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EXECUTIVE SUMMARY

I ntroduction

Food distribution in Mexicoistill relatively underdevel oped, not only in reation toitsother North
American trading partners, but even to neighbors in South America. Though thereisfairly high
concentration and sophistication in the food manufacturing base, the wholesale network is
fragmented, regional in nature, and sometimes|ayers deep; and traditional channels till dominate
the landscape both in retail and foodservice.

This stuation has begun to change, though, with significant implications for food manufacturers.
In this executive summary, we highlight the findings of our research, presenting a picture of
distribution asit istoday, how it islikdly to change, and what this means for food companies.

Basic demographics

Mexico offers alarge and growing market to food marketers. The country’ s population was an
estimated 98 million in 1998. The popul ation isgrowing by 1.4% annually and isexpected toreach
117 million by the year 2010. Approximatdy 77% lives in urban areas; this share is rapidly
increasing; by 2010 it is projected to be 82% urban. Moreover, a decade from now, Mexico's
largest age groups will be those between 15 and 40 (wage earners).

Theaverageincomewasapproximately $3,500in 1999, but Mexico' sincomedistribution israther

skewed. Mogst households are ill in what one might call a* pre-consumer” phase, onein which
they cannot yet afford many processed food products.
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National buying power by socio-economic group
A B C D/E  Totals
National buying power ($bn) 170 45 18 4 273
Household distribution (%) 1.6 11 22 65.4 100

Source: Strategy Resource Cor poration (SRC)

1998 (est.) househol ds (1000s) 301 2,050 4,200 12,280 18,830

The population of Mexicoishighly urbanized, with some 77 percent living in urban areas. Thekey
urban centersare Monterrey, Guadalgjara, and Mexico City, the capital, which along with itsmany

surrounding suburbsisthe largest city in the world.

The key geographic targets for most food processors will be:

- Themajor cities - Mexico City, Monterrey, Guadalajara, and their metropolitan arees,

- Thesecondary cities- i.e., Veracruz, Leon, Hermosillo;

- Thewesternborder region - includingthecities Tijuana, Ciudad Juarez, and Mexicali; and

- Coastal resorts, i.e. Acapulco, Cancun, Puerto Vallarta.

Summary characteristics of the five geographic market types

Market Major Border Coastal Secondary cities Rural
characteristics cities region resorts areas
Consumer purchasin High to Medium to
pu 9 '9 ' High to low Medium to low Low
power low low
High to Low to
Import penetration Medium High g_ Medium to low
medium none
Standard to low
Food standard Premium branded to low cost Low cost
Consumer/suppl Suppl
Market drivers Consumer driven . PRl _pp y
driven driven
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Food distribution in Mexico today

< The basic story

Food digtribution in Mexico is highly fragmented, mixing traditional distribution methods and
emerging, moresophisticated ones. Only afew companies(mostly largemultinational and Mexican
companies) have significant control of their entire distribution chain. Though the system is
gradually streamlining and increasing in efficiency, thedistribution processtoday il reiesheavily
on multiple layers of intermediaries.

From thefarm...

Basic food supply isvery fragmented. Morethan 2 million of Mexico's3 million farmers operate
subsistencefarms. Very few run large operationsor havesizeableholdings. Nevertheless, asmall
number of large farmers account for a disproportionately large share of outpuit.

...to the manufacturer and wholesaler ...

For commoditiesin which production ishighly fragmented, manufacturersgenerally purchaseraw
materialsfrom collection and consolidation enterprisesrather than deal with farmersdirectly. This
istruefor grains, fruits, and vegetables.

Wholesalers play a crucial role in Mexican food distribution, but this segment is also extremey
fragmented: most wholesalers only distribute locally or regionally.

...to point of sale

An estimated 90% of food reaches consumers through the retail sector, which can be divided into
chained (organized) and independent (fragmented) segments. The chained segment comprises
supermarket chains, warehouses, and c-stores, and distributes about 25% of all food. The
independent segment, which di stributes 65% of food, includesmom & pop stores, called abarr otes,
government stores, and open and wholesale (also known as “terminal”) markets.
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Few companies have a comprehensive digtribution infrastructure that allows them to reach all
points-of-sale nationally. Only very large, organized companies (e.g., Bimbo) cover the whole
country.

The foodservice sector distributes the remaining 10% of food. It too is divided into formal (i.e.
registered establishments: restaurants, hotels and ingtitutions) and informal foodservice, which
includes more than 1 million street food vendors.

< Intermediary distribution

Intermediaries are crucia to the distribution strategy of virtually all food manufacturers selling in
Mexico. Becauseof thehighly fragmented nature of both retail and foodservice, with the exception
of Bimbo and Sabritas, acompany’ ssalesor delivery force cannot cover all salesoutletsnationally.

There are good reasons why only two companies have their own comprehensive national
distribution systems- they areexpensive, and for most companies, not thebest distribution solution
at present. And because wholesalers with broad portfolio coverage and national penetration are
few, even the strongest manufacturers must develop relationships with multiple regional
wholesalers to ensure broad coverage and to maintain and build their product image.

There are severa different types of intermediary distributors/wholesalersin Mexico:

- Introductores areindividuals or businesses which buy agricultural products (i.e.,
produce, seafood) from small producers, bundle them into larger volumes, then
resdl| to other participants in the food chain. Therole of introductores, though
diminishing, remains important in certain product segments (e.g., produce,
seafood).

- Soecific product wholesalers - Processed food wholesalers tend to be fairly
specialized, often product or sector specific. The average Mexican wholesaler is
small in scale, with only regional or local penetration. Thetypical digtributor isa
10-50 truck operation; many are based in Mexico City, which serves asthe major
distribution hub for the country.

- Abarroteros are wholesalers whose primary function is to reach the fragmented
segment of the market: the mom & pop stores known as abarrotes. Most
abarroteros are located in terminal markets (centrales de abasto - CEDASs for
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short), and they distribute both to smaller abarroteros and large and medium
abarrotes. Most abarroteros, however, aresmall independent businesses, lacking
distribution systems and good infrastructure.

- Central de abastos - major cities have their own terminal markets, better known
as centrales de abastos (CEDAS), which are wholesale markets operated by
private companies which sell a wide range of food products, but focus on fresh
local produce, someimported produce and grains, and other products. Organized
into independent, permanent stalls, most storesin the CEDA are family owned.

- Foodservice suppliers- companiesfocusing on distribution tofoodservice are till
ardativey limited phenomenon. Only 5% of the Mexican foodservice sector (less
than 1% of overall food sales) is supplied by these specialists.

Thereareonly twovery large, organized food whol esalersoperating in Mexico: Grupo Corvi (Casa
Sahuayo) and Valores Corporativos (Casa Chapa). They are Mexico’ slargest, distributing awide
variety of food and beverage products to abarroteros and abarrotes.

Atypical distribution strategy for national coveragewould beasfollows: alargewholesaler will
cover the Mexico City area and establish relationships with three or four large regional
distributorsto cover other major areas of the country. These generally sell on to abarroteros
to service small accounts, smaller towns and rural areas.

< Point of sale

Food digtribution at point of saleis also highly fragmented. Supermarkets, warehouse club, and
convenience store chains account for only 25% of overall food sales, public markets and
government stores, including CEDAS, add an additional 25%; and mom & pop stores sdll 40%.
Foodservice accountsfor thelast 10%. Key features of the point-of-sale operatorsareincluded as
follows:

Organized retail
- Large supermarket chains have expanded their number of units dramatically over
the past 5 years, by about 10% annually and continue to do so. The most upscale
supermarketsin Mexico areasmodern asany in the US, and are frequented by the

middle- and upper-income groups.
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Most of these large retailers are beginning to trangition to a distribution center
sourced business (from the historic store-to-store model); for the most part, they
already purchase everything centrally. Moreover, most of the large players have
accesstointernationa retailing expertise: (e.g., Cifrahasajoint-venturewith Wal-
Mart and Comercial Mexicanais allied with Price Costco).

- War ehouse clubsemerged in 1991 and have now penetrated themajor cities. They
serve small businesses and upper income consumers.

- Convenience stores, also ardatively new phenomenon in Mexico, are spreading
rapidly. ThechainsOXXO (with over 1,000 stores) and 7-Eleven areleading this

growth.
I ndependent/fragmented retail
S Government stores sell approximately $600 million ayear and areacrucial source

of supply for low income Mexicans. Foods sold are basic products such as corn,
dry beans, sugar, edible ail, tuna, cookies, pasta, coffee, and milk.

S In addition to supplying independent points-of-sale, CEDAsalso sl tothe public.

S Mexico has over half a million mom & pop stores (abarrotes or changarros),
which are diminishing in number and influence but are still the core feature of
Mexico'sfood retail landscape.

S Mobile street markets (tianguis) are supplied primarily by the CEDAs and sdll
mostly fresh produce and mests.

Foodservice

S Commercial foodservicein Mexiconumbers 184,000 units, amost all of which are
small independent operations. Sales, however, are ailmost evenly split between
these and thelessnumerous busi ness-oriented companies (fast food and restaurant
chains, hotel's, and professionally managed restaurants).

Most restaurant and fast food chainspurchase centrally, but al deliveriesare made
on astore-by-store basis. Most hotels and ingtitutions buy food locally. Only the
largest hotd chains (eg. Grupo Posadas, Grupo Situr) even have central
purchasing, and these till require ddivery to each unit.
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S Informal foodservice is dominated by street vendors and small family-run
operations, well over 1 million strong, who buy products at the CEDAs and
sometimes directly from snack manufacturers.

Foodservice accounts for only a 10% share of Mexican food sales today, but it is a sector that is
growing quickly. So far, though it lacks an organized supply system. Beyond a few emerging
dedicated foodservice suppliers, most outlets are supplied by ether regional wholesalers,
abarroteros, CEDAS, or warehouse clubs.

< Transportation

Trangportation infrastructure in Mexico remains costly and inadequate to the task of efficient food
distribution. Thishasbeen changing gradually, astherehave been substantial investmentsin roads,
rail, and portsin recent years,; these investments continue.

Roads are by far the most important distribution method. Nevertheless, though routes in and

between major markets are adequate, the highways in best condition charge high tolls and
secondary markets are poorly served by existing routes.
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Manufacturers and distribution strategies

Food manufacturers activein Mexico can be grouped into four key player types. Mexican leaders,
Globals, Transnationals, and Followers. Typically, thetop 3 or 4 playersin each food segment
fit one of these profiles, and together they account for 70% or more of sector sales. Two lesser
player types, Small/regional and I mporter/trader arealsoactiveinthemarket but generally account
for only a small fraction of supply in any given food segment. Strengths and weaknesses of each
player type are shown below.

Player types - strengths and weaknesses

Player type Strengths Weaknesses
Mexican leaders | ° Largevolume and scale e Toorediant on mass approach
. Nationwide presence . Hierarchical, rigid management culture

. Strong in advertising & promotion
. Broad product portfolio
. Innovation

Globals . Nationwide coverage . Hierarchical, rigid management culture
. Large volume and scale e Toorediant on mass approach

. Strong in advertising & promotion | ¢ Slowest to react

. Broad product portfolio

. Strong consumer brand awareness

Transnationals . Known brands/ products . Littleinnovation

. Some can react quickly . Limited product portfalio
Followers . High volume and scale . Innovation: limited to “ metoo’

. Low production cost . Dependent on regional markets

. Regional and/or segmented focus

*  Hexibility
Small/regional . Strong locally/regionally . Lack of management processes

. Moderate volumes and scale . Dependent on local markets

. Regional, segmented focus Wesak in advertising & promotion
Importer/trader . Regional/local segmented focus . Limited/ inconsi stent supply

. Low fixed costs Wesak in advertising & promotion

*  Hexibility

These player types use varied distribution strategies. These are the most common variants.

PROMAR International VI



FOOD DISTRIBUTION IN MEXICO TO 2010

Executive summary
Distribution strategies

Strat Geographic coverage | Market penetration | Distribution Distribution

e (breadth) (depth) ownership control
Control Regional/national Deep Yes Yes
Depend Local/regional Moderate No No
Blend Regional/national Moderate to deep Partial Partial
Differentiate Regional Shallow Varies Yes

In the following graphic, we show the typical distribution positioning of each player type. The
horizontal axisrepresentshow much control/leverageamanufacturer hason their distribution chain
(in the case of the differentiate strategy the manufacturer may not own the physical distribution
assets but hasthe power to monitor and influencethe entiredistribution channel). And the vertical
axisindicates just how deeply - i.e ., how many retail units - the manufacturer can reach.

National

Degree of Coverage

Distribution by player type

D Fragmented retail

D Organized retail

Wholesdlers

Transnationds

Small/ regional companies
Importers traders

Control /Diffcrentiate

Depend Blend

Degree of Control

Mexican leaders (Bimbo, Herdez) have the greatest penetration and control; Globals (Nestlé,
Unilever) are close behind but lack the same depth and control; Followers (Kir Alimentos,
Productos del Fuerte) usually have geographical gaps at point-of-sale; and Transnationals
(Nabisco, Hershey) generally fail toreach smaller retail formats, and lack control through point-of-

sale.
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Theforcesfor change

As we have indicated, Mexico' s food distribution environment will undergo significant changes
over thenext decade. Theforcesthat will shapethe market can be grouped into (1) changesin the
business environment, (2) consumer-led changes, and (3) consolidation of the chain and changes
at point of sale.

< Changesin the business environment

TheMexican government hasincreasingly turned toliberalization asatool toimprovetheeconomy.
Mexico has become one of the most open of the larger devel oping markets, promoting trade and
growth through anumber of negotiated agreements (most notably NAFTA); moreover, the country
has further opportunities to lower tariffs and promote trade and growth - growth which islikely,
though volatility is still an issue for outside investors.

Thefood distribution business will also be affected by improvements in transportation which are
being made by both the Mexican government and the private sector. Roadsin particular are dated
for major extensons and upgrades. Over time thiswill make the market more accessible to food
manufacturers. The key routes and expected changes are shown below.

onterre

vy

\

—— Major roads
—— Likely projects
2001-2010
PaCIfI c e ~ F.L. SantaMaria
Ocean Ve preied Tapachula
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Changes in the business environment - Implications

C Continued market liberalization will lead to good growth (~3.5%/year) in the years
ahead; business plans must still consider potential exchange rate volatility and its
repercussions, though.

C Mexico has benefitted significantly from NAFTA; these benefits will expand in the
years ahead. Agreementswith other potential trade partnersarelikely tobesow in
coming and have little impact prior to 2005, though a pact with Mercosur could
adversely affect the competitive position of other food processors.

C Manufacturerscan expect increased functionality of Mexico’ shighway network. Ports
and rail will alsoimprove but with less of an impact on the food distribution system.

< Changing demographics and consumers
Expected regional changesin population are shown in the following table:

Mexican demographics to 2010

Region Population | Share | Population Share Average
1998 (m) (%) 2010 (m) (%) growth (%)
Major cities 33.7 34 38 32 10
Secondary cities and urban regions 35.7 36 48 41 25
Border cities 34 3 5 4 35
Coastal resorts 25 3 4 4 4.0
Rural areas 233 24 22 19 -0.5
Total 98.6 100 117 100 14

Sources. Mercametrica, SRC, PROMAR estimates

And the key demographic and consumer shiftswill be

- household size shrinking from 5.2 to 4.2 people

- householdsincreasing in number from 19 to 24 million

- real incomes growing from $3,500 to $4,500 per capita

- amodest expansion in the B, C, and D socioeconomic groups

- chorter, fagter lunches and a relative shift to dinner in the major metro areas
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- thegrowing role of women in the formal workforce, from approximately 36% today to
40%-43% by 2010;

- increasing pressures on women in the home, with pressures leading to the pursuit of
convenience and one-stop-shopping

- risng expectations generally

Changing demographics and consumers - Implications
C  Food manufacturers should expect the fastest food demand growth to come from secondary and
border cities, though absolute growth in major cities will also be substantial.

C  Shrinking household size, particularly in urban areas, will provide impetus to both foodservice
and prepared foods. Snack foods, baked products, pre-washed and cut vegetables, individual
serving-size packs, and ready-to-eat products or meals (especially Mexican-style foods) will
become more popular in the domestic market in both the near and long term.

C  Nicheproduct manufacturerswill seerapidly growing, relatively accessible marketsin Mexico's
border cities and coastal resorts.

C  Overal food expenditures should expand by approximately 50%.

C Changing meal patterns, including shorter lunches and the increasing role of dinner, have
positive implication for both fast food and meal solutions for dinner.

C Increasing pressures on women inside and outside the home will further fuel opportunities for
“ready food.” They will also expand the migration to one-stop-shopping.

C Therewill beastrong increase in the importance of retail and foodservice chains.

C A change that is amost impossible to quantify, but easiest to describe, will be increasing
consumer expectations, in terms of food speed, convenience, and availability.

< Consolidation in the chain and changes at point-of-sale

Consolidation in the food chain, along with the expansion of organized retail and foodservice
operations, will dramatically alter the operating environment for food manufacturersin the decade
ahead.

Food manufacturing and wholesaling will consolidate to the benefit of large players. Though

concentration in production in many food segmentsisalready high (with two or threelarge players
dominating), we expect the relative role of these large players to expand, driven by economies of
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scalein production and digtribution. Itislikdy that small- and medium-sized playerswill continue
tofold or be acquired, to the benefit of the market leaders.

It isalso likely, however, that in many food segments there will be room for some international
companies to enter the market. In many cases they will have to rely on help from domestic
companies with established distribution systems, or on creative distribution methods.

We expect dramatic consolidation at the wholesale level, with the emergence of a handful of
companies with national coverage, such as Grupo Corvi, Casa Chapa, and Autrey; successful
wholesalers will increasingly provide other services aswell.

< Retail expansion

Theroleof retail chainsisexpanding rapidly in Mexico.

Projected growth - Mexican retail food sales

1999 ($b) | 2010 ($b) | Growth 1999/2010 (%)
Food sales 40 60 50
Food sales, chained retailing 10 25 150
Organized share of retail food (%) 25 40 --

Source: Various, PROMAR projections
Most of tomorrow’ stopretail playershavealready identified themsd vesand allied themsd veswith
international know-how and capital. Theracenow isto build unitsthroughout Mexico, especially

in the secondary citieswhich till represent relatively fertile ground.

Geographically, the states with the fastest and s owest rates of retail expansion are highlighted in
the following graphic (non-shaded states will experience “average’ growth).
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Chained retail growth by state

Sonora

/

Queretaro

Baja California Sur

Aguascalientes

Slower growth

. Faster growth Oaxaca /

Chiapas

Mexican retailers are investing not only in retail unit growth, but also in the establishment of
centralized digtribution centers (DCs) in their magjor markets and improved information systems.
Along with thisexpansion in retail will come an emphasison privatelabd. Though privatelabd’s
share of salesis only 5-7% today, this figure should easily exceed 10% by 2010.

< Foodservice expansion

The Mexican foodservice sector has recovered from the 1995 recession and is once again in
expanson mode. In 1998 total foodservice sales were $12 hillion, roughly a third of which
represented (wholesale) expenditures on food. Sector salesarelikely to increaseto $27 hillion by
2010 ($12 hillion on food) due to amajor increasein the number of organized full-service chains
and fast food chains.
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Changing supply through point-of-sale - Implications for food manufacturers

Consolidation
C Consolidation in the domestic supplier base will mean fewer potential “piggy-back”
(distribution JV) partners - and those that remain will be bigger and more expensive.

C Manufacturerswith low- to standard-priced productsthat want national distribution may want
toconsider long-term strategic allianceswith emerging national wholesalers, e.g. Grupo Corvi.

C  Ye athird possibility, particularly for manufacturers of specialty foods, isthe use of creative
distribution systems such asthat of Chupa Chups.

C It will be easier to move large volumes of food through organized channelsin thefuture. This
will lessen the stranglehold some of the large players have on distribution, particularly for
standard- and higher-priced products. Thisin turn meansthat therewill be new opportunities,
especially for largeinternational manufacturersaccustomed to supplying demanding retailers.

C Consolidation of the chain will reduce the “distance” (time-wise and information-wise) to the
consumer and allow for increased feedback, improving the chain’s responsiveness to
consumers.

Retail expansion
C Heavy investment by largeretail playersmeansthat agreater share of food saleswill bemoving
throughthemin 10 years time. The share of chained retailers may expand from 25% to 40%.

C In the short term, all urban areas will be targets for investment. Over the long term, growth
will remain highest in mid-sized cities. Coastal resorts and rural areaswill betheleast likely
targets for heavy supermarket investments.

C Manufacturers must be prepared to keep up with large retailers investment in IT, which is
likely to grow significantly.

C Food manufacturers must keep up with the growing retailers, particularly Cifra/lWal-Mart,
which will become more demanding in terms of pricing and service. Small playerswill be at
a disadvantage in meet these demands, and are will miss out on most of the future growth.

C Branded players should be ready to face private label competition, particularly as the use of
DCs by retailers expands, making broad geographic coverage possible for low-cost suppliers.

Foodservice - growing up
C Organized foodservice, avery limited market at the moment, will grow from its small base of
5% to represent 15% of foodservice sales over the next decade. A limited number of
manufacturers that get their foot in the door to supply them will benefit here.

C New opportunities will emerge to supply organized foodservice chains (especially for large
manufacturers) with standard-positioned products, both branded and unbranded.
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This graphic shows in broad terms how distribution of food at point-of sale will change over the

next ten years.
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Our projections are identified more specifically in the table bel ow

Food distribution by point-of-sale, 1998/2010

POS 1998 sales Food sales share 2010 sales Food sales share
($bn) (%) ($bn) (%)
Chained retail 10 25 25 41
Independent retail 26 65 26 43
Foodservice 4 10 9 15
Total 40 100 60 100

Source: PROMAR estimates

The chained retail sector will distribute more than $25 hillion of food by 2010, with a41% share
of total food sales. Thenumber of independent retail ersisexpected to contract while salesstay flat.
The foodservice sector will expand from $4 billion to $9 billion spent on food (with nominal sales
increasing from $12 billion to $27 hillion - only a third of which isfood).

PROMAR International
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Retail food salesin Mexico should expand from $36 billion to $51 billion by 2010 as follows:

Retail food sales by channel to 2010

Format Units 1999 Units 2010 Food sales 1999 Food sales 2010
Organized

C-stores 2,500 7,000 0.9 2.0
Super markets 1,200 2,000 7.0 20.0
Warehouse clubs 50 80 0.8 15
All others - - 13 15
Subtotal -- -- 10.0 25.0
Traditional 600,000 400,000 26.0 26.0
Total -- -- 36.0 51.0

Source: PROMAR estimates

Convenience store food sales should more than double over the next decade, to about $2 billion,
whileoutletstriple. Thesechainswill continueto expand but the sector will really befueed by the
expanson of independents, either new family start-ups or current abarrotes shifting upscale.

Supermarkets should expand significantly over the next decade from 1,200 to 2,000. Sales per
store should increase al so.

Thestrong initial build-out phase of the warehouse clubs has already taken place. They are set up
in the major markets and largest secondary cities aready - Cifra/Wal-Mart and Comercial
Mexicana/Price Costco already have over 50 units between them - and they are building volume.
Most of the unit growth over the next decade will likely come from the emerging/mid-size
secondary cities which are not yet home to any warehouse clubs. Mexico might see another 30
warehouse clubs being opened over the next decade.

Salesthrough traditional channeswill probably stay about the samein real terms. While sales of
CEDAs should stay the same or increase dightly, abarrote and open market saleswill drop.
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Foodservice sales should grow in al channds, but especially in the fast food and full service
segments. Income growth and working patternswill help fue this growth.

Foodservice sales by channdl to 2010

Format Units 1999 Units 2010 Sales 1999 ($b)* | Sales 2010 ($h)*
Organized
Fast food 1,500 7,000 3.9 9.1
Full service 5,800 17,000 15 5.2
Traditional 176,000 210,000 6.6 12.7
Total 183,000 234,000 12.0 27.0

Source: PROMAR estimates

PROMAR International
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Changes by food segment

Overall, both growth opportunities and distribution chain will be significant. Segments will all
evolvedifferently, though. Thetablebe ow showstheleve of distribution change and salesgrowth
we expect to see in each food segment over the next decade.

High

Meat & poultry

Imported foods

& vegetables
Distribution

Confectionery
Dairy
Bakery
Processed fruits
& vegetables
Seafood
Low
Low Market High
- 2% growth +5%

The segments that will experience the greatest change in the way goods are distributed are meat
& poultry, imported food and fresh fruits & vegetables. In these segments manufacturers (and
produce suppliers) will develop much closer ties with retailers, as they increasingly distribute
directly and depend lesson intermediaries. The segmentswhich will changethe least are seafood
and processed fruit & vegetables.

In terms of sales, higher value-added foods will growth the fastest.

Player types and strategic issues

Inthe pagesthat follow we concludewith considerationsfor each player type over the next decade.
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Mexican Leaders 2010
STRENGTHS WEAKNESSES
C Largevolumeand scale C  Predominantly marketing led
C  Nationwide presence C Tooreiant on mass approach
C Strongin A&P C Hierarchical, rigid management culture
C  Broad product portfolio
C  Innovation
OPPORTUNITIES THREATS
C  Growing mass consumer market C Several largewholesalerswill develop
C  Growing household incomes national distribution coverage, rivaling the
C  Expanding opportunities elsewherein Latin Mexican Leaders own networks
America C Connecting with large audiences for their
C  Didtribution cost savings from servicing mass standard products will become much
fewer POSs with higher volumes more difficult as media fragment
C  Supplying foodservice C Competition from nimbler companies (e.g.
C  Establishment of marketing alliances with particularly Followers and Transnationals)
foodservice chains C Increasing salesrole of organized channelsto
which competitors can more easily distribute
C Increasing competition from private label
Mexican leaders - Strategies to consider
Distribution
C Anticipate changes you need to make to your distribution chain; avoid being burdened by it.
C Solidify your position in all growing secondary cities. Key markets include Hermosillo, Culiacan,
Merida, Leon, and Chihuahua.
C Develop/strengthen your foodservice division in the years ahead, with an eye towards both the
organized chains and independent players.
C Establish alliances with the growing foodservice chains.
C Leverage your distribution chain by encouraging distribution alliances with companies that
produce products that are complementary to yours.
Other areas

C Beprepared to quickly develop “ metoo” versions of high end products that Globals and

Transnationals are likely to introduce.

C Beaware of media fragmentation and find effective and creative ways to overcomeit.
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Globals 2010
STRENGTHS WEAKNESSES
C Nationwide coverage C Hierarchical, rigid management culture
C Largevolumeand scale C Tooreliant on mass approach
C Strongin A&P C Slowest to react
C Broad product portfolio C Ambitious to achieve broad national
C  Strong consumer brand awareness coverage may clash with need to expand

selectively

OPPORTUNITIES

THREATS

C Growing mass consumer market.
C Growing household incomes.

C Ability to anticipate retailer needs, negotiate
effectively with them, and drive larger
volumes.

C Bringing in high end products from overseas
markets

C Expansion of foodservice distribution

C Edgtablishment of marketing alliances with
foodservice chains

C Connecting with large audiences for their
mass standard products will become more
difficult as media fragment - but they should
be able to transfer lessons learned from other
markets.

C Competition from nimbler companies (e.g.
Followers and Transnationals)

C Increasing competition from private label

Globals - Strategies to consider

Distribution
C

C

C Makesureto be present in growing secondary markets, either with your own distribution
infrastructure (warehouses) or with salesteams.

C Edgahlish alliances with growing foodservice chains.

Other areas

C Apply lessons learned from mass market fragmentation in other markets to Mexico.

C Introduce appropriate high-end products from other markets.

C

Apply lessons learned internationally in dealing with large retailers to activitiesin Mexico.
Expand your operations supplying foodservice - Globals will have the most know-how in this area.

Acquire companies with distribution clout in product categories that fit with your international
product portfolio, and with strong potential synergies, savings, and growth opportunities.
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FOOD DISTRIBUTION IN MEXICO TO 2010

Executive summary
Transnationals 2010
STRENGTHS WEAKNESSES
C  Known brands/products C Limited innovation
C  Somecan react quickly C Limited product portfolio
OPPORTUNITIES THREATS

C  Growing mass consumer market C Increased margin pressure from retailers
C  Growing household incomes C Competition from larger or faster companies
C  Tailoring products to the Mexican market
C  Bringing in new products from other

markets
C  Expanding distribution by tapping the

wholesal ers devel oping nationwide coverage

Transnationals - Strategies to consider

Distribution

C Develop/strengthen your relationships with large wholesalers, especially those likely to develop
national coverage.

C Increasethe use of third party logistics and/or partner with third parties.

C Takeadvantageof consolidation at point-of-saleto enter new channels, particul arly conveniencestores
and supermarkets in secondary cities, border areas, and resorts.

For new entrants
C Consider joint venture with a complementary food manufacturer for distribution, e.g. with aMexican
Leader or large Follower, particularly for perishable, high value-added products.

C Partner with national wholesalers (e.g. Mars+Grupo Autrey).

C Edgahlishasalesofficein any of themajor citiesand start importing premium productsthat are suitable
for the Mexican market. Mexico City is typicaly the first point of entry due to its potential
consumption volumes and relatively developed distribution infrastructure. Monterrey is also a good
option for North American companies.

Other areas
C Focus on higher-value added products, introducing new ones from other markets as appropriate.

C Tailor products to meet Mexican consumer tastes.
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FOOD DISTRIBUTION IN MEXICO TO 2010

Executive summary
Followers 2010
STRENGTHS WEAKNESSES

C Low production costs C Innovation limited to “ metoo” products
C Regional and/or segmented focus C Dependent on regional markets and
C Flebility wholesalers

C Family ownership may limit company’s

vision
C Limited portfolio
C Accessto finance may be limited
OPPORTUNITIES THREATS

C Growing opportunities for expansion in
market reach

Failing to keep up with retailer needs

Increased margin pressure from retailers

C  Distribution partnerships Failure to keep up with consumer needs

O O o O

C Growing demand Competition from Globals and Mexican

C Devedoping national brands or focusing on Leaders
low cost/private label

C Devedoping a strong brand worth acquiring

Followers - Strategies to consider

Distribution
C Place ahigh priority on keeping up with increasingly sophisticated retailers and their requirements.

C Solidify position in growing secondary cities.

C Compete aggressively for large organized foodservice clients.

C Partner with chained retailers to manufacture private label products.
C Maintain/devel op relationships with emerging national wholesalers.
C Network with other food manufacturers to lower distribution costs.

Other areas
C Beprepared to quickly develop “ metoo” products.

C Look into opportunities for private label production for large retail partners.
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