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INVESTORS OVERVIEW

The 1990s have brought a new investment boom to Latin America. Since 1989,
businesses in the United States, Japan and Europe have quadrupled their investments in the
region. This new wave of investment is not being led by the traditional heavy industry
players, nor is it propelled by the historical attraction of exploiting “comparative
advantages.” such as low labor costs, climatic conditions and abundant natural resources.
Rather, the boom reflects the realization that there are segments in this very large and
growing market that are clearly underexploited - particularly for a large range of consumer
products, technology and services. Economic policies encouraging trade liberalization and
the free movement of capitzl and goods aud services across the region, and a new positive
attitude towards the private sector, have encouraged new investors to tap the parts of the
local market that sorely need development.

Venezuela has been one of the main beneficiaries in the approximately $100 billion
invested by businesses in the region since 1990. Despite the influx in investment funds.
competition in the region for these funds has never been keener. The challenge in the
coming vears will be to sustain and broaden the benefits of that investment flow.

This report represents the culmination of 6 months of collaborative research with
local industry and the National Council for Investment Promotion (CONAPRI) to identify
attractive business segments within the Venezuelan agribusiness sector. A total of 24
agribusiness segments were identified, and nine of these were selected for further study and
analysis. The sections that follow present the conclusions of the study, profiling five product
areas that offer investors, whether foreign or domestic, some clear prospects for growth and
profit-making over the next decade.

The methodology used to identify and select investment opportunities in agribusiness
has sought to take data collecticn and analysis beyond the consideration of comparative
advantages. After all, most tropical countries share favorable climates for agricultural
production, relatively low wages and other basic factors that create comparative advantage
in agribusiness. Instead, the research has focussed on identifying segments in which
businesses in Venezuela also enjoy concrete competitive advantages, and are therefore
structurallv attractive for investors.

But the investment opportunities highlighted are just part of a larger picture of
dynamism and growth that characterizes the Venezuelan economy in general and the
Venezuelan agribusiness sector in particular. Gpportunities abound for the entrepreneur
or investor willing to establish a base of operations in Venezuela. Before turuing to the
specifics of the profiles, a few general observations about the growth prospects for
Venezuelan agroindustry are in order.




Venezuela: A Picture of Dynamism

The Venezuelan economy has been among the fastest growing economies in the
world for the last 4 years. In 1991 the gross domestic product (GDP) grew at 10.4%; in
1992 it grew at 7.3%.! Private sector GDP grew at 13.1% in 1592. The country’s GDP
growth per capita, estimated at 5.9% in 1992, was aimost three times higher than the
average that same year for other South American countries. The Government of Venezuela
(GOV) forecasts an average 4.5% growth in the economy throughout the 1990s.

Despite the economy’s strong performance, some issues continue to cloud the
economic picture. The consolidated public sector deficit continues high. 6.4% of GDP in
1992, up 3.1% from the previous year. Inflation averaged 31.9% in 1992. again up slightly
from the previous year. In addition, the bolivar's relative overvaluation continued
throughout 1992, affecting the competitiveness of Venezuela's exports and leading to a 23~
increase in imports that vear.

Nevertheless, investment levels in the 1990-91 period have been unprecedented since
the boom vears of the 1970s, building and strengthening the foundation for continuing
growth. Gross domestic investment for 1991 was $16.8 billion, second only to Brazil. New
foreign investment in Venezuela in 1992 reached $1.01 billion, increasing the total
accumulated stock of foreign direct investment by 23%. Much of the new investment has
been channeled directly into the telecommunications sector and other critical infrastructure
improvements, including investments in cargo handling and warehousing for the country’s
port facilities.

These growth rates indicate that Venezuelan businesses and consumers alike have
not only recuperated from but are also adjusting to the shock brough® about by the
economic liberalization and reform measures imposed by the GOV’s 1989 Adjustment Plan.
Implemented with the assistance of the World Bank. the plan eliminated nontariff import
restrictions and price controls; scrapped exchange controls, allowing the bolivar to float
freely for the first time ever: allowed interest rates to be set by market forces; provided for
the upgrading of custom facilities and streamlined custom procedures. In effect, the
Adjustment Plan opened the Venezuelan economy.

Venezuela: A Large and Fast-Growing Market

The Venezuelan market is among the largest, wealthiest and most sophisticated in
the Latin American region. Venezuela's current population of 21 million is growing at 2.8%
per year, the highest population growth rate in South America. The country’s income per
capita in 1990, $2,560, was also among the highest in the region.

}All growth rates calculated in terms of constant bolivars.
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Moreover, Venezuela and Colombia (a country of 33.6 million) have formed a
customs union, eliminating all trade barriers between them. Since the conclusion of this
agreement trade between the two countries has grown from $360 million in 1989 to $965
million by 1992. Ecuador joined the customs union February 1, 1993. With the entry of
Ecuador, the "local” market is in fact 65 million people strong, with a combined purchasing
power of over $150 bilkion.

Venezuela is also a natural point from which to serve other South American
countries. Venezuela has played a key role in reviving and modernizing the Andean Pact
It is currently negotiating free trade agreements with Mexico and Chile.

Inexpensive energy and a well developed transport and communication infrastructure
provide Venezuela with an edge over other bases of operation in the regior. Marketing and
distributicn is easier in Venezuela, a country where 9% of the population is urban. In
addition. the country’s has more main paved roads per 1,000 square kilometers than any
other country in South America, helping to reduce distribution and transport costs.

Agroindustry: A Time of Adjustment and Growth

A fast growing population, the creation of the customs union, and recovering natiopal
income levels have contributed to a recovery in consumer spending. The agroindustrial
sector has been a primary beneficiary of this recovery. Sales of agroindustrial products
increased by 19% (compared to 16% for the entire industrial sector).

The agroindustrial sector is responding to changes in spending and in its competitive
environment. Capacity utilization in the agroindustrial sector increased 10 points, from
55.9% in 1989 to 66% in 1991. Firms are undertaking significant investments in improving
their production equipment and technology. The value of investment in agroindustry in
Venezuela has been growing at and average compound rate per year of 15.31% over the
1989-91 period.

Foreign capital too has seen the potential the Venezuelan market for agroindustrial
products offers. Foreign investment in agroindustry (which grew at an average compounded
rate of 14.8% over the '89-'91 period) is also growing faster than foreign investment in other
branches of industry. Large multinational coripanies which have been in Venezuela for
decades, such as Heinz, Purina and Pillsbury, continue reinvesting their profits in the
country.

Several of the international companies that have recently made investments in
Venezuelan agroindustry, such as Cargill and Unilever, have done so with a view to selling
in the local market, rather than the export market. Also seeing the strong growtb in the
Venezuelan market for food, large multinational distributors, such as Makro and B.J.’s, have




established stores in and around Caracas, with expansion into other major Venezuelan cities
planned for the near future.

Faced with the threat of increased competition from abroad, Venezuclan
agroindustry has turned its attention to gaining and sustaining a competitive edge over their
foreign and domestic rivals. For example, over the 1990-92 period Venezuelan companies
in the pulp. paper and paperboard industry have invested or announced investments of well
over $100 million for upgrading facilities and equipment to improve productivity and quality
and expand production capacity.

In the food business companies are also investing in quality and productivity
improvements, as price wars in virtually every area of the market for food are forcing
companies to implement deep cost reductions. Moreover, while in the past firms tended
towards verv high levels of vertical integration, this emphasis has been diminishing since
1989, as firms seek to streamline operations, and as improvements in infrastructure make
it easier to contract out what used to be done in-house.

The GOV policy has been supporting efforts to improve the productivity and
competitiveness of Venezuelan agriculture. For example, the 1989 Adjustment Plan
included a four-year $1.2 billion program targeting primarily investments in infrastructure,
electrification. irrigation systems and agriculture credit (in the form of preferential rates for
agriculture projects). Moreover, kept the income tax exemption for all agriculture activities
and provided certain export-oriented agriculture activities with a 10% export bonus.

An Overview of Investment Opportunities in Agroindustry

The five sectors profiled in this report, poultry (broiler meat), tilapia, tuna, forestry
plantations (pine and eucalyptus) and paper and paper board, offer the investor clear
opportunities for reaping excellent returns. Ultimately, however, though every product
group chosen for a profile has clearly outperformed the norm in agroindustry since the
adjustment process began in 1989, success in a segment or product group depends on how
well the investor takes advantage of the niche possibilities offered in that particular segment.
The profiles that follow provide basic facts about these product groups or segments that will
help guide investors evaluating the potential of different niches and different production
locations and technologies.

Highlights of the profiles are offered below:

* Poultry (broilers) - Between 1989 and 1992 worldwide poultry consumption grew
5% annually, with particularly strong demand coming from developing countries that
are enjoying increasing income. Venezuelap poultry producers’ costs are
competitive, both domestically vis @ vis beef and pork, and in some international
markets. Export opportunities in neighboring Colombia are promising, and




Venezuelan exports to other international markets have grown steadily over the last
three years.

* Tilapia - An inexpensive, high-quality source of protein, tilapia is a very
competitive aquaculture product. Worldwide, tilapia production has more than
doubled between 1985-1990, and markets for aquaculture products are projected to
grow robustly. In the US market alone, tilapia imports are projected to increase to
6,800 MT in 1993, a 56% over 1992. Venezuela’s low land costs, abundant water
supplies, tropical climate, and experience in seafood production have contributed to
the strong performance of local producers. Over the last 4 years, Venezuelan tilapia
producers have icvested heavily, increasing output over 53%. Opportunities for
investment in tilapia production for domestic consumption and export are excellent.

* Canned and Frozen Tuna - Worldwide, canned and frozen tuna consumption has
grown steadily over the last 10 years, and is projected to continue increasing in the
1990s. Venezuela's large, modern tuna fleet ranks it as Latin America’s second
largest Pacific tuna fishing country, and the largest in the Atantic. Aided by
supportive government policy, domestic tuna consumption has grown rapidly since
1989, providing a growing market for Venezuela’s tuna producers. Though adversely
affected by the US "dolphin safe” embargo, the industry is finding alternative export
markets in Europe and Latin America.

* Softwood Plantations — World demand for products made from softwoods,
including pine and eucalyptus, has grown throughout the 1980s, particularly in
developing country markets like Latin America. Domestic sales of Venezuelan
coniferous woods totalled more than $1 million in 1991, an increase of more than
100% for the 1989-91 period. With one of the largest exploitable forest covers in
Latin America and a tropical climate ideal for rapid growth, Venezuela’s high yields
and low costs make the country’s forestr; plantations industry and attractive
investment area both for local sale and export.

* Paper and Board -- The 1980s were a period of growth in the market for paper
products, buoyed by new usages such as computers and facsimile machines.
Prospects for continued growth in the 1990s are highest in Latin America and
Southeast Asia. Venezuela's growing wood and pulp producing industry, its low
energy costs and trained labor force, provide local producers with an edge over other
competitors serving the region. The Venezuelan industry, currently operating at well
over 80%, has been investing heavily in upgrading and expanding plant capacity.
Opportunities for continued growth for domestic consumption and exports appear
to be very good.
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CONAPRI Investor Profile:
The Venezuelan Poultry Industry
L Product Definition

Producing a wide amray of products including chicken, turkey and eggs, the poultry industry
competes with other sources of dietary protein such as beef, pork and fish. Worldwide, over
75% of the poultry industry is devoted to raising and processing "broiler meat,” or young
chickens under 16 weeks old. Broiler meat is typically sold either whole or in parts (including
breasts, legs, leg quarters, feet and wings). Broiler meat can be marketed fresh, chilled or
frozen. This Investor Profile focusses on competitive conditions, and opportunities for
investment, in the Venezuelan broiler meat sector.

IL The Market
I1.1. Demand

International. Poultry is the world's fastest growing source of meat, and currently
represents 23 percent of all meat production consumed worldwide. Bolstered by increasing
health concerns about red meat, growing income levels (especially in developing countries®. and
sigeificant price advantages, internation.! consumption of poultry has increased an average of
5% annually from 1989-92, and is projected to continue to increase steadily in the mid-1990's.0
The world's largest poultry consumer -- the United States -- has witnessed significant growth in
poultry consumption since 1989. But developing country markets, especially Brazil and China,
have showed the strongest recent growth in poultry consuraption. From 1989-92, Braziiian
poulttl'y consumption increased 36%. Over the same period, China's poultry consumption grew
53%.

Although most poultry produced worldwide is consumed in local markets, the world's
major importers of poultry products -- Japan, Germany, Hong Kong and Saudi Arabia -- also
recorded strong growth. Led by these countries’ increased imports, worldwide imports grew an
average of 10.52% annually from 1989-92.

In Latin America, poultry consumption has also grown. Colombia, currently Venezuela's
most important trade partner, has recorded growing domestic poultry consumption. Though
annual per capita consumption in Colombia is lower than in Venezuela (10 kgs/person vs. 16
kg/person), the share of poultry in per-capita meat consumption jumped from 13% in 1982 to
24% in 1992.2 Poultry's price advantage in Colombia (roughly 1/3 the cost of beef in mid-1992)
and growing health consciousness suggest poultry's market share will continue to grow.




Venezuela. In 1991, poultry was Venezuela's leading sourcs of animal protein, and per-
capita poultry consumption grew 25% over 1990.3 Growth in consumer demand for poultry in
Venezuela, met almost exclusively by local producers, has been supported by several key trends.
First. since 1989, patterns of consumer demand in Venezuela have been powerfully affected by
inflation and declining purchasing power. This trend has intensified competition on the basis of
price for sources of dietary rrotein. A second factor affecting patterns of dethand is growing
health consciousness. Though somewhat less
prevalent than in Europe and the Jnited

States, consumer consciousness about Chart 1: Veneruelan Animal Protein
cholesterol and saturated fat content has Consumption, 1991

grown steadily in Venczuela. Both of these

trends have favored poultry. Figure 1 shows Pork

Venezuelan animal protein consumption as of 14%

1991.

Venezuelan per capita poultry
consumption fell in 1989 and 1990, but has
rapidly regained ground. and in late 1992
reached levels comparable to the early 1980's.
In comparison, per-capita consumption of
beef. which aiso fell sharply in 1990, has not
recained its earlier levels. Far smaller in
quantity, per-capita pork consumption also
declined in 1990 and 1991. Figure 2 shows
changes in  Venezuelan per-capita
consumption for pork, chicken and beef,
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Poultry's strong position in the Venezuelan market stems primarily from its price advantage,
though also from the growing perception of poultry's health benefits (particularly vis-a-vis red
meats). Figure 3 shows that chicken has enjoyed a price advaatage of 50% or

art 3: Avy. Annual Retail Prices in Venezuela

Source Minsstry of Agnculture and Hushandn . A gromm est Copsultores

more against beef, pork and tuna throughout the 1980's. In 1992, chicken cost. on average. 114
Bolivars per kilo. This was only 51% of the price of beef; 52% of pork; and only 43% of the
cost of tuna. A modest increase in per capita poultry demand is forecast for 1993.

I1.2. Production

International. International poultry production has kept pace with increases in
consumption. [n addition, although only 9% cf world production was exported in 1992,
worldwide exports of poultry products showed strong growth averaging almost 10% from 1989-

The world's leading poultry producers are the United States. Brazil and China. The US,
producmg almost 9.5 million MT of poultry produce in 1992, or 34% of total world poultry
production, also ranks as the world's largest exporter. The US exponied 658.000 MT of broiler
meat in 1992, or 26% of total world poultry exports. Although 2 much smaller producer, France
ranks as the world's second largest exporter of poultry in 1992. France exported 415,000 MT of
poultry in 1992

In Latin America, Colombian poultry production increased 3% from 1991-92, and in
1993 is expected o grow only 2% above 1992 output due to coptinued weak prices.4 Annual
production totalled 345,000 MT in 1992, roughly equivalent to Venezuelan production levels.

Venezuela. Though poultry meat production dropped sharply in 1989 and 1990, the
industry's recovery has been impressive. Table 1 shows that monthly poultry meat production
fell from a high of 28.000 metric tons (MT) in December 1988 to 13,000 MT in March, 1990.
By the end of 1991, however, average monthly production climbed back io 28,000 MT, and




reached 29,200 in early 1992. On a yearly
basis, production rose from 313,000 MT | - e - .-
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III. Competitive Conditions

This section reviews two key determinants of the competitiveness of Venezuelan poultry
producers: costs of production and industry structure. Although as in other many other
industries, competitive success in poultry production is a function of a number of factors
including price, product differentiation, brand loyalty, and market access, competitiveness on the
basis of price is one of the most important factors of success.

Venezuelan costs of production. Baby chicks and animal feed represent roughly 80%
of the costs of poultry production in Venezuela. Table 2 breaks down approximate costs of
production for 1991, in $US. Figure 4 shows the major cost components.

Animal feed. Animal feed represents about 63% of the costs of production in the
Venezuelan poultry industry. The quality, availability and price of animal feed all affect
Venezuelan competitiveness. Quality of feed available in Venezuela varies primarily
because of inadequate local production of high-protein animal feed.® The GOV's import
licensing system oanly allows imports to complement available domestic feed grain
supplies. As a result, some months poultry feed is based on imported corn, and some
months it is based on local sorghum. Venezuelan sorghum is high in tanin, and
considered less palatable to domestic poultry.? Average feed to weight conversion rates
were 2.2 in 1991.

Due to the imported content and high tariffs, animal feed is also costly. Imports account
for most of the protein meal and approximately half of the feed grains for Venezuelan
producers. As 2 result, Venezuela's inflation and currency devaluations have raised the
cost of poultry production directly. Ia 1989, the GOV eliminated preferential exchange
rates for agricultural imports, and caused feed prices to double and triple. loflation of
poultry prices outpaced other foodstuffs, and in the midst of worsening economic




conditions generally, consumer demand collapsed. Growth projections for 1993 are
modest as a result of uncertainty over how the government's trade policy will affect the
cost of key inputs.

Table 2: Avgq. Costs of Production, 1991
Baby chicks $0.17 17.50%
Feed $0.60 62.96%
Vaccines $0.01 0.93%
Medicine and sanitation $0.04 3.70%
Labo: $0.02 1.85%
Caleta $0.00 0.46%
Cama $0.01 0.74%
Transport $0.01 0.56%
Other costs $0.05 5.56%
CosUKg Live Weight $0.89 94.26%
Utilities/Kg Live $0.05 5.56%
TOTAL $0.95 100.00%
Source: Department of Statistics, FENAVL Source: Department of Statistics, FENAVI

Baby chicks. Baby chicks represent approximately 18% of production costs for
Veaezuelan poultry producers. Baby chicks are produced domestically in sufficient
quantity to meet demand from Venezuelan poultry producers. Imports comrespond to the
grandparents due to the need to incoporate improved genetic stock in accordance to the
world trade are subject to exchange rate fluctuations. Costs of imports have varied
significantly since 1988, and totalled more than $5 miilion US dollars in 1991. The US
supplied roughly 75% imported by Venezuelan poultry producers in 1990. This figure
declined to 64% in 1991.

Industry structure. The Venezuelan poultry sector is highly integrated, with well over
50 percent of production coming from a few very large companies. Some 90% of
producers own reproducers, incubators, feeding farms, slaughter houses, and processing
plants. Only a few companies own transportation networks and channels of distribution.
Over 66 percent of the country’s more than 1,500 poultry producing companies are
broiler farms. Roughly 80% of these companies are family-owned. One company,
PROTINAL, is publicly traded on the Venezuelan stock exchange. Figure 5 shows the
largest producers, and their quantity of production in 1991.

Installed capacity totalled 360,000 MT in 1991, and the industry's 1991 production reached
approximately 87% of capacity. The industry faces some production limitations. Total meat




storage capacity, for
example, is estimated at
18,000 mt, and most of this
is used for beef.

Venezuelan producers
invested $800 million up to
1991 period, signailing
optimism about eamings

: - y potential. With import
0 10 20 30 40 S0 60 70 80 controls still firmly in place,
Millions of Chickens Produced only Colombia presents a
competitive threat in the

+ Agroloves Avicola, 1991. future (see also beiow).

Govermmment policy affecting imports of animal feed and baby chicks may have a significant
impact on costs of production and profitability.

IV. The Legal and Regulatory Environment

In the 1980's, Venezuelan policy affected the domestic poultry industry in three principal
ways: restraining imports of poultry products, iimiting and taxing imports of poultry inputs; and
blocking exports until domestic market demand is met.

Until 1989, GOV used quantity restraints (chiefly Nota 2 of the import code) and tariffs
to block imports of chicken into Venezuela. Currently, there are no quantity restraints applied
except for the United States, which faces obstacles imposed by the Ministry of Health. Poultry
meat imports are levied a 20% value-added tariff, with the exception of Colombia, whose goods
are allowed in without duty. As mentioned above, GOV policy toward the imports of cheaper
animal feed and grains from major producers such as the United States has caused both input
quality, price and availability to vary. Pre-1990 GOV license requierements for exports were
dropped.

V. Summary

Colombia. Regional trade discussions among the Andean Pact Countries (Venezuela,
Colombia, Ecuador and Peru) opened the possibility of an integrated market of 90 million
people. Though the political situation in Peru has slowed these talks, liberalized trade in
agricultural products between Colombia and Venezuela is now an accomplished deed. Pouitry
can now flow back and forth duty free between the two countries, while poultry from third
countries will be subject to an Andean Common External Tariff at a maximum of 20 percent.




The Colombian poultry market offers significant growth potential, and Venezuelza
producers have proved cost-competitive with Colombian poultry. Poultry production in
Colombia has grown very rapidly over the last two decades, showing an average annual growth
of 10.7%. Though the Venezuelan poultry association feared that Colombian poultry would

Source: Venezuela: FENAVI; Colombia: ASOHUEVO.

flood local markets after
the signing of the free
trade pact, Figure 6
shows that in the latter
half of 1991 Venezuelan
poultry prices fell below
Colombia’s. Despite
these positive signs in the
regional market, the
volume of trade has been
small, and near-term
outlook does not call for
greatly increased trade.
Key limitations appear to
be inadequate
transportation and
distribution systems for

frozen  poultry, and
difficulties in gaining
market penetration.

Other international markets. Until 1990, Venezuelan poultry exporters were burdened by
license requirements that obliged exporters to demonstrate that domestic production exceeded
local demand. Under the 1989 economic reform program, export licensing was eliminated, and
excess capacity caused by depressed local demand created a major incentive to attempt exports.
Venezuelan poultry exports grew sharply in 1990, 1991 and 1992, and are cumrently directed not
only to Colombia, but also to other international markets including Cuba, Netherland Antilles
and Angola (via Cuba).

In these and other international markets, the way poultry is sold will affect growth
potential. As Figure 7 shows, in large world import markets such as the European Community
(EC), almost 50% of all chicken imports are chicken parts. Saudi Arabia imports almost all
parts. Though almost all Venezuelan exports are cutrently whole chickens, producers may be
able to exploit these and other export markets by gearing domestic production toward this higher
value-added product line.




(1,000 MT)

Bea=il Hoag Seedi Thailsad EC
(expocs) Koag  Ambis  (exports) (imports)
(exponts) (mpoats)

V. Endnotes

0/ United States Foreign Agricultural Service, "World Poultry Situation,” January, 1993: see alsc the Intemational
Industry Profile appended to this document.
1/ US Foreign Agriculrural Service, January 1993, ibid.
2, ys Agiicultural Attache, US Embassy, Bogota Colombia, *Annual Report.” June 19, 1992.
3/ US Embassy, Agricuitural Counselor, Caracas, Venezuela, "Poultry: Venezuela Annual Report,” June 20, 1992,
4/ Us Embassy, Agricuitural Attache, Bogota, Colombia, op cit.
5/ Source: FENAVI.
6l Due 1o different climate and soi! conditions in the tropics, few high-protein feed components are proc uced locally.
Though efforts have been made to explere the feasibility of using tropical products as substirutes for higher-protein
?ains produced at different latitudes, there has been little progress.

/ Tanin is added fo discourage wild birds from consuming it in the fields.




CATALOGUE

Industry: Aviculture

Segmest: Poultry
Product: Broilers
1. Competitive Advantages L ATy omhEEeTe T
A. Variables % Growth
1991 £9-91 Source Footmote
Investments (cumulative, 1989-91)
local (US $) 800.000.000 | 9137% 1.2
foreign (US $) N/A N/A
Total (US §) 800.000.000 | 9137% 1.2 1
Number of Participants 1.369
New Companies (1989-91) N/A N/A
Local Sales
Volume (MT) 282337 7.06% 1,2 2
Value (SUS) 479.844.362 | 32.49% 1.2
uction
Volume (MT) 312972 1137% 2
Value ($US) 509383.749 | 34.90% 2
Impornts
Volume (MT) 15 H.G.R. 4 3
Vajue ($US) 24.064 H.G.R. 4
Expons
Volume (MT) 29.663 122.22% 1.2,4 4
Value (SUS) 29411287 | 113.99% | 1,2.4
Capacity
Installed MT 360.000 N/A 3.1 6
Uttilized (%) 87.00% N/A 3
Ipvestmentin R & D
Percest of Total Investment N/A N/A
Percent of Total Invesiment N/A N/A

HGR: High Growth Rate
N/A: Not Available




1. Compethive Advantages —
B. Related Vuriables
No. of Value
Principal Inputs Suppliers Value 1991 % 1acal % lmptd Source Footnote
A) Aninals Fced{(ABA) 46 N/A 100% O% 1,62 7
B) Animal Health(Pharmaceutical) N/A N/A N/A N/A 2
C) Machinery and Equipment 44 N/A N/A N/A 1,2
) Packing lidustry N/A N/A N/A N/A 2
Related Industries Source Footnote
L\ll_ncuha!on 8
B) Fast food 8
, (fl Cold Storage H
D) Processcd Chicken Mceat , E) Feed Silos 8
Harviers of Entry Scule® Source Footnote
A) Economies of Scale 3 2
B) Product DitTerentiation | 2
C) Caplia) Requircments 2 2
D) Difficully in Accessing Capital ! 2
E) Difliculty ir Accessing Channcls of Distribution k) 2
F) Difficulty in Accessing Labor ] 2
() Other (specily):
1evels of Integration Scale® Source Footnote
Hortizontal 1 2 8
_Ventical 3 1,2 9

*Scale: None=(), Low=1, Medivm=2, High=3




1. Competitive Advantages

C. Qualitative Vartables

Structu ip (199 Yes No Source Footnote
Family X 2 10
Few Shareholders X 2
Stack Market x 2 10
Forcign Ownership X 2
Others:

Owacpship Stribution Cl Yes No Source Footnote
Owned by Producer X 2,6 i1
Owned by Independent Entilics X 2,6

2. Camporative Advuntuges

Variables Nutional Growth?® Int'l Growth®
Dauta 1989-91 Data 1989-91 Source Footnote
Cusis of Production in US$/Kg 1,56 N/A N/A N/A 1,5 12
Prices in USS/Kg 1,63 21,54% 1,85 N/A 1 13

*Aunual compounded growth rate, in pereent.




— . .

3. Sociai Criteria

Variables Tendency #

1989-91 Source Footnote
Value Added: 1 2 7 |

This is a highlv integrated industrv: it goes from the production of ABA to retail sales of whole chicken

or in pieces. including some firms which have begun processing chicken meat.

Emplovment: 1 N/A T 2 l 5
Workforce has extensive previous training; training takes place within the industry
Productivity; = 1 ]

The accelerated growth of the industrv in recent vears is reflected in a sigrificant increment in its

roductivitv. with intentions to achieve international competitiveness.

Per-Capita Consumption: I 2 | s |

Per capita consumption passed from 14 Ke/hab in 1989 to 16/kg/bab in 1951.

Lower than in the developed countries. due to their bigher bealth concious ness. but it is higher than

the per capita consumption of other countries in the region.

# Tendency: High Growth=1, Medium Growth=2. Stable=3. Medium Contraction=4, High Contraction=3

-——

4. Available Information

{1) Competitiveness of the Venezuelan poultrv industry in the context of the liberalization of

trade with Colombia. Carolina Castillo, UCAB, 1992.

(2) Interview with FENAV1

(3) Poultrv farming census. 91-92. FENAVI

(4) Fcreign Trade Yearbook. 1989-1991. OCE!

(5) Interview with Freddv Ferrer. PURINA OF VENEZUELA

(6) Venczuela Avicola Magazine. 1989-1992

(7) Agroinvest Newspaper Librarv

(8) AVIGUIA 1989




Catalogue

Segment: Chicken
Product: Broilers

No. Source

1 (1,2)

2 (1,2)

3 (7N

4 (1,2,4)

5 (3

Footnotes
Observation

For 1990, investment was at the level of US$336,700,336.7, which
was totally private capital.

The TCIP has been calculated for the years '90-'91 (n=1). Exchange
Rate 1990: 47.52 Bs/$. The narrow relationship established with
the private bank strengthens the perspectives for an industry that
has demonstrated solvency and a notable diversification of its
products.

Local sales are calculated as the difference between national
production and exports, given that the inventory is very low and
didn't influence the volume of sales significantly.

Accerding to FENAVI 226,000 MT of chicken meat was produced in
1990, and the stock at the beginning of the year was

only 10,400 Mt (4.6%).

Also, during 1992, chicken thighs originating from the US entered
the market, and were strongly protested by national chicken
farmers, who considered it a case of durnping. They alleged that
the cost of the chicken in the US is 45 cents/kilo, and that the US
was exporting at 38 cents/kilo.

Faced with this situation, chicken farmers are requesting the
establishment of a price band for these products.

Chicken meat and breeding chicks (one-day old chicks) that lay
eggs for consumption are Venezuela's most exported product.

The principal destinations of chicken meat exports (97% of the total
exported) are: Cuba, the US, the Antilles, Colombia, Jamaica, and
Argentina.

Exports in 1989 were 75% to Colombia, those in '91 (which rose
74.4% in comparison to 1990) were 92.11% to Cuba and 7.41% to
Colombia.

Of the 1991 chicken imports, 100% came from the US.

Including chicken meat and eggs.
Of the total of employees: 24% are in th2 area of production; 18%
are in the industry itself; 21% are in distrit:uting the product; 20%




6 (1,3

7 (1,6)

8 (2)

in the transporting of inputs and finished goods; and 17% in other
occupations.

1989 1991
Feed 35 46
Slaughterhouses 63 54
Slaughterhouses
capacity (unds) 975,520 1,043,536
Broiler farms 810 1,047
Population (chickens) 52,837,318 59,142,050
Progenitor farms 5 5

The major cost cosponent of this product is feed; of the total
production of feed in 1991, 65% was consumed by the
poultry-breeding sector, as the feed is composed of 56% cereal, 25%
soy flour, 11% fiber, 5% other foods, and 3% molasses. The price of
feed in 1991 (for broilers): 16,914 Bs/MT. Quantity produced for
aviculture: 1,852,500 MT.

The actual installed capacity is 5 million tons. Utilized capacity is -
50%. PROTINAL and PROMASA invest in R&D and their channels
of distribution are their own.

Of the cereals that are utilized, soy is 100% imported and sorghum
or yellow corn is 50% imported. These elements represe:t 80% of
the cereals used in making feed. An option for resolving the
dependency on foreign agricultural products is to substitute the
national crop of "quinchoncho” for soy. Nevertheless, obstacles to
this have been the lack of economic resources and the uncertainty
generated by the changeability of the environment which affects
the sector. A positioning on the part of medium sized companies
has been observed, these are more solvent than the larger
companies.

Until now, there haven't been incentives in the industry to
horizontally integrate, above all because the industry has had 2
sure subsidy, regarding packing, more than anything. MOLANCA
sells egg cartons and ve.ious national companies manufacture
plastic bags for chickens, the principal one being Plasticos Los
Andes.

As a consequence of the increment in feed prices since 1983, the
process of vertical integration among poultry producers has
accelerated. This process encompassed reproducers, incubators,
broiler farms, poultry slaughterhouses, and feed plants, achieving
an increase in productivity and, consequently, the placement of
products at more competitive prices.




10 (1)

11 (2,6)

12 (1,5

13 (1)

14 (3)

Today, the poultry industry is expanding its vertical integration in
the direction of agriculture in order tc seed its own farms or finance
harvests to organized agriculturalists.

The national poultry industry is considered 90% totally vertically
integrated to the poultry Slaughterhouses (source: AFACA).

.The only tirm of the sector quoted on the stock market is
"PROTINAL.

One of the most worrying weaknesses of the sector is distribution of
the final product from the slaughterhouse to the consumer. Up to
now it has been done by refrigerated trucks; nevertheless, this has
been to the detriment of the rest of the production chain.

Stronger investments should be undertaken to consolidate the
position of the market further on than the slaughterhouse (a point
where the industry is highly integrated), and to ensure direct
access to the consumer, which would serve as a vehicle for a direct
and aggressive marketing campaign and would diminish the high
commercialization margin which have the final links in the
production chain.

After estabiishing a new pattern of free trade, the poultry industry
is confronting a process of inflationary adaptation. Thus, this
industry suffers the impact of an increase in production costs as a
consequence of an increase in the price of ABA for broilers of
147.43% between 1989-1991.

Cost Structure: Feed: 63%; Chicks: 18%; Sanitation: 4%; Others:
12.44%; Labor: 2%; and Transportation: 0.56%.

The international price refers to Colombia.

Venezuelan price 1991: 93.69 bolivares/kg. Colombian price 1991:
67.65 bolivares/kg.

Exchange rate: 11.60 pesos/bolivares.

Poultry products are valuable for their protein content, are a source
of iron and phosphorous, and contain substances, such as calcium
and vitamins, which are essencial for growth and human
development. In addition, they help to balance essential
aminoacids and consitutute a complementary source of calories. In
Venezuela, for each kg. of protein that is consumed per capita,
chicken meat and eggs comprised 29% in 1990 and in 1991, this
figure increased to 38%.




INTERNATIONAL INDUSTRY PROFILE

Industry: meat
Segment: poultry
Product: whole or parts

EFINITION

——

More than 75% of the world poultry meat industry is devoted to raising and processing
chickens. An inexpensive source of animal protein, chicken end-products include whole
birds and parts (including breasts, legs, leg quaters, feet and wings). These may be sold
fresh, chilled or frozen.

WORLDWIDE DEMAND

*  poultry is the world’s fastest growing source of meat, and currently represents 23
percent of all meat production

*  worldwide, total poultry meat production is forecast to increase about 4 percent in
1993.

* much of the growth in demand has come from developing countries, which have
increased their share of worldwide demand to 46% today from 25% in 1970

PRODUCTION

*  poultry meat production bas more than tripled over the last 20 years
*  in 1992, total poultry meat production totalled more than 40 million metric tons (mt)

* modemn technological advances have made it relatively easy to construct efficient
poultry production complexes almost anywhere near labor and markets

EXPORTS AND IMPORTS

* the world’s largest exporter of poultry meat is the United States, with 28 percent of
total poultry exports worldwide

*  France (23%) and Brazil (19%) are the second and third largest exporters




*

Japan accounts for 27 percent of the world’s poultry imports.

other large markets for poultry meat include the former USSR (22 %), Saudi Arabia
(16.3%), and Hong Kong (16%}

INDUSTRY STRUCTURE AND TRENDS

L 4

the international poutry meat industry has become increasingly concentrated in order
to maxmize productive efficiency

in major producer markets today there are fewer, but much larger, and more
vertically integrated firms

in the US, the number of individual pouitry producers dropped nearly a third
between 1959 and 1988. In 1992, the largest four US producers accounted for 40
percent of total US production volume; the top 20 companies account for over 80
percent of industry production

in Mexico in 1991, the 11 largest Mexican poultry producers accounted for almost
60 percent of production volume

KEYS TO COMPETITIVE SUCCESS

*

technical adva.ices that reduce price are a key source of competitive advantage

the “conversion rate” (the amount of feed required per pound of poultry weight
gained) is a key measure of efficiency

other cost savings such as economies of scale in purchasing animal feed, the largest
cost component in poultry production, also lower producer costs

rapid adoption of biological and technological advances

BARRIERS TO ENTRY

L

technical know-how; cost of buidling facilities; distribution

relatively low




SUBSTITUTES

*  beef and pork are principal substitutes for animal protein

*  other include fish; poss. beans and rice, etc.

GOVERNMENT POLICY

*  over 90% of poultry is raised for domestic markets: government protection through
tariffs, quotas, subsidies on poultry products and other principal inputs




Datasheet for International Section of investor's Profiles

Industry: Moat

Segment:  Poultry

Product: Whole Broiers. Cuts

[Woriawide Production . 0 10008 21991 1982k % Totss -
{(1.000 metric tons){
1 United States 7.814 8.360] 8.886 9,453 9.811 33%
2 Brazil 2,084 2.356 2,628 2.865 3.130| 1%
3 China (PRC) 1,210 1,400 1,745 2.025 2.350| 8%
4 Japan 1,355 1,332 1,269 1,260 1,230, 4%
5 FSU-12 1820] 1800 17501 1.350] 1245 4%
6 Mexico 590} 660] 790} 940{  1.030| 4%
7 France 898, 959| 995 1.010]  1.010| 3%
WORLD TOTAL 24252 25635 27.182] 28205 29.297 100%
Percent Change 5.39%| 569% 363%] 3.73%
Consumption | . 1989] . 4 1991 .. 1992] .. 1993e[% Total
(1.000 metric tons)
1 United States 7.443 7.487 8.309 8.797 9,135 31%
2 Brazil 1,840 2.056 2.306 2,495 2,730 10%
3 China (PRC) 1,500 1,600 1734 2.000 2.300 8%
4 Japan 1,626 1,632 1,634 1,637 1.670| 6%
5 FSU-12 1,907 1,873 1,804 1,677 1,600 5%
6 Mexico 7.443 7.847 8,309 8.797 9,135 31%
7 United Kingdom 825 876 994 1,043 1,047 4%
WORLD TOTAL 24.183] 25.340] 26.710] 28.007] 29.163 100%
|Percent Change 4.57% 5.13%] 4.63% 3.96%




Sources: United States Department of Agriculture, Foreign Agricultural Service,

Circular Serires, various months, 1991-93; US Embassies, Agricuttural Counselors,
varicus countries; US Dept. Agricuture, Econcmic Research Service, Commodity

E conomics Division, publications 1992, 1993.

oridwide EXDOrtS _1989] - -1 1901] - 1992] . 19938]% Total
1.000 metric tons)
Maijor Exporters
1 United States 369 518 572 658 674 26%
2 Franca 349 358 401 415 425 16%
3 Netherlands 265 286 N7 338 355 14%
4 Brazil 244 300 322 370] 340 13%
5 Thailand 96 108, 139 164 160} 6%
WORLD TOTAL 1.864 2,135 2,326 2.539 2.592 100%
Percent Change 12.69% 8.21% 8.39% 2.04%
[Worlkdwide Imports 1989] _ 1990]  1901] 1 "~ 19936[% Totel
(1.000 metric tons){
Major importing Countries
1 Japan 271 29N 347 395 400 19%
2 Germany 205 240] 281 290 295 14%
3 Hong Kong 172 208 246 289 292 14%
4 Saudi Arabia 194 209 244 249 253 12%
5 United Kingdom 72 111 112 145 135 6%
WORLD TOTAL 1,544 1.703 1,871 2,084 2.107 100%
Percent Change 10.69% 948%| 11.38% 1.10%
per capita 1988 1 . 1981 '1992¢ 19936
(Kilograms)
Major consumers
1 Hong Kong 26.20 26.99 29.38 35.49 35.63
2 United States 30.60 1.4 32.91 34.56 35.61
3 Saudi Arabia 26.90 27.16 29.99 31.32 31.45
4 Singapore 32.10 32.50 33.01 31.52 31.14
5 israel 24.30 25.56 26.66 26.33 26.02
6 Canada 22.30 23.03 23.15 2347 2347
7 Spain 21.10 20.97 21.80 21.78 21.86
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THE VENEZUELAN TUNA INDUSTRY
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Summary: Worldwide, canned and frozen tuna consumption bas grown steadily over
the last 10 years, and is projected to continue increasing in the 1990’s. Venezuela’s
large, modern tuna fleet ranks it as Latin America’s second largest Pacific tuna
fishing country, and the largest in the Atiantic. Aided by supportive government
policy, domestic tuna consumption has grown rapidly since 1989, providing a growing
market for Venezuela's tuna producers. Though adversely affected by the US
"dolphin safe” embargo, the industry is finding alternative export markets in Europe
and Latin America.
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Investor Profile

Canned and Frozen Tuna

I. Product Definition

Worldwide, tuna is an important and growing sector of the commercial seafood industry. Sold
fresh, frozen and canned, tuna products compete with other leading fish and meat products as
a source of dietary protein.

Although there are five principal species of tuna fished commercially arourd the world.
Venezuela caiches are primarily yellowfin. To a much lesser extent, Venezuela also catches
skipjack and bigeve. This Investor Profile focuses on competitiveness, and investment potentiai,
in Venezuelan frozen and canned tuna.

II. The Market
II.1. Demand

International. World demand for fresh, frozen and canned tuna 1s projected to increase
180,000 tons per year, reaching 1.1 million tons by 1995.' Japan was the world’s largest tuna
consuming nation in 1991, followed by the US, and then the European Community (EC).
Despite many changes in the industry, canned tuna’s share of total world consumption has
remained steady at 80%. In the EC, most of the growth in demand for canned tuna was
attributable to Spain and France, ‘/here consumption almost doubled. Italy was one of the
biggest consumers of canned tuna in 1991.

Trade in fresh and frozen tuna almost doubled during the 1980°s. Japan, Thailand, Italy
and the US accounted for 70 percent of the imports of fresh and frozen bina in 1989. Thailand
imported 325,000 MT of frozen tuna in 1989, primarily for processing in the country’s rapidly
growing canning industry. The US imported 225,000 MT of frozen tuna in 1989.

While overall growth rates in world tuna consumption have risen over throughout the
1980s, increasingly intense price competition and dolphin safe policies have had a significant
impact on comsumption patterns in the world’s maior markets. In the US, embargos against
countries that have failed to demonstrate dolphin safe fishing practices (principally for yellowfin
tuna caught with purse seine nets) have dramatically shifted consumption patterns away from
previous US suppliers including Mexico and Venezuela. While not as severe, the EC has also
begun to apply dolphin safe policies to its suppliers. And for these and other world markets,
steadily increasing efficiency in Thailand’s canned tuna production industry has won that country
a larger share of the world marketplece.




Venezuela. Tuna is one of the two most popular processed seafoods consumed in
Venezuela. A seafood-eating nation with 3,500 km of coastline on the Atlantic, tuna has long
been a staple of the Venezuelan diet, and is rivalled in quantity consumed only by sardines.
Venezuelan consumption of canned tuna rose 10% in 1991, and is expected to have increased
20% in 1992.2 Roughly 40% of tuna consumed domestically is canned, in oil, and 60% is
fresh.

While it is unclear if the domestic market is saturated, some observers believe the
domestic tuna sales will continue to grow in the near future. Sales of locally caught tuna have
grown significantly since 1990. In 1988, over 60% of Venezuela's catch, or roughly 45,500
MT, was marketed domestically. Though this figure dropped in 1989, the percentage of total
tuna catch sold domestically has nisen since 1990, and now may total as much as 80% of total
carch, or 50,000 MT in 1992}

Growth in Venezuela’s domestic tuna market is partly a product of the US "dolphin-
safe” trade embargo, which has encouraged Venezuelan fishermen to find alternative markets,
including domestic sales. = Other factors behind the tuna market’s growth include the
longstanding popularity of tuna as seafood product and, to a lesser extent, health concerns about
red meats. '

I1.2. Production

International. World canned tuna production increased more than SO percent from 1980
to 1989, reaching a total of over 1 million MT, and increasing price competition. World exports
of frozen tuna have also increased steadily over the 1980°s, and increased almost 40% from
1987-88. The US remained the world leader in canning, producing 275,000 tons per year, or
28% of total production in 1990. But US production has fallen sharply from 48% in 1979, and
all but one canning plant in the continental US was closed and transfered by 1990.

Thailand’s canned production grew the most over the last decade, from almost zero in
1980 to over 20% of total world production in 1989. Taking advantage of low labor costs,
Thailand was expected to overtake the US in production volume in the early 1990’s. Paralleling
Thailand’s rapid growth, the share of developing countries in total canned production increased
from 16 percent in 1980 to 44 percent in 1989.

Venezuela. Although the Venezuelan domestic market has recently grown in importance,
the Venezuelan tuna industry has historically been export-oriented. Tuna is one of Venezuela's
leading fisherv exports, and shipments of frozen and canned tuna expanded significantly in the
1980s. Venezuelan tuna catches of yellowfin are high quality, and prices for export-quality
product can be five times domestic prices. In international markets, the competitiveness and
growth potential of Venezuelan tuna processors center on two key issues: “dolphin-safe” trade
embargos against yellowfin tuna fished with purse seine nets, and cost efficiency in the
increasingly price-competitive world markets.




Venezuelan production of canned tuna. Venezuelan canned tuna production totalled
11,300 toas in 1990, and production during 1991 and 1992 appears to have increased
significantly.3 The US Embassy reports that all tuna production totalled 18.000 and 19,000 tons
in 1990 and 1991, respectively. Production is almost exclusively light meat tuna, reportedly
about one-third skipjack and two-thirds vellowfin.

As of 1991, the Venezuelan tuna canning industry was relatively small and highly
concentrated. In 1991 there were approximately 12 tuna canning companies with a total
capacity of 379 MT.4 The two largest companies. Alimentos Margarita and Eveba jointly
accouated for roughly 85% of the national market. Both companies have long been involved in
tuna production and processing -- 54 and 2S5 years, respectively. Alimentos Margarita forms pan
of the holding company Aledo Investments, which is traded on the Caracas stock exchange.
Continental Bank has held 25% of its shares since 1990. Recently, Heinz showed interest in the
acquisition of the Aledo Holding Company, which had sales by the amount of $60 million in
1992

In tuna canning, oziy Alimentos Margarita is totally integrated, from tuna fishing vessels

to production plants and channels of distribution. Alimentos is also the owner of a labelling’

company and an oil producing company that supply 100% of the company's needs for these
inputs. Although Eveba is not highly integrated, in the last 3 years it has become one of the
country's principal tuna canners in terms of both domestic and foreign sales.

I'hlg - Eﬁ’imﬂ!ﬂ ‘:ﬂﬁ; !I El:!d.lls‘.tiﬂll E: vm:ﬂl‘hn Cinn:d I"l"

L ltem BsyKg SUS/Ke* |

Packaging 46.14 0.71

R.-}w runa 45.00 0.69 Services  Labor

Oil for cans 17.00 0.26 Oil for cans 2% 7% '
Services 2.60 0.04 14% Packagiog
Labor 8.00 0.12 e

Total 118.74 1.83

*Exchange rate: 65 Bs/SUS.

Source: Ministry of Agriculture,
Venezuela, as reported by US Embassy,
Caracas, May 29, 1992.




Venezuelan production of frozen tuna. Though detailed data on Venezuelan frozen
tuna production is not available, frozen tuna represents more than 75% of Venezuelan tuna
exports (very little tuna is frozen for use in the domestic market). The country’s aggregate
installed capacity totals about 250 tons per day. Frozen tuna production totalled 50,000 MT in
1990, but dropped to 38,000 in 1991.% Venczuelan companies producing frozen tuna have
recently expanded their processing capacity. Modemization of the COPESUCRE plant in
Cumani and construction of a new plant at Guanta began in 1989. COPESUCRE estimates the
renovated plant will process 36,000 tons of tuna annually, and plans to invest $2.6 mnillion in

® renovation.

The United States, the European Community and Japan have been the largest foreign
markets for Venezuelan frozen and canned tuna over the 1980's. Table 1 shows Venezuelan
tuna imported by these countries for the pericd 1989-92.

®
Table I; Imports of Venezuelan Tuna. by country and product, 1989-92
® | 1989 1990 1991 1992 |
EEC (in memc tons)
Fresh 1426 0 0 na
Frozen 23990 28642 8578 na
Canned i 0 0 1684 na
° Total 25416 28642 10262 na
United States
Fresh 257 329 633 456
Frozen 22859 9479 3268 192
Canned 1037 464 795 69
Py Total 24153 10272 4696 n7
Japan
Fresh 0 0 0 na
Frozen 1509 1132 613 na
Canned 0 0 0 na
o Total 1509 1132 615 na
World
Fresh 1683 329 833 na
Frozen 48358 39254 12461 na
Canned 1037 484 2479 na
® Total 51078 40047 15573 na
Sources: US ureau of Census; EC: Nimex: Japan TanfY Association: Japan Manne
® Products Importers Association; as reponed in NOAA, Veoezuelan Tuna [adustry.” op cit




Venezuelan exports to the US. Although Venezuelan exports to the US have fallen
drastically with the US trade embargo, US tuna imports from Venezuela surged over the
1980’s.” Venezuelan export shipments to the US expanded from only 4,100 MT in 1980 to0 a
record 25,500 MT in 1986, or by over 500 percent. Shipments declined in 1987 and 1988, but
exceeded 24,000 MT in 1989.

Shipments plummeted in 1990 after the large U.S. canneries in April 1990 adopted a
"dolphin safe” purchasing policv, which primarily blocked purchase of yellowfin tuna fished
with purse seine nets. The impact on Venezuelan exports to the US was dramatic. Like frozen
tuna, most of the country’s canned tuna is yellowfin, and thus subject to the U.S. embargo (see
also below, Costs of Production). Venezuelan exports totaled nearly 4,700 MT in 1991, and
less than 750 MT in 1992. Venezuela exported only small quantities of tuna to the United States
in 1992.

Venezuelan exports to the EC. The European market has been especially important for
Venezuelan exporters, as the Europeans purchase primarily whole frozen yellowfin.* However,
European canners are especially interested in Caribbean caught fish, which has the advantage
of being dolphin safe, an increasingly important factor on the European market. Although the
EC market grew strongly in the mid- and late-1980’s, the EC reports that the market weakened
in 1991. EC data shows that Venezuelan shipments fell to under 10,300 MT in 1991, from over
28,500 MT in 1990.°

Spain, France and Italy are Venezuela’s primary EC markets. Market leadership has
varied with Spain leading in the 1990-91 period, Italy in 1989, and France in 1988. Exports to
Spain have steadily increased, but shipments to France and Italy have fluctuated significantly.

I. Competitive Conditions

Costs of Production. The principal inputs in canned tuna production are raw tuna,
packaging materials, oil (brine and water are also used for other products) and labor. On
average, costs of production for Venezuelan canned tuna total approximately $1.83 per kilogram.
Table 2 and its accompanying chart show that over 75% of production costs in
Venezuela are canning materials and raw tuna.

Raw tuna. The Venezuelan tuna industry is supplied almost exclusively by its tuna fleet,
which provides inexpensive, high-quality raw tuna.'® The Venezuelan tuna fishing industry is
the most modemn sector of the country’s fishing industry. The fleet’s size, capacity and
technologically modern vessels have made Venezuela the leading Atlantic/Caribbean-coast fishing
country in Latin America and, despite not having a Pacific coast, the second leading Latin
American Pacific tuna fishing country. Venezuelan companies invested millions of dollars into
building a fleet of 32 purse seiners, 19 baitboats, and 82 longliners (Table 3). Chart 1 shows
that, by capacity, the Venezuelan tuna fleet consists primarily of purse seine vessels. Total
capacity was 36,365 MT in 1991.
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Chart 1: Venezuelan Tuna Flegt, by

cagacity, 1992, - -
[ Tvpe No. Vessels  Capacity*® |
Locgligers Purse Setne 32 28.099
16% Bait Boats 19 2335
Longliners 82 3931
Bat Boats
0% Total 133 36.363

*Capacity in metric tons.

Sources: MAC: Association o’ Venezuelan
Tuna Fishenes, as reported by US Embassy,
Caracas.

Both in the Pacific and Atlantic, the Venezuelan tuna fleet primanly targets yellowfin
tuna. Chart 2 shows that yellowfin catch totaled roughly 80% of the total catch in 1991, and
yellowfin tuna catch experienced the strongest growth since 1985. Total catch set an all-time
record of 84,000 MT in 1989, before dipping to roughly 78,000 MT in 1991.

All Venezuelan canneries obtain canning materials from the same govenrment company,
SIDOR. Most canners now use two-ply cans, and though they pack in both water and oil, the
oil pack is most popular on the domestic market.




Moderately high production costs have been reported at domestic canneries, apparently due to
low yields as tuna flesh is removed from the fish and canned. In the late-1980°s, canning yxelds
were a fairly low 35%."

IV. Legal and Regulatory Environment

Although the Venezuelan tuna industry has never received significant government
support, GOV policy has directly affected tuna producers and processors through: 1) price
controls, 2) landing requirements, 3) control of the exchange rate, 4) {uel subsidies, and 3)
import res-aints. While some elements of GOV policy ran against tuna producers’ interests ia
the mid- and late-1980's, since 1989 the Venezuelan government has taken significant steps to
reform these policies and support the domestic tuna industry.

Except for fuel subsidies and import restraints, GOV policy adversely affected the
domestic tuna industry in the 1980°s. Enacted in 1984 as part of the government’s effort to
make a basket of domestic foods widely affordable to Venezuelans, price controis on canned tuna
hurt both fishermen and canneries, and encouraged both under-reporting of production data, and
offshore sales. Through an accompanying requirement that fisherman land 40% of their catch
in Venezuelan ports, the GOV attempred to reduce these offshore sales, further cutting tuna
producers’ earnings. In addition, exporters were compeiled to exchange earnings at controlled
(below market) rates.

In 1989 the new Venezuelan government sharply revised policies affecting the tuna
industry, and adopted a more supportive position. Through an agreement reached in April 1989
between government officials and tuna industry representatives, the GOV lifted price controls,
suspended the 40% landing requirement, and liberalized currency exchange regulations. The
GOV also adjusted the price of diesel fuel, although fuel is still inexpensive for fishermen.
Import restraints remain in force. Other recent steps include GOV efforts to support new
investment, and encourage the formation of joint-ventures.




V. Endnotes

i1.1./ For these and other international data, see ADB/INFOFISH. "Global Industry
Update: Tuna," 1991.

2.2./ The National Chamber of Canneries, as reported by the U.S. Embassy,
Caracas, Venezuela, January 27, 1992, and as published in “Venezuelan Tuna
Industry,™ NOAA, ibid.

3.3./ Data on Venezuelan production taken from "Resumen: Tuna,” compiled by
Agrolnvest Consultores, Caracas, and from "Venezuelan Tuna Industry," a repor:
completed in April, 1993 by the National Oceanic and Atmospheric Administration
(NOAA), US Department of Commerce.

4.4./ FAO, "Yearbook of Statistics,”™ 1990, 1992.

5.5./ This data taken from NOAA, op cit; in "Resumen: Tuna," Agrolnvest
Consultores report that there are 8 domestic canneries.

6.6./ Reported by the US Embassy, and published in NOAA, "Venezuelan Tuna
Industry,” op cit.

7./ Venezuelan exports to the US have been mostly frozen yellowfin; only small
quantities of canned tuna were exported in the 1980s.

8.8./ Almost 90% of Venezuelan exports to the EC were yellowfin in 1990; though
overall trade figures were significantly lower, yellowfin accounted for 98% of
EC purchases from Venezuela in 1991.

9.9./ The EC statistics may be misleading and are suspect due to problems
associated with transshipping; Venezuelan export data indicates that shipments
to the BEC have actually increased in 1991.

10.10./ Although domestic canneries faced shortages of raw tuna in the mid-
1980‘s, partially as a result of government price controls, there have bzen no
reported shortages since 1989.

11.11./ ADB/INFOFISH, "Global Industry Update: Tuna,” op ¢it, p- 1l15.




CATALOGUE

Industry: Fish
Segment: Tuna
Product: Canned
I Compeitve Advaniags  TTCTITOTT ST Lo e 0
A. Variables % Growth
1991 $9-91 Source Footuote
Investments (cumulative, 1989-91)
local (US $) 105.000.000 67.72% 1.2,6.7 1
foreigon (US $) 25.000.000 - 1.6 2
Total (US $) 130.000.000 61,72% 1,2,6.7 1
Number of Participants 8 1,6 3
New Companies (1989-91 N/A N/A
Local Sales
Volume (lons) 20.6%6 23,58% 6,7 4
Value ($US) 50.247.151 33,78% 6.7 4
Production
Volume (tons) 20.825 23.32% 6.7 5
Value ($US) 50.982.505 33,10% 6.7 5
[m&ﬂs
Volume (tons) N/A N/A 6 6
Value ($US) N/A N/A
Expons
Volume (ions) 760 -77.40% 2,6.9 7. 15
Value ($US) 1.739.035 -11,60% 2,6,9 7,15
Capacity
Installed (lons) 15.000 N/A 6 9
Uttilized (%) 90% 8,11% 2.6 9
Investmentip R & D
Percent of Total Investment Small N/A
Percent of Total Investment N/A N/A

N/A: Not Avaijlable




LG v
b, Kelnted Variubles

No. of Value
Principal Inputs Suppllers  Value 1991 % 1.ocal % linptd Sourve Footnole
A) Raw Materials: Tuna 5 10.517.090 1009% 0% 6 10
B) Oil 6 2.103.418 100% 0% 6 10
C) Tin cans 1 3.155.127 K% 10% 6 1)
D) labeling 1 YOO% % 1 L
Reluted Industries Source Footnote
A) Canning
B8) Ol
) Fishing Fleets
D)
Bavriers of Entry Scule® Source Footnote
A) Economies of Scale 3 6
B) Product Diffcrentiation 0 6
C) Captial Requircments 2 6
D) Difliculty in Accessing Capital | 6
E) Difficully in Accessing Channels of Distribution 2 6
) Diflicully in Accessing Labag 2 6
G) Other (specify):
1evels of Integrution Scule® Source Foolnote
Hotizontal 2 1,6 11
Vertical 2 (,2.6 1

*Suale: Nowe=0), Low=z 1, Mcdium=2, High=3




1. Competitive Advantupes

C. Qualitative Variables

truct ship (199 Yes No Source Footnole
Fawily X 100% 2 12
Few Sbharcholders X 75%-100% 1,6,2 12
Stock Market X 75% 1,6 12
Foreign Ownership X 25% 1,6 12
Others:
Ownenship of Distribution Chanpels Yes No Sourve Footnote
Owned by Producer X 1,6 13
Owned by Independent Entities X 2 13

2. Comparstive Advantupes

Variables National Growth® Int't. Growth®
Dats 1989-91 Duta 1989-91 Suurce Footnote
Costs of Production in $US/Kg 1,83 0,72% N/A N/A 6 14
Prices in SUS/Kg 3. 0, 72% N/A N/A 6 14

*Annual compoundcd growth rate, in percent,



3. Social Criteria . Stapt St n e g s A IR
Varisbles Tendency#
1989-91 Source  Footnote
Value Added: [ 3 | 16 |

Processed tuna has a high national value added, given that its irputs are primarily of internal orieen

Emplovment: T 2 I 126.7 l 8

This sector is a great emplovment generator: manv stages of the process are manual

Productivitv: [ 5 [ 54 |

Good quality patterns bave been reached. but efforts must still be made regarding productivity

It has a high technology level in fresh tuna. even worldwide

Per-Capita Consumption: in 1991 was 0.850 Kg. {2 1 s |

Consumption of canned tana has grown in recent vears at national level: it is an important source of

rote:n. It bas increased slightlv in the last few vears (0.280 Kg/person). Nevertbeless. it still is lower than

that shown in developed countries.

#Tendency: High Growth=1, Med. Growth=2, Stable=3, Med. Contraction=4, High Contraction=3

4. Available Information -
(1) Call Report of A. Margarita 5-11-92

(2) Cali Repont of A. Eveba 28-10-92

(3) Management Magazine: 500 firms: Article on Fish Canneries

(4) Study on the Fishing Industry in Venezuela, levels of export and determining factors

(5) Various articles on Tuna - Agroinvest Newspaper Librarv

(6) Survev of A. Marzarita

(7) Daua supplied bv O.C.E.!

8) Survev of Continuation 10 the Consumption of Foodstuffs 1989-1991, O.C.E.l.

(9) Anticle from Economia Hov: 09/09/93




Segment:

Catalogue

Tuna
Processed, canned tuna

Footnotes

In the cases which refer to the Total of the Industry of Tuna Canneries,
we refer to 90% of the industry, composed of Alimentos Margarita,
C.A., Empaques Venezolanos de Bacalao C.A. - EVEBA o PROPISCA,
Conservas Alimenticias La Gaviota S.A., y Alimentos El Faro, C.A.

Source Observation

(1,2,6,7) Total cumulative investments for 1991 of the two largest
firms, A. Margarita and Eveba (87% of the market share)
were US$130,000,000. For 1991, the actual, total
investment in the Industry was US$4,139,907, indicating -
a compounded increase of 41.16% from 1989.

(1,6) The registered foreign investment in the sector refers to
the participation of a foreign investor in 25% of the
shares of Alimentos Margarita. This participation was
registered in 1990,

(1,6) In Venezuela there are 8 canning firms: Alimentos
Margarita, Eveba, Alimentos Mar C.A., La Esmeralda,
Copesucre, Caid, La Gaviota and El Faro.

(6,7) The Sales figures refer to the total of the industry. Local
sales and the consumption of canned tuna experienced a
great increase since the commercial opening. The
percentage of expenditures of consumption of tuna within
the total expenditures in food stuffs has increased
equally. Alimentos Margarita designates 92% of its
production to the internal market, while Eveba
designates a much smaller percentage.

(6,7) Production in the sector has increased at par with local
sales.

(6) In 1989 tuna was not imported. Figures for 1991 are not
available.
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(2,6,9)

(1,2,6,7)

(6)

(1,2,6)

(1,2,6)

In 1989 no canning company registered exports. By 1990
only one og the firms registered exports above 920 MT, at
US$1,898,148. which fell in 1991 to US$539,035.,
suffering a dec'ine of 71.6%. This fall was due to the tuna
embargo imposed by the US at the end of 1990 on tuna
producing countries of the Western Pacific, which
included Venezuela, along with Mexico, Vanuatu,
Panama and Ecuador. In '91 one firm exported tuna for
a total of US$1,200,000.; the figure shown in the
catalogue corresponds to the exports of the two largest
firms.

In 1989, total direct jobs by companies were: A.
Margarita 1,200; Eveba 1,304; La Gaviota 624; and El
Faro 309. By 1991 direct employment had reached:

1,400; 1,504; 614; and 321, respectively. According to
different opinions, the relationship of indirect
employment generated by the tuna sector is three jobs per
every direct employee. :

The installed capacity of one of the major firm.s for 1991
was 1,500.000 boxes/year, which is approximately equal
to 15,000 MT. The same capacity was 8,000 MT in 1989.
In 1991, its utilized capacity was 90% in '89 it only
reached 77%.

The three principal inputs are frozen Tuna, which
represents 55% of the cost of production, Vegetable Oil,
10% of the cost, and Tin, which represents 15%.
Additionally, the labor is 5% of the cost. The only
imported component is part of the Tin; close of 10% of the
total input of it (easy open can imported from France) is
imported.

According to A. Margarita, one of the principal factors to
take into account when competing is total vertical
integration. Eveba is not vertically integrated at all;
nevertheless, it has managed to take over a large part of
the national market for this product and, at the
international level, seems to be selling more than A.
Margarita. A. Margarita is the only totally vertically
integrated firm (100%) while the rest of the industry is
only partially vertically integrated. For example, Eveba
owns a fleet of 67 refrigerated trucks to transport its raw
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(1,2,6)

(1,2,6)

(1,2)

(1,2,9)

materials, but its distribution is done by Alimentos
Plumrose.

Eveba is a 100% nationally-owned company whose
participation is purely family; Inversiones Aledo, the
holding company of A. Margarita, is initially structured
by few shareholders and has participated in the stock
market. Additionally, Margarita is the only company
with a 25% share participation of a foreign company .

A Margarita, like other firms, does its own distribution.
Eveba contracts a third party to undertake its
distribution.

The compounded increase has been the same for costs as
well as for prices: a positive compounded change of 0.45%
vis-a-vis the dollar.

Exports have been directed primarily to Latin America,
North America, France, and Italy. Efforts are being
undertaken to penetrate markets in the rest of Europe,
Arab-speaking countries, the Caribbean islands and the
Antilles. Colombia, a country with low per capita tuna
consumption, is beginning to increase its consumption.
Relating the US tuna embargo to Venezuelan exports, by
1992, Venezuela had stopped collecting 3,400 millions of
bolivares on account of commercialization.




INTERNATIONAL INDUSTRY PROFILE
Industry:_Commercial Fishing

Segment: _Tuna

Product: _Canned

DEFINITION

Internationally, tuna is traded fresh, frozen or canned. Japan remains virtually the only major
market for ‘resh tuna, consuming roughly 16 percent of the world’s traded tun in 1990. Eighty
percent of the frozen tuna traded internationally is eventually canned, and sold in product forms
including: solid. chunk. flakes, grated and smoked. Canned products are packed in oil, brine,
or sauce through a highly labor-intensive process. A small quantity of tuna is traded for use ac
pet foods. for oil, and as tuna meal. The principal species of tuna are skipjack, hellowfin,
albacore. bluefin, and bigeve. Skipjack constitutes roughly 50% of all tunas caught.

WORLDWIDE DEMAND

world demand is projected to increase 180,000 tons per year, reaching 1.1 million tons
by 1995

® despite many changes in the industry, canned tuna'’s share of total world consumption has
remained at 80%

® Jzpan remains the main tuna consuming country, and Japan's percentage consumption of
canned tuna (at 30% in 1990) is likely to increase over the 1990’s

® per capita consumption in the US expanded only incrementally over the 1980's (form
2.4kg in 1980 to 2.7 kg in 1988) suggesting market saturation

® consumption of canned tuna in Spain and France almost doubled

PRODUCTION

® (otal canned tuna production increased more than 50 percent from 1980 to 1989, reaching
a total of over 1 million MT

® the US remains the world leader in canning, producing 275,000 tons per year, or 28 %

of total production in 1990, though US production has fallen sharply from 48% in 1979;
ail but one canning plant in the continental US was closed and transfered by 1990




® Thailand's canned production grew the most over the last decade, from almost nil in
1980 to over 20 % of total world production in 1989, and may well overtake the US in
production volume

® the share of developing countries in total canned production increased from 16 percent
in 1980 to 44 percent in 1989

EXPORTS AND IMPORTS

e Thailand has emerged as the leading exporter of canned tuna

® other low labor-cost countries like Indonesia, the Philippines and the Pacific Islands are
likely to expand their production of canned tuna

® Mexico is expected to profit both as supplier of raw tuna to canneries, and as an exporter
of carned tuna

e the Japanese market is unique, centered on raw consumption of tuna, called sashimi:

requirements are for larger size fish with higher fat content (northemn, not tropical)

INDUSTRY STRUCTURE AND TRENDS

currency movements and increasing competition based on price has realigned the
industry, favoring low cost producers (with cost of labor the critical item in canning)

intensifying controversy over dolphin killings has a major impact on the industry; the US
embargoed al! tuna from Mexico and Venezuela caught with purse seine nets in

horizontal integration has allowed major producers to use all parts of the tuna, minimize
waste and increase production efficiency

large, vertically-integrated producers are capturing larger market shares from smaller
producers, and competing more aggressively against one another

KEYS TO COMPETITIVE SUCCESS =~~~ =

quality requirements: size; method of handling; skin and eyes appearance; and fat (oil)
content of the flesh

dolphin-safe fishing practices and/or certification (particularly imnportant for US and EC
markets)

efficiency and low production costs (particularly low labor costs)




® horizontal and vertical integration increase efficiency

SUBSTITUTES

® canned slamon; sunmi; sardines.

GOVERNMENT POLICY

e government policies such as dolphin safe regulations have had a tremendous impact on
the industry

® international agreements over fishing waters and rights are extremely important to the
industry’s productivity and profitability




Source: FISHDAB/'AOQ, "Giobal Industry Update: Tuna,” 1991.

®
° Datasheet for International Section of Investor's Profiles
Industry: Seafood
Segment: Tuna
Product: Canned & Frozen
Worldwide Produciion (Canned) 1938 1989 --1991] % Total
(in mermic tons)
Major canning countries
1. USA 2714 3113 na 2833%
2. Thailand 207.8 25.1 na 20.48%
3. Japan 110.8 103.8 na 9.44%
4. Italy 80 85 na 7.73%
S. Spain 61.7 62.5 n.a. 5.69%
6. France 28.1 32.6 n.a 297%
7. Philippines 31.6 475 na 432%
TOTAL WORLD CANNED 1003.5 1099 na 100.00%
Percent Chanpe 9.52% n.a
Source. FISHDAB/FAOQ, "Glot.al Industry Update: Tuna,” 1991.
'Worldwide Exports (canned) 1988 1989 1991 % Toial ‘
(in MT) |
Major Exporters |
1. Thailand 207,756 225,123 n.a 51.48%
2. Philipines 37137 47.499 na 10.86%
3. Cote dTvoire 31,564 38.94 48,000 8.76%
4. Indonesia 21 n.a 0.00%
5. Senegal 17.801 18.936 L.a 4.33%
6. Spain 11.250 9.499 n.a 2.17%
Latin Amenicaa Exports
1. Mexico 23.10 35.50 n.a 0.01%
2. Costa Rica na
3. Venezuela 12.30 11.30 n.a 0.00%
WORLD EXPORT TOTAL 391,885 437,304 n.a 100.00%
Percent Change




Worldwide Imports (canoed) 1988 ‘1989 1990}
(of canned tupa. in MT)
Major Importing Countries

1. USA 29.957 152,472 n.a

2. UK 47,619 66,063 na

3. France 54,753 43,160 52.6

4. Germany (FR) 27988 31.936 na

5. Canada 20365 25,384 na

6. Italv 9,284 10,886 na

Source: FISHDAB/FAO, "Global Industry Update: Tuna,” 1991.

Worldwide Exports (frozea) 1988} 1989} 1990} % Total'
(frozen tupa. in MT)

Major Exporters
1. Rep. Korea 143.699 148,438 na 15.77%
2. Spain 108,388 115,788 na 12.30%
3. France 77311 112,908 na 11.99%
4. Mexico 53.428 59.570 na 6.33%
5. Singapore 57.290 52,039 n.a 5.53%

WORLD EXPORT TOTAL 889.113 941,549 n.a 100.00%
Percent Chance 590%

‘Worldwide Imports 1988 . 1989 1990]" % Toial
(frozen tuna, in MT)

Major Importers
1. Japan 211,612 193,741 D.a 19.18%
2. USA 171,653 173,508 n.a 17.17%
3. Spain 124,196 110,961 na 10.98%
4. Italy 84,080 109,638 na 10.85%
5. France 34222 27,161 na 2.69%

WORLD EXPORT TOTAL 10103761 1,065,906 na 100.00%
Percent Change 5.50%




Tuna Consumption per capita 1988 -1995¢: -
(in kg per capita)
Japan 2 2.2
USA 27 2.8
France 2.7 3
Italy 2.4 24
Spain 3.7 3.5
*JK 1.6 1.4
Germany 0.9 1.2

Source: GLOBEFISH
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Summary: An inexpensive, high-quality source of protein, tilapia is a very competitive
aquaculture product. Worldwide, tilapia production has grown more than doubled from
1985-90, and markets for aquaculture products are projected to grow robustly. In the US
market alone, tilapia imports are projected to increase to 6,800 MT in 1993, a 56%
increase over 1992. Venezuela's low land costs, abundant water supplies, tropical climate
and lengthy experience in seafood production have contributed to strong performance of
local producers. Over the last 4 years, Venezuelan tilapia producers have invested heavily,
and increased output over 90%. Opportunities for investment in tilapia production for
domestic consumption and exports are excellent.
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CONAPRI Investor Profile

The Venezuelan Tilapia Industry

1. Product Definition

A white, mild-flavored fish, tilapia is both a low-cost and high-quality source of dietary
protein that has rapidly gained acceptance in both developing and developed country markets.
Though found naturally in tropical areas of Africa, tilapia is raised commercially through
aquacuiture, and competes with other leading aquaculture products including catfish, trout,
salmon and shrimp. In addition, like 21l aquaculture products, tilapia competss with numerous
other fish products of the commercial seafood industry as well as other sources of animal protein
such as beef, pork and chicken. Tilapia is marketed either fresh or frozen in fillets and whole.
This Investor Profile examines competitive conditions for tilapia production in Venezuela.

II. The Market

II.1. Demand

International. Though detailed figures on tilapia demand are only just beginning to
appear in country data, tilapia is a segment of the larger seafood industry which has shown
considerable growth potential. Demand for fish in developed countries increased significantly in
the 1970's and 1980s as a growing body of medical research raised concerns with the
consequences of high fat and high cholesterol diets. Fish has become an attractive and
increasingly low-cost substitute for meat products. Total world seafood consumption is
projected to increase from 12.4 kg per capita in 1991, to 15.5 kg in 2000, and world population
is expected to jump from 5.25 billion to 6.13 billion during the same period. Seafood supplies
will ther;forc need to grow to Y4.5 million tons (from 63.5 million tons currently) to meet the
demand.

Aquaculture, benefitting from costly environmental pressures on commercial fishing and
cost-saving technological advances, is expected to make up roughly 33% of this growing market.
One of the fastest-growing segments of the aquaculture industry, tilapia consumption is likely to
continue to experience strong growth.

In the United States, tilapia imports increased dramatically in 1992, and promise to
continue growing rapidly. Roughly 5,500 MT of tilapia was imported for domestic consumption
in 1992, and in 1993, this figure is expected to jump to 6,800 MT.2




Venezuela. In Venezuela, though precise figures are not available, tilapia consumption
has also increased dramatically. Venezuela, with 3,500 km of coastline, has long had high per-
capita rates of fish consumption. And tilapia, which can be genetically engineered so that its
skin is very similar to the red snapper found in local waters, has been quickly accepted by
consumers. ln addition, in the domestic market for fish, tilapia has faced few competitors since
other comparable fish products such as trout, are considerably more expensive. In 1991, whole
tilapia sold in local Venezuelan markets for $2.63/kg. In comparison, trout soid for $5.80/kg;
catfish for $3.00/kg; red snapper for $4.80/kz, and grouper for $6.00/kg. Long term, tilapia
fillets are expected to sell at the same prices as catfish, which suggest that room for uvpward
growth in prices still exists.

11.2. Production

International. Although tilapia is a relatively new aquaculture product (particularly in
developed country markets), it has proved extremely competitive against other farm-raised fish
products including catfish and trout. Strong growth in tilapia production is due primarily to the
fish's rapid, year-round reproduction cycle. Tilapia can be grown on a year-round basis in the
tropics, and harvesting time at approximately 600 grams is reached in S to 6 month cycles, at
inexpensive costs of production. An additional advantage is that tilapia can also survive under
extremely low oxygen conditions, and in both fresh and brackish water.

Worldwide production of tilapia has grown over 85% during the 1980's, and by 1990
totaled 391,000 metric tons (MT).3 Roughly 51% of world production was the Nile species
(oreochromis niloticus). Chart 1 provides a breakdown of the principal species of tilapia
produced in 1990, and Chart 2 shows that the Nile species as both the largest and fastest growing
species of tilapia. In 1989, production of Nile tilapia leaped 70% over the preceeding year; and

in 1990, production grew another 16%.

(NEI: Not Elsewhere included)

Chart 1: Species of Tilapia Produced Table 1 shows that i'? 1?90 the
Worldwide world's largest producers of tilapia were
China, the Philippines and Indonesia.

Biue  Mozambique
s 10% Tilapia production in 1992 in the
United States was estimated at 4,091 MT.
The projected production for 1993 stands
at 5,454 MT, and it is expected to increase
at a rate of 60 percent, based on the
experience of the last two years.4

In Latin  America, tilapia
production has increased significantly.
Source: FAO. While aggregate data is just beginning to
be collected in the region, a number of




Chart 2: Growth in World Tilapia Production. by species,

1988-90

:

JWl

metric tons

CERELEE

Source: FAO.

examples illustrate this trend. A $10 million intensive tilapia farm near Cali. Colombia, came on
line in 1991 with an 2nnual output of 7,000 MT -- almost twice as much as Israeli’s total tilapia
production. A farm in Costa Rica is already harvesting 70 MT of fish a month for the US
market, and the owners have plans to double production. There are also farms being built in
Mexico, Honduras and El Salvador.

Tilapia specialists predict that total tilapia production from Latin America will reach
9,091 MT in 1992-93 (from under 1000 MT in 1991), putting downward pressure on prices.

Venezuela. The Government of Venezuela prohibited tilapia production until June of
1992 because of environmental concerns. Since then tilapia production in Venezuela has
increased at a compounded rate of over 90.3% from 1989-91. Production is expected to
continue growing rapidly. Official statistics record tilapia production of 120.0 MT in 1991, up
from 4.0 MT in 1989.5




: Majo ia 990
COUNTRY -13%0
(Metric tons)
CHINA 106,071
PHILIPPINES 76,142
INDONESIA 50,530
EGYPT 24,916
THAILAND 21,900
TOTAL 279,559
Source: FAO

IIl. Competitive Conditions

Successful tilapia aquaculture requires qualified technical expertise and management;
low costs of production; and consumer acceptance. Tilapia farming requires expertise in
technical areas, including control of water temperature, acidity and salinity; control of soil
quality and chemical composition; and sound management of productive efficiency. Productive
efficiency issues include disease control; feed/fish conversion rates; and generation period.
Many large companies are involved in research and development in genetic engineering.

Costs of production. Venezuelan costs of production averaged $0.85/kg in 1991, in
comparison with international costs averaging between $2.00 and $3.00/kg. Most of the main
cost components -- land, water, fingerlings (fish stock), chemicals (for fertilizer and disease
control) and electricity -- are inexpensive in Venezuela. Feed tends to be more expensive
because most of it must be imported. This is expected to change when there are enough farms to
justify building local feed plants.

Productive efficiency is aiso internationally competitive. The average stocking densiiy
of fish in Venezuela ranges between 1 and 5 fish per square meter. Output yields vary from
3,000 to 10,000 kg/ha of net live fish annually, although greater yiclds have been recorded.

Industry structure. As of 1992, roughly 26 Venezuelan companies had registered as
producers of aquaculture producs. Of these, 6 are tilapia producers, though oaly 3 have reached
commercial levels of production. Total area currently in production is 68 has, represented by
Aquafin, Inagrozooteca and Aquafresh.




Levels of vertical integration in these companies are low. Few companies own
distribution facilities, as most sell tilapia fresh from farm sites, o7 locally at marketplaces. Local
distribution is available by refrigerated trucks either owned by companies or rented on contract.
All of the Venezuelan tilapia companies are family owned. To data, no foreign investment in
tilapia aquaculture has been reported. In addition, no tilapia processing activities, including
value-added steps like filleting whole fish, have been reported.

The performance of Venezuelan tilapia producing companies has been strong, permitting
both solid profit margins and affordable prices. Local sales in 1991 towiled $263,000 for
production volume of 100 MT. Total sales for the same year summed to $350,000 for 120 MT.
In foreign markets, Venezuelan-produced tilapia sold for significantly higher prices, including
the US: $6.00/kg for imported frozen tilapia; in France fresh tilapia on ice soild for $4.00/kg.
One of the venezuelan companies succeeded in selling 20,381 kg of tilapia te European
Community (EC) countries in 1991 at an average price of $4.00/kg. Colombia and Costa Rica
exported tilapia the same year at prices ranging from $5.00 and $6.50/kg.

Signalling optimism among producers, Venezuelan aquaculture companies invested a
total of $526,000 in improved or expanded production facilitics over the period 1985-91. By
late 1992, almost every company had advanced plans for expansion of tilapia production’

capacity.
IV. Legal and Regulatory Environment

Since the ban on tilapia was lifted, the Ministry of Agriculture and Husbandry, and the
Ministry of Environment and Natural Resources, have implemented programs to inform the
public that tilapia production has been legalized, to attract fresh investment into the aquacuiture
crop. Currently, Venezuelan citizens and foreign citizens can invest without restriction except
for assurance that projects comply with legal regulations on the environmeat and fishing.

The Ministry of Agriculture also requires potential investors to submi: detailed technical

feasibility studies. There are no special taxes levied on agricultural activities, including
aquaculture.6

V. Endnotes

1/ Seafood-Leader, *Aquaculture 2000: Fish by Design,” February, 1991, p. 70.

2/ American Tilapia Association, fowa, "Annual Status Report - 1993.°

3l FAO, Fishenies Circular No. 815 Revision 4, Rome, June, 1992,

4/ American Tilapia Association, Q@ git.

5/ These Ggures may be misleading. Domestic tilapia production during the GOV ban dedicated itself mainly for
research purposes. Since mid-1992, aquaculture firms have not only steadily increased tilapia production, but aiso
improved reporting of these activities.

6/ Venezuelan iax breaks for agricultural projects do not extend to agribusiness activities.




Industry: Fish

Segmeat: Aquaculture

Product: Tilapia, (Pink Snapper)

CATALOGUE

NoeTeyveReeN—

A. Variables % Growth
1991 $9-9i Source Footnote
Investments (cumulative, 1989-91)
local (US §) 525855 220.00% 1.8 1
foreign (US §) 0.00 -
Total (US $) 525855 220.00% 1.8 1
umbe icipants 9 4 2
New Companjes (1989-91) 4 34.16% 10 3
‘ | Sales
Volume (Kgs.) 100.000 73.20% 1.8 4
Value (S$US) 263.000 60.4% 1.8 4
Production
Volume (Kgs.) 120.382 90.03% 1.8
Vale= (SUS) 350.642 83.71% 1.8
Impotts
Volume (Kgs.) 0.00 -
Value ($US) 0.00 -
| Exports
Volume (Kgs.) 20.382 N/A 1.8 b
Value ($US) 87.642 N/A 1.8 5
Capacity
Installed (Kgs Jyear) 500.000 33.63% 8 6
Uttilized (%) 80.0% N/A 8 6
Iovestment in R & D
Percent of Total Iavestment % High N/A 7
L in Distrib. C} }
Percent of Toual Investment N/A N/A

N/A: Not Available




1. Competltive Advantages

B. Reluted Variubles

No. of Value
rincipat Inputs Suppliers  Value 1991 % Jarcul % lpid Source Footnote
A) Concentrated feed N/A 50% 100% 0% 1,8 9
B) Electricity N/A 15% 100% ()% 1,8 9
C) Consulting N/A 10% 0% 100% 1,8 9
D) Raw Malcrial N/A N/A N/A N/A 1, 8 9
Related Industries Source Footrote
A) Concentrated (ced 1
B)
<)
D)
Harriers of Entry Scale® Source Footnote
A) Econoniies of Scale 2 1,8
B} Product Differcntiation 0 1,8
C) Capiial Requircinents 2 1,8
D) Difficulty in Accessing Capilal 3 1,8
E) Difficulty in Accessing Channels of Distribulion 1 1,8
F) Difficully in Accessing Labor 1 1,8
G) Other (specily):
Levels of Integrution Scule* Source Footnote
Harizontal 1 1,8 17
Vertical 2 1, 8 17

*Scale: None={), Low=1, Medium=2, High=3




1. Competitive Advantages

C. Qualitutive Variubles

Stuc Ow ip (199 Yes No Source Footnote
Family X 8 10
Few Sharcholders X 1 11
Stock Market X 1)

Forcign Owaership X 10
Others:

Ownership istributio Yes No Source Footnote
Owncd by Producer X 1,8 12
Owned by Independet Entities X 1,8 12

2. Compurative Advantapges

F—

Variables atlonul Growih® Int'i. wowth®
Data 1989.91 Data 1989.91 Source Foolnote
Costs of Production in $US/Kg. 1,6 N/A 2,0-3,0 N/A 1,6, 10 13
Prices in SUS/EE. 2,63 -7.25% 4 N/A 1,6 14
Produdtivity or Yield (Kgs/_lla) 6.000-1.0(K) 14,47% NA NA 1,10 1$
Net Profit >40.00% NA NA NA 1 16

*Annual compounded growth rate, in percent.




Varniables Tendency#
1989-91 Source Footnote

Value Added: I 2 | ]
Uses almost all national inputs Production is basicailv of primarv origin with a reduced industrial ]

transformation. although the sales of fillets and other processed products are being developed mainlv for

the exports markel.

Emplovment: l N/A I I 3

1.273 iobs are generated for each 14 hectares cultivated - a great knowledge of

fish is not required

Productivitv: | 2

Hieb pavsical production relation. good vieids per hectare ana a good conversion reiation |
berween food input and fish obtained

Per-Capita Consumption: [ 2 ] [

There is no orecise information on the consumotion of Tilapia: it can onlv be said that its j
consumption is incrasing as production increases

#Tendency: High Growib=1, Med. Grow1b=2, Stable=3, Med. Contraction=4, High Contraction=3

(1) Data on the cultivation of Tilapia. MAC
(2) Report on Colapia S.A., Colombia
(3} Repost on the cultivation of Red Snapper
(4) M.A.C.. Directorv of Aquaculture irms
(5) National Aquaculture Plan 1990-1993 MAC
6) Article of Agroinvest Newspaper Librarv from 10/26/92 on the cultivation of Tilavias
7} Fish and Aquaculture: Opportunities, probiems and Institutional requirements in Venczuela
8) Aguafis C.A. Survev
(9) Infofish Internations! by FAO
(10) Information supplied by Cesar Alceste of MAC




Segment:
Product:

No.

Aquaculture

Catalogue

Tilapia, Cherry Snapper, Red Tilapia, or Pink Porgy

Source

(1,8

(4)

(4)

(1,8)

(1,6,8)

Footnotes
Observation

There are no cumulative figures for the businesses of this .
sector. Very few of these firms began directly in the

cultivation of tilapia. Until very recently (including '89

and '90), the cultivation of Tilapia was not allowed

legally. Nevertheless, small cultivations existed in the

traditional aquicultural firms. The investment of

US$525,854.81 was realized by only one company in

1991.

Currently in the country there are nearly 80 firms
dedicated to Aquaculture, of which a total of nine firms
cultivate Tilapia. They are: Aquafin, C.A., Aquacria
Maruria, Aquafresh (Acuacultura Integral C.A.),
Aquapez, Granja Los Canamos, Lagos de Sibaragua, Los
Monitos - Miraflores, Granja Las Majaguas y |
Inagrozooteca.

In general, the new!y registered businesses were
previously aquaculturists, but not in tilapia, or if they
were, they didn't register themselves as such, given that
it was illegal.

Local sales, like consumption, have risen rapidly at the
national level. 10% of one of the firms’s total sales is
consumed in the Falcon state, 60% in the rest of the
country, and 30% is consumed outside of the country,
specifically in Europe (EEC). The internal price in 1991
was 150 Bs/Kg. of whole tilapia, which translates into a
very good price for the national consumer of any social
strata.

Generally speaking, exports in this sector began in 1991.
This year, one of the firms managed to place in the EEC
more than 20,000 kilograms of the product at an
approximate price of 4.3 US$/kg.




6 1,8) Installed capacity of one of the firms is 500,C00 kg. which
includes shrimp and tilapia. The utilization of the
capacity has not varied since 1989 when it was 80%.
Tilapia can be cultivated in pools utilizing densities of up
to 20 fish per square meter, depending on the oxygenation
and other factors. The average density utilized in the
country is 1.5 to 2 fish/square meter.

7 (1,8) It was not possible to obtain exact figures of how much
has been invested in R&D and distribution channels, but
it is known that this percentage is high in relation to
annual budgeted expenditures. A firm consulted
reported, for example, answered that the total of its
investments in recent years has been designated to
improving productive capacity and production technology,
which they called investigation and development.

8 (8) The employment rolls at according to the firms
interviewed went from 15 direct employees in 1989 to 30 .
in 1991. They only have one contract employee: a
professional staff member in charge of promotion and
sales. In general, the cultivation of Tilapia doesn't
require large quantities of personnel.

9 (1,8) Inputs are primarily national (80%): concentrated feed
and electricity, among others. The rest of the inputs
originate in Asia, such as Fingerlings (Raw Material), and
Consulting, which has been of vital importance for the
sustained development in this cultivating concern.

10 (8) There has not been a lot of foreign participation evident
up to now. One of the firms is constituted primarily of
few stockholders who are members of the same family.

11 (1) One of the firms has three stockholders, who are related
also.
12 (1,8) According to Aquafin and Aquafresh, the manner in

which the fish is distributed at the local level is through
wholesale and retail sales from the same factory.

National distribution is carried out via refrigerated trucks
used exclusively for distribution. Exportation is done
through third parties. Aquafresh has a landing strip
which could be utilized to these ends.




13

14

15

16.

17

(1,6,10)

(1,6)

(1,10)

(1)

(1,8)

Production costs are relatively low. This fish grows
rapidy and needs little food; energy costs are generally
cheap. Total costs could reach US$2 per kilogram of
whole fish; according to Cesar Alceste (MAC), said costs
in reality are lower, closer to US$1.50. Outside of the
country, the costs for the fish vary between US$2 and 3
per kilogram depending on the country and if it is whole
or filleted. _

The aomestic price for 1991 was 150 Bs/kg or US$2.63/kg
for whole fish, while exports were getting prices higher
than US$4/kg. Colombia and Costa Rica exported at
prices between US$5/kg. and US$6.5/kg.

Annual normal yields of national cultivated Tilapia are
close to 6,000 kg./hectare of pure fish. One company
declares that it is getting annual yields closer to 10,000
kg./hectare.

The average income-yielding capacity, taking into account
that exporting yields more income than selling internally,
surpasses 40% annually. New investment projects
stipulatedby private companies possess an internal rate
of return close to 100%.

Levels of integration in this sector are reduced, given that
only some firms own part of the channels of distribution.
Integration in this sector is not necessary for its

income-yielding capacity.




INTERNATIONAL INDUSTRY PROFILE

® Industry:_Fish
Segment: _ Aquaculture
Product: _Tilapia

DEFINITION

A white, mild-fiavored fish, tilapia is grown through aquaculture and marketed as a low-cost,
high-quality sourc+ of dietary protein. There are six principal species of tilapia grown

pu worldwide; the most abvndant is the Nile species (see Chart 1). Tilapia is naturally dound
in east Africa, though it is now raised throughout the world, primarily in tropical climates.
The fish's rapid breeding (generation time of roughly 4 months) and year-round growth in
the tropics make it an excellent source of income for rural communities.

WORLDWIDE DEMAND

o demand for tilapia is dependent on total demand for seafood, of which tiiapia is a
PY growing component

e world per capita seafood consumption is projected to grow to 34 lb.s in the year 2000
from 27.3 Ib in 1991; world population will grow to 6.13 billion from 5.25 during the

same period
. ® seafood supplies will grow from 63.5 to 94.5 million tons, and aquaculture will make
up 33 % of this increase
o PRODUCTION
o tilapia production increased at triple-digit levels in the early and mid-1980s; growth
in 1988-1990 was 7%
® e worldwide production was greater than 800,000 MT in 1990, and increase of over
85% since 1981
EXPORTS AND IMPORTS
]

® most tilapia is consumed in local markets




KEYS TO COMPETITIVE SUCCESS

e technical expertise; qualified personnel

® key technical areas: water temperature, acidity, salinity; soil quality and chemical
composition; genetic engineering

e productive efficiency: disease control; feed/fish conversion rates; generation period