eggs.  The price of the output, e.g. poultry, relative to the price of the major feed input (maize) broadly gives an indication of potential operational profitability.  Changes in the ratio are brought about by the different changes in the price of the output on the one hand and the price of maize on the other hand.  The long term historic poultry-maize price ratio is in the order of 11.  Given the high maize price and the slow increase in the producer price, the ratio at present is in the order of 6.  This implies that broiler production is currently experiencing negative feeding margins and therefore negative profitability.  This is not the first time that this situation has occurred, but it certainly shows that in such periods only low cost producers with relatively little debt can survive.  

Producer prices of red and white meat have also shown different trends.  Those of beef and mutton have increased at 27% and 15% over the last year respectively as against 8% for poultry meat.  Historically broiler prices were around R1,50 – R2 lower than comparative beef carcass prices (ex-abattoirs), but this price gap has now increased to R4 in favour of beef.

Increases in chicken retail prices have also been lower than those of beef, but better than mutton.  However, it is interesting to note that the retail price of chicken pieces has increased very little in comparison to whole chicken, from which one can conclude severe strain on consumer volume consumption.  Currently the unit cost of whole chicken and chicken pieces is, on average, almost equal.

Figure 2.1 below summarises the widening gap between prices realised for poultry meat and the cost of input feeds.  It is estimated that for the years 1998 and 2000 the industry operated slightly above breakeven.  It is clear, from 2001 onwards, represented by the shaded area in the graph, industry is operating below breakeven.  This was confirmed by most industry respondents which indicated that input costs are currently higher than the net price realised for broiler product.

[image: image1.wmf]
Market Considerations

The above scenario indicates that the broiler industry is under severe cost strain at present, characterised by high input cost increases without concomitant sales price increases.  Whilst this could be a short term situation, it does illustrate the poultry industry’s dilemma in serving the lower end of the consumer market which presents less scope of passing on price increases than in the case of beef and mutton.  A highly effective marketing and distribution channel is thus necessary.

Although no accurate figures could be obtained it is estimated that well over 60% of total chicken consumption is by the poorer sections of the South African market.  The lack of demand, static supply volumes and a flat price structure, are all symptoms of reduced consumer expenditure on poultry products.  Market analysts ascribe this drain on disposable family income to an increasing expenditure on the Lotto and cell phones.  The same trends are experienced by many other suppliers of lower-end consumer products.  

There is uncertainty as to when chicken will catch-up in the pricing spiral.  If it continues to follow the historic trend of being priced slightly lower than the producer price of red meat (carcass price), prices should have been in the region of R11,50/kg during the first quarter of 2002.  

2.4 Implications for the Integrated Broiler Project

The above analysis has the following implications for the ARDC Broiler Project.

1) The proposed venture is relatively small (50 000 units per week), compared to the estimated regional demand of 600 000 units per week.  It will therefore not have a major impact in the local market.  It is generally assumed that a 10% market penetration could be achieved by a new market entrant providing that adequate service and quality is offered. 

2) The industry is currently under severe pressure and is probably operating below breakeven levels.  High feed costs and low market prices make it an unattractive industry to invest in at this point in time. 

3) The static demand for chicken product is of some concern and it is unlikely that demand will increase significantly, due to the factors mentioned, in the medium term.  It is therefore likely that a period of oversupply could remain which will make it difficult for new competitors to succeed. 

4) Processed chicken and value added products receive higher market prices and the Broiler Project should possibly look at exploiting such niche markets to increase its average price per kg.

5) It is likely that prices will increase to catch up with the high input costs.  If this is the case an investment now could ensure that the broiler project exploits the upswing in the industry.

6) There are already indications that input prices are stabilising or even declining slightly.  Most of these costs are Rand/Dollar driven.  With the recent strengthening of the Rand, industry members are slightly more optimistic about the medium term prospects of the broiler industry.

MARKET CHARACTERISTICS

This section provides an overview of the general market characteristics and trends in the broiler industry.  More specific information about the market in the Limpopo province and supply and demand characteristics is provided in Chapter 4.

2.5 Distribution Structure

Figure 3.1 below presents a schematic overview of the current distribution structure in the broiler industry.  This pertains to the formal sector of the market which includes slaughtered and processed chicken products.  
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The following are of importance for the proposed Integrated Broiler Project (IBP):

i) Large broiler producers normally sell about 50% of their product through formal and informal wholesale groups with the balance sold directly to retail outlets, the food service market and large single users.

ii) The large retail groups normally buy product through centralised head office structures.  Short to medium term supply contracts are negotiated at fixed prices and all stores in the group are then obliged to buy from the identified suppliers.  This market generally has very low margins for broiler suppliers and is not seen as a priority market segment for the IBP.  Suppliers generally have to make contributions for advertising, promotions, etc, which severely suppress their margins.  Suppliers would normally service these markets directly through a system of cold storage warehouses and distribution networks.

iii) The traditional wholesale sector, serviced by large national groups, provides a bulk outlet for broiler producers.  These in turn service the smaller retail outlets, cafes, food stores and certain restaurants and institutions that would buy in bulk.

iv) The independent wholesalers operating in various regions of the country are becoming more and more important and are very aggressive in the market.  These in turn serve the growing black market and are the main distribution outlets to spazas, informal outlets, hawkers and smaller independent retailers.

v) The food service market normally buys products directly from broiler producers.  This is considered a niche market and product is specified to service the need of the speciality fast food suppliers.  Contracts and prices are centrally bargained and individual outlets are normally bound to support identified group suppliers.

vi) The institutional market is generally served through a tendering process or through pre-negotiated contracts.  It includes large corporate buyers such as mines and state and parastatal organisations.

Conclusion:

Based on the current distribution network and channels used by the industry it is recommended that the IBP focuses its marketing on:

i) Supplying where possible directly to the food service market, in this case it would have to adhere to tight product specifications.  This sector of the market is showing rapid and consistent growth.  This is ascribed to the convenience factor and the growing tendency amongst South African households to purchase pre-prepared food.

ii) Market directly to the smaller independent retail outlets, specifically in the Limpopo region.

iii) Focus on the institutional market where preferential treatment through a tendering system could possibly be obtained. 

iv) Utilize independent wholesalers in the region to support its marketing and distribution drive.

2.6 Chicken Prices

Current chicken prices are starting to reflect the pressure of the recent hikes in input costs.  The table below reflects the average pricing structure applicable in the industry towards the end of April 2002.  

TABLE 3.1
CURRENT BROILER PRICING STRUCTURE

	Cut
	Frozen (Rand/kg)
	Fresh (Rand/kg)

	
	Untrimmed
	Trimmed
	Untrimmed
	Trimmed

	Whole bird

Wings

Breasts

Thighs

Drumsticks
	10.26

13.05

10.98

12.15

15.48
	11.80

15.01

12.63

13.98

17.80
	11.25

13.77

11.88

12.96

16.11
	12.94

15.84

13.66

14.90

18.53

	Average
	12.38
	14.24
	13.19
	15.17


The net average price realised per kg of chicken product sold is lower than the average price indicated above because of the sale of other low value “waste” products.  Table 3.2 below gives a typical percentage breakdown of waste products (the percentage being the percentage of the total live chicken weight) and the average price for these in the market.

TABLE 3.2

THE WEIGHT1) PERCENTAGE AND PRICES FOR

 WHOLE CHICKEN AND WASTE PRODUCTS
April/May 2002
	Product
	Percentage (%)
	Price
(R per kg)

	Head and feet

Intestines (mala)

Neck

Liver

Gizzard, fat & heart
	6

9

2

2

2
	3,50

2,50

4,00

6,50

4,00

	Sub-total waste products2)
	21
	3,40

	Whole chicken
	69
	10,40

	Blood, feathers, etc
	10
	0





Note:  1)
Based on an average live weight of 1,75kg




           2)
This is also referred to as Tertiary products

For feasibility calculations an average net price of R10,40/kg for whole chicken  ((  1,2kg) should be assumed for April 2002.  In addition tertiary product (0,36kg) at an average value of R3,4/kg.  It is clear from the information presented in Table 3.2 that prices for value added products could be up to 20% – 30% higher than the price for a standard whole bird.  Prices could further be increased by value adding such as braaipacks, marinated chicken, flavoured portions, kebabs, patties, etc., produced for niche markets.  It is anticipated that the IBP will focus on such niche markets since it has access to meat processing facilities.

Market experts predict that, due to the current cost/price pressure, some of the smaller to medium sized producers will be forced out of the market.  All sales and marketing personnel of major broiler producers, however, indicated that prices are now starting to reflect the high input cost hikes and expect prices to gradually start improving from May/June onwards.  Prices are expected to be 10 – 15% higher in September, a level that will be maintained through to the Christmas season in December.  The likelihood of a small price decline in January next year is likely, however, it seems that the timing of the IBP is correct and that if it comes on steam towards July that it will be enjoying the start of the upswing in the broiler industry.

THE MARKET IN LIMPOPO PROVINCE

This chapter discusses the supply and demand situation in the Limpopo Province.  It is considered that the Limpopo Province, being the immediate market surrounding the broiler production units and abattoir, will be the main target market for the IBP.  However, it is also possible that wider markets will be targeted including distribution of products outside the Limpopo Province.  Large market players including producers and distributors indicated that the project should focus on the Limpopo market as other markets, specifically Gauteng and Kwazulu-Natal are largely over-traded, resulting in low prices and very stiff competition.  

There is also a general perception that the Limpopo market has a large informal sector, a fact that was borne out by this market study.

2.7 Distribution Structure

The supply chain of chicken product in the Limpopo Province consists of hatcheries, broiler producers and abattoirs.  The following provides a short overview.

2.7.1 Day-old Chick Production

The major producers in the Limpopo Province include:

· Mikon (Potgietersrus)

150 000 units per week

· Lufafa (Tzaneen)


100 000 units per week

· Midway (Warmbaths)

400 000 units per week

· Mashashane (Polokwane)

 70 000 units per week.

It is clear from the above that the production of day-old chicks is more than the market demand in the region implying that a considerable amount of day-old chick production is “exported” to other regions. 

2.7.2 Broiler Production

The major formal broiler producers include:

· Mike’s Chicken (Polokwane)

150 000 units per week

· Bush Valley (Tzaneen)


80 000 units per week

· Spif (Naboomspruit)


90 000 units per week

· Small and medium sized producers

100 000 units per week

In addition to this there are a large number of individual broiler farmers.  This includes producers that do it on an organised basis and also informal farmers that sell over-the-fence.  Some of the medium-sized farmers also produce product for abattoirs and their product thus enters the formal sector of the supply chain.  It is clear that production in the Province does not meet total demand and some product is therefore supplied to this market from sources situated outside the Province.  There seems to be considerable trade over the boundaries of provinces.  It was often mentioned that large national producers, from time to time, dump product in markets in the Limpopo Province when oversupply situations exist.

2.7.3 Abattoirs

Major abattoirs in the Limpopo Province include:

· Bush Valley (Tzaneen)

80 000 units per week

· Mike’s Chicken (Pietersburg)
100 000 units per week

· Spif (Naboomspruit)

70 000 units per week

· Northern Poultry (Lebowagomo)
50 000 units per week

Again the capacity of these abattoirs confirms that local supply is less than market demand and that processed chicken product is “imported” from suppliers situated outside Limpopo Province.

2.7.4 Summary

Based on this broad brush analysis it is estimated that about 80% of the formal market in the Limpopo Province is supplied by local broiler producers and abattoirs.  The balance of the formal market is supplied by national suppliers such as Rainbow Chicken, Early Bird, etc., by national wholesalers, such as Makro, Metro Cash and Carry and by local Independent Wholesalers which source product from suppliers outside the Province.  Supply from outside the region therefore accounts for an estimated 20% of the total demand for processed chicken products.

The informal sector which could account for as many as 100 000 units per week, is supplied by a large number of small independent producers ranging from individual farmers to small-scale operators.  

Market Demand in Limpopo Province

As was indicated in Section 2.2 the total market in the Limpopo Province is estimated at 600 000 broilers per week of which the formal sector accounts for an estimated 500 000 units per week.  The balance ± 100 000 units per week is traded in the informal sector and sold mainly as live chicken. The latter sales are often over the fence, at road stalls or through direct contact between supplier and consumer.  The formal trade in the Limpopo Province follows a similar pattern to the national distribution and supply structure presented in Figure 3.1.  It is estimated that about 25% of the trade is done through the retail groups, including the major retail chains and convenient stores.  A further 45% goes through wholesale groups and independent wholesalers who service the smaller food stores, cafes, spazas and independent retail outlets.  The institutional market is estimated to account for approximately 7% of the total market and the food services market making up the balance of 5%.  In summary the estimated market demand is presented in Table 4.1.

TABLE 4.1
DISTRIBUTION OF CHICKEN PRODUCT BY OUTLET
- Whole Broiler Equivalents per Week –
	Segment
	Distribution Channel
	Broilers/week
	% of Total

	Formal – Processed chicken
	Retail Chains

Convenience stores

Wholesale groups

Independent wholesalers1)

Institutional/large users

Food service markets
	125 000

35 000

50 000

150 000

25 000

30 000
	20

5

10

36

7

5

	
	Sub-total
	500 000
	83

	Informal – live chicken
	Live direct to consumer
	100 000
	17

	TOAL
	-
	600 000
	100




Note:  1)
Includes direct sales by Producers to the retail market

The above breakdown presents the distribution volumes and percentages as seen ex-abattoir by a supplier in Limpopo Province.  

Broiler producers in the Limpopo Province, being smaller operators and serving the regional market, tend to do more direct selling than their counterparts in other markets in South Africa.  In this sense they operate as Independent Wholesalers.  A sizeable percentage of their output is marketed and distributed directly to smaller retail outlets, cafes, spazas, restaurants, catering businesses and to the institutional market.  It is believed that the IBP should follow a similar route distributing directly to smaller outlets in the province but also acting as a wholesaler/retailer that would sell tertiary products as well as fresh and frozen primary products from its abattoir.

From this breakdown the following are important considerations for the IBP.  

i) Independent Wholesalers, which normally operate cold storage facilities in major towns represent a major market outlet for chicken producers.  These in turn supply both the formal and informal trade and may even supply smaller outlets belonging to retail chains.  Examples of such Independent Wholesalers include Geosame Meat Market, Seaworld, etc.

ii) The informal market represents a major market segment.  The direct sale of live chicken by broiler producers should therefore be considered seriously as an outlet for the IBP.  It is reported that live chicken often fetch higher prices than slaughtered product, this making this as attractive marketing channel.

iii) The abattoir is ideally situated to provide a direct outlet of processed chicken product to the public, small retailers and the informal sector.  As such the abattoir could fulfil the role of an Independent Wholesaler, thus shortening the distribution channel and increasing net prices.  It is therefore recommended that a wholesale activity be situated at the site and the direct sales to the public, institutional buyers, smaller retailers and similar outlets be considered.

iv) The food services market, although small, represents a growing market.  Suppliers and buyers within this market, however, indicated that this is a market with high specifications and fairly tight prices.  It is believed that a newcomer will find it difficult entering this market as buying is normally done centralised from well-known and reputable suppliers.  

v) Institutional users include prisons, defence force, hospitals, schools and other parastatals as well as large independent buyers such as mining groups, etc.  The overall demand by this sector is estimated to about 7% of the market in Limpopo Province.  More details about the buying procedures and possible avenues for market entry are discussed in Section 4.3.  

2.8 Product Categories

The market for chicken consists of three distinct sectors, e.g. live products sold in the informal sector, frozen product and fresh.  The latter two categories represent the formal sector and is normally distributed through the formalised wholesale and retail sectors.

Frozen product accounts for an estimated 80% of total demand with fresh taking up the balance of about 20% of the formal market.  

A breakdown of the natural market for processed chicken is presented in Table 4.2.

TABLE 4.2
MARKET BREAKDOWN BY PRODUCT TYPE

	Product Description
	% of Total by Mass

	Frozen

· Mixed portions

· Whole chicken

· Pre-packed portions, e.g. drumsticks

· Tertiary products
	50

15

10

5

	Sub-total Frozen
	80%

	Fresh

· Whole chicken

· Mixed and value added portions

· Tertiary products
	10

5

5

	Sub-total Fresh
	20%

	TOTAL
	100


It is clear that mixed portions and pre-packed value added product account for about 65% of the total formal sector supply.  Whole chicken (frozen and fresh) accounts for about 25% and tertiary products for the balance of 10%.  

The price obtained for fresh product is normally about 10% higher than the equivalent price for frozen product.  The price is also more stable as supply and demand imbalances are normally taken up by frozen product.  In times of oversupply the price of frozen therefore drops significantly whilst fresh tends to maintain its price.  Being a local supplier IBP should focus more on fresh product and it is recommended that the fresh to frozen ratio be increased to about 25% - 30% fresh and 70% - 75% frozen.  It should be possible for the IBP to distribute fresh chicken to nearby markets, including retail sector outlets and larger institutional consumers.  

2.9 Buying Policies and Roles of Different Market Segments

As part of the market study interviews were held with various sectors in the final market for chicken products.  A brief summary of pertinent factors and applicable buying policies are briefly outlined below.

Retail Chains

All retail groups follow a policy of central buying and negotiation.  Annual supply contracts are negotiated at regional head offices and are applicable to all branches in that specific region. The retail chains use mainly large suppliers such as Rainbow, Early Bird and County Fair.  Woolworths is an exception and they only use Chubby Chicks as their supplier.  None of the chain groups have regional offices in Limpopo Province and negotiations will therefore have to be done with head offices situated in Gauteng.  A summary of applicable policies and other pertinent factors is presented in Table 4.3.

TABLE 4.3
RETAIL CHAINS – BUYING POLICIES AND OTHER INFORMATION

	Chain
	Buying Policy
	Outlets Contacted
	Comments

	Shoprite Checkers

Great North Division

Pretoria.
	The Great North Division, situated in Pretoria, selects and negotiates contracts with suppliers and all the stores have to buy from the listed suppliers.

(Des Govender Tel: 012-3410195)
	· Checkers Polokwane


Me. G Pieterse


Tel :015-2952100

· Shoprite Thohoyandou


Experience Tshivhase


Tel: 015-9621171
	They buy from Rainbow, Early Bird, Spif, I&J. They buy fresh and frozen, portions and whole birds. 

	Pick ‘n Pay

Gauteng & Free State Region. 

Johannesburg
	The suppliers get screened and selected by the Regional Offices. Accounts are opened by Head Office in Cape Town. All stores have to buy from listed suppliers.

Pieter Du Toit Tel: 011-4562900
	
	Source fresh chicken from Festive, Rainbow & Crest and frozen from Festive, Rainbow & County Fair.

Off-take : Fresh 20,000 t p.m.

Frozen 7,000 t p.m.

60% whole & 40% portions.

	Pick ‘n Pay

Northern Region

Pretoria.
	The suppliers get screened and selected by the Regional Offices. Accounts are opened by Head Office in Cape Town. All stores have to buy from listed suppliers.

Essie Esterhuizen  (Petra Lane)

Tel: 012-3485950
	· Pick ‘n Pay Tzaneen


 DJ Mouton


 Tel: 015-3073607
	Suppliers : Festive, Sangiro, Early Bird, County Fair, Rainbow.  No information on volumes and prices could be obtained

	Pick ‘n Pay Butcheries

Johannesburg
	All Pick ‘n Pay Butcheries buy only fresh chicken through HO.

Alan Ford Tel: 011-4562900.  Pick ‘n Pay Butcheries are divided in a Northern and Southern Region.  The Northern region represents the area of the old Transvaal and Free State.
	
	Off-take : South 50 t p.m.

North 50 t p.m.

60% whole birds 40% portions.


	Spar

Northern Transvaal Distribution Centre
	Northern Transvaal Distribution Centre screen and select suppliers of fresh chicken. Frozen chicken is handled by Southern Division. Stores can buy in the “Drop Shipment” system from listed supplies and the accounts are handled by Spar. Stores can  buy from not listed suppliers but have to handle their own accounts.

North: George Ferreira     Tel:011-3161616

South: Tel: 011-8214000
	· Spar Duiwelskloof


Jannie Van Vuuren


Tel: 015-3099621

· Spar Nylstroom


Gerrit Bekker


Spar  Polokwane
	Spar outlets were reluctant to give any information on prices and volumes

	Score

Head Office

Johannesburg
	Score is now part of the Pick ‘n Pay Group. They have a central buying department and all stores have to buy through them. Stores can buy from non-listed suppliers with special permission  and suppliers have to go through a screening process.

Marius Van Der Sckyff

Clair Odgers

Tel: 011-6252300
	· Score Nylstroom


Leonard Van Rensburg


Tel: 014-7171113

· Score Thohoyandou


Patrick Maoanga


Tel: 015-9626212
	No information on volumes, prices and product mix was given.  New suppliers should negotiate own deals

	Woolworths

Head Office

Cape Town
	All the stores are supplied through Head Office. Woolworths is very strict with their selection of suppliers and don’t change suppliers easily.

Poultry Buyer

Rygaan Cottle

Tel : 021-4079111


	· Woolworths Menlyn Pretoria.

  Tel: 021-3489308

· Woolworths Savanah Polokwane.

  Zally Whitehead

  Tel:015-2963952
	Current Supplier is Chubby Chicks.

Off-take Northern Region (Old Transvaal and Free State)

107 ton/month

Off-take Polokwane 4,2 ton/month


2.9.1 Fast Food Outlets

Fast food outlets, e.g. Nando’s, KFC and Chicken Licken follow similar procedures as the major retail chains.  Buying and contracting is done through regional head offices and suppliers have to submit proposals to these head offices and negotiate contracts on a group basis.  It is possible that contracts for supplies to a certain region, e.g. Limpopo Province could be obtained on this basis.  Specifications by these groups are very demanding, e.g. they require specific sized birds (1 kg each), or in the case of processed units very tight specifications regarding portion sizes, trimmings, etc.  More detail is provided in Table 4.4.

TABLE 4.4
FAST FOOD SUPPLIERS

	Company
	Outlets Contacted
	Comments

	Nando’s

Nando’s Purchasing

Ahmed Mookadam

Natasha Jacobe

Tel: 011-6181742
	· Nando’s Polokwane


Gerhard De Villiers


Tel: 015-2956128

· Nando’s Tzaneen


Martie Du Toit


Tel: 015-3071521
	They take only fresh pre-marinated chicken whole and portions form I&J at a current price of R 14.80/Kg.

Polokwane Off-take ± 7,000Kg/ month

Tzaneen off-take ± 1,000Kg/month

	KFC

Tricon (Franchise Holder)

Supply Chain Management (SCM)

Josh Chetty

Michelle Van Der Merwe

Tel: 011-5401000


	· KFC Potgietersrus


Riaan Jansen Van Vuuren


Tel: 015-4914456


	They only buy frozen portions from Seaworld (Rainbow). Their off-take is ± 11,000Kg/month at a current price of R11.17/Kg.

	Chicken Licken

National Buyer

George Michael

Tel: 011-4933570
	· Chicken Licken Tzaneen


Elma Lombard


Tel: 015-3073495


	They buy only frozen whole bird and portions from I&J (40% whole and 60% portions) at and average current price of R11.38/Kg


2.9.2 Mining Sector

Supply contracts are normally negotiated on an annual basis specifying approximate volumes, prices and product range.  Supplies to most of the mines, however, are through catering companies who supply prepared food to employees.  There is a great emphasis amongst mining companies to contract with black empowerment catering companies.  Examples of these include Feddics, Reef Food Services, Equality Food Services and Pitseng Catering Services.

This market is considered to have good potential for the IBP and should be further investigated.  A list of the major mining groups and details of specific mines located in the Limpopo Province are provided as Appendix A.

Government Departments/Institutions

Supply of food products to users within the Government sector is normally done on a open tender basis.  Tenders are advertised in the Government Tender Bulletin and are also generally available from the specific departments involved.  Examples of major users in this sector include:

1) Defence Force

Contact person:  Warrant Officer MJ van Wyk, Tel:  012 – 313 215.

The Defence Force mainly purchases frozen chicken portions (breasts and thighs).  The supply is normally on the basis of two-year contracts which are rewarded on a tender basis.  Tender documents are available at the Central Procurement Service.  Table 4.5 below provides an indication of the annual requirements by various Defence Force bases in the Limpopo Province.  

TABLE 4.5
DEMAND1) FOR CHICKEN PRODUCT AT DEFENCE FORCE BASIS IN LIMPOPO PROVINCE

	Base
	Estimated Requirements (Kg)

	
	Breasts
	Thighs

	Air Force Base Hoedspruit
	9 620
	9 620

	Air Force Base Louis Trichardt
	8 080
	8 080

	Military Area Messina
	8 080
	8 080

	5 Special Forces & 7 SAI Phalaborwa
	13 468
	19 240

	118 Battalion Ellisras
	8 658
	8 658

	15 SAI Thohoyandou
	9 620
	9 620

	Total
	57 526
	63 298


    Note:  1)  Demand for a two-year contract period

2) Correctional Services

Director Logistics, Section Procurement

Mr. HW Van Staden, Tel: 012 – 307 2982

Correctional Services strives to be self-sufficient in their supply of chicken product for internal consumption.  For this purpose livestock is purchased from various suppliers and tended to at prison sites.  Broilers are then slaughtered and processed on site for internal prison consumption.  This implies that the Correctional Services provide a market for live chicken.

Additional processed chicken, in cases where internal supplies are insufficient, are obtained through an open tender system.  Tenders are normally for one-year running from July to June.  The estimated quantities of whole birds consumed by various management areas within the Limpopo Province are indicated in Table 4.6.

TABLE 4.6
CONSUMPTION OF CHICKEN PRODUCT BY CORRECTIONAL SERVICES
	Management Area
	Whole Chicken (Kg p.a.)

	Nylstroom
	11,664

	Louis Trichardt
	30,000

	Thohoyandou
	22,000

	Polokwane
	30,000

	Total
	93,664


3) Department of Health

Contact Person:  Willem Netshiongonwe, Tel:  015 – 291 2798/9

The Limpopo Province Department of Health has 48 hospitals and health centres that procure chicken product for internal consumption.  Purchases consist of whole birds and portions, both fresh and frozen.  Supply contracts are awarded on a tender basis.  Tender documentation is available from the Department of Finance at Polokwane.  Documents are normally available approximately one month before closing.  All existing contracts expire during the first half of 2003.  Despite various attempts no data on quantities consumed or prices could be obtained from the relevant authorities.

2.9.3 Independent Wholesalers

As already indicated the Independent Wholesalers are of key importance in the distribution of chicken product.  These independents normally have regional cold storage facilities from where they distribute product to various retail outlets, some chain stores and importantly also to the informal sector including spazas and rural outlets.  

Contact details for some of the more prominent Independent Wholesalers, dealing in chicken product, are presented below.  It is suggested that these be contacted by the IBP at an early stage to establish possible distribution arrangements. 

· Tzaneen Koelkamers

Bennie Jacobs & Johnny Blaauw, Tel:  015 – 307 2186

Will discuss possible distribution arrangements with new suppliers.

· Goseame Meat Market

Trevor Archer, Tel:  015 – 297 2341

Monthly offtake:
Fresh chicken from Duroc Foods – 17, 000 kg



Frozen from Mikes Chicken – 7,000 kg

Whole:
20%

Portions:
80%

· Potties Koelkamers

Gert Stols, Tel:  015 – 491 8000

· The Cold Chain Polokwane

Marietjie du Preez, Tel:  015 – 293 2221

· Asidle

Robert Flank, Tel:  011 – 444 0305

They are main suppliers of chicken products on Government Contracts.

· Seaworld

Operations Manager:  Kerry Idonson   Tel:  015 – 297 4200

They source their chicken products from various suppliers of which the largest are Early Bird, Rainbow and Agri Chicks.

They only buy frozen chicken, whole birds and portions.  Their monthly off-take is 35 – 40 tons.

They supply the catering market (restaurants and fast food outlets) and small general dealers, and are prepared to consider new suppliers.

2.10 Marketing Opportunities

In the course of the study contact was made with major players in the broiler industry in Limpopo province.   Some of these expressed a keen interest to co-operate with the IBP and the following could be of interest to the proposed venture:

i)  

Mr Mike Nunes,  Mike’s Chicken,  Tel: (015) 293 2207,  Cel: 082 655 2207.   Mr Nunes expressed an interest to source fresh and frozen chicken from  the IBP.  He has recently, in co-operation with his son, set up a distribution network in Mpumalanga that can handle up to 120 000 broilers per week.   It is considered worthwile  to follow up this lead as this will provide a market opportunity in the large lowveld market.

ii)  

Mr Leon de Villiers, Bushvalley Farms, Tel: 082 802 3665, Fax: 083 456  6447.   Mr de Villiers indicated that they would be interested in providing training for employees of the proposed venture.  This will include training in the abattoir as well as for broiler production.   This could include on-the-job training in the abattoir in Tzaneen.   In addition Mr de Villiers indicated that they would be interested in marketing IBP product under their own brand name.   Their brand “Select” is well-established in Limpopo province and also in wider markets including Mpumalanga, Gauteng, etc.

iii)   

Mr Mark Scott, Lufafa Hatchery, Tzaneen.  Tel: (015) 345 1424,  Fax: (015) 345 1757,  Cel: 083 305 3579.   Lufafa Hatchery had some discussions with LHA in 2001 regarding possible involvement in the Mashashane Hatchery.   They again expressed interest to be of assistance and would be willing to assist in training and operation start-up.   Mr Scott also indicated that they experience a shortage of day-old chicks and would be interested in marketing day-old chicks on behalf of the IBP.

It is recommended that joint ventures with the above companies and others that may be interested be formed as this will initially assist the IBP to get off the ground and an early market entry.   The above respondents also indicated that the Hatchery and the Abattoir are of a very high standard and once fully refurbished should be capable of producing the required outputs at acceptable quality levels.

CONCLUSIONS AND RECOMMENDATIONS

2.11 Conclusions

i)  

The current broiler market can at best be described as very difficult.  The industry is plagued by high input costs, static demand and prices that are not reflecting increasing cost structures.   The industry is known to be cyclical and is currently possibly at its lowest ebb.   Various suppliers and distributors indicated that the situation should improve from the middle of the year onwards.

ii)   

In terms of both broiler production and abattoir capacity, the proposed IBP is relatively small, accounting for less than 10% of the immediate market in the Limpopo province.   In marketing terms it is generally accepted that a 10% market share could be obtained if a good quality product at market prices is delivered.  The market in the Limpopo province is estimated at approximately 600 000 broiler equivalents per week.  In addition other markets e.g. Mpumalanga and Gauteng should be considered as secondary potential target areas for the IBP.

iii)  

Whilst the market for whole birds and especially frozen products is considered to be fully saturated, market opportunities exist in value added products such as pre-packed, marinated portions, crumbed portions, etc.  Distributors in the region expressed an interest to market such products on behalf of IBP.  Value added product and fresh chicken generally fetch prices considerably higher than that for the commodity product (frozen chicken).

iv)  

The traditional marketing and distribution channels seemed to be fully catered for by the major national suppliers.  This include the retail chains, traditional wholesalers and convenient stores.  Better marketing and distribution opportunities exist in: 

· Distribution to independent wholesalers

· Direct supply to large end-users, small retailers and the informal sector

· Supply of live chicken

· Ex-factory sale directly to various segments of the market.

v)  

At current market prices the IBP will do well to achieve break-even.  One advantage of the IBP is its integrated nature where economies could be achieved by operating a system from egg production to final processed chicken product. 

vi)  

The timing of the IBP could be correct as the market and prices are expected to pick up from the middle of the year onwards which will coincide with the start-up of the project.

2.12 Recommendations

i)  
The establishment of the IBP can only be recommended if good and experienced management is in place and if full economies are achieved through integrating the various stages of the production supply chain.  Even under such circumstances the project will at best be operating at break-even for the initial period until such time that prices and market conditions improve.

ii)  
The product mix should include a high percentage of fresh product (± 25% - 30%) and emphasis on value added products.  It is fortunate that the processing facility is available to add value.  This could avoid relying too heavily on commodity products such as frozen chicken.

iii)  
It is recommended that direct marketing channels be utilised to increase ex-factory prices and to remain competitive in the market.  The proposed distribution channels for the IBP are summarised in the table below.

PROPOSED DISTRIBUTION CHANNELS FOR IBP

	Product
	Distribution outlet
	% of Broilers

	Processed chicken
	· Direct from Abattoir

· Through independent wholesalers

· Through Joint Venture Parties (e.g. Mike’s Chicken & Bush Valley Farms)

· Contracts – mines and government departments

· Direct to retailers, spazas, food services industry, etc.
	20

25

20

15

10

	Live Chicken
	· Direct to customers and informal trade
	10

	Total 1)
	                           -
	100



1)

Total assumes 50 000 broilers per week.

A large percentage of tertiary products is normally sold directly from abattoirs.  It is assumed that a large market for this exists in the immediate vicinity of the processing factories.

iv)  
The mines and State contracts normally give preference to companies/suppliers owned and managed by PDI’s.   The project’s affirmative status should be exploited by the IBP in negotiating contracts with mines and in tendering for public sector contracts.   The possibility to secure preferential business from national retail groups should also be investigated especially for supply contracts to branches situated in Limpopo province.
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