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CHAPTER I

INTRODUCTION

Statement of the Problem

PROAGRO is the leading firm in the broiler business in
Venezuela. It is integrated through hatchery, grow-out,
processing and distribution activities. As a conseguence
of strict price regulation policies enforced by the govern-
ment in the poultry products, PROAGRO experienced serious
injury to its profitability over the last few years. The
most severe regulations were applied to PROAGRO's chief pro-
duct (whole, ready-to-cook broiler with feet and giblets
incorporated in the body cavity); therefore, PROAGRO's
management has concentrated research efforts to find alter-
native ways to increase sales of products with larger
margins through the most profitable distribution channels.
At the present time the distribution channel with the biggest
margin for broilers is through the restaurants specializing
in broilers. PROAGRO sells 8 percent of its products to
this kind of establishment,l but recent efforts to increase
distribution in these channels have had limited success due
to intense competition from other poultry firms. An alter-
nate way to increase broiler sales through "away-from-home"

channels would be through an owned (or controlled) chain

lEstimated from PROAGRO sources.
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operation with high sales volume per unit. To accomplish
this it would be necessary to offer faster service and lower
prices of the products. These factors have been the basis
of the fast-food concept developed successfully in the
American market.

This report will focus on the development of research
methodology appropriate for (1) analyzing the Venezuelan
market potential for fast-food poultry products and (2) evalu-
ating PROAGRO's likelihood of increasing profits through

entry into this business.

Objectives

The accomplishment of the goals of this study will be

pursued through the following specific objectives:

(1) Description of the development of the poultry
industry in Venezuela and its role in the
country’s economy.

(2) Identification of the existing marketing channels
of the broiler industry in Venezuela and descrip-
tion of the different merchandizing forms used by
PROAGRO to market its products.

(3} To briefly describe the structure of the food ser-
vice industry in Venezuela and to suggest appro-
priate methodology for analyzing the factors
affecting the broiler segment of the eating-out
business.

(4) To indicate methodology for (a) identifying the

main consumer characteristics of the target
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market and (b) evaluating the size of the poten-
tial market for boilers through fast-food outlets
in Venezuela.

(5) To make a preliminary estimation of the total
market potential and PROAGRO's sales potential
for broilers through fast-food outlets in
Venezuela.

(6) To develop the methodology for (a) estimating the
major costs and (b) conducting volume cost-profit
analysis for a fast-food broiler chain operation

in Venezuela.

Organization of the Study

Chapter I has provided a statement of the problem and
the specific objectives of this report. 1In Chapter II,
brief preliminary analyses are presented covering: (1) the
Venezuelan economy, (2) the stage of development of the
breoiler industry, and (3) current status of the food service
industry. This provides appropriate background information
for a more detailed evaluation of the potential market for
broilers through fast-food outlets in Venezuela. Chapter III
presents a theoretical framework for the market potential
analysis to be conducted in Chapter IV; and Chapter V
provides an illustrative example of the research methodology
to be followed in the break-even analysis. Finally,
Chapter VI presents the conclusions obtained from the study

and gives some recommendations for additional research.




CHAPTER II

PRELIMINARY STUDY

The Venezuelan Economy

Until 1930, Venezuela was a country whose economy
relied heavily upon the agricultural sector. The develop-
ment of the o0il industry drastically shifted this orienta-
tion and since then the government has been provided with a
strong source of economic power. At the present time,
Venezuela has the highest per capita income in Latin America,
but its economy is still strongly dependent on oil revenues.
In 1975, ©il's contribution to the GNP (in current terms)
was 35 percent and its exports generated 92 percent of the
sources of foreign exchange money.l Table 1 presents GNP
information and shows the contribution to the GNP from oil
and agriculture over the period 1971 to 1976. According to
these figures, the average growth of the GNP in that period
was 5.6 percent (in real terms). At that time an annual
average growth for the GNP was estimated at 8.4 percent in

2

real terms between 1976 and 1980. The government planned

to use the extraordinary revenues derived from the 1973 oil

lBanco Central de Venezuela, Informe Economico 1975
(Caracas, 1976).

2

Cordiplan, Y Plan de la Nacion (Caracas, 1976).




5
price increases to stimulate development in other areas of

the economy.

Table 1.1. The Gross National Product and the 0il and Agri-
cultural Sectors (1971-1976).

1971 1972 1973 1974 1975 1976

(millions of 1968 Bs.)

Gross National

Product 51819 53380 56963 60285 63416 68123
From the 0il

Industry 10818 9967 10710 9338 7289 7351
From Agriculture 3664 3543 3730 3958 4236 4074

From Other Sources 37339 39870 42523 46989 51891 56698

From: Banco Central de Venezuela, Informes Eccnomicos, 1975
and 1976.

The Venezuelan government decided the nationalization
of the oil industry on January 1, 1976. The natural diffi-
culties of a transitional period and the policy to keep price
increases determined by the OPEC have meant that o0il sales to
foreign countries decreased more than the expected figures.
This decline in oil revenues has not been offset in other
areas of the economy which have been growing at a lower aver-
age rate than originally expected in the general plan of
development.3 On the other hand, the higher inflation levels
in the last few years have contributed to more trouble in the

economy. The relative annual average increase of the CPI was

3Cordiplan, V Plan de la Nacion (Caracas, 1976).
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2 percent between 1961 and 1972; however, this figure
increased an average of 7 percent between 1973 and 1977.4
In their efforts to overcome the problems, the govern-
ment has at time undertaken apparently contradictory policies.
That is the case in the agriculture sector which has enjoyed
many incentives such as: tax exemptions, financial help,

technical assistance, etc¢., but, on the other hand, has been

affected by severe price regulation and control measures.

Development of the Poultry Industry in Venezuela

The poultry industry is relatively new in the Venezuelan
economy. Its development is a result of governmental policies
aimed to reduce the high level of broiler imports prevailing
in the late '40s and early '50s. At the start, the industry
was characterized by the presence of many growers who had
extended their activities through processing and distribution
of the products. The adoption of advanced technologies and
consecutive improvements in management techniques led the way
toward more efficient farms and fewer but larger processing
units. During the '60s and early '70s the feed companies
were the leaders in the integrative process and many of the
small producer-processors which had remained independent were
forced out of the business. At the present time the govern-
ment policies have resulted in a new shift in the orientation

of the industry's growth. The new policies have been aimed

4 .
Banco Central de Venezuela, Informe Economico,
selected issues.
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at the encouragement of production at the farm level, but
strict control in other areas ©of the vertical broiler com-
plex. The role of integrators traditionally held by the
feed companies is being transferred to the processing-distri-
bution firms. There are two main reasons for this: first,
the feed companies were not qualified to enjoy the tax exemp-
tion incentives provided by the government for most of the
agricultural enterprises; and second, to assure effective
outlets for their products farmers are now more interested
in contracting with processors which also have been qualified
for tax exemptions. On the other hand, reduced margins
resulting from enforced price regulation at the processing
and retailing level makes it more attractive for these firms
to integrate backward to the more profitable production
level.

Up to 1975 PROTINAL was the leading company in the
poultry business in Venezuela. To take advantage of the
governmental policies aimed at the production sector, this
company decided to divide into two firms: (1) the original
feed company alone and (2) all the other activities grouped
in a new firm (PROAGRO) whose basic objectives are the pro-
duction and marketing of broiler products to the final
customer. The organization of this new firm has forced its
management to look more directly into the specific problems
of the broiler market. At the present time the chief pro-
duct is the traditional whole, ready-to-cook broiler with

the giblets and feet incorporated in the body cavity. More
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than 95 percent of the broilers in Venezuela are sold to
customers in this form. The other 5 percent is sold with
additional processing and preparation.5 The main type of
this further processed product is the "special broiler"
which is the carcass of the bird, without the giblets or
feet (cleaned up), and classified by weight according to
customer requirements.

The government regulation policies in the broiler indus-
try have been focused on the whole, ready-to-cook product at
the retailing and consumer levels. Price regulations effect-
ing the chief product have been so harsh that prices are
sometimes exceeded by costs; and processors' efforts to
avoid losses very often result in the detriment of quality

and reduction of shelf life.

The Broiler Marketing Channels

PROAGRO is the biggest firm in the broiler business in
Venezuela with 20 percent of the total market. More of 90
percent of PROAGRO's broilers are marketed as the chief pro-
duct (whole, ready-to-cook bird). The other 10 percent is
sold with some sort of additional preparation and are exempt
from strict price regulation policies.6 As a major company,
PROAGRO should encourage the Poultry Associations' stance in
asking the government for fair price policies., As an indi-

vidual firm, PROAGRCO should undertake research aimed to

5Estimated from PROAGRO's sources.

6PROAGRO.
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achieve increases of efficiency through all the stages of
the new vertically integrated operation analyzed as a whole
system. Simultaneously, its marketing research department
should focus its efforts in order to find out ways to
increase sales of the products with larger margins and
through the most profitable distribution channels.

Figure 2-1 presents the possible ways in which, at the
present time, PROAGRO's products can reach consumer hands.

Of all the possible alternatives to increase sales of
the most profitable products,'7 the one which appears to have
the greatest market potential is through the institutional
outlets (restaurants, hospitals, schools, military, hotels,
fast-food outlets, etc.). The expansion of these outlets
has been one of the key features in growth of broiler con-
sumption in the U.S. during the last 10 years. Sales of
broilers through the institutional markets in the U.S.
increased from 10 percent in 1963 to 25 percent in 1975.8

In Venezuela, sales to institutional markets are made
mainly by independent distributors and retailers. PROAGRO's
sales to the institutional market are made primarily to
restaurants specializing in broilers called "Pollos en

Brasas." This kind of establishment is a new feature in the

7Other presentations different to the chief product
(whole, ready-to-cook bird).

8Verel W. Benson and Thomas J. Witzig, The Chicken
Broiler Industry: Structure, Practice, and Cost, U.S.
Department of Agriculture, Economic Research Service, Agri-
cultural Economic Report No. 381, August 1977.
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"away-from-home" business in Venezuela. They have the
characteristic of providing faster service and at the same

time lower prices than the other restaurants.

The Food Service Industry in Venezuela

In Venezuela most of the people who eat out do so at
the traditional style of restaurant where they get their
lunch which still is the most important meal in the
Venezuelan diet. However, at the present time, the develop-
ment of the "pollos en brasas" establishments and the intro-
duction of the "fast-food" hamburger chain operations show
that this pattern is starting to change and it seems that
it may even continue changing at a faster rate in the near
future. There are several reasons to believe this:

(1) Distances between work and home are greater nowadays

and therefore, more people have to eat their noon meal at
their work places or close to them. {(2) Time to have lunch
is being reduced. Many public and private office workers
who have had a 2-hour break for lunch (12 to 2 p.m.) are now
getting only a l-hour lunch break. (3) The increasing
number of working housewives and the coincidental fact that
nowadays it is more difficult and expensive to have someone
other than the housewife cooking the food at home. (4) The
economic growth in the last few years has generated notable
increases in business and therefore more intercity movements
of people who has less time to eat. On the other hand, even
when the personal disposable income has increased, the pro-

portion of discretionary money has declined. Therefore,
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people want to save time and money in eating. Simultaneously
they want to get the best possible quality in taste and
nutritional value from food they consume. The fast-food
establishments have been the answer to these consumer demands
in the United States, and it seems that a similar trend is
likely in Venezuela. With higher prices of red meat pro-
ducts, it may be feasible to obtain larger sales volumes
with broiler products in these establishments.

As a part of its efforts to search for more profitable
outlets for its products, PROAGRO decided to explore the
food service industry through the acquisition of a tradi-
tional restaurant specialized in poultry products. The pre-
liminary results obtained in this pilot center suggest that
in order for a real chain of establishments to be successful,
their operations should be based on a higher volume per unit.
The fast-food concept offers the opportunity to fit this
basic requirement and at the same time provides the perspec-
tive of development for a new and highly profitable outlet

for PROAGRO's products.

9PROAGRO.

9




CHAPTER ITI

MARKET POTENTIAL ANALYSIS

"The ordinary business of marketing is the matching of
goods and people. Perhaps its extraordinary business is the
matching of possible goods and the potential needs of
people."1

In the previous part of this paper a set of potential
wants and needs in the Venezuelan "away-from-home" food
market has been recognized. From the preliminary analysis
it has been concluded that this group of potential wants and
needs could be fulfilled by the fast-food concept. The task
now is to evaluate the total potential market for the fast-
food business and to estimate the potential market share that
might be captured by broiler products in Venezuela.

This chapter will provide a theoretical framework to be
applied in market potential analysis. Market potential
studies have two phases: first, gqualitative analysis is
used to identify the most relevant characteristics of the
different groups of potential customers for the product or
service being researched; and second, the quantitative
analysis is used to estimate the size of the potential market

for the product.

lWilliam Lazer. Marketing Management: A Systems Per-
spective. The Wiley Marketing Series (New York: John Wiley
and Sons, Inc., 1971), p. 45.

13
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Qualitative Market Analysis

According to the general objective approach used by
Weisenberg,2 different segments can be identified in the
market based upon demographic and socioceconomic factors.

The demographic characteristics most widely used are sex,
age, marital status, number and age of children, ethnic or
racial background, geographical location, and mobility of
household. Socioceconomic characteristics include such
factors as: income, education and occupation. Table 3-1
presents a list of factors to be used in the identification
of different segments of the Venezuelan market. This table
has been elaborated from Robert Dietrich,3 who used a similar
set of characteristics to evaluate the away-from-home food
market in the U.S.

Once the relevant characteristics of the target market
for a product are identified, the task is to estimate the
size of this potential market and when possible, the size of
the potential market in each one of the market segments
identified in the qualitative analysis. Several methods of
gquantitative market analysis will be addressed in the

following section.

Quantitative Market Analysis

Total market potential is normally interpreted as mean-

ing the maximum sales opportunities for all the sellers of a

2Terry Mathew Weisenberg, "Generalized Market Segments,"”
(Ph.D. dissertation, Michigan State University, 1977).

3Robert Dietrich, "Who's Eating Out," Progressive
Grocer (September 1977), p. 31.
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Table 3-1. Identifying Characteristics of the Away-From-
Home Market.

Factors

(1) Age Under 20

20-24
25-29
30-34
35-44
45-54
55-64

Over 64

{(2) Annual Income (§) Under $7,500
$7,500~-11,900
$12,000-19,900
$20,000~34,900
$35,000 +

(3} Education Elementary School
High School
University

(4) Sex Female
Male

{5) Marital Status Widowed
Married
Single
Divorced/Separated

(6) Size of Household 1-3
4-5
6 Or more

(7) Type of home House
Apartment
Other

(8) Working Status Working out
of Women Housework
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product or service in a market. When referring to an indi-
vidual seller it is called Sales Potential. It is important
to point out that the concept of "maximum sales opportuni-
ties" is to a great extent a very abstract and subjective
term for any product that has not yet saturated its potential
demand. For the purposes of this discussion, the following
concept will be specified: Total Potential Market is the
maximum volume of the product or service that all sellers
are likely to be able to sell with similar product offerings
at given prices and marketing techniques, and with current
buying proclivities of consumers. Here it is important to
emphasize again that the market potential available to all
firms may be larger than existing total sales when the pro-
duct or service is still far from market saturation.

The guantitative methods used to analyze potential mar-
kets can be segregated inte (1} a nationwide market (Total
Potential Analysis) and (2) a specific area or market seg-
ment (Area Potential Analysis). According to Luck and
Taylor, the Total Potential Analysis can be further divided
into two general types: Macropotential and Micropotential
Analysis Methods.4 The Macropotential Analysis Methods
start with the total demand for a whole industry and then
narrow down the estimated demand for the particular product

concerned. Two different approaches are commonly used, the

4David J. Luck, Hugh G. Wales, Donald A. Taylor, and
Ronald S. Rubin. Marketing Research, 5th Ed. (Englewood
Cliffs, New Jersey: Prentice-Hall, Inc., 1978).
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corollary product and the statistical derivation. In the
corollary product method, the demand for any product is
correlated with the demand for products whose sales data are
available. This is very useful in estimating the demand for
a new product; the only problem is that an appropriate rela-
tionship with a corollary market has to be developed.

In the statistical derivation method, markets may be
estimated by starting with a total consumer market and then
successively eliminating those classes of buyers who are
likely to have little demand for the products. For existing
products, information is generally available on total sales
or national consumption and about how purchases have been
distributed among consumers with different characteristics.
For a new product, this narrowing process must be accomplished
on a judgmental basis.

Micropotential Analysis starts with the demand for each
individual purchasing unit and then these are aggregated and
projected to arrive at an estimated total market potential.
Two different approaches are frequently used, buying inten-
tion surveys and test markets.

In the buying intention surveys, the population is
classified by socioeconomic groups on a sampling basis. 1In
these surveys the questions are aimed at obtaining useful
information to quantify the potential need at the present
time for different segments of the population.

In a test market method, actual sales operations are

carried out in selected test markets and some of the most
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important variables influencing performance are evaluated.
The results from these tests are projected nationwide to
get the total market potential. This is a very expensive
method which therefore should be followed only if the market

is sufficiently broad to generate adequate profits.

Area Potential Analysis

Very often the markets under study are specific areas
such as states, cities, counties, or sales territories, or
the target markets may be certain classes of the population
such as farmers, homeowners, or persons at certain income
levels. According to Luck and Taylor, the objective of
Area Market Potential Analysis is to find the best markets
for a product or service. The term may better be applied
to the highest potential per capita, the highest total mar-
ket, or the market with the greatest profit possibilities.
Three main approaches have been selected to be presented in
this paper as means of determining area market potentials:
(1) corocllary-product index; {2) buying power index; and
(3) multiple regression analysis.

The corollary-product index uses the same approach
explained in total potential market, but applied to specific
areas or selected market segments.

The buying power index is a comparative method based on
those factors influencing the amount of purchasing power in
different localities. The most common factors utilized are

population, retail sales, and disposable income. These
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factors are usually weighed on a judgmental basis according
to the analyst's criteria, and expressed in a common denom-
inator to obtain a general buying power index. Some other
important factors effecting the demand for a particular
product can be incorporated on the basis of the realistic
knowledge of the market conditions for the product.

The multiple regression method is based on the theory
that if certain factors are freely related to the demand for
a product this has been evidenced in the past. 1In this case,
the relationship between the different factors and the demand
(dependent variable) is supported with statistical tools and
the size of the potential market and its future growth is
associated with changes of the levels of these independent

variables.




CHAPTER IV
THE VENEZUELAN FAST-FOOD BROILER MARKET

In this chapter, some of the theoretical aspects
described in Chapter III will be applied to analyze the
Venezuelan fast-food broiler market.

The qualitative analysis is difficult to develop in
detail due to lack of information about the relevant factors
required in order to identify the different market segments
in Venezuela. However, by comparing the analyses realized
by R. Dietrich1 in the U.S. and a preliminary report pre-
sented by C. Reyna2 in Venezuela, the following character-
istics can be generalized about the "away-from-home" food
market in both countries:

1. The young people eat out with more frequency than

clder people.

2. As income levels are higher, a higher percentage

of people eat out.

3. Better educated people eat out more frequently.

4, Men eat out with higher frequency than women.

5. 8Single people {or divorced) are more likely to eat

out than married or widowed.

lR. Dietrich, "Who's Eating Out?", p. 31.

2Carlos E. Reyna, "Informe de la Gerencia de Desarrollo

de Mercados" (PROAGRO, 1977).

20
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6. People living in apartments eat out more times

than people living in houses.

7. Women working away from home eat out more often

than housewives.

8. The fast-food outlets have the highest rate of

growth in the away-from-home food market.

The size of the potential market for broilers in the
fast-food segment of the away-from-home food market will be
estimated by the following approach: the demand for
broilers through fast-food establishments can be linked with
the total demand for broilers and with the growth in the
away-from-home food segment of the economy. This approach
is a combination of two of the analytical methods described
in Chapter 3, namely, the multiple regression analysis and
the corollary-product index.

The total demand for broilers will be analyzed through
a multiple regression model and the growth in the eating
out business will be estimated with the data published by

the Venezuelan Central Bank.

Demand Analysis for Broilers in Venezuela

The demand for broilers will be projected by assuming
that population and income (private consumption expenditures)
are the major shifters of demand. By this approach, prices
will be held constant at the levels of 1977 and the effects

of factors other than population and income will be allowed
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by the inclusion of a "trend" factor in the demand market.3
According to the recommendations of FAO, a double-log
function has been selected to estimate the demand equation.
This function implies a constant elasticity over all income
ranges. The income elasticity will be selected from a pre~
vious study4 and the regression analysis will be applied to
a l5-year series data.

The double-log function used to estimate the demand
equaticn is:

(1) Log(qt) = a+ b log(yt) + zt

where:

gt = per capita consumption of broilers in the
vear t (kgs);

y = per capita private consumption expenditures
in year t;

t = time; and

a, b, and z are constants.

In this kind of function, b represents the income
elasticity (given in this case as n = .28)5 and z is the
coefficient representing the trend factor.

The equation obtained by using the least-square method

was:

3FAO. Agricultural Commodity Projections, 1970-1980,
Volume II. (Food and Agriculture Organization of the United
Nations: Rome, 1971).

4Jose E. Gomez, "Demand and Supply Analysis for Broilers
in Venezuela," {(unpublished paper, Michigan State University,
1978).

5

Ibid.
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(2) loglq.) = -7.5 + .28 log yy + .042 t. ©

The adjusted coefficient of determination ﬁz shows that
more that 93 percent of the variations in the quantities
demanded are explained by this model .’

The projections for the demand in the next five years
will be obtained by assuming that Yt will grow at a rate of
4.7 percent in this period.8 Increases in the per capita
demand will be estimated through the following form:

(3} Log %% = n Log %% + z(ti-to). 9

where:

qo, yo, and to refer to the year basis (1977 in
this case, and

gi, yi, and ti refer to the year projected (1978
through 19822).

Table 4-1 shows the values used in the base year (1977)
and the figures obtained in the estimation of percent and
total broilers consumption from 1978 to 1982.

According to these projections, the total demand for
broilers in Venezuela will grow at an average annual rate >
of 8.8 percent between 1977 and 1982. A government analy-

sis predicted 6.6 percent for this figure between 1975

6see Appendix I: Regression Analyses for the Demand of
Broilers in Venezuela.

71pia.

8CORDIPLAN, V Plan de la Nacion (Caracas, 1975).

9This form is obtained by applying the equation (1) to
two different periods (ti and to) and subtracting the results.
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Table 4-1. Projected Demand for Broilers (1977-1982) in
Venezuela

/

Per capitai Total
private Per capita broiler

cons. expend. broiler consump-

{y) (millions b/ consumption tion
Year of 1974 BRS) Population— (kgs} (tons)
1977 4845, 45 12,736,686 12.91 164,473
1978 5145.35 13,121,952 13.69 179,667
1979 5367.64 13,515,063 14.45 195,286
1980 5613.73 13,913,218 15.26 212,311
1981 5877.58 14,313,365 16.12 230,733
1982 6153.82 14,714,153 17.03 250,582
2/CORDIPLAN, V Plan de la Nacion.
b/

— Direccion de Estadisticas y Censos Nacionales (Caracas,
1975} .
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10

and 1980; but the actual growth was 16 percent in 1976 and

14 percent in 1977.ll Therefore, it may be concluded that

these are rather conservative estimates.

The Away-From-Home Food Industry in Venezuela

The prospects of the eating out business must be con-

sidered in two dimensions: growth rate of the sector and

advances in the overall economy.12 The overall economy as
measured by GNP growth in a five year period from 1971 to
1976 shows an expansionary trend. Expressed in real terms,
the gross national product grew at an average rate of 5.68
percent in this period (see Table 4-1). Disposable income
and private consumption expenditures are two important

indices for restaurant sales.13

Evaluated in real terms,
the first one grew at an average rate of 8.2 percent in
this period and the second grew at an average of 10.7 per-
cent in the same period (see Table 4-2). These figures are
good indicators of the growth trend in private business
activities.14 Another useful index providing a relative

benchmark for measuring the performance of the eating busi-

ness is the retail sales growth. Additionally, this index

lOCORDIPLAN, V Plan de la Nacion.

llEstimated from PROAGRO sources.

12Michael J. Esposito, "An Economic Profile for Fast
Food," Fast Service (May 1978).

13

Ibid.

14BCV, Informe Economico, 1975, p. 183.
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should be compared to the Eating and Drinking Place sales'
rate of growth during the same period. The Retail Sales
growth average was 8.6 percent, while the Eating and Drink-

ing Place sales averaged 9.0 percent in the period considered.

These figures were estimated from a survey realized by the

Venezuelan Central Bank in several important cities of the

country.15

The Potential Fast-Food Broiler Market in Venezuela

The potential fast-food broiler (£fk) market in
Venezuela will be estimated in three levels: low, inter-
mediate and high,

The low level (Level I) will be estimated under the
assumption that the FFB outlets will keep the present market
share of the total broiler market in the next five years.
According to private sources, the present ffb market share
is estimated at approximately 10 percent of the total market

for broilers in Venezuela.16 (The projections for the total

demand were given in Table 3-1.)

The intermediate level (Level II) of the ffb potential

market will be estimated by assuming that this marketing
channel will increase its market share of the total broiler

market every year. This growth will be estimated as origi-

nated by the influence of two factors: first, the increase

in the total potential market for broilers and second, the

15BCV, Informe Economico 1976, p. A-210.

lGPROAGRO.
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increase in the entire away-from-home food business. The

formula developed to estimate this market is:

£fb(t+1) = s(t) x Q(t+l) + rxffb(t)
where:

ffb(t+1l) = potential fast-food broiler market in
the year t+1,

s(t) = market share of the ffb market in the
total potential market for broilers in
the year t,

Q(t+1) = total potential market for broilers in
the year t+1,

r = the rate of growth in the food-away-
from-home business = .09, and

ffb (t) = potential fast-food broiler market in

the year t.

In this formula the rate of growth in the away-from-
home food market (r) has been assumed constant and egqual to
the rate of growth of the Eating and Drinking Place sales in
the last five years. This index averaged 9.0 percent in the
period between 1971 and 1976.%7

The high level (Level III) for the fast-food broiler
potential market in Venezuela will be estimated by assuming
that it would be a similar percentage to the U.S. broilers

sales through these outlets. In the U.S. this figure has

been approximately constant over the last five years at 16.6

l-"BCV. Informe Economico 1976.
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percent.l8 Therefore, it will be assumed that this maximum
market potential boundary will increase at a uniform rate
for the next five years in Venezuela. As a conseguence,
the intermediate level (Level II) of the potential market
will be slowly approaching the high level (Level III) in
these five years of estimations and eventually may overcome
it in the future.

In Figure 4-1, a chart can be observed with the differ-
ent market potential levels estimated for broiler consump-
tion in Venezuela through fast-food outlets under the
aforementioned conditions. The corresponding calculations

are shown in Table 4-3.

Sales Potential Analysis

A major objective of this paper has been the analysis
of a potentially profitable distribution outlet for a private
poultry firm in Venezuela (PROAGRO). Following consideration
of the total potential market for broilers through fast-food
outlets, attention will be focused on specific geographic
areas which may be of particular interest for PROAGRO's pur-
poses.

A closer look at the consumption of broilers through
fast-food outlets shows that more than 90 percent of them
19

are consumed in the urban areas of the following states:

Distrito Federal, Aragua, Bolivar, Carabobo, Falcon, Lara

18Benson and wWitzig, USDaA, 1977.

19PROAGRO.
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Miranda, Tachira y Zulia (Area II). According to Table 4-4,
more than 57 percent of the Venezuelan population is concen-
trated in these urban areas. PROAGRO has control (through
ownership or contract) of production and processing facili-
ties in the central part of the country. For these reasons,
these areas will be selected as possible centers of opera-
tion for PROAGRO in the fast-food business. The area for
market potential analysis is now reduced to the states of
Distrito Federal, Miranda, Aragua y Carabobo (Area III).
To estimate the sales potential market for PROAGRO, the
following procedure will be applied:
l. Three areas are defined for the Venezuelan market:
Area I. The total population.
Area II. The urban areas of the following
states: Distrito Federal, Aragua,
Bolivar, Carabobo, Falcan, Lara,
Miranda, Tachira, and Zulia. Fifty-
seven percent of the Venezuelan popu-~
lation is living in these areas of
the country.20
Area III. The urban areas of the central part
of the country composed by the states
Distrito Federal, Miranda, Aragua and
Carabobo {(all of them included also

in Area II). This area represents

20maple 4-3.

S
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35 percent of the population of

Venezuela.21
The fast-food broiler market in Area II in 1977 was
90 percent of the total ffb market in Venezuela.22
Total ffb market in 1977 = 16,447 tons. The ffb
market in Area II = .9 x 1,644 = 14,802 tons.
The ffb market in Area III is estimated by assuming
that the per capita consumption in this area is the
same as in Area II: Per capita consumption in
Area II = 14,802 tons + 7,296,163 x lO3 = 2.03 kgs.
Per capita consumption in Area IIT = 2.03 kgs.
Total consumption in Area ¥II = 2.03 kgs x 4,470,706
X 10'-3 = 9,074.5 tons.
The area potential markets in 1980 and 1982 in
Area III are obtained by applying the steps 2 and
3 to the three market potential levels estimated
for the total ffb market in Table 4-2. The popula-
tion figures for 1980 and 1982 are given in Table 4-3
The results obtained for the area potential market
are summarized in Table 4-5.
A pessimistic approach to estimate sales potential

is applied by assuming that PROAGRO would obtain

5 percent of the market in Level I in 1980, but

21
22

Table 4-3.

PROAGROC.
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20 percent23 in 1982 in the same level. The number
of stores is calculated by the assumption that a

new store would sell an average of 276 meals per

24

day. This number represents the current average

of meals served in Venezuela in this kind of store.

Sales potential market
in 1980 .05 x 11708.4
585.42 tons

585420 kgs.

No. broilers in 1980 585420 kgs/year + 1.15 kgs/
broiler23
509060 broilers

509060 + 365 = 1394

broilers/day
Neo. meals/day = 1394 x 2.526 = 3485 meals
No. stores = 3485 3 276 = 12

Sales market potential
in 1982

.2 x 13818.9 = 2763.78 tons
2763.78 x 10° + 1.15
2403286

2403286 + 365

6584 broilers/day

No. broilers in 1982

nmuun

6584 x 2.5 = 16460

No. meals/day

16460 + 276 = 59

No. stores in 1982
6. An optimistic approach is applied by assuming that

PROAGRO would obtain 20 percent of the market in

23Present market share of PROAGRO in the broiler pro-
cessing and distribution business.

24pR0AGRO.

25Average weight of a bird = 1.15 kgs.

262.5 meals per bird in average (PROAGRO).
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Level I in 1980 and 50 percent in Level II in

1982.27

Sales market potential
in 1980

No. breilers in 1980
No. stores in 1980
Sales market potential

in 1982

No. broilers in 1982

NO. stores in 1982

27

.2 x 13818.9 = 2763.78 tons
2763.98 x 10°
2403286

6584 broilers/day

+ 1015

6584 x 2.5 * 276
59

.5 x 21281.2 = 10640.6 tons
10640.6 x 10°
9252695

25349 broilers/day

+ 1.15

25349 x 2.5 + 276
229 stores

The leading chain operation in the U.S. has more than

50 percent of the market.




CHAPTER V

VOLUME COST-PROFIT ANALYSES

The objective of this section will be to show the metho-
dology to be used in estimating the total cost per store, and
to estimate the average price per meal required in order to
develop a profitable operation in the fast-food broiler
business in Venezuela. The final aspect of this analysis
will be a break-even chart to show the potential profits of
operating a fast-food broiler restaurant at different volume
levels. It is recognized that a chain operation would imply
some scale economics; but since profits are built up on a
per unit basis, this analysis will be limited to the single

store level.

Determination of Prices

This analysis will be assumed as representative of the
relationship between total costs and sales volume. Some
Costs may be semivariable since they fluctuate in volume,
but not in direct proportion to the volume change. However,
for illustrative purposes, they will be classified in this
case as either fixed or variable. The following formula
will be applied in estimating the specific price required to
obtain a desirable profit in this operation.

(1) R

TC + I, and

I

TC FC + VC

38
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where:
R = total revenues,
TC = total cost,
FC = fixed cost,
VC = variable costs, and
II = profit.
In this case, 20 percent of return on investment is a
target profit rate based upon company policy.l
Thus, on a daily basis:
{(2) R=FC + VC + .21
where;
R=pxV,
VC = v X V,
I = total investment,
P = price per unit,
v = variable cost per unit, and

V = sales volume (number of meals per day).

According to a survey made in the central part of
Venezuela, the average number of meals sold by a fast-food
broiler (f£fb) restaurant is 276 every day.2 By using this
figure in formula (2), it is possible to determine the
average price necessary to obtain a 20 percent return on

investment in a new store. However, the estimated cost

lPROAGRO

2Ipid.
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components must also be considered.
cost components used in this estimati
to determine the price are shown belo

Fixed cost per day (FC) =

Variable cost per meal (v) =

No. of meals per day (V)

Total investment4 (I)

Desired return on I =

pxVv =

Px276 =

Determining the Break-Even Point

By developing a good product and
vice at competitive prices, it may be
would achieve a higher average number
ant. For this reason, the second poi
be selected at 400 meals per day. Th
as representative for a low sales vol
The results estimated for 400 daily m
marized as follows:

R = Bs. 8.99 x 400 meals

Bs. 3597.86

3The cost components are analyze
Appendix 2.

4Estimated from Appendix 2.

Table 5-1 shows the

on. The calculations

W:3

Bs. 679.66
Bs. 5.28
276

Bs. 630688

.2 X 630688 = 126137.6/
year

Bs. 345.58/day

FC + VC + .2I

FC + vxV + .2I

679.66 + 5.28 x 276
+ 345.58

Bs. 8.99%/meal

providing faster ser-
expected that PROAGRO
of meals per restaur-
nt for this chart will
is figure is considered
ume American restaurant.

eal operations are sum-

d in more detail in
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TABLE 5-1. Fixed Costs and Variable Costs in a Fast Food
Store Operation

Fixed Costs Bs.
Interest on land investment 12000
Building depreciation 15000
Interest on building 15000
Annual cost of general equipment 26139
Annual cost of equipment for chicken 7206
Annual cost of auxiliary equipment 20330
Utilities and miscellaneous 26660
Corporate overhead 43000
Unit management 74140
Contingencies and reserves __8600
Total Fixed Costs 248075
Total Fixed Costs charged every day 679.66

Variable Costs

Direct labor 30660
Indirect labor 63875
Material cost 437713

Total Variable Costs 532248
Variable cost per day 1458.21
Variable cost per meal 5.28

Total Cost (TC) Fixed Cost (FC) + Var.Costs (VC)
679.66 + 1458.21

Bs. 2137.87 per day

TC

TC
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TC = FC + VC
TC = 679.66 + 5.28 x 400
TC = 2791.66

I =R-1"TC

I = 3597.86 - 2791.66

I = Bx. B06.20

In Figure 4-1, the Break-Even Chart is presented and the
cost component factors are summarized in Table 4-1. A more
detailed treatment of the different elements involved in
the cost analysis is presented in Appendix 2. According to
this chart, the Break-Even point is given for 175 meals and
1575 Bs. per day. At this point TC = TR and, therefore,
there are no profits or losses associated with the operation.
The previous example has been based on a daily break-
even analysis, but the charts may be prepared for a month,

a year, or for any other given period.
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CHAPTER VI

CONCLUSIONS AND RECOMMENDATIONS

FOR ADDITIONAL RESEARCH

Conclusions

The application of the research methodology presented in
this report in conjunction with a more complete set of data
and information will enable the characteristics and size of
the market potential for broilers through fast-food outlets
to be evaluated with greater accuracy. It will therefore
be possible to make a more realistic assessment of PROAGRO's
possibilities for increasing profits through entry into this
business. Although some of the estimates in this study might
be improved with more complete data, it may nevertheless be
concluded that the existence of an increasingly attractive
potential market for the fast-food broiler business exists
in Venezuela. This conclusion is supported by the results of
the preceeding analysis of factors affecting the fast-food
broiler sector, namely the stage of the economy, the develop-
ment of the poultry industry, and the current status of the
food service industry.

In addition, the promising nature of the preliminary
findings of the sales potential analysis and crude cost
estimates justify a more precise evaluation. The main con-
clusions of this report will be summarized according to the

objectives stated at the beginning of the study as follows:

44




(1)

(2)

(3)

45
The preliminary analysis shows a growing trend
in the Venezuelan economy. The GNP is real terms
has been growing at an average rate of 5.7 over
the last five years and an expansionary trend in
business activities can be observed. However, it
is important to point out that this study has
assumed that this trend will continue in the
future. Therefore, if substantial changes in the
socioeconomic or political environment are fore-
seen then the findings would be much less useful
for decision making purposes.
The poultry industry in Venezuela is still in a
growing phase. Its growth rate averaged 12 per-
cent in the period analyzed; therefore, it is
expected that the quantities of broilers marketed
through fast-food outlets will increase simultan-
eously with the development of this industry.
The away-~from-home food market was evaluated with
the Eating and Drinking Place sales' rate of growth.
This index averaged 9 percent in the last five
years. Lack of more detailed information impeded
the formulation of a better analysis of the struc-
ture of the food service industry and growth
trends. However, a preliminary analysis provided
some evidence that the fast-food sector has an
increasing market share of the total away-from-

home food business. The rough assumption
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concerning the growth rate of fast-food's market
sharel clearly influences findings of the total
potential analysis.

(4) The general characteristics of the consumer for
the fast-food market were identified. However, a
more detailed analysis aimed to evaluate the rela-
tive importance of the different market segments
is necessary.

(5) The estimation of PROAGRO's sales potential was
made on a rather judgmental basis. However, even
with the "pessimistic" approach taken, the findings
indicate an attractive potential market. BAlso, the
fact that this firm is already in the broiler
business would give the organization an advantage
over some potential competitors.

(6) The volume cost-profit analysis was presented as
an illustrative example to demonstrate methodology.
However, its crude findings show that the opera-
tions might be carried out at competitive prices
and simultaneously meet the company's policy

regarding return on investment in new ventures.

Recommendations for Additional Research

From the findings and conclusions of this report, it is

evidenced that there are some areas that will need additional

1Assumed as equal to the growth rate in the entire
Eating and Drinking Place sales.

e
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research before making any decision concerning entry into
the fast-food broiler business. A summary of recommenda-
tions to be followed in further research is presented as
follows:
(1) To consider the possibility of improving the eval-

uation of the potential market through the develop-

ment of a regression analysis model as applied

directly to the demand for broilers through fast-
food outlets. The limitation of this recommendation
would be the availability of information needed for
the analysis.

(2) To evaluate the potential size of the different

market segments identified in the qualitative
analysis.

(3) To obtain a more accurate estimate of the cost

component factors involved in a fast-food chain
operation and to apply sensitivity analysis to

evaluate probabilities of losses and gains associ-

ated with different levels of variables.

(4) To develop the methodology reqguired to identify

specific marketing characteristics of the products
to be so0ld in a fast-food broiler operation in
Venezuela. This methodology should be aimed to

match local consumer taste preferences and at the

same time to develop a product identifiable with
a specific brand. 1In the analysis of the side
dishes and drinks offered, the nutritional require-

ments of the population should also be considered.
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{5) To develop methodology for use in store location
studies.
(6} To evaluate alternatives to satisfy the financial
requirements of a fast-food chain operation (owned

versus franchised stores or a combination of them) .
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APPENDIX I

A DEMAND ANALYSIS FOR BROILERS IN VENEZUELA

l. Introduction

The analysis of the potential market for broilers in
Venezuela will be made by the method described in Chapter III
of this paper. The main factors affecting consumption for
broilers are: retail price of broilers, prices of substitutes,
population, and personal disposable income., To develope the
relationship of these factors with the demand for broilers, it
was necessary to consider the following assumptions:

(1) Consumption was equal to the available supply in

the period selected (1961 -~ 1976).

(2) The per capita GNP deflated by the CPI was assumed
to be a good indicator of the personal disposable
income. There was not enough available information
to estimate the last one.

(3) Beef and pork were considered as the primary sub-
stitutes for broiler meat. However, the price of
pork was eliminated from the analysis because its
correlation with the broiler consumption per
capita resulted negative.

(4) Price averages for broilers and substitutes were

assumed to be the same for the whole country in a
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given year. In reality there were small differ-
ences in transportation and storage costs, and in

local regulation in some areas.

2. Name of the Variable Used in the Analysis

Input data:

X1 = consumption of broilers in tons
X2 = price of broilers in Bs

X3 = price of beef in Bs

X4 = trend factor

X5 = gross national product

X6 = population

X7 = consumer price index.

By applying same preliminary transformations in the
input data we can obtain the variables expressed in the
following way:

X1l = per capita consumption of broilers

X2 = broilers retail price deflated by the CPI
X3 = beef retail price deflated by the CPI

X4 = trend factor (none transformation)

X5 = per capita GNP deflated by the CPI.

3. Regression Analysis

The following log-log function was used in this analysis:
logy =a+b log X1 + b2 log X2 + ... + zt.
To avoid multicollinearity problems between per capita
income and other independent variables, the following depen-

dent variable was defined:
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X15 = Log X1 - n log X5.

In this way the effects of other variables separated
from the effects of the income factor can be evaluated. The
elasticity was taken as n = .28. This figure was selected
from several external sources consulted.l
Three regression analysis models were tested:

(i) X15 = a;; + b21 log X2 + b, log X3 + b, _X4

3 41

(1i) X15 = a4 + b22 log X2 + b42 X4

]

(iii) X15 ;4 + b,y X4.

4, Selection of the Model

The model (i)} shows high multicollinearity problems
between the independent variables. In model (ii), the multi-
collinearity problems are of less importance, but this equa-
tion would not be useful to project demand for the next five
years because it would be necessary to predict broiler prices.
This equation may be rather used in shorter periods forecast-
ing (from year to year). The model (iii) eliminates the
multicollinearity problems and at the same time allows for
accounting of factors other than income and population.

The equation selected is:

X153 = log (X1) - .28 log (X5) =-,748 + .042x4
The statistic t = 14.31 shows a high level of significant in
a 95 percent confidence interval and the adjusted R square

says that more of the 93 percent of variations in the

lJose E. Gomez, "Demand and Supply Analysis for Broilers

in Venezuela," (unpublished paper, MsU, 1977).
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dependent variable are explained by this equation. In the
following, a printed list of the program and input data is
presented and then the results obtained in the three multiple
regression analysis and the coefficients of correlation

between variables are summarized.
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APPENDIX 2

COST ANALYSIS FOR A FAST-FOOD STORE

OPERATION IN VENEZUELA




APPENDIX 2

COST ANALYSIS FOR A FAST-FOOD STORE

CPERATION IN VENEZUELA

It is important to emphasize that these calculations will
only be an illustrative approach to the research methodology
required in a volume-cost profit analysis for a fast-food
broiler business in Venezuela. Most of the basic data used in
this analysis are crude estimates from private sources in Vene-
zuela or in some cases, the equivalent information for a simi-
lar operation in the U.S. Also, it is important to consider
the following assumptions:

(1) The store has a simple-line service with an

attendant to take orders and a cashier to pay
when checking out at the end of the line.

(2) The customer may sit in or take out his food.

(3) The size of the store is 150 square meters and the

lot area is 1000 square meters. (In fiqure II-1

the basic layout assumed for the equipment is shown.)
(4) Transportation costs for the equipment bought in
the U.S. is assumed as 20 percent of the f.o.b.
price.
(5} 1Installation costs for equipment is assumed as 20
percent of the f.o.b. prices.
(6) The interest on capital is assumed as 10 percent
of the investment and equal to the opportunity

cost of that capita.
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Fig. II-1 Basic Layout for a Fast-Food Restaurant
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Depreciation of building in 10 years.
Depreciation of equipment in 5 years.

Average number of meals per day = 276.

Standard times for direct and indirect labor are
the same as those given by the USDA Marketing
Research Report No. 1033,

Number of meals by bird = 2.5.

Chicken cost = Bs 7.1 per bird.

Workers and employees are hired on a full-time
basis in this kind of business in Venezuela.

$1 = 4.3 Bolivares.

Fixed Costs

Bs
Interest on land, (240002 x_10%) 12000
Land investment: 120 Bs/m2 x 2000 m2
= Bs 240000
Building depreciation (in 10 years) 15000
Interest on building 15000

Building: 150 m® x Bs 1000/m°

= Bs 150,000
General egquipment: S
Freezer (100 sq. ft.) 2800
Cooler (100 sqgq. ft.) 3000
Service counter (150 sq. ft.) 4400
Other equipment 8000

Total delivered 18200
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$ Bs.
Transportation and -
installation (40%) 72840
Total installed 15480
Interest (10%) 1274
Total cost 526754
Annual depreciation 5350
Maintenance and repairs
(5 years) 728
Annual total cost $ 6078
Annual total cost in Bs
(6078 x 4.3) 26139
Equipment to Prepare Chicken
Table and shelving $ 240
Frier 2000
Warmer 300
Total delivered (1975 prices) 2540
Adjusted to 1978 prices* 2850
Transportation and installa-
tion (40%) 1140
Total installed (2 units) 7980
Interest 399
Total cost : 8379
Annual depreciation (5 years) 1675.8
Annual total cost in Bs
(x 4.3) 7206
*
Price Index for machinery and equipment (1967 = 100, :
1975 = 140.7, 1977 = 154.9). U.S. Department of Commerce. :
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Auxiliary Equipment S Bs.

Two friers 800

Stainless steel counter

and shelving 400
Lamp warmer 30
Slicer 700
Bun toaster 550
Milkshake machines (2) 5600
Coffee machines 2000
Carbonate drinks unit 3000
Orange drink machine 250
Total (1975 prices) $13330
Adjusted to 1978 prices 16082
Transportation and installa-

tion (40%) 6432
Total installed 22514
Interest 1126
Total cost 23640
Annual depreciation 4298

Annual total cost in Bs
(x 4.3) 20330

(In a daily basis Bs. 55.7)

Utilities and miscellaneous 26660
Corporate overhead 43000
Unit management (1 manager Bs. 4413

+ 40% in fringe benefits) 74140
Contingencies and reserves 8600

Total fixed costs {(total fixed cost
every day = Bs. 679.66) 248075
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variable Costs

Direct Labor 30660

Standard time per 100 menu
items served (chicken dinner)

9.06 hrs.

Number of workers = 2

Daily labor cost Bs 30 + fringe

benefits (40%)
Indirect Labor 51100
Two cashiers (2 shifts)

A cashier Bs 50/day + 40%
140 Bs/day

One worker (supporting task) 12775
(25 Bs + 40 c/u)

Total indirect labor 63875

Material Costs

Chicken: 276 meals * 25 meals/

bird x Bs 7.1/bird 286087
additional costs (53%) (from USDA

MRR 1033) 151626
Total material costs 437713
Total variable costs 532248
Variable cost per day 1458.21

Variable cost per meal 5.28
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