


























































































































































































































Table 4.9 Capacity Utilization of 5 Pasta/Spaghetti, Macaroni and Biscuits Factories

(in Birr)
Annual Actual
Food Processing s Production Production Utilization
Companies Descriptions Capacity as at Capacity as at Rate
2006 2006
Dire Dawa Food
Complex Wheat Flour 48944 33744 69%
Pasta 16059 11300 70%
L Macaroni 18786 11656 62%
Hard Biscuit
(Galleta)
Biscuits (soft 6060 2040 34%
biscuits)
Kaliti Foods
Wheat Flour 114000 82500 72%
Pasta 6240 4320 69%
Macaroni 6240 3250 52%
Hard Biscuit
(Galleta)
Biscuits (soft
biscuits) 10920 350 3%
Bread 7500 7500 100%
Kokeb Flour and
Pasta Factory
Wheat Flour 24700 12000 49%
Pasta 2340 1300 56%
Macaroni 2340 1800 77%
NAS Foods Biscuits
8389 8112 97%
2 Brothers* 7500 5050 67%
Wheat Flour 187644 128244 68%
Pasta 24639 16920 69%
5 Firms Macaroni 27366 16706 61%
Biscuit/Galleta 32869 15552 47%
Total 272518 65%

Source: Audit Reports and Companies' Reports of each Company, and own calculations
* Sales data were collected based on the carton purchases made the years.

The average capacity utilization rate of the four biscuits producing firms in

2006 was the lowest in the sector i.e. only 47%. This below average
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performances was attributed to the poor performances of the two firms,
namely Dire Dawa Food Complex (34%) and Kaliti Food Complex (3%). NAS
Foods which leads the biscuits industry had a capacity utilization rate of 97%
followed by 2Brother, a challenger in the industry, with 67%. The government
owned firms (Dire Dawa Food Complex and Kaliti Foods) that have a
combined designed production capacities of 16,890 tons of biscuits per year
(about 52% of the four firms) were only supplying 2390 tons (about 15% of
their capacities) to the market. While the two Companies, NAs Foods and 2
Brothers with 15889 tons of designed production capacity had contributed
13162 tons of biscuits (85% of their average capacity) of production in 2006

which indicates higher capacity utilization than government owed firms.

The factors indicated on table 4.9 were mentioned by the respondents of the
questionnaires as major reasons for under-capacity utilizations of the firms
were:

o Shortages of working capital has been ranked as the first reason for
not working at full capacity which might have resulted to some extent in
inadequate supply of raw materials and inputs on time.

e Lack of demand for their products and fierce competition has bee the
3" reasons for poor capacity utilization mainly for the biscuits
producers of government owned companies

e High demand for small sized products i.e. small size products that light
in weight takes same production time as heavy weight products, and
brand switching of production i.e. changes in schedules of production

of products from one brand to another creates down-time which results
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in capacity underutilization were also important reasons ranked at 4"

and 5" level respectively.

Lack of spar-parts, power cut, lack of skilled manpower, and low level

of production technology contributed for the poor level of capacity

utilization.

Table 4.9 Reasons for under-capacity utilization

Reasons for under-capacity utilization

Rank

H

High demand of small sized products

| Brand switching of production (for biscuit lines)
Lack of market demand and fierce competition

Lack of working capital

= (W |o; |~

Continuous supply of raw materials, packing
materials

Lack of spare parts

Lack of skilled manpower

Power cut

Low level of production technology

© oo | | (N

Source: Own survey results based on questionnaires
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4.4 The Impacts of Market Structure and Conduct on Firms’
Performance

The relationship between market structures, conducts of firms and their
performances in an industry or across industries can not be easily defined due
to the complexity of the relationships. For example Greer (1992, pp. 599-609)
argues that the exact form of concentration-profits relationship may have a
linear relationship, or it could be a nonlinear or discontinuous form. But he in
general believes that there is a positive association between profitability and

concentration over a wide variety of measures and circumstances.

The characteristics of pasta and macaroni processing firms as explained so
far using the structural-conduct-performance model of industrial organization
reveals that the market concentration ratio (CR3) was 76% in 2002/03 and
declined to 46% in 2005/06 which reveals that this sector has been highly
concentrated although it has been dropping fast. Two of these firms that are
producing pasta and macaroni - Dire Dawa Food Complex and Kaliti Foods
SC have been dominating the market from 2001/02 to 2005/06 commanding
an average market share of 35% and 20% respectively. These two firms had

a combined average market share of 55%.

As the concentration ratio dropped so did the performances of the three firms
as indicated on their operating profits and return on investment on table 4.1
below. However when the concentration ratio was constant as the case in
2004/05, performances further dropped. As concentration ratio further
declined in 2005/06, operating profit margin and return on investment slightly

increased.
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Table 4.11 The Relationship between concentration ratio (CR3) of Pasta and

Macaroni and Biscuits Producing Firms and their performances

Year CR3 for Pasta and | Operating profits Return on
Macaroni Investment

2002/03 76 7.75% 7.10%

2003/04 62 6.86% 6.18%

2004/05 62 -0.27% -0.23%

2005/06 46 0.19% 0.14%

Source: Table 4.2 and 4.8

The number of firms engaged in the production of pasta and macaroni
markets are eight. Number of firms determines the market structure of an
industry. The larger the number of firms being equal in size, in a given market,
the more competitive the industry will be. The smaller the number of firms
coupled with variation in size, the less competitive the market will be and in
this case few firms become dominant. Viewed from this perspective, the
smaller number of firms in the case of Pasta and Macaroni with some
differences in production technology is not as such competitive. The market of
these products is dominated by Dire Dawa Food Complex that has relatively
modern production technology. The company has differentiated its product
and got a better acceptance in the market due to mainly it's relatively good
quality product, similar packaging like the imported ones, and its better
advertisement efforts made so far to create demand and enhance consumer
preference than its competitors. Investment in Pasta and Macaroni also

demands higher capital than other food processing lines like biscuits which
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creates barrier entry for the industry. The company also charges higher price
than its competitors which is in line with the notion that the higher the
advertisement expense, the dominant will be the firms and thus engaging in
price leadership. However its higher price did not result in higher profitability
as shown in 2005/06. These firms also did not have their own wheat farm, or
did not diversify in other related products except bread so as to improve their

market power.

The biscuits market on the other hand differs both in the number of players
and mode of competition. The number of existing firms operating in the
market are fourteen. Of course they vary both in terms of production
technology and market orientation. Many of the biscuits producing firms are
operating with biscuits production lines and packaging machines from China
and India with higher inefficiencies than machineries from Europe. Only three
companies have European made production lines and packaging machines.

Like that of the pasta and macaroni producing firms, the biscuits market is
characterized by high degree of concentration. The concentration ratio (CR4)
of the four firms as measured in terms of sales revenue was 91% in 2005/06.
It grew from 53% in 2002/03 to 91% in 2005/06. Two of the firms namely NAS
Foods and 2Brother had 85% of the market share. NAS Foods alone had 55%

of the market in 2005/06, followed by 30% of 2Brothers.

It was not possible to explain the relationship between market structure and
performances in terms of return on investments of biscuits producing firms of
this study due to lack of financial data and reports by products. However, the

return on investment of NAs Foods has been growing fast from 4.6% in
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2002/03 to 27.18% in 2005/06, while the sales performances all government
owned firms had been declining drastically following the introduction of NAS

Foods and other biscuits producing firms.

New comers particularly with innovative products and systems always pose
new challenges and perhaps opportunities for the incumbents in any
business. According to the Factor Manager of NAS Foods, the introduction of
his company in 2002 with modern technology and varieties of quality biscuits
has changed the structure of the industry that was static and dominated by
imported biscuits for long period of time. The Manager further explained that
existing local firms began responding by emulating NAS Foods in terms of
packaging, pricing and even advertising strategies. The marketing
investments in terms of advertisement mainly through television that was 3%
of sales in 2002/03 dropped to 1% in 2005/06- the highest expenditure in the
industry. Old packing styles of biscuits and pasta have been replaced by
convenient and easy to handle style. Firms in the business have similar

packaging, pricing and even advertisement with little variations.

Although the biscuits market is somehow concentrated, the market leader or
dominant firm does not charge higher prices at the retail level as that of Pasta
and Macaroni sub-sector. At the wholesalers level however, firms charge
different prices with a range of Birr 2 to Birr 4 per carton. NAS Foods, being
the market leader in this business, charges higher prices at the wholes price
level than its competitors. Wholesalers and retailers in general prefer to push

biscuits that has generates better margin.
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It has been evident that all the government owned firms were operating with
no or negligible amount of profits; while the private firms have been
performing remarkably. Could ownership play a significant role in influencing
the performances of firms? Size as explained in terms of sales, capital, or
employment had impact on the performances of the firms as proved in the
operations of Dire Dawa Food and NAS Foods i.e. the higher the sales of a
firm in a particular market area, the larger will be its market share. But the fact
reveals that size did not have impact on the performances of these firms as
measured in terms of their profitability, return on investment and labor

productivity even if they had higher sales turnover.

Average capacity utilization of firms in 2006 was 65%. The major reasons for
their under capacity utilization ranges form lack of demand, raw material to
absence of spare-parts. Biscuits producers had the lowest utilization rate of
45% and this poor capacity utilization rate, despite their huge designed
production capacity, was due to the sharp drop of sales by government

owned firms due to emerging competitors.
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CHAPTER FIVE

Conclusion and Recommendation

5.1 Conclusion

The research on defining the characteristics of the food markets based on the
evaluation of the five firms with the application of the structural-conduct-
performance model of industrial organization reveals the following key
conclusions:

1. The Ethiopian food processing firms of pasta, macaroni and biscuits
are highly concentrated and dominated by one or two major firms in
this case Dire Dawa Food Complex and Kaliti Foods for Pasta and
Macaroni Products, NAS Foods and 2Brothers in the case of biscuits
market. The performances of firms particularly that of pasta and
macaroni producing firms have been affected by the market structure
as measured in terms of its concentration ratio (CR3) of the three
firms. The relationship in general seems linear as shown on the table
4.11 above. The concentration ratio of the pasta and macaroni firms
has been declining while that of biscuits has been growing.

2. Competition among the biscuits firms is more intensive than the
macaroni and pasta markets due to the larger number of firms and
low level of product differentiation although attempts were made to
differentiate through branding and advertisement. However, there is a
tendency where a dominant firms are emerging in each case, followed

by infringe firms that are competing at low level.
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3.Entry barrier to pasta and macaroni manufacturing is higher than
biscuits production in terms of capital requirements and the shortages
of quality of wheat or high cost of imported Durum wheat which is
essential for quality products.

4. Firms are not integrated be it is forward, backward or horizontal. Lack
of back ward integration for example in wheat farm has made firms
vulnerable to lack of continuous supply of wheat that constitutes
about 55% of the cost of goods sold for biscuits production (as the
case in NAS Foods), and 75% for pasta and macaroni production (as
the case in Dire Dawa Food Complex),

5.The role of marketing in those government owned firms has been
ignored and some of its functions are handled by the commercial units
which undermined the active roles of these firms in the industry. This
would certainly minimizes their innovative and competitiveness in the
market.

6. Prices are not determined in consultation among rivals, no collusion.
But in the case of biscuits producing firms, NAS Foods, the market
leader, sets its wholesale prices higher than its competitors. At the
retail level all prices of same sizes are same. In the case of pasta and
macaroni market, Dire Dawa Charges higher than its rivals due to its
brand preference among consumers.

7. The performances of firms measured in terms of operating margin
reveals mixed results. Except for NAS Foods and Kokeb Flour and
Pasta Factory that had continuous growth, the rest of the firms had

losses. Kaliti Food SC had incurred losses from 2002/03 to 2004/05,
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while Dire Dawa Food Complex made losses in 2005/06. Particularly,
these firms that dominate the market in their market share have
shown discontinuous growth of profits. Return on investments of

government firms was lower than one of the private firm.

8.All firms have been operating below capacity. Particularly government
owned firms had the lowest capacity utilizations in their biscuits
productions. The average capacity utilization rate of pasta and
macaroni producing firms in 2006 was 65%, while that of biscuits was

47%.
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5.2 Recommendations

The finding and conclusions of the research reveals that the pasta and
macaroni firms are concentrated but with a declining trends as measured in
term of CR3 with a declining performance, while the CR4 of biscuits has been

increasing which also reflects increasing performances.

In term of the conducts of the firms, it has been explained that they lack
competitiveness and integration in the market which demands perhaps the
implementations of various solutions in an integrated manner as
recommended hereunder:

y 1. Firms have to look for source of finance so as to get relief of shortages
of raw materials and thus maximize production capacity utilization. The
sources of finance could be banks, stocks/share markets or raise
equity.

2. Well organized market department that can carry out market research
on existing products and new products, develops sound marketing
strategies for all firms is critical in order fo enhance their
competitiveness.

3. Investing in wheat farm and packing business in the long term will
provide competitive edge for firms to compete at low cost. Thus firms
should be able to consider backward integration in wheat farms as one
of the viable strategies so as to ensure their competitiveness in the
market. However the buy or make option has to be well analyzed so as

to decide on viability of this recommendation.
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. 4. Firms should also gear themselves towards diversification in to related
products such as comnflakes, wafers and chocolates in order to tap the
existing sales and distribution infrastructure.

5. Government taxes particularly Value Added Taxes (VAT) levied on
flour mills might have also increased the cost of flour which in turn
increases cost of food processing firms. The government thus has to
remove VAT from flour products so as to motivate the sector and its
chain.

6. The quest for Future Research! This research did not cover all firms in
the industry due to time constraints and lack of reliable data.
Professionals in the field of marketing and economic should therefore
further investigate the characteristics of the food industry in detail
using the industrial organization model of analysis so as to identify the
characteristics of these firms and propose possible measures that will
enhance the competitiveness of the industry. The study should among
other things include the impact of ownership in the structure, conduct
and performances of firms and other measures of market structures

can be applied to measure performances of firms.
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Annex | Sales and Profitability of Firms

sales and Profitability of 5 Pasta/Spaghetti, Macaroni and Biscuits Factories (in Birr)

Food
Processing Descriptions 2001/02 2002/03 2003/04 2004/05 2005/06
Companies
Dire Dawa
Food
Complex Sales 83720180 90482000 93363655 81364167 87367135
Wheat Flour 23982000 25629000 22514540 11644366 17559334
Pasta 24331180 26925000 31045984 32659178 37273165
Macaroni 28919000 31749000 33519996 31557186 25457499
Biscui |l 6049480 5489150 6211321
Hard Biscuit (Galleta) 6488000 6179000 9
Biscuits (soft biscuits) 233655 14287 865816
Cost of Goods Sold 70276778 72495536 76151645 72595252 78592688
Gross Profit 13443402 17986464 17212010 8768915 8774447
Expense 5412402 6275973 6993547 8679147 9194567
Operating Profit 8031000 11710491 10218463 89768 -420120
Other Income 395316 410645 1568461 692822 698961
Profit Before Tax 8426316 12121136 11786924 782590 278841
Profit Tax 3009114 3667509 3567208 183775 78087
Net Profit 5417202 8453627 8219716 598815 200754
Total Asset 112121000 123173189 131321577 120768980 148177241
Operating Margin 9.59% 12.94% 10.94% 0.11% -0.48%
Return on Investment 7.16% 9.51% 7.78% 0.07% -0.28%
Kaliti Foods Sales 50020129 53440300 52877202 51519751 40613685
Wheat Flour 6,425,000.00 4809627 1475798 2639915 751697
Pasta 17,773,000.00 19238508 16506951 20728107 19663011
- Macaroni 14,592,000.00 16032090 17919475 17147911 9822527
Hard Biscuit (Galleta) 7,318,973.00 3206418 3590085 1637851 599035
Biscuits (soft biscuits) 3847701.6 3719589 2611814 1622945
Bread 3,541,000.00 4008022.5 5952153 3907232 5865951
Pastini 267,201.50 286780 449830 396019
Cost of Goods Sold 42,765,166.00 48096270 48665157 46671428 34380772
Gross Profit 7,254,963.00 5,344,030.00 4212045 4848323 6232913
Expense 6,062,286.00 5,878,433.00 4,190,227 5,192,596 5,200,519.00
Operating Profit 1,192,677.00 (534,403.00) 21,818.00 | (344,273.00) 1,032,394.00
Other Income 370,156 1870410.5 3426371 2397091 1892500
Profit Before Tax 1,562,833.00 1,336,007.50 3,448,189.00 2,052,818.00 2,924,894.00
Profit Tax 609,964.00 HREF! 0 0 0
Net Profit 952,869.00 HREF! 3,448,189.00 2,052,818.00 2,924,894.00
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Total Asset 56656457 50990811.3 46367936 48293385 53531792
Operating Margin 2.38% -1.00% 0.04% -0.67% 2.54%
Return on Investment 2.11% -1.05% 0.05% -0.71% 1.93%
Kokeb Flour
and Pasta
Factory Sales 23128213 22356700 21650434 21,888,640
Wheat Flour 10572212 7949037 4341816 4234503
Pasta 5827115 7348423 7982242 5856418
Macaroni 5306715 5771844 7967133 10067492
Cost of Goods Sold 19558332 19170455 18861575 19831922
Gross Profit 3,569,881.00 3,186,245.00 2,788,859.00 2,056,718.00
Expense 1799119 1855593 2955491 2,388,923.00
Operating Profit 1,770,762.00 1,330,652.00 | (166,632.00) (332,205.00)
Other Income 1422171 1287396 1359243 1,730,227
Profit Before Tax 3,192,933.00 2,618,048.00 1,192,611.00 1,398,022.00
Profit Tax 531228 399367 162370 0
Net Profit 2,661,705.00 2,218,681.00 1,030,241.00 1,398,022.00
Total Asset 8138023 81843590 9447997 13081310
Operating Margin 11.51% 9.92% 4.76% 6.39%
Return on Investment 21.76% 16.26% -1.76% -2.54%
NAS
Foods Biscuits
Sales 13,900,000 | 40,370,000 58,130,000 | 96,140,000
Operating Profit -670,000 2,100,000 3,720,000 | 14,970,000
Assets 43,090,000 | 45,620,000 50,340,000 | 55,080,000
Operating Margin -4.82% 5.20% 6.40% 15.57%
Return on Investment -1.55% 4.60% 7.39% 27.18%
2 Brothers* Sales 15750000 29750000 38930000 52710000
Number of Employees 310
Sales per employee 170032

Source: Audit Reports and Companies' Reports of each Company, and own calculations

* Sales data were collected based on the carton purchases made the years.
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Annex li: Questionnaires and Interview Questions for Managers[Supewisors
Q.Code:____

Objective of the Questions

The objective of these questions is to assess and evaluate the behaviors and performances of
Flour, Pasta, Macaroni, and Biscuits producers of medium and large enterprises in Ethiopia. The
data that will be collected from you (and from all other respondents) will be confidential and
only be used for academic purposes i.e. as inputs to write a thesis for an MBA degree in Addis
Ababa University, and by no means will it be transferred to a third party. To this end, your kind
cooperation in furnishing correct and reliable information will be highly appreciated.

The researcher would like t0 take this opportunity to thank you in advance for your kind
cooperation and assistance in responding to following questions.

1. Year of company establishment

2. Current Capital of the Company

3. How many employees do you have currently
a. Permanent
b. Temporary

4. Sales turnover by product inton (Birr)

%

2006/07
(1998/99)

Product

2002/03 2003/04 | 2004/05
(1994/95) (1995/96) (1996/97)

2005/06
(1997/98)

Macaroni
Pastini

Galleta/Hard Biscuit
Biscuits (soft)

By-product

If sales data is not available, kindly provide production capacity & its actual utilization rate

2003/04 2004/05 2005/06 ‘ 2006/07
(1995/96) (1996/97) (1997/98) (1998/99)

2002/03
(1994/95)

Macaroni
Pastini

Galleta/Hard Biscuit
Biscuits (soft)
By-prod




10.

ki 1

12

13.

14.

15.

16.

Confidential

Do you have flour mill?

a. Yes
If yes, what is its capacity per day or month
b. No
Do you have wheat farm?
a. Yes,
If yes, please state yearly production of the farm
b. No

In your opinion, which company is the market leader? Please indicate its name

Competition in your market is based on (put in order of importance from highest to
lowest — 1% to 5™ ):

a. Price
b. Quality of product
c. Packaging

d. Promotion
e. Availability of products
Please list down names of your brands

When is the last time you had new brand

Which of the following tools have been used to improve competitiveness (put them as
1st , an’ 3rd and 4th )
a. Charge lower price for better market chare
b. Develop new product
¢. Conduct Promotion
d. Develop new market areas
How do you determine price changes (circle the best one)
a. Follow the price changes made by competitors
b. Agree with similar firms to change price
€. Set price level above cost
If the market leader changes its price, do you also change?

a. Yes
b. No

Do you have Marketing & Sales Department at equal positions like other Departments?
a. Yes,

b. If no, which functional area handles the functions of marketing and sales

Which activities of marketing and sales your company focuses most? Please these
activities

Which promotional elements do you use frequently (put from 1% to 5" stage)
a. TV
b. Radio
c. Trade promotion/discounts
d. Billboard




Confidential .

e. Free samples

17. How much on average do you spend on promotion per year?

18. Please rank in order of importance the reasons for under-capacity utilization of your
company.

Reasons for under-capacity utilization Rank _‘

High demand of small sized products

Brand switching of production

Lack of market demand and fierce competition

Lack of working capital

Continuous supply of raw materials, packing materials

Lack of spare parts

Lack of skilled manpower

Power cut

Low level of production technology

19. What are the major problems and challenges facing the food processing firms in
Ethiopia?

Thank you,
Yifru Tafesse, MBA Student



Annex lii. Consumer Preference Questionnaires for Pasta, Macaroni and Biscuits

e
Objective: the objective of this brief questionnaire is get information about your brand preferences of pasta, macaroni and biscuits. Your honest
information is highly appreciated.

1. General

Information
Age
Sex

Occupation

2. Brand
Preference | prefer the brand because of

Ease of
Brand Name Size in GM [Price Quality Availability Advertisement |use/preparation Other Reasons

Vera

Cheralia

Hip Hop

NAS Glucose

Glory

2B Glucose

Choppy

TM Glucose

Abuwalad

Smile

Micky

Lovely

Others (Specify)




