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“With the present rise in local consumption [of Rooibos tea],
the Board does not dispose over sufficient reserves

to supply additional export requirements.

With a product considerably cheaper than its

imported concurrents on the local markets,
it is possible for the Rooibos Tea industry

to save the Republic [of South Africa] much more foreign currency
in comparison with what it might earn on the foreign markets.”

Few years later:

“Exports [of Rooibos tea] could earn South Africa substantial amounts of foreign
currency and at the same time stimulate the industry.”

From annual reports of the South African Rooibos Tea Control Board (1976-1981)
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I Synopsis

Over the last decade a South African product, namely Rooibos, has conquered the
German consumer market. It initially started as a small trend amongst health
conscious people, developing into a staple product, to being difficult nowadays to
imagine Rooibos not being available for sale.

As Rooibos gained popularity on the extremely competitive German food market,
marketing strategies had to change accordingly. To reach the mass market, it was
necessary to market Rooibos at the discounters and supermarkets, important for
the German grocery industry. Advertising also played an important role as through
TV and print media many consumers can be approached and therefore product
awareness increased.

Today awareness of Rooibos and market penetration in Germany is relatively high.

Rooibos reached a critical stage in its product lifecycle. This begs the question:

» s it necessary to reposition Rooibos on the German market in order for it to

continue its success?

To answer this question this study was developed to investigate the South African

Rooibos Industry as well as the German market for Rooibos and its future.
Specifically, this study was developed with the following objectives:

e To articulate a proposed position for Rooibos tea on the German consumer

market, which can then be used to develop a marketing action plan.

o To investigate the German beverage market

o To define important market segments of the German market for
Rooibos tea

o To find out which market segments are most likely to succeed in the
future

o To select and emphasise the characteristics of Rooibos for the
consumers

o To analyse the competition to Rooibos tea on the German market

o To find possibilities to differentiate Rooibos from competitive
products

o To find out why Rooibos tea is successful on the German market

o To investigate the Rooibos Industry in South Africa
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The goal of this research was to find answers to the question (1) which market
position should the Rooibos Industry aim for on the German consumer market to
retain and develop its success, (2)what are the most appropriate target market-
segments to serve and (3) what characteristics should be emphasised to the

German consumers?

in order to gain insight into the South African Rooibos Industry and to analyse the
German consumer market, it was decided to conduct both qualitative and
quantitative research. The study began with a review of the relevant literature,
followed by qualitative research, which was then used to support the quantitative
research.

The study closely followed a model adopted from David Walters, which is
structured in two main parts namely the Marketing Research and the Empirical

Marketing Analysis.

Marketing research started with the investigation of the South African Rooibos
Industry. This section produced information about the resources, constraints and
values of the industry and was then used as background information for the
empirical analysis. Data in this section have been validated by primary research in
form of in-depth interviews with members of the industry.

The second section dealt with the German market. It was divided into the
investigation of the German beverage market, which was supported by some
primary research in form of in-depth interviews and the Competitive Analysis. The
latter part includes quantitative data from primary research to validate the findings.
Conclusions were then drawn from both parts in form of the definition and analysis
of market segments of the German market for Rooibos and the analysis of
possibilities for effective differentiation against competitive products. This
completed the marketing research.

The empirical marketing analysis used the findings of the marketing research to
select the most appropriate market segments to serve, as well as the product
characteristics that should be emphasized. From here a proposed positioning of
Rooibos on the German market has been articulated, which then concluded the

work of this study.
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Analysis

By using the results of the secondary and primary research that was conducted,
supported by the background information of the South African Rooibos Industry,
the most appropriate target market segments to serve, as well as the product’s
characteristics that should be emphasized to the consumers, have been selected
and highlighted.

Segments

In order for Rooibos to continue its success on the German market the following

segments have been found to be important:

Private label Rooibos: As the market develops discounters gain more and more
importance on the retail market. Discounters are also responsible for the largest
part of private label sales. To stay successful on the German mass market, it is
important for Rooibos to stay on the shelves of discounters and even expand the
product assortment there with new flavours and blends. This is only possible
through private label products. On the other hand it is very important that Rooibos
is available at a low price as the price is an essential characteristic for the

differentiation against other products.

Branded Rooibos: Branded Rooibos is also an important segment on the German
market. Rooibos, being part of a complete assortment of classic as well as trendy
teas, secures returns from those consumers that are loyal to the brand. On the
other hand Rooibos as a single product would have difficulties to be included in the
product assortment of some large retail associations that supply supermarkets and

other retailers as they give preference to complete product ranges.

Specialty tea shops. Specialty tea shops are important for different reasons.
Although prices for Rooibos are considerably higher than at other retail outlets, and
quantities that are turned over are by far less than those from supermarkets and
discounters, specialty tea shops serve a very important consumer segment. Those
who purchase their tea at such retailers mostly know more about tea, or want to

learn about it, than customers of other mass retailers.
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They are looking for specialties, a greater variety, or products such as loose tea
that they cannot purchase anywhere else. Those people are open to try new
varieties or products that are reserved to customers of other retailers. The personal
consultation, the active marketing and the fact that the ‘right’ people come in the
shop, make specialized tea shops an important marketing instrument to launch
new products as well as a good source to gain information about consumers. Here
new trends develop before they either become successful products on the mass

market or die.

The weliness market: It is easier marketing Rooibos on the wellness market than in
the medicinal segment. Wellness is an ongoing trend that stretches across all kinds
of product segments and started many years ago. Wellness-teas in particular
gained importance over the last years. Rooibos with its relaxing, balancing and
anti-ageing properties fits perfectly into this category of products. Blended with
other herbs or fruit teas or enriched with vitamins and trace elements, Rooibos
already is a favourite amongst the people who follow this wellness trend. It is
definitely worth developing Rooibos as a wellness-tea as the market offers good
growth rates and trade margins here are considerably higher than in other sectors
of the tea market.

In order to develop the German market for Rooibos the following segments have
been found to be important:

Exports: No other country in the world imports such large quantities of Rooibos as
Germany does. Consumer prices are very low compared to other countries and
therefore profit margins are rather low. Exporting Rooibos to countries where
prices are higher due to smaller quantities could be more profitable than selling
Rooibos cheaply to the end-consumer. This could apply for both loose, bulk
Rooibos as well as for readily blended and flavoured products.

Organic Rooibos: So far, organically grown and produced teas play a minor role on
the German consumer market. The reason for that is mainly the price premium
consumers have to pay for it. However, if prices for organic teas would be closer to
those of conventional products, more consumers might decide to go for the
healthier version. So far organic teas are only available in assorted ‘bio-markets’,
health food shops, pharmacies and specialized tea shops.
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Again the high price is responsible for that. If it were available at conventional
retailers, organic teas would reach the mass market and therefore could be offered
more cheaply to the consumer. This offers a great opportunity, particularly for
organic Rooibos, as most of the Rooibos production is already very close to
organic production methods and prices for conventional and organic tea do not
differ as much as with other teas that are produced in Europe. Therefore the
organic market offers a great growth avenue for Rooibos. In addition to pure
organic Rooibos producers might consider offering organic Rooibos blends or
flavoured teas as this helps to sell the product not only to health conscious
consumers but also others.

It is very important to know that German consumers are extremely cautious
regarding food safety. Bad news immediately affect sales of the concerned
product. On the other hand, bad news such as the recently finding of pesticide
residues in tea could stimulate the market for organically produced tea. It would be
a good idea to be prepared to be able to react immediately to such a scenario.

Other Rooibos drinks: Still largely undeveloped is the market for Rooibos products
other than traditional tea. Although some companies, including few large ones,
started marketing iced Rooibos tea and other cool drinks containing Rooibos, this
market segment still offers plenty of opportunity for development. Rooibos with its
pleasant taste could be used in combination with fruit-juices or in form of spritzers.
The high level of maturity of the German market for soft-drinks also allows the
success of carbonised drinks such as sports and energy drinks, either functional,
enriched with vitamins, or purely for pleasure. Additionally Rooibos could be

marketed in the form of instant tea.

Other Rooibos products. As the market for Rooibos reached a certain level of
maturity and awareness amongst consumers became sufficiently high, the market
is ready for other Rooibos products. Having similar characteristics as green tea,
Rooibos or Rooibos extracts could also successfully be used in toiletry products
such as shampoo or soaps. Looking at the local South African market gives an
overview of how Rooibos can be utilized in other product segments other than
drinks. Rooibos offers a great variety of applications, particularly for cosmetics and

proprietary medicine.
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The medicinal segment. So far, Rooibos is mainly marketed as a pleasure product
for its taste. However, Rooibos also offers a great variety of therapeutic benefits.
Some of them are already scientifically proven, others have yet to be researched in
Gemany. Selling Rooibos or its extracts for its health benefits in forms of pills or
other medicine could be a successful extension of the line of products in the health
segment. The market for natural medicine in Germany exists; so does the
distribution system in form of pharmacies, health food shops and mail order. On
the other hand, in Germany it is a relatively difficult and time-consuming process to
register a plant or its aclive substance as a drug. One should also be careful when
doing so as legislation might impose restrictions as to where such products can be
sold.

Black tea segment. Over the last years, fruit and herbal teas took market share
from black teas. Rooibos, particularly, with its very similar taste and appearance to
black tea could profit from this. Being naturally free of caffeine and the fact that it
goes well with milk and sugar, made Rooibos a good alternative to black tea.
However, in this segment there is still plenty of room for development. Particularly
the children and elderly market could be approached. In addition to that there is a
huge market of traditional consumers of black tea in Northern Germany in
Ostfriesland. Gaining only a little more market share in this area would be a great
success for the German Rooibos Industry. However one has to be careful as
cannibalisation effects could appear that are counterproductive to the industry.

Characteristics

Within the limitations of the research, guided by its findings, the following
characteristics of Rooibos have been found important, and are worth highlighting to
consumers, so as to position the product on the market.

Supply Side

Awareness amongst German consumers in different segments is relatively high,

making marketing for Rooibos easy.

Rooibos also offers a great potential for growth as new products can be developed

opening up new market segments.
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Rooibos, as other teas, is relatively modest in terms of storage. No special
packaging is necessary and it does not need a special environment to be stored in
(e.g. cooling) which would make storage expensive. In addition to that, Rooibos
has a long shelf-life and can be stored for minimum 12 months without suffering a
loss in quality.

Quality control in the country of origin is generally high, mostly directly applicable to
standards used in the German food industry, ensuring a high level of food safety.
The distribution system for Rooibos in Germany is well established; so is the
procurement of the raw materials. Business relations have already been formed
and the marketing chain is similar to the one of other teas.

Given its unique characteristics, and the fact that the market is well established
already, Rooibos is, so far, difficult to replace and faces only little direct

competition.

Demand Side

So far, Rooibos’ most important characteristics are its pleasant taste and
appearance. It is liked by both consumers of herbal teas as well as consumers of
black teas, as it goes well with milk and sugar. As Rooibos has a very low tannin
content, it will not get bitter if brewed for a long time and therefore is perfectly
suitable for cold drinks or iced-tea.

In addition to its taste, Rooibos also has other pleasant characteristics, which make
it a perfect product for wellness and health orientated consumers. Rooibos
contains only few tannins and therefore has balancing properties. lts natural
ingredient Quercetin has relaxing and antispasmodic effects on the human body by
supporting the hormone Serotonin. Rooibos also contains various mineral nutrients
and trace elements as well as vitamin C that help to protect the human immune
system. Combining all these distinctive features, Rooibos is recommended for
balancing increased needs for liquids caused by doing sports, playing or working.
In addition to that, Rooibos, just as green tea, has a high content of antioxidants,
without the side effect of containing caffeine and the typical bitter taste of green tea
and therefore is perfectly suitable for children of any age. In contrast to green tea,
most Rooibos is conveniently packaged in teabags, allowing the consumer to

prepare it easily.
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Rooibos’ therapeutic properties are extensively researched in countries such as
South Africa and Japan, although not in Germany. Closest to Rooibos regarding
health attributes is probably green (unfermented) tea. Scientific studies report that
Rooibos contains high levels of polyphenols, primarily flavonoids and phenolic
acids that are potent antioxidants, which fight free radicals that attack the body’s
natural defences and contribute to the onset of many diseases and ailments,
including digestive, nervous system and skin disorders. Rooibos tea is said to bring
relief in case of colic and allergies, particularly for infants. Rooibos can replace milk
in various recipes, allowing people with a lactoprotein-allergy to enjoy those as
well.

Rooibos is very versatile. It is available pure as well as in a variety of different
blends with other herbs and fruit teas, as well as flavoured or as green,
unfermented Rooibos. In addition to that Rooibos can be purchased and consumed
as cool drinks or prepared as iced-tea. There are even recipes for food or cocktails
containing Rooibos.

Given its versatile properties, Rooibos is still a relatively cheap product, compared
to other teas. However the average quality of Rooibos on the German market is
high.

Lastly Rooibos can be certified both kosher and halaal and therefore is also

suitable for religious diets.

Positioning Strategy

Main market position

e Rooibos should keep its present position on the mass market as an
affordable, pleasant tasting tea. Therefore prices should not fluctuate too far
from its present position.

¢ The product ought to be easily accessible. Supermarkets and discounters
are the main retailers through which to reach the mass market.

» The success of Rooibos is largely based on its blends and flavours, as
opposed to mono-Rooibos. It is therefore vital to continually develop and
market new varieties to ensure the interest of consumers. Already
successfully established flavours such as Rooibos-vanilla and Rooibos-

caramel should be continued.
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o The mass market is ready for other Rooibos products. Rooibos must be
positioned as a base product for different drinks such as carbonised iced-
teas, spritzers, sports- and energy drinks, as well as an alternative to black
tea.

e Rooibos extracts should also be used for toiletries, similar to the
development of green tea. Once sufficient awareness has been created in
this segment, Rooibos can enter the market as a component in cosmetic
products.

¢ Rooibos must be marketed as a ‘two-in-one-product’, combining enjoyment
with health.

Other market segmenis

» Rooibos must remain available as loose leaves with a high quality for those
consumers preferring a premium product. Specialized tea shops are
particularly good at reaching those consumers.

o The market for sports- and health drinks is an important segment in which
Rooibos should be positioned as a supplementary product. Without any
side effects, it is effective in supplying the body with minerals and trace
elements.

¢ Rooibos must be further developed in the ever-growing ‘welliness’ segment.
Rooibos could make considerably higher profit margins as a wellness-tea or
in form of other products than in the conventional tea segment.

¢ Rooibos should be integrated in diets for infants and children, both in form
of a classic tea as well as a component of other food.

e Rooibos must be positioned on the organic market. Rooibos can position
itself by being considerably cheaper than other organic teas. Once the
volumes are large enough - therefore reaching a closer price to its
conventional counterparts - it is expected to slowly penetrate the mass
market with organic products. It is therefore important to market Rooibos
blends and flavoured Rooibos as organic quality.

» Rooibos should be made available on the growing market for ethnic
products. This would include Rooibos being halaal and kosher, suitable for

religious diets.
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o Rooibos should also be positioned within the medicinal segment,
highlighting its various therapeutic properties, although only a relatively
small market can be expected from this.

o Re-exporting loose, bulk, and readily blended and flavoured Rooibos to
countries where it is traded at a higher price should be an additional way to

generate turnover.

From an empirical point of view it has been identified and reinforced by the market
research that there is no need for a complete position change of Rooibos on the
German consumer market. However, Rooibos is a well-established product and
now would be a good time to adjust and develop the product’'s position to ensure
its continual success.

The recommendations therefore partly reflect Rooibos’ present position on the
German market. However, so far only sparse attempts have been made by the
industry to explore alternatives to Rooibos merely being a traditional hot beverage.

Nevertheless the main hypothesis

(Ho): It is necessary to reposition Rooibos on the German market, so that it remains

successful.

has to be rejected.

With the reservation of the intensity of focus on the segments different from tea as
a traditional hot drink and a few segments in which Rooibos has not yet been

positioned at all, the present positioning of Rooibos on the German market is also

believed to be successful in the future, at least until the market becomes saturated.
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V Glossary

= “Aided Answer”. The interviewer reads a list of possible answers to the
interviewee and he or she confirms his or her agreement.

= “ASNAPP”: Agribusiness in Sustainable Natural African Plant Products

=  “CAGR" Compound annual growth rate

= “Chemical residues”: Residues of agricultural remedies, which in terms of
the Fertilizers, Farm Feeds, Agricultural Remedies and Stock Remedies
Act, 1947, [of the Department of Agriculture], are permissible for the
freatment of pests and diseases, and which do not exceed the prescribed
maximum residue limit.

= “CNTP“ Cape Natural Tea Products

= “Consignment” A quantity of Rooibos or Rooibos mixtures, which is
delivered at any one time under cover of the same delivery note or receipt
note, or is delivered by the same vehicle, or, if such a quantity is subdivided
into different production groups, each quantity of each of the different
production groups is called a consignment.

= “Decentralized individual negotiation (DIN)": A pricing system.

= “DIY": Do It Yourself

= “EFTA" The European Fair Trade Association

= “EUROGAP™: European Good Agriculture Products

= “GAP": Good Agricultural Practice

= “Green Rooibos” The product obtained from the needle-like leaves and
fine stems of the plant Aspalathus linearis (also known as A. contaminatus)
or Borbonia pinifolia after it has been cut, bruised, but not necessarily dried,
but which has not been fermented.

= “HACCP": Hazard Analysis Critical Control Point

= “HHI": Herfindahl Herschman Index

s “HIS": Hochschul-Informations-System

= “Horizontal Integration”: Merging of firms producing similar products.

= “|SO"; International Organization for Standardization

= “Natural Food” Food manufactured without preservatives or artificial
ingredients.
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= “Organic Food". Food produced without the use of chemical fertilizers,
pesticides, antibiotics or products that stimulate growth.

» “Packer”. A person dealing in the course of trade with Rooibos or Rooibos
mixtures by packing it for sale. Also a person on behalf of whom such a
product is packed for sale.

= “PPECB": Perishable Products Export Control Board

» “Primary processing facilities”: Cutting, fermenting, drying and sieving,
cleaning, removing impurities or oversized particles, remove dust, sticks.

= “Retail Packaging”: A suitable container with a capacity of not more than 1
kg in which loose Rooibos or Rooibos mixtures or tea bags with Rooibos or
Rooibos mixtures are packed.

= “Rooibos mixtures”: Rooibos blended with herbs or other tea and Rooibos
with permitted additives.

= “RSP": Retail Selling Price

= “RTD": Ready-to-drink, for example bottled iced-tea

»  “Secondary processing” Steam pasteurisation, packaging in tea bags.
= “Tea“: Rooibos (Aspalathus linearis)

= “TQM": Total Quality Management.

= “Unaided Answer”. The respondent answers without any help from the
interviewer.

= “USAID": United States Agency For International Development

= “Vertical Integration™: Extension of a firm's activities into earlier (backward
integration) or later (forward integration) stages of production of its goods or
services.

= “White Sticks™ Fine sticks of Rooibos plant origin that did not take on the
distinctive colour of Rooibos during processing, and which detrimentally
affect the appearance of Rooibos.

= “WKF": Wirtschaftsvereinigung Krauter und Friichtetee e.V.
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Definition herbal and fruit teas

Herbal and fruit infusions are commonly referred to as “tea”. However they are
actually so-called tea-like products. Tea-like products are aromatic drinks made by
pouring boiling water on dried pieces of plants such as leaves, fruits or flowers.
Which part of the plants is used depends on where the flavours are located.

One distinguishes between two product groups:

1. Herbal and fruit teas which are used as food
2. Medicinal teas which fall under the drug law have to be labelled with effects

and adverse reactions on the packaging.

Most of the medicinal teas are non-prescription drugs and can be sold in any food
retailing outlet, however, some can only be sold in pharmacies. As many of the
herbal and fruit teas used as food also have pleasant effects, there is no clear
dividing line between food products and drugs.

Terminology tea’

Tea derives exclusively from the leaves, buds and tender stems of the species
Camellia sinensis of the tea plant family (Theacea), produced by generally

accepted processes.

Flavoured tea is tea to which fragrance and/or flavouring substances are added in

order to lend a specific flavour.

Herbal infusions are parts of plants which do not originate from the tea plant and
which are intended for the same use as tea. Herbal infusions are also blends of

herbal material with tea which do not fall under the category ,flavoured tea"“.

Flavoured herbal infusions are herbal infusions to which fragrance and/or

flavouring substances are added in order to lend a specific flavour.

* Guidelines for tea, herbal tea, extracts thereof and preparations of 24"/25™ November 1988 (BANz ™ no. 93a of
20" May 1989, GMBL ™ no. 14 p. 264 of 20™ May 1989), revised version issued by the Wirtschaftsvereinigung
Kréauter und Friichtetee e.V.
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Black tea is fermented tea, the leaves of which are processed by the generally
accepted methods, such as withering, rolling, fermenting, grading, drying.

(Camellia sinensis, Thea sinensis)
Oolong tea is semi-fermented tea, the leaves of which are processed by the
generally accepted methods such as withering and rolling and drying after

fermenting for approximately half the usual time.

Green tea is unfermented tea, the leaves of which are steamed, rolled and dried

and their natural leaf pigment largely maintained.
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i FPages 1 -7 Chapter One

1 Introduction

This section gives background information to the investigation, as well as its
significance. A thorough problem definition is given, culminating in the research
objectives and hypotheses to be tested in the study. It concludes with stating the
scope and limitations for the investigation.

1.1.1 Rooibos Tea — A Success Story in Germany

Over the past decade Rooibos has slowly been introduced to the German
consumer market. Awareness was primarily developed by word of mouth through
visitors to South Africa and initially only a few specialised tea shops offered the
product. In time, though, through exposure by publications in health magazines,
Rooibos tea, like green tea before it, became popular and even fashionable
amongst health conscious people. Today, the tea is enjoyed by many, not
exclusively by the health conscious.

Rooibos tea, as well as some other Rooibos products such as RTD iced-tea, can
be found and bought at all major retailers. It even has an allocated section in
certain tea shops. In 2002, Teekanne GmbH, one of Germany's leading tea
companies, advertised Rooibos tea for the first time on television. Overall, aided by
its accessibility, Rooibos has grown into a popular product for all types of

consumers.

But will this trend continue? Can it currently still be called a trend? What are the
marketing strategies used by major Rooibos tea distributors? If a change from
‘trend’ to an everyday-beverage occurred, would it lead to new marketing
strategies? Would it be advantageous to start a new trend and give customers new
incentives to buy the product, for example by selling organic Rooibos tea or using
other eco-labels? These are all currently unexplored questions, which could have
major consegquences for the marketing of Rooibos.
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Consumer attitudes change, and old trends are often replaced by new ones,
resulting in a drastic decline in product demand. This is especially true for easily
replaceable products, such as Rooibos. And since the companies concerned have
already invested largely in advertising and developed distribution channels for the
market, being able to follow and predict the consumer attitudes is crucial.

Out of all markets, the German market is the most important and most promising
looking.

Market research is necessary to establish a comprehensive understanding of the
Rooibos tea industry in Germany. A more thorough understanding of the tea
market and its trends in Germany would help to develop new or improved current
marketing strategies, which in turn would lead to more sales and ultimately to an

increase in market shares for Rooibos.

1.1.2 Agriculture and its Importance for the SA Economy

Agriculture and the export of the agricultural products have been and are still very
important business sectors for South Africa. In 2002 the gross income from
agricultural products amounted to more than R 52 700 million, which was 15%
higher than in the previous year." Together with the agro-processing firms, the
agro-food complex contributes almost 20% to the South African GDP. It is also an
important earner of foreign exchange and provider of employment.? In fact, if a
decline of 5% in agricultural export from the Western Cape Province were to occur,
an estimated 22 500 jobs would be lost on farms, in warehouses, factories and
even in harbours.?

Unfortunately a decline in export is currently apparent. Carl Opperman, chief
executive officer for Agri West-Cape even calls this current export decline a crisis,
but not for all sectors. "Rooibos, olives and good red wine are all doing very well."*
Rooibos makes an important contribution to the South African agricultural export.
In contrast to the local South African market for Rooibos, for which stagnancy in
sales is forecasted, the export market is predicted to increase significantly until it is

saturated.

! Department of Agriculture: Annual Report 2001/2002
2 bepartment of Agriculture: Economic Review of the South African Agriculture 2001/2002
j Cape Argus March 13, 2001

ibid.
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Germany is the most important importer of Rooibos tea and other Rooibos
products. Germans drink more than 10 billion cups of tea per year, of which over
60% are herbal and fruit teas, including Rooibos. In 2003 Rooibos tea had a

substantial share of close to 10% of the whole German tea market.°

1.2.1 Overall Marketing Problems

The goal of this research is to analyse the Rooibos Industry with special reference
to the German import market. This will be necessary to be able to develop a new

market positioning strategy.

e What market position should the Rooibos Industry aim for on the German
consumer market to retain and develop its success?
o What are the most appropriate target market-segments to serve?

e What characteristics should be emphasised to the German consumers?

1.2.2 Overall Research Problems

1.2.2.1 Investigation of the German beverage market

¢ What is the structure of the German beverage market at present?
¢ What are the trends on the beverage market?
e What different categories of consumers exist regarding buying and use

behaviour?

% Wirtschaftsvereinigung Kréuter- und Friichtetee e.V. 2003
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1.2.2.2 Definition and analysis of market segments of the
German market for Rooibos tea

e Whatis the structure of the German Rooibos market?

¢ What different market segments are there?

e What are the trends on the Rooibos market?

o What different categories of consumers exist regarding buying and use

behaviour?

1.2.2.3 Investigation of the South African Rooibos Industry

e What is the structure of the South African Rooibos Industry?
¢ What resources are there?
¢ What problems does the Rooibos Industry face?

e What is the value of the Rooibos Industry?

1.2.2.4 Competitive analysis

o What are the strengths and weaknesses of competitive products?

o How do consumers perceive the current position on the market of
competing products to Rooibos?

e What are the characteristics of the competing products?

o Whatis the structure of the competitive industry?

1.2.2.5 Analysis of possibilities for effective differentiation against
competitive products

o What differentiates competitive product attributes from those of Rooibos?

e How high is the product awareness compared to Rooibos?
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1.2.3 Overall Research Objectives

1.2.3.1 Primary objective

o To articulate a proposed position for Rooibos tea on the German consumer

market, which can then be used to develop a marketing action plan.

1.2.3.2 Secondary objectives

¢ To investigate the German beverage market

e To define important market segments of the German market for Rooibos
tea

e To find out which market segments are most likely to succeed in the future

s To select and emphasise the characteristics of Rooibos for the consumers

s To analyse the competition to Rooibos tea on the German market

e To find possibilities to differentiate Rooibos from competitive products

s To find out why Rooibos tea is successful on the German market

s To investigate the Rooibos Industry in South Africa

1.2.4 Main Hypothesis

(Ho): It is necessary to reposition Rooibos on the German market so that it remains

successiul.

(H4): Rooibos can remain successful on the German market in its present position.

The primary research within South Africa was limited to the Western Cape Region.

The consumer survey on the German market was limited to the student segment.

The researcher covered all necessary costs.
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1.3.1 Constraints

The investigation surrounding the South African Rooibos Industry and the German
consumer market will be restricted in terms of the following constraints:

1.3.1.1 Time constraints

The time allocated to this project was 18 months including preparatory research.

1.3.1.2 Geographic constraints

Within the research of the South African Rooibos tea industry interviews with
farmers and tea companies were confined to the Western Cape region due to the
fact that almost all of the most important farms and companies are situated there.
Therefore one could assume that the research will be representative for the whole
of South Africa.

Since the researcher was situated in Cape Town, most of the primary research on
the German market was conducted via e-mail, mail and telephone. During the time
allocated for the thesis only one visit to Germany to conduct interviews was
possible. The only way for the researcher to collect a sufficient amount of
quantitative data was to rely entirely on the help of research assistants situated in
Germany who helped to conduct market research at Universities in the form of a

student survey.

1.3.1.3 Cuiltural / language constraints

As the researcher knows both cultures and is able to speak English as well as
German, difficulties in communicating with both players in the South African
Rooibos Industry as well as the German market did not occur. However, during
preparatory interviews with Afrikaans speaking people, in particular farmers,
problems with willingness to communicate in English were encountered.
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1.3.1.4 Limitations of researcher

The researcher’'s knowledge of the Rooibos Industry was limited to the North
American import market.® Extensive knowledge of the German market would have
been beneficial and the researcher had to rely on his own private background
investigation to further his knowledge and deepen his insight. There were also
restrictions in terms of sample size and scope of the primary research, particularly

since the researcher worked alone.

1.3.2 Costs / Budget

The following costs were incurred:

Other costs R 800

Figure 1-1

Due to the high costs for travelling in Germany, the number of companies that
could be visited was limited. Also the questionnaire survey on the German market
had to be limited to the student segment and could not be conducted as

representative for the whole population.

1.3.3 Timing

The following deadlines had to be adhered, to ensure that the final report was

completed by November 2004:

Resedréhproposal g L July 2003
Beginning of research August 2003
Investigation of the South African Rooibos Industry Dedember 2003
Interviews with German tea-industry members January 2004
Submit final report. T November 2004
Figure 1- 2
¢ Gress 2002
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2 Literatu ré Review

This chapter deals with the marketing theory relevant to the research. The aim of
the literature review is to gain deeper insight into the theoretical topics which form
the basis of the research study. These topics include why it is so important to re-
think the marketing strategy of an existing product, the channels of distribution,
including supply chain management, as well as some product theory.

The review continues with consumer theory, with focus on consumer behaviour, as
this is important background information for the study of the German consumer.
The chapter concludes with a review on customer relationship management
(CRM).

Falling back on earlier experiences gained when researching the American import

market for Rooibos, the literature review was structured using the illustrated funne/
approach. The literature review starts with marketing strategy in general and then
narrows down to the supply chain and its management. It continues with consumer
behaviour and the needs and wants of the market. After that, literature on the
relationships between retailers and their customers, as well as customer loyalty, is

reviewed.
Markeling Strategy
‘Supply Ghain.
_ Management
Consumer
Behaviour
Target Market
Figure 2 - 1
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2.2.1 Marketing Moves

Marketing Moves is the title of Kotler, Jain, and Maesincee’s book in which the
authors emphasize the need for a change in marketing strategies. “The bottom line
is that markets are changing faster than our marketing. The classic marketing

model needs to be future-fitted.””

As Kotler says: “All companies must look beyond their present situation and
develop a long-term strategy to meet changing conditions in their industry.™

The market is constantly undergoing change. New laws and regulations are
passed, such as the rebate law in Germany, which affected retail conditions to a
large degree.

Media tools, such as the Internet, allow users to access latest findings and
academic studies on consumer products practically instantaneously, which gives
the consumer even more awareness on purchasable products. Through this, not
only do new fashions and trends emerge, but aversions to particular products are

also developed.

Other factors affecting the market include televised reports on poor farmers, which
lead to higher sales figures for Fair Trade products as consumers become aware
of the farmers’ situation and want to support them. Through exposure, consumers
are also made aware of the origin of certain foods and their attributes, which has
had an influence on what consumers purchase, especially with the reports on mad
cow disease, swine fever and acrylamid in chips.

The economy of a country also influences the market and buying behaviour. Due to
increased unemployment and tax increases, incomes are affected, which results in

the consumer being more price-conscious.

o

? Kotler, Jain, Maesincee 2002, p. X
® Kotler 1984, p. 34
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Now that the majority of countries in Europe share one currency and ‘customs’ and
‘trade resfriction’ are words of the past, the variety of products available is
increased. Products from all around the world are available, which results in more

competition within the market.

Particularly special products such as delicacies, which are easy to substitute, suffer
from this growing competition.

Nation-wide television commercials and magazine articles that inform of or
advertise new products help speed up this process.

it is now more than a decade since Rooibos tea reached the German market.
Within ten years it grew from an exclusively health conscious product trend to a
common beverage that can be bought in most supermarkets and coffee shops.

it is one of the products which is very much affected by previously discussed
movements in the market. A new trend towards eco-labelling, such as organically
produced products or Fair Trade, are already recognized and dealt with by the tea
industry. People who started drinking Rooibos tea merely because of its health
benefits now also drink it because they like the taste, which could be another
growth avenue.

Most changes in the market could contribute positively to Rooibos tea export,
provided they are recognized and paid attention to within a marketing strategy.
This is especially true when concerned with such a diverse, open market, such as
the European market, wherein which the marketing strategy plays a vital role. it
decides whether a company will be successful in the future or not.

As Kotler says, one thing is for sure: the environment will change. And when it
changes it will be necessary to make adjustments to the marketing strategy. }
“[Flirms that perceive this evolution can make appropriate adjustments and do

well.”

 Kotler 1984, p. 39
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The German market for Rooibos tea has not only begun to change, but effects can
already be seen in the buying behaviour, due to changes in consumer segments as
well as fluctuations in prices. If the industry does not react to these changes the
effects on the market might even increase. These effects can be positive if paid

attention to and taken note of in the marketing strategy.

2.2.2 Developing a New Marketing Strategy

Being successful is a matter of placing oneself in the right position of the market,
which calls for the need of a good marketing strategy."

“There is no one strategy that is optimal for all companies. Each company must
determine what makes the most sense in the light of its position in the industry and
its objectives, opportunities, and resources.”"’

A large selection of literature is available on marketing strategies and the different
factors influencing marketing managers. Numerous models of what has an effect

on the marketing strategy have been developed.

What all have in common is that the target market has to be researched in detail.
“Marketing must be deconstructed, redefined, and stretched. Marketing is not going
to work if its only charge is to pump up the sales of existing goods.”"?

it is important to know how the market sees the product and how the industry
wants it {o be seen. What makes the consumers buy the product and, if asked, how

would they describe it?"

' Hopkins April 2003, Money Management
" Kotler 1984, p. 34

2 Kotler, Jain, Maesinces, p. X

* Hopkins April 2003, Money Management
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Understanding and practicing supply chain management (SCM) has become an

essential prerequisite for remaining competitive in the global race for enhancing
profitably.™

SCM can be defined as “[...] the systemic, strategic coordination of the traditional
business functions and tactics across these business functions within a particular
organization and across the long-term performance of the individual organizations
and the supply chain as a whole.”* According to Childhouse and Feldmann, there
is a dual purpose of supply chain management: On the one hand SCM improves
the performance of an individual organization and, on the other hand, it improves
the performance of the whole supply chain. Both information and material flows
throughout the supply chain are integrated in SCM to be able to compete on the

market, *®

2.3.1 The Supply Chain

Essentially, a supply chain is the system through which organizations deliver their
services and products to the customers. Poirier and Reiter illustrate the supply
chain *[...] as a network of interlinked organizations, or constituencies, that have as
a common purpose the best possible means of affecting that delivery.”"’ The
authors describe suppliers as the sources that provide basic ingredients to the
network such as raw materials, ingredients, commodities, subassemblies etc. The
first link in the chain is with the manufacturer or processor. These institutions are
responsible for building, assembling and converting the products or services in the
network. The distribution system then transports the finished products from the
manufacturer, in some cases utilizing warehouses or distribution centre to the
retailers, if requested. In some networks, wholesalers are part of the supply chain.
The chain of the physical distribution ends with the ‘would-be' purchasers who find
the products on the shelves of the retail outlets. To conclude it the customer has
the final choice in making the purchase.™

“ Childhouse 2003, pp. 17-27, Mober 2002, pp. 755-70, Power 2001, pp. 247-65 and Tan 2002, pp. 614-31in
Suhong 2004

' Council of Logistics Management 2000

'8 Childhouse 2003, pp.17-27 and Feldmann 2003, pp. 63-73

7 poirier 1096, p. 3

*® ibid., pp. 3-5
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Nowadays most areas of business accept that “[...] the voice of the customer

drives the supply chain process.”’® That means that, in the end, the ultimate

customer decides who will achieve success. Therefore, satisfying the consumer is

the most important task.

According to Poirier and Reiter, successful leaders in the supply chain are

changing focus in the supply chain system on arrangements as:*

building alliances with suppliers that bring them together to work out
improvements in forecasting, order fulfilment, planning, scheduling,
packaging, delivering, replenishment, billing, and inventory control.
outsourcing arrangements that put certain necessary functions in the supply
chain in the hands of the constituent who is the most capable of performing
them successfully.

placing new emphasis on the logistics function, to ensure that not just the
product gets to where it should be, but that all the inherent costs are
minimized.

designing radically different distribution strategies to enhance the network’s
position with the consumer and create the most efficient system of delivery.
reducing cycle times between producers and stocking of stores.

reducing supporting paperwork to the level necessary to satisfy financial
reporting.

shifting from drawn-form-inventory stocking system to a flow mentality that
pulls the product immediately into and through the system based on actual
consumption.

looking to the information technology function to provide links across the full
supply chain, cutting manual redundancies and other non value-adding

functions.

' Poirier 1996, p. 10
2 ibid., p. 19/20
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2.3.2 Channels Relationship Model

In the beginning of marketing, the term marketing channel was used to describe
the bridge between producers and users.?! According to Pelton et al,
“intermediaries create value by reducing the spatial separation — the physical
distance between the point of production and point of consumption — between
manufacturers and ultimate users of products and services.”*? Therefore, Pelton et
al. define a marketing channel as exchange relationships that create customer

value in the acquisition, consumption, and disposition of products and services.

Each component of this definition has its place in the channel relationship model as

illustrated:*

A
b
5
=
[
g
@

Figure 2 - 2

Exosystem: The channel exosystem involves the externalities or other
environments in which channel members operate. The settings have an indirect

impact on the channel members’ goals, actions and outcomes, although they are

not directly involved in the system.

2! Lewis 1968 in Pelion, Strutton, Lupkin 2002, p. 4

= pelton ef af. 2002, p. 5
2 adopted from Pelton ef al. 2002, p. 21 exhibit 1.3, Channels Relationship Model (CRM}
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Mesosystem: According to Pelton et al. in the Net Economy, both formal and
informal links between the different channel members are vital to channel flows.
Therefore the mesosystem accommodates resource exchanges between channel
members such as vertical marketing systems or franchising.

Microsystem: The channel microsystem stands for the internal environment. It
covers the expectations and role perceptions between individual channel members
as well as the resulting relationships, developing from those expectations.
Attitudes, behaviours, and learning, affect the channel climate either positively or

negatively.

2.3.3 Channel Roles in the Exchange System

Garr describes three different types of channel relationships:®*

Supplier Relationships: As the name indicates, relationships exist amongst
suppliers. That means companies supply services or products to other companies
instead of providing them to the consumer. These relationships always involve a
negotiatory role, which refers to the exchange terms between the suppliers in the
channel system. As mentioned, relationships between companies and customers
also exist. These involve the sale of products or services to individuals for end-
consumption. Lastly there are lateral relationships. These relationships can be
found between channel members in the same position within the channel system,
sometimes even performing similar functions. According to Pelton et al
partnerships between channel members can strengthen their competitive

position.®

“As companies focus on their core activities and outsource the rest” says

Magretta, “their success increasingly depends on their ability to control what

happens in the value chain outside their own boundaries.”®

* Garr 2000, p. 46/47
 petton et af. 2002, p. 41
% Magretta 2000 in Harvard Business Review on Managing the Value Chain, p. 29
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More theory on the channels of distribution as well as the distribution strategies in
general and their applications in the Rooibos Industry will be discussed later in
chapter 4.5 Marketing. There, the bridge between distribution theory and the

application within the Rooibos market will be outlined.

The same applies to the market structure and its integration types of which the

theory will be reviewed in chapter 4.6 The Market.
2.4 Product Theory

2.4.1 Product Life Cycle

A product’s life cycle is typically divided into four stages:?’

e Introduction: Product is introduced to the market.

e Growth: A period of increased awareness and market acceptance.

o Maturity: A period of slowdown in sales growth because the product has
achieved acceptance by most potential buyers. Profits stabilize or decline
because of increased marketing outlays to defend the product against
competition.

e Decline: The period when sales show a downward drift and profits erode.

Sales figures and market data confirm that Rooibos is still within the growth stage
in the typical product life cycle. According to Kotler, after the introduction of a new
product and the achievement of high awareness status, a company can use
several strategies to maintain market growth. Firstly it can improve the quality of
the product and add new product features or improve its styling. Secondly, new
models and flanker products can be added to the existing product line. Thirdly the
company can try to enter new market segments with the existing product or
increases its distribution coverage by entering new distribution channels. Lastly
advertising can be shifted from product awareness advertising to product
preference advertising.?® Luck proposes that the most effective strategy in the
growth stage of the product life cycle is to improve distribution coverage and enter

new distribution channels.?

T adopted from Cannon 1987, p. 233
% Kotler 1997, p. 354
* Luck 1972, p. 46
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In order to understand the behaviour of the German consumer and what motivates

him / her it is necessary to explore some theories.

2.5.1 Studying Consumer Behaviour

“There is no single solution to how to study consumer behavior most effectively.”

Blackwell et al. classify the three major methodological approaches fo consumer
research as observational, interviews and surveys, and experimentation.®'

Observation primarily stands for observing consumer’s behaviour on different
situations. Examples for this are in-home observation and shadowing, where
consumers are accompanied during the shopping and consumption process, to
gather information about their behaviour. Another method of gathering information
is interviews and surveys. This is a more efficient method if the samples are larger.
Experimentation “[...] attempts to understand cause-and-effect relationships by
carefully manipulating independent variables[...]". Experimentation can either
take place in a laboratory or as a filed experiment in a natural setting such as a

store.

To be able to study consumers one must know the most important principles of
their behaviour. Blackwell et al. summarize five distinctive features of consumers:*®
Firstly, the consumer is sovereign. Therefore one needs to be able to offer exactly
what the consumer wants to buy. It is difficult to make a consumer buy a product
that does not meet his or her needs and preferences. Therefore, to survive in
competition, it is necessary to adapt to the consumers’ behaviour and motivation.

The second principle is that the consumer is global. Nowadays consumers are able
to access products from foreign companies, using the World Wide Web. The world
is their marketplace. The third principle focuses on segmentation. Consumers are
different but also alike. Inter-market segmentation occurs when one focuses on
recognizing similarities and differences across national boundaries.* The second

last principle states that the consumer has rights.

® Blackwell 2001, p. 21
*! ibid.

* ihid., p. 23

* ibid., pp. 24-30

* Hassan 1994, p. 53
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Consumers’ needs are expressed in their purchases. Examples for such
nonnegotiable rights are good product quality or the right for response to legitimate
complaints. Lastly consumers needs need to be understood. Marketers should be

obsessed to learn from, and listen to, the needs of their customers.

2.5.2 A Model of Consumer Behaviour

Blackwell et al. define consumer behaviour as “[...] activities people undertake

when obtaining, consuming, and disposing of products and services."*

2.5.2.1 Consumer decision-making

Consumer decision-making stands for “the process of perceiving and evaluating
brand information, considering how brand alternatives meet the consumer’s needs,
and deciding on a brand [...]".%* This is also the central component of most models
for consumer behaviour.

Henry Assael outlines two broad influences that determine the consumer’s
choice:*" Firstly there is the individual consumer. His or her choice of a brand or
product is influenced by needs, perceptions of brand characteristics and attitudes
towards alternatives. Additionally the consumer’s lifestyle, demographics and
personality influence the choice of a brand or product. Secondly the consumer’s
environment influences his or her decision-making.

Once the consumer has made a decision, according to Assael, post-purchase
evaluation takes place. The experience that the consumer gains during evaluation
will then directly influence his or her pattern of acquiring information, selection of,
and evaluating a brand and, subsequently, whether or not he or she will purchase
the brand/product again.

“In the course of everyday living, consumers have to make numerous decisions
relating to objects, products, and alternatives.”® Research on decision-making has
identified five phases during the decision-making process:* Firstly the problem has

to be identified and recognized.

% Blackwell 2001, p. 6/7

* Assael 2004, p.21/22

¥ ibid.

 Zinkhan 2004, pp. 575-82

* Glass 1962 in Assael 2004, p.31
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After that the search for information starts. Having gathered sufficient information
the evaluation of alternatives starts, resulting in the cheoice and the outcome of the
choice,

Assael transiates these steps for a consumer being engaged in complex decision-
making into need arcusal, consumer information processing. brand evaluabion,

purchase and post-purchase evaluation ™

2.5.2.2 Customer buying behaviour

It is wvital for marketers to be able to satisfy customer needs better than their
competiters do. Therefore understanding customer needs and purchasing
behayiour is eritical *

Weilz proposes a six-step mode! of the buying process as iHustrated: ™

SELECTING A SELECTING A
——
Need Meed . MNeedt
recognition recognition é recognition
¥ | ¥
information Search for _::[ Search for s
search infarrmation 5 information &
% | :
Evaluation Evaluale i Evaluatc
1etailzs £ merchandise
¥ b ¥
Choice Select a retailer | ! Select
i merchandize
i .
Visit Visit store or | : : Purchage
i loak merchandise |
Loyalty Repest siore | Postpurchase
pationacs s cyaluation :

Figie £ -3

“ pssasl 2004, p.3
" Witz 2004, p. 107
“ adapted form Waite 2004 po 111 Exhilit 4-4 slages of tho Blying pracess
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The first step in the model is the recognition of an unsatisfied need. “An unsatisfied
need arises when a customer’s desired level of satisfaction differs from his or her
present level of satisfaction.”™

Types of needs that motivate customers to purchase a product can be classified as
functional or psychological.** Functional needs, also sometimes referred to as
rational needs, according to Sebastian and Babin, are directly related to the
performance of a product. Psychological needs, however, are associated with the
customer’s satisfaction he or she gets from shopping, purchasing or owning a
product.

Sometimes needs conflict. Not being able to satisfy multiple needs by purchasing
one product or shopping at one store, customers appear to be inconsistent in their
behaviour. Examples for that would be buying both premium and low-priced
merchandise or visiting different types of retail outlets. This behaviour is called
cross-shopping.*®

To be able to make a choice, information is sought about how to satisfy the need,
for example what product might be useful and where it can be purchased.
“Extended buying processes may involve collecting a lot of information, visiting
several retailers, and deliberating a long time before making a purchase.”® The
amount of information searched generally depends on the value-gain from the
searching, which is how it improves the customer’'s ability to make a decision,
versus its costs. According to Putrevu, Moorthy and Schmidt the amount of
information searched is influenced by (1) the nature and use of the product being
purchased, (2) characteristics of the individual customer, and (3) aspects of the
market and buying situation in which the purchase is made.*

Customers use both external and internal information sources. External information
refers to information provided by other people such as advertising; internal
information is memories such as past purchasing experiences.

After collecting sufficient information the customer then evaluates the different
optlions such as the sources for the product. For the evaluation process Weitz

proposes the Multiattribute Model.*®

* Weitz 2004, p. 111

* Sebastian 1998 and Babin 1994

*® Weitz 2004, p. 113

*® Titus 1995, pp. 106-19 and Bloom 1995, pp. 19-28

47 putrevy 1997, pp. 436-87, Moorthy 1997, pp. 263-78 and Schmidt 1996, pp. 246-56
*® Weitz 2004, p. 117
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It is used to summarize the use of information, evaluating the alternatives and the
selection of a product that best satisfies the customer’'s needs. Due to these
properties retailers also use the Multiattribute Model to develop a marketing
strategy.*®

The basis of the model is to see both retailers and the product “[...] as a collection
of attributes or characteristics.” It uses (1) the product’s performance on relevant
attributes and (2) the importance of those attributes to the customer to forecast his
or her evaluation of the product.

If the customer is able to make a choice on account of the information he or she
gathered, a purchase could be made, otherwise more information must be
collected. Eventually the purchase will be made. However, the customer does not
necessarily purchase the product or patronizes the retailer with the highest overall
evaluation as it might not be available or the customer feels that the risk to
purchase the item outweighs its potential benefits.”’

The buying process concludes in evaluating whether the product satisfied the
customer’s need and to which extend. The results of this evaluation then become
part of the customer’s internal information and can and will be used to make a
decision about future purchases. A high level of satisfaction will result in loyalty

towards a product or retailer.

However, it is not necessary for the customer to go through all stages in the same
order. Different customers, depending on the type of decision made, spend
different amounts of time for the single steps. This again depends on the kind of

problem solving the customer is engaged in.

According to Weitz there are three types of customer decision-making processes,
namely extended problem solving, limited problem solving and habitual decision-
making.

Extended problem solving is the most time consuming process of the three. Here
consumers devote considerable time and effort analysing alternatives. This kind of
problem solving usually occurs when the decision involves a high risk such as

financial, physical or social.

** Finn 1996, pp. 246-56
% \Weitz 2004, p. 117
*ibid., p. 122
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Another reason for extended problem solving is when customers know little about
the product or the need to be satisfied is an important one.

Limited problem solving involves less effort and time. Usually this type of buying
process is engaged when the customer had some kind of prior experience with the
product or the retailer and, relying on his or her knowledge, the involved risk is
rated as moderate. Most of the customer's decision-making is done by limited
problem solving. Puri adds that a common type of limited problem solving, namely
impulse buying, is engaged on the spot, when the customer sees the product.®
The third purchase decision process, habitual decision-making, involves only litile,
sometimes even no conscious effort. If the decisions to be made are not very
important to the customer or involve products he or she has purchased before, the
decision-making process is sometimes simplified to save time. In this case the
customer will purchase the same product from the same source without spending

time to consider alternatives,

To conclude the model of the buying process, Blackwell et al. add a seventh step:
divestment. This refers to the disposal, recycling or remarketing of the product after

it is used.>®

2.5.2.3 Consumer knowledge

To go back to the very first step in the buying process, to be able to recognize a
need, it is fundamental that the consumer is aware of the existence of a product.
Before a product can enter the consideration set, according to Blackwell ef af., “[...]
it must gain entrance into the awareness set, which comprises those products
known to the consumers.”* Particularly for new products it is essential for the
customers to gain awareness of them. Only once a product is in a customer’s
awareness set can he or she associate it to other internal information such as
physical attributes and benefits or feelings coming from its consumption. Together

all information define the product’s image.

%2 puri 1996 in Weitz 2004, p. 109
% Blackwell 2001, p. 82
* ibid., p. 260
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The second type of knowledge is purchase knowledge. It includes the information a
consumer has about purchasing a product, including its price and availability.
Thirdly consumers can have knowledge about the consumption and usage of a
product. If consumers lack sufficient information about the usage of a product, they
are unlikely to purchase it. Therefore retailers will make an effort to educate
customers about how to consume it. The same negative effects as not being aware
of the usage of a product occur when only incomplete knowledge on the usage is
available.®

Lastly there is persuasion knowledge. This kind of knowledge includes the tactics

and goals of those who try to persuade customers to purchase a product.®®

2.5.3 Implementations for Marketing

“Companies that fail to recognize consumer needs are more likely to make costly
mistakes.”™ A basic philosophy for successful marketing is the importance of
satisfying customer needs. To be able to do so, Assael proposes that the company
firstly needs to define these needs. After that the next step is to identify those
consumer segments that have these needs. If not yet available, it is necessary for
the company to position new products on the market or reposition existing ones to
be able to meet the customer needs. Where possible, companies should make use
of interactive technologies to satisfy consumer needs on an individual level.
Marketing strategies have to be developed and evaluated for their effectiveness to
be able to communicate and deliver product benefits.5®

Therefore it is necessary to obtain information on the consumer’s needs, his or her
perceptions of brands or products, the attitudes towards them, his or her intentions

for a purchase and lastly the consumer’s past purchasing behaviour.

According to Blackwell et al., “[s]juperior market-driven strategies and execution in
the marketplace are important in times of intense competition and high consumer
expectations.”™® Successful companies are able to provide their customers with

more value than their competition do.

* Blackwell 2001, pp. 265-266
* Friestad 1994, pp. 1-31

" pssael 2004, p. 5

* ibid., p. 5/6

* Blackwsli 2001, p. 35
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Literature describes value as the difference between what consumers have to give
up, such as time, money or other resources, for the product they purchase, and its
benefits. It is the sum of utilities that the consumer receives compared to all
disutilities he or she must pay. According to Woodruff, one has to be careful not to
make value synonymous with quality. Today, quality alone is not enough to
maintain a competitive advantage. However, a combination of other components of
value, such as a good image, a competitive price, and good product features will
provide this advantage.®® However, there is no clear explanation of how these
components communicate values to consumers.®! It is important to realize that
consumers do not necessarily choose a product for its low price but rather for its
overall value which, according to Blackwell et al., might even include the approval

of the consumer’s peer.

“Marketing strategy involves the allocation of resources to develop and sell
products or services that consumers will perceive to provide more value
than competitive products or services. The process includes market
analysis, market segmentation, market strategy, and implementation, with
the study of consumers at the core.”®

The next important step in developing a market strategy is market segmentation.
Market segmentation is the process of grouping consumers with one or more
similar characteristics or behaviours. This is necessary to be able to adjust the
product itself, or the applied communication strategy, according to their specific
needs, in order to increase the possibility of sales to the identified group of people.
ldeally, products should be custom-made to each user and his or her needs and
hehaviours. “"A market segment is a group of consumers with similar needs and
behavior that differ from those of the entire mass market.”® In contrast to this is
market aggregation, also referred to as mass-market marketing. This strategy
works for products where the market desires functional benefits at a low price.
Products that fall into this category are usually standardized and sold using simple

channels of distribution, not offering extra services.*

® Woodruff 1998, pp. 139-53

5 parasuraman 1997, pp. 154-61
% Blackwell 2001, p. 35/36

% ibid., p39

* ibid., p41
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To be able to describe market segments, consumers have to be classified. One of
these various methods is to divide consumers into subcultures. A subculture is
defined as a group of individuals who “[...] possess beliefs, values and customs
that set them apart from other members of the same society. In addition, they
adhere to most of the dominant cultural beliefs, values, and behavioral patterns of
the larger society”, which means that a subculture describes “a distinct cultural
group that exists as an identifiable segment within a larger, more complex
society.”® Examples of important subcuiltures for this study are heaith conscious
people, children, and customers of supermarkets and discounters.

2.5.4 Consumer Motivation

The influences on the decision to purchase and consume a product such as
Rooibos are central to this research project. Thus it is essential to analyse these
influences and the role they play as motivators in the decision-making process.
Therefore motivation is a key element to this study.

According to J.W. Atkinson®, motivation has to do with direct influences on the

direction and force of action, for example the different factors that stimulate and |

direct the individual's actions. Walters adjoins that “[...] motivation is an active and
strong driving force that seeks to reduce an existing state of internal human

tension.™®

2.5.5 Fad Adoption / Trends

Kotler describes fads as “fashions (a currently accepted or popular style in a given
field), that enter quickly, are adopted with great zeal, peak early, and decline very
quickly.”® Therefore fads do not last very long and tend to be followed by only a
limited number of people. The reason for this short lifetime is that fads normally
give little or no satisfaction to strong needs.” Fads can be useful or useless, trivial
or important, appeal to the masses or only be adopted by a narrowly defined niche

market.”

: Schiffman, Kanut 2000 in Jacobs, Tucker 2003, p. 12
ibid.
 Atkinson 1864, An Introduction to Motivation
* Walters 1978
% Kotler 1997 in israele 2001, p. 52
™ ibicl.
' Carson 1999, Journal of Management Mistory in Israele 2001, p. 52
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According to Carson, if fads should evolve into frends or even be adopted by the
mass market, it is necessary for them to not only outweigh the costs on the long
term but also in the short term. It is also likely that a fad will be adopted if the
perceived implementation is expected to be easy and if there is enough external
marketing and promotion. It is also necessary that the fad is not severely radical
and that enough supply exists. Researchers have found an average life span of
fads of just three to four years and that this could possibly even decline the more

the fad succeeds.”

2.5.6 Consumer Acceptance of a New Product

The acceptance of products is influenced by several product characteristics:”®
Firstly there is the relative advantage, which stands for the degree to which
potential consumers of a new product see it as superior to an existing substitute.
Compatibility also influences the acceptance of a new product by the consumers.
Compatibility stands for the degree to which a potential customer feels a new
product is consistent with his /her present needs, values, and practices. Complexity
on the other hand is how difficult a product is to understand or use and to which
extend this affects its acceptance. The easier the product is to understand and use,
the more likely it is to be accepted. The next characteristic is trialability. Trialability
refers to the degree to which a new or existing product is capable of being tried on
a limited basis. The greater opportunity to try a product, the easier it is for
consumers to evaluate it and ultimately adopt it.

Lastly there is observability, which refers to how easily a product’s characteristics
can be observed, imagined or described to potential consumers.

2.5.6.1 Adopters of a product

Consumers can be categorized according to when they adopt a new product.
Schiffman et al. identify five categories of adopters: 7 The first to adopt a new
product are the innovators. This group of people are venturesome and readily try
new products or ideas. They are distinguished by their communicativeness with

other innovators and their love of risk.

2 Carson 1999, Joumal of Management History in Israele 2001, p. 52
8 Schiffman, Kanuk 1997, p. 532
™ ibid., p. 539
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Early adopters, amongst whom o'ne can find the greatest number of opinion
leaders and role models, are more integrated into the local social system. This is a
very important group to which companies should look before launching a new
product. The next to adopt a product is the early majority. These consumers come
just prior to the average person to adopt an idea or product. They are distinguished
by taking their time before adopting a new idea and one will seldom find leadership
positions amongst them. The early majority is followed by the lafe majority. These
people adopt new products and ideas out of peer pressure or out of economic
necessity and are very cautious when approaching new innovations. Lastly there is
the group of laggards. Their suspiciousness towards new products, as well as their
preference for things orientated in the past, mark them the last to adopt an

innovation.

2.5.6.2 Non-adopters of a product

According to Schiffman ef al. non-adopters of a product can also be classified into
five different types.”® The first class of people includes those who do not know
about the product or do not yet have enough information on it to make a decision.
This group is called the unaware group. The symbolic rejectors do know about the
product but either do not need it or dislike it and therefore will decide to reject it.
The third group consists of people who believe that the product might be right for
them, although they have not yet purchase or fried it, those people are called
symbolic adopters. The trial adopters have tried the product but have not made an
actual purchase or repurchase yet.

Lastly there is the group of consumers who have tried the product but did not like it
or found it lacking in attributes. This group is called the trial rejectors.

78 Schiffman, Kanuk 1997, p. 540
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As the business world is moving on, companies have learned that there is a

challenge to maximize the value of the relationship between them and their
customers, not only by handing out loyalty cards, but also strengthening the bond
between both by modifying the customers’ behaviour. Customer relationships need
to be managed for the customers’ benefit and the companies’ profits. Retailers
started to provide more value to their best customers, in order to increase their
share of wallet." According to Reichfeld, research found that costs of marketing
products to a new customer are more than six times higher than those for an
existing one.™

According to Nevell, “[...] marketers learn that customer loyalty can’'t be bought
[...]I".7" New solutions include ways to develop customer relationships utilizing the

latest technology to manage them.

“[Customer Relationship Management (CRM)] isn’t a technology. As you will
see, that's true, but not strictly. | also heard that it was a ‘customerfacing’
system. That is a strategy and/or a set of business frocesses. A
methodology. It is all of the above or whichever you choose.™

As this quote illustrates, many different opinions exist as to what CRM stands for.
Reviewing the literature, opinions reach from seeing CRM as a collection of
specialized technological tools, to a set of business processes for managing
customer experience. Some even call it a comprehensive strategy for customer
retention.

CRM has been conceptualised by various authors as (1) a process”, (2) a
strategy®, (3) a philosophy®', (4) a capability®?, and (5) a technological tool®, just
to name the most common ones.

° the percentage of the customers’ purchases made from this retailer

™ Reichfeld 1896 and Pelton, Strutton, Lupkin 2002, p. 24

7 Newell 2000, p. 2

™ Greenberg 2001, p.4

™ Galbreath 1999, pp. 161-71 and Day 2002 in Zablah et al. 2004

* adenbajo 2003, p. 570-77 and Corteau 2003, pp. 21-34 in Zablah et &/. 2004
® Fairhurst 2001, pp. 137-42 in Zablah sf al. 2004

22 peppers 1999, pp. 101-19 in Zablah ef a/. 2004

® Gefen 2002, pp. 47-69 in Zablah et al. 2004
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For this study, CRM will be seen, as Newell describes it, as a process of modifying
customer behaviour over time. Companies will learn from every interaction
between them and their customers to be able to strengthen their common bond.?
This is also the principle of one-to-one marketing.

According to Brown and Gulycz, CRM starts with customers and their needs, the
organization and its competencies and the organization's commitment to quality
service, for both the internal and the external customer.®

The key terms of CRM are outlined by Newell as the following:*® (1) Identifying
those consumer values that are pertinent to a particular business, (2)
understanding the relative importance of those values to each customer segment,
(3) determining of delivery of those values that will affect the bottom line in a
positive manner, (4) communicating and delivering the appropriate values to each
customer segment in ways the customer wants to receive the information, and (5)
measuring results and proving return on investment.

Therefore the purpose of CRM can be defined as managing customers’ behaviour.
Only if every contact between the company and their customers is seen positively,
will they be loyal and therefore valuable to the company. Weitz even goes further
and describes CRM as a “business philosophy and set of strategies, programs,
and systems that focus on identifying and building loyalty with a retailer's most
valued customers.”’ The goal of CRM is to develop and maintain “[...] a base of

loyal customers who patronize the retailer frequently.”®

Although customer loyalty does not play such an important role on purely price
driven markets, in the case of the Rooibos market it could be a significant issue. In
addition to that CRM stands not only for relationships between a company and the
end-consumer but can equally be applied to business-to-business relations. “It's
still a fact that business-to-business sales, from the very start, deal with real,

individual people, not averages and not corporations.”®®

& Newell 2000, p. 2

* Brown et al 2002, p. xvi
* Newell 2000, p. 70

¥ Weitz 2004, p. 336

* ibid.

 Newell 2000, p. 212

Thasis Tobias Gress



g Literature Review Chapter Two

2.6.1 Customer Loyalty

Covyles and Gokey describe customer loyalty as a commitment of the customer
towards the retailer to purchase products and services from him and resistance to
attracting activities of competitors.®® The loyal customers’ bond is based on more
than just a positive feeling about a retailer. There is an emotional connection
between them and the retailer, says Weitz. Loyal customers will even encourage
their family and friends to patronize this retailer.”® If a retailer is able to develop
such an emotional bond with his customers, it is difficult for competing retailers to
attract these customers.®?

A common problem that occurs in connection with customer-loyalty programs is
that the marketing organization does not know how the customer benefits from
these programs. CRM is different from traditional database marketing. Traditional
database marketing concentrates on what the company wants to sell, not on
customer values. However, these value concepts are what motivate the customer
to change his or her behaviour and reinforce loyalty. In addition to that, CRM is a
long-term profit builder and will not work as on overnight cure. %

It is difficult, if not impossible, to calculate an accurate return on investment for a
CRM program. This is due to the multitude of variables that affect its resuits. The
long-term impact on market position as well as on customer value needs a
sufficient amount of time. Also some of the costs involved will only be known after

the program has run a significant course.

2.6.2 Tools for CRM

According to Newell, important tools for CRM are not that different from those used
for direct marketing. These tools include (1) recency. Recency refers to the last
purchase made by a customer from a company. The number of purchases within a
set time-frame by the same customer is referred to as (2) frequency. The third tool
is (3) monetary. Here the company wants to know how much a single customer

spends on purchases within the specified time.

% Coyles, Gokey 2002, pp. 3-14 in Weitz 2004, p. 336

* Weitz 2004, p. 336

2 Mattila 1998 and Foumnier, Dobscha, Mick 1898, pp. 42-50
# Newall 2000, p. 69
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Other important information a company has about their customers, other than data
about their purchases, include (4) demographic and lifestyle information. These
data can include the customers’ income, age, information about their children,
interests and hobbies. Lastly, it is important to weigh the different variables to be
able to predict the customers’ profitability to the company.® In other words, for a
successful customer relationship management, the company needs to know their

customers, individually.”

Considering the broad issues of marketing strategy, the supply chain and its
management, the product and consumer theory, and more specifically, the
customer relationships, lead to the ultimate need of gaining thorough information
on the export as well as the import side of the Rooibos market with special interest
in the product’s positioning.

Therefore it is necessary to firstly investigate the South African Rooibos Industry to
gain background information, and secondly to research the German beverage
market as well as the product Rooibos itself.

Reviewing the relevant literature led to the development of the model that guides
the entire research, which will be described in the following chapter.

* Newell 2000, p. 82
* Cram 1094, p. 15
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3 Research Design — General Methodology>
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3.1.1 Literature Review

A thorough literature review built from secondary data sources such as acadenic
books, journal and Internet articles, dalabases, company reports and government
publicatians from bo:h South African and German saurces was drawn up during
the ressarch. This, as wall as he analysis of case studies connected with the
subjecl, guided the study towards achigving he required shjsctives and helped to
understand the South African Rooibos industry as well as the German consumer

rarket.

3.1.2 Interviews

To gather infarmation about the South Alrican Roaibos Industry and the axport of
the product, experience- as well as in-depth interviews with relevant mambers of
the industry were conducted. The group of interview partners included farmers,
Raoaibos exporting companies and members of agricultural associations, such as

tha ASMNAPP projeci and other peaple nvolved 0 exporl marketing.

= adaplad lron Beardan 1888 Figars 7.5
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Interviews wilh Germans involved in the peverage and tea market including fea
campanies, impartars and retailers belped o nvestigate the market and the
cormpelitors. Inferviews poth in South Africa and Germany were mainly personal,
face-to-face or over the telephone. In some cases information was gathered by e-

miail,

3.1.3 Questionnaire Survey

To walidate the findings of the secondary research and o prove ar disprove the
research hypatheses, quantilative research has besn conductad. T2 be aole o uss
data ootainad oy guantitative research, satislical analysis was ulilized.

To  hightight  the peeds, attitudes and  perceptions of the consumers, a
guestionnairs survey with end-consumers of Ropibos products was conductad.
Uue lo lime and geagraphic constraints the method ol lace-lo-tace intarviews could
not be applisd. Therefare g self-adminislered guestionnaire was given to the

razpondenis mediated through research assistants.

The gueslionnaire respanse format consisted of slructured queslions such as
rmultiple ghoiga, raling scales and dichotomous questions. To minimisg  tha
passibiiity of influencing the respondents oy limiting them through giving possible
answers, which are not 3 frue reflegt'on of thair altiludes, the questionnaires were

guided by the previaus research,

3.1.4 Data Analysis

Bath gualitatve and quantilative data werz analysed. Findings of the interviews
were conmparad and critcally assessed.

Eefare the data of the interviews and qguestonnairas could be analysed, data
preparation was necessasy, This took place in forrm of sdiling and capturing

interdew minules and coding questionnaires into spreadshests,

i3
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Questionnaires were analysed using lrequency dislribulions and perientages.
Fram these, cross-tabulations between relevant cuestions was applied, to
determing whether any multi-variated stalislics was appropriale.

The sgnificance level far all guantitative data was set at a p-value of 0.05

3.2.1 The Adapted Model

D 1o the size and scope of this study, it was necessary o have a clear research
methodoiagy, to ensure that all possibly relsvanl information was investigated. This

gave the investgation both validity and directian.

In order to gain insight into the Soulh African Boaibos induslry and 1o analyse the
German consumer market, botn quzlitative and quantitative research  was
conductad. The sludy began wilh qualitative research, which was [han used (o

sUpport the quantitative research.

Ta establish a greater perspective and oroader approach, an extepsive literature
raview was drawn up. This enatrzed lhe resaarcher o find resulls of previous

studies and theaories from which saund conclusions could ullimately be drawn.

3.2.1.1 Positioning the product

Az new industries are spawned and more players enler lhe markst, The powesr of
sositioning has never been more relevant ™ 11 ane wanls Lo deveiop a posilionin
& 2| i P g

slralegy, one has to know the market.

The maodel slrucluring this work is adapted from David Walters” strategic approach
I retail oparalional management. It was adjusted o not only fit retail management
but also to articulate a largst market oosition for a specific producl, namely

Faooibos tea on the German consumer markel and wilhin the indusiry

flx Haopking Apil 20072 Monay Managaraset
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The model is structured in two main parts namely the Marketing Rescarch and the

Empirical Markcting Analysis.

Marketing research starte with the [nvestigation of the South African Rooibos
fndustry. This part produces information about the resources, constraints and
values of the industry and will then be uszed as background information lor the
armpincal analysis. Data in this section are validaled by primary research in lorm of
in-depth interviews with members of the industry.

The second block deals with the German markeat and industry. it is divided intg the
tnvestigation of the German beverage market, which will be supported by some
primary research in form of in-dapth interviews and the Compefitive Analysis. The

latter part includes quantitative data lrom primary research to validate the findings.

" Adapted from Walters' | Developing a Marke! Posilioning $eatorgy® hocdel

b il Y
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Conclusions will then be drawn from both sections in form of the definition and
anafysiz of market segments of the German marke! for Rooibos and the analysis of
possibilities  for  effective  differentiation  against competitive products. This
completes the marketing research.

The empirical marketing analysis uses the findings of the marketing research to
selact the mast appropriate market segments to serve, as well as the product
characteristics that should be emphasized. From here the proposed positioning of
Rooibos an the German market will be articulated, which also concludes the work

of this study,
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4 South African Rooibos Industry

The fourth chapler deals with the investigation of the South African Kooibos
Industry. It starts by giving a brigf background of the applied research
methodalogy, followed by a general section on Rooibos, including sttributes,
versatility and cultivation methods. After thal light is shed on the South African
Raooibos Industry addressing the esarly industry and ils hislory, ils currenl role
players, competition and values wilhin the industry. The chapter also deals with
Raoibos marketing and the markst itself. In the last seclion of chapler four, lopics

regarding pricing of Roaibos lea are discussed.

4.1 Methodology

4.1.1 Research Problem

To identify the characteristics and the structure of the South African Rooibos

Industry,

4.1.2 Objectives

= Toinvestigate the Soulh African Rooibos Industry

« Horizontal and verticat market relationships

4.2 Research Design®

To better understand lhe scope of this sludy, exploratary research consisting of a
literature search, secondary dala search and experience surveys was conducted.

Qualitative data was subsequently generated ™

1 Adopted from Beamden 1994
*“ Bearden 1953, p. 52
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4.2.1 Exploratory Research

Typically exploratory research is done to better understand and to gain background
information about a topic, such as the given™ One suggested method is to
conduct in-depth interviews with knowledgeable people involved in the industry.

Other common methods include literature reviews and case analyses. ™

4.2.2 Sub-Sector Analysis

The research of the South Alfican Rooibos Industry follows a conceptual
framework called Sub-Sector Analysis. Gregory J. Scolt, Economist at the Social
Science Department of the International Potato Centre, Lima, Peru, describes this,
particularly for the research of agricullural topics functional field method in his book

Prices, Products, and People from 1995 as follows:

Using the sub-sector approach, it is possible to consider all potential topics
generated by the research of an "economic unit of analysis specific to a particular

commodity [._.]""".

A sub-zsector is defined as "a meaningful grouping of economic activities linked

® in this particular case the

horizontally and vertically by market relationships™™
production, processing and distribution of Rogibos. The importance of using the
sub-sector framewark lies in the fact that it can ensure that the planned activities of
data collection are given sufficient time and resources.

Az the resources for this study were limited in both time and manpower, it made
sense to carey out the sub-sector analysis using rapid reconnaissance methods, as
thase provide quick and effective ways of gathering Information on complex
relgtionships betlween members of the industry, as well as helping to find out about

the existence of constraints and opportunities."™

“* Bearden 1998, p, 52

b, exibil 1.3

" Gregory 1995, p. 29

% Shaffar1980 in Gregory 1995, o 21/22
"™ Gregory 1985, pp. 2141
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The methodolagy of this research clossely follows the approach which Michael L
Morris used to analyse sub-sector limitations of maize in Paraguay, John 5.
Holtzman, John A. Lichte, and James F. Tefft, used this methodolagy to examine

coarse grain processing and utilization in Mati."™
Before a functional work plan could be developed, the broad overall goal of the

study had to be translated into specific research objectives. Therefore a research

matrix containing all important areas of interest had to be deveioped.

4.2.3 Research Matrix

Product Economy Market Industry | Marketing
: Before 1856 X X A £ ]

HIStory I s er 1996 . : P ¢ ¥ 5
Afibilesi i ey X X & ko A
Environmont : = X X x = __'
EROR =S S S v Important 2 £ - . |. tmgortant |
Structure w. - |8 5

Froducer :

Small zcale | i N\ ) X % |

Producer ! ) e } ¥ k |
: Carmmercial ; ; !
Players | Processor A X = o Iy 2T v R |

: Bislributar A - e fmpartant | X !

Custormer _ - - X x - |

Research _ i X X X ¥ i

ahes (O : - x Mo
Con- Govarnmernt X ] Imporiant A i
 straints | Valuntary X X L fmportant | -
Chances NN Yl X X X_ sk -
Distribution frmportat - oK X i X
| Strategy fmportant X X X ! X
Prices X - : X T -
Figrree 4 - 1

By systematically cansidering each cell in the matrix, the risk of restricting the focus
of the study without considetring all potentially important issues was reduced. As in
the template, several “prictity cells” were identified as polentially imporiant
Focusing on these helped to understand the structure and performance of the
South African Rocibes Industry and its environmeant.

Subsequently it was possible to design data collection aclivities to gather

information on the relevant topics.

" Gragary 1985, pp. 21-41
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4.2.4 Data Collection

4.2.4.1 Review of secondary data sources

A list of required data and their possible secondary sources was drawn up o help
guide the data collection activity. With the help of this list, secondary data were
systematically reviewed to gain information on the objectives.

m Source of secondary data
' = sedvucd A
. 1| Parishithile , i
Froducts Resgmch o,
i Artied
- Gommodity Rouibos |  Export Depa:;manf. papers f,f-:[.,;ﬁ:hm ! Berctks
| characteristics | Association | Contd | o foublished /0
' Board i : unpubilistied)
(PPECB) el
|
Huooibos Tea
: qurlmi d Boarg ! R;t;‘j:‘s of Joumal Government | |
;'Ik'a‘r! dgn fannua! mi‘-‘ rL frticles publications
markat data faports) mamiar:
Sauth -
Rate of Journa! Afrigan - Economic waspape
exchange arcles Reserve Baoks datishases articles Intarnst
' Rank
Rasgamh
Gawerh-
Themarkel | WESGRO.| ment peece | PoRSR . Joumal | imermet
pubkicabons i y
urpuirizhed)
: Depart > pap;r:h Jourmal
The industry A of - WESGRO PPECB pubishad 7 | artices
Cl unpublished)
Joumal Compary
The marketing | WESGRO ol Intarreest s P
= Company
Hrices FPECE WESGRQ SO frtermet
Eco-labelling Kt Imemet | Books Company |
T articles : brochures i
Figura 4 - 2
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4.2.4.2 Primary data coflection activities

Limited by the time constraint and scarcity of resourcas, the onmary daia collaction
had to roly whensyer possible on rapid reconnaissance methods such as guided

irfarmal interviews with players of the industry and knowledgeable key informants.

Figld dala eolleclion bagan with informal interviews with important players of the
Souih African Roaibos Industry, such as the managing dircclors of involved
companices, Lo gain Tamiliarity with the industry tsalf

Iy addition to that intervicws wilh people connected to the industry, and those who
were involved in research on Rooibos, wore conducled lo vorily and complete data

gained from secondary solices.

k

Since the markeling of Rooibos was of particular interest, an effort was made

directly obsarve the diverse componenis of imarketing on the local markel.
The reconnaissance sunvey was designoed o answer the following guestions:

s+ Woat are the characteniziice of Ronibos tea (Aspalathus lincansh?

s Wifnatars the values of the Sadth Afnican Rooibes Industre?

s Howis lne market stractured

+ CAhat are the market intermsdiariss?

o Whoare the role playses in the industry?

= WWhal s the comrpaiion Setwesn then Cke?

« What constrainis dossths indusiy nave o copz with?

« What ars the disiribation channgs lor Roobos?

» WWhat factars infiuence ine prices of Roalbas?

s Vhat are the offects of the rate of excnange on the Rooibos Industiy?

Figurs 4 - 3
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During the reconnaissance survey, informal interviews (personnel or telephone)
were conducted wath;

Industry members . Others
Name Company / Organisation Name Company ! Organisation
Willem The Big Five Roothos Fermina :
Engelbrecht  Compamy Platon Ombuli Rooibos Teas
- Reinhard von I ]
Niell Costree Coeizes & Contzes Ludwiger Ciniii Rooibns Teas

md& Cape Nafwral Tea Products ~ Paul Hayes  Ressamner [\

Peter < Madefeine Chrectorate Plant Health and
Schiilke RKboisan For Heins Cluanie

Berit Emau  Khofsan Tea LeonRas PPECB

‘;1‘;?2:5 SA Rovibos Tea Suppliers Elton Jofthas — ASNAPE, Steflenbosch
Martin Bergh  Rocibos Lid. gugmz 't Fc‘wma ;ﬂm Big Five Rovibos
Figure 4 - 4

Further details about the interwew partners can be found in Appendix 11.2
Interviews.

Most inlerviewees were contacted at their place of work. The researcher was
meticulous in identifying himsalf, and to explain the purpose of his visit. Interviews
were unstructured, although the researcher carried @ checklist of questions to
make sure that important points would not be overlooked. The effort to keep the
interviews informal seemed to encourage frankness on the part of the respondents.
To speed the interviews and minimize interruplions. all interviews weie recorded
on tape (after the agreemenl of the interviewees). In addition o that, impartant data
were recorded in summary form on paper, occasionally during the interviews. The
aclual capluring and analysis of the data, gathered during the interviews, was done

afterwards on computer.
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1 was important to convinge (he interviewse thal conlidenlial data would not be
nublished in the final report or made available to campeting industry enterprises in
any form. Therefore a latter of introduction signed by the supe-vising Professor al
the universily was sant u frant either via mail or e-mail (see Appendix 11,12 Latiar
of intraduction). |n addition. every inlerviewees recaived a paper summarizing the
phjectivas of the research {(see Appendix 1111 Lefter to Interviewess). Ons
company requastad an ovarview ot queslions to be askad, which was sent to them

L frort.

All interveweses were offered a copy of the final repert as incentive lo Iheir

willingness to spend time an Aanswering the questions.

4.3 Aspalathus Linearis
4.3.1 About Rooibos

Aspalathus hrearls, commonly known as Rooibos, is 8 leguminous shrab with
nesdle-like leavas and finz siams. The plant is indigenous to South Africa, and is
found only in the Clanwilliam Area near the Cederberg Mountains and so far
nubiody bas succeeded in cultivating it abroad.

Its mame, maaning red bBush' in Afrikaans, derives from the plant's natural red
solour when dried in the sun. Because it is not parl ot the Camcifia sinensis family,
il is officially reccgnized as a harbal infusion rather than a tea, yet is widely and
fondly referred to as Rooibas tes. Raocibos has the same robust body as black tea,
and ran therefore also be used for iced-tea, and goes well wilh milk. Unlike
decalfeinated tea, which loses much of its flavour, Rooibos tes 15 haturally
caleina-lrae and low in tannin. It is rich in volatie components, minerals and
ascorbic Aacid. More imporantly, it has beneficial madical propertias. incloding 2
high flavanoid contand. Flavonoid acts anti-inflammalory and has anti-aliergenic
properties. Minarals in Rooibos lea include fluoride, iron, caloium, potassium,

copper and Zine.

43



Chapter Four

Today, As ils beginnings owver 300 years ago, Rooibos is drunk far its health
bensfits and versatility, z5 well as its refreshing flavour, pure aroma and distinctive
mahogany calaur,

It i= not only used as a beveraga; Raoibos is also used as a basis for a variety of
commodities, such as cosmelics and anli-ageing pills, In Jdapan it is even
commanly used in praducts such 85 bread, sweets and jelligs. The international
demand for Roalbos has steadily increased Expaort is currently the most impaoitant
and fastest moving markel. Markels in imporling countries such as Germany and
Japan are still far from saturated. There, Racibos is taking market share from
black. green and alher herhal feas. Scenliic evidence of ils heallh altribules will
boost its popularity even mare and the credibility of the tea as a health drink will

rise worldwide ™

4.3.2 Rooibos: The Cheap and Heaithy Product

The tiscovery of Aspalathus finsaris by Eurcpsan botanists dates back to as sarly
as 1772, At that time, the indigenous people of the area already knew of itz healing
prooperties. Bul aver ime, this knowledge of the bush was gradually lost and people
simply enjoyed it far its typical taste.

200 years later, Annekiz CTheran re-ciscovered’ Raaoibos’ potential healing
praperties, bul was nol able lo provide any scientfic proof of her findings.
Convinced that Rocibos had helped relieve her baby's allergies, she was inspired
to conduct her own research. which was the beginning of Roaibos® career as a
hizalth product,

The tea has been most widely researched in Asia. These days it is known that
Faooibas has health-giving properties against various diseases and ailmants,
including digestive, nervous system and skin disorders.”™ There is even reason to
believe lhal Rooibos can pravent cerlam <inds of cancer, of which the resulis of the

currenlly conducted research are eagerly awamed,

Today. Racibes is generally regarded as a healthy beverage, dua to it baing low in
tannin anc being caffeine-frae, ™ |t is these health attributes which are cansidered

sssential for the continuous growth of taday's competitive herbal industry. ™

" Brymar 2000, Wesgo nackground reper, p. 162
" Komatsy 1294 Cancer | etsr
E Moo 1933, Econ, Bal,
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Fooibos is truly 3 versatile and affordable preduct. Preducers state that the leaves,
as well as the tea bags, can be rehegted move than once without developing a
Litter aftertazte as cther teas with Righer tannin amounis do. This is due to tha
very low tannin content of the plant. Rooibos can also be used as a cheap

replacement for milk n a'mast any recipe, and is also a natura! meat tendeariser,

4.3.3 Variety of Rooibos

Roobos is a good substitute for bhlack tea and coffee. not only dues to its kealtk
benatits. but alsc due to its versatility and varicty. A wide seloction of flavourod
Rooilbos products is available. Often Rocibos is used as a basis for other herbal or
fruit teas and can bo faund in ready-te-drink (RTD), as weall az sclf-brewed, iced-
teas. Recently. in 2003, the tirst carboniscd Rocibos tea product range was
launched on the local South African market by Rocibos Ltd.'” Rooibos is
packaged in, and available as, loose legves, various tea bags and powdoers, roady-
to-drink products, cosmetics and shampaes, in tins, glass, tetra-packs, cardboard
hoxes, cans and bottles. Mew innovative product applications include gresn
(urtermented) and organizally produced Roolkos. Existing nicke market segments,

as well 3s new oncs, are cxpected to benefil trom the versatility of the product.

4.3.4 Cultivation

Rooibos reguires a docp, sandy. and well-drained scil. The bushes are found
naturally in the Cedorborg arca, where the average ranfall ics betwoon 250 and
400 mm per annum The climale in this arca. at a keight of roughly 450 m above
sead leval, is harsh and dry in summoer, cold and wos in winter.

The guality of the teg is largely influenced by the prevailing weather conditions, seil
and altitude. As a general rule, the higher in altitude the production area is, the

Geotter the guality.

" Wintetton 1599, . °
M3 Healb12d 5004 Wietesrs
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Generally, Eroibos neads anly very litle: additional fertiliser due to the relatively
lra yield. As the preduction generally fergees artificial irrigation, droughts have a
savare impact on lhe aslablishment of the plant. Daring the last two years
(2002/2003), farmers had to cope with a very low success-rate due to low rain falls

inwinter.

seedlings are planted between June and August, depending on woealher
conditions. The young bushes are then “topped”. which means the tops of the
bushes are pruned off, between December and March to promate branching. The
first harvest can be expoacted one year laler. A Rooibos plant has a lifespan of four
to five years, therefore, ta avoid years without production, new crops are planted

annually.

4.4 The Industry

This section begins with an outline of the sarly Rooibos Industry. It gives a brief
overview of tha perind before thoe cstablishmenl of the Rogihos Tea Control Board
and shaws the development of the industry after its abolition.

Im ordor ‘o gain an overviews of the current structure of the South Atrican Rooibos
Industry. an induslry profite will be outlined in form of descriptions ot the current

rale players. Interviews with qualifizd persons from the industry were condusted. |n

addilion to that, data from The WESGRO Rooibos Report'™, Faul Hayes'

unpublished roped o the compelitivencss of the industry’™ and the websites, as
will as company brochures of the descriibed companics, have boen used. Al of the
fislliowing companies own their own manofacturing lacililics and are able Lo
pesteunze Rootbos. Bast of them handle their own packaging.

After descritding the role playars in the industry, it is now important to shed light an
their competition, The Rooikos praduction in Scuth Africa is Emited By cultivation
areas and climatic conditicns. In addifion to this supply praklem there are anly a
limited amount of potential custormers interested in the producl. 1he sccond parl of
lhis seclion deals with the compedition and competing mothods between industry

members,

U osiyrian 2000, Wasars backog ouned 1=

"™ hayes 2000 Thasis
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Every ndustry pertaing o ils specific values. Imporianl issues for lhe Sowh Alrican
Roothos Industry are: Ethical trade [ eco-labelling, orgamic preduction and Fair

Trade. Thaze issuas will ha discuszad in the lasl parl of this chapter.

4.4.1 The Early Industry'”

4.4.1. 1 Pre-Roothos Control Board Era

The first time Roolbos was taken note of as being a patential industry sector was in
1904 when Benjamin Ginsberg, a Bussian immigrant, started to market the tea he
bought from local South Arrican inhabitanls.

In the 19305, Rooibos' cultivation and trade was commercialized for (he tirst ime.
Or. P. e Frans Mortier, a physician, Olof Bergh and Willlam Riordan, were driving
[arces in the development of the sarly indusley. At Lhis Ume the markeling of
Ronibos was handled by the company B, Ginsbery, Rooibos was 3 cheap
altermative to hlack tea for people in lower incomea groups. Rooibos consumears
grew significantly during Waorld War 1l when black tea became rare and therelore
was Also very expensive. Bul [he boam in the Booibos Industry was followed by a

sudden bust after the war, whan black les was again frealy available.

4.4 1.2 Establishment of the Rooibos Controf Board

|7 18948 the Clanwilliam Tea Co-Opersdion was lounded, [oining 77 members and a
markating agreement with the 5 Ginsberg company. Al Lhis lime, il was very
difficult (o establish a market for Rooibos, s0 o avoid chaocs in Lhe induslry, he
Rooibos Control Board was established. On lhe 5" November 1954, under lhe
Marketing Ast of 1937, the then WMinister of Agricullure instiluled lha conlrol
scheme: a slatutory one-channc! marmreling system,

By law, lhe lask ol this board was to aci as sole buyer and so.e seller of all
Rooibos in South Alrica, ihus regulating the producicn and markeing of the
industry, No Rooibos was allowed 1o be sold to any party without the approval of
the Rooibos Caontrol Board and bolh producer's prices, a5 well as prices [or
packars or approved exporters, were aet by the board and made offical by the

Minister ol Agricullure.

P srminan 200 and | lapcs 2000, @ 33734
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The board was constituted including five producer representatives,  two

representatives of traders and ane person in an advisory capacity.''

4.4.1.3 1996

Until eight years ago. Rooibos Limited was the only company serving the Rooibos
Industry, and both producers and consumers were obliged to be content with a
one-channel marketing systerm.

In 1996, though, other marketing channels were added to the industry, creating
healthy competition. Additional Rooibos companies, processing plants and
packaging plants opened, creating joks and therefare contributing positively to the
country's economy. Today, the industry is offering an unprecedented selection and
choice to the beverage, packaging, cosmelic and health ¢are industries, as well as

o consumers,

4.4.1.4 Historical data"*

The following table gives an cverview of the fluctuating preduction condilions
farmers have experienced between 1991 and 2000, and of the market conditions at

this time.

for Lhe first time total sales exceeded 4 004 lons
; | Produdction area: 14000 ha

i Mumber of farmers: 275

i Price; average export R5.40(kg, domestic R3.55/kg

Phavatisation of the industry; number of farmers increased to 3606

Drought — sales increased to 4 200 tons; 3 300 fons were produced

QEE3 Feserve supplies used to meet demand

Coffee and black tea prices drop, forcing Rooibos prices to decrease fo the average
price of: R3.25/kg for exports; B3.00'kg domestic

Increased interest in product by Japanese buyers, intemational marketing push by
expoders opening offices i the USA and UK

Expeort volumes incraased by 77% during 1583 (1 350 tens exported)
| Drewght continues — prices increase {o average of B5.50/kKG

Mumber of farmers increased by 10%

94/95

__!_Annual planting increases from & 500 - 8 800 ha

”f Hayas 2000, p. 33034
" adapted from Sayrman 2000, p. 22123
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 Shortage firsb continues; B 800 Fes planted: surplun. pret.lctet.
‘TRecord yick? of 10 300 tons dug to incressed number of producers and favoursble
L eondhtions
' : Export valumos romain mnr-.lant at 1 400 tonsiyear

! Sumlus of & D00 tons

"Delivery quota reduced and prices decreased lo around R3 5lkg

Reservg supply of 7 500 tons - much higher (fean HVErIge annual prl:rl:fucllon
| Quota system enforced —4 500 tons
Farmers have huge surplus supplics - start packing and selling own producks and
97198 compéte directly with olher exporters
Price-war continues and prices decraase fRkag average;
Export volumes increase to 1 500 tons; organic tea showiing an impack
| Domestic salus remain mn-r.rant o 3 GO tonsyear

Recort sales: 1 300 tons expurteu:t 4 200 h:ms consumad domoeshically

b Procucar prices incréqsed: organic BG — R11Kk]: non organic B4.50 — R5.G0kG
Shorfage of ormanic anif unfermented Rooibos predicted for 2000/2001
Figure 4 - 5

Production figures, average producers prices and information on prices before

1491 can be found in the exhibits |ater in this chapter,

4.4.1.5 Post-Rooibos Control Board Era

The 20's were a highly challenging and difficult era for the South African Rooibos
Industry. The market was predominately influenced by such factors as drought and
privatisation as well as globalisation, The industry became highly competitive and
fragmented, and structures that existed in the Rooibos Conirof Board were lost
completely.

New manufacturers and agents entered the markel, seizing a chance to be part of
the booming industry. The number of intermediaries increased when existing
famers, previously solely dependent on their exporters' sbility to sell the tea,
started {o market the product themselves. This growing competition had a direct
impact on the market prices. The "price-war” started. The only factions benefiting
from it were international buyers, who forced exporters to compete against each

other, enabling them to receive the lowest price.
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4.4.2 Features of the Rooibos Tea Industry™

Tolal guanbity progeced

: 4 5C0 - E 200 tans
[Averagefyaar)

Cinantity producad by smail-growers I eus thar 100 bong (2% of tolal productian

Talal guanlily exportsd (2000) £ ACC-2 500 tonz

+ - R 25 CCC poryearn, percemficabor caninciede any

Cust of Crganic Gailificalion e e

A4 UEC - & 000 peoples of which there are over 300

tnoibos Tea mmployimes A ;
5 ik § : corunercial produsers sno less than 200 sma growers

Runibos Tes induslry @amings R 53 -B 7C milton (10.20% of this v & nxpocl salzs)

Figures 4 - 6

4.4.3 Role Players

4431 Rooibos Ltd.

fuaibas Ltd, emerged from the fermer Rooibos Conlrol Beard, which was
abolished in November 1582 when the agricultural sector was privatised. Initially
the company was named Hooihos les Nalural Products but changed to its current
name in 1995 Realbos Ltd, ncluding its processing facilities, s situated in
Clanwitlizm. The biggest share of the company (»20%) 15 owned by producers.

Today Roaibos | td: still remzing the most important role player within the industry.
It domingtes the local South Afncan market by distributing own products and
providing bulk tes to Unifocds (Fiy) Lid and Mational Brangs Ltd,, which is a maor
player in South Africa’s consumer goods indusiry ""* Rooibes Ltd, controls 90% (4
000 tons in 2002)' 7 of the domestic market. and is gaining increasing importance
in the export market. The fecus of the company i3 velume criven: their lea is
supplied by contracted farmers with producticn guotas according to their hislory of

supply,

VT fresse 200, dreliig Docs Roobos Tea Trase & Snal-Soale Produnho, p. 2
" Hayes 2330, pp. 53-60

"M AGConture 2004, YWebste

T Inberviw Froslbrechs 2000
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4 4 3.2 Cape Natura! Tea Products

Cape Natural Tea Products (CNTP) was established in 1996 as a joint partnership
oetwoen Rooikos farmore and marketors, Today 5 owned by 22 farmees, Lha
manzging dircctor Dawie da Villiers, and an investment zompany. Cape Nalural
Tea Produzts s part of the Ashwood group, whizh foouses on exporting South
Afcizan indigenaus produzls.

CMNTP sourses, prosesses and exports a range of indigenous Afrizan herbal teas
and potanicals in bulk and branded from, inzluding Aspalathus linearis, honay bush
tea, rose-hip, devil's claw, lemon grass etz Their custamers are in Europe, the
USA and e Paziflic Rim

The company s supplied with Rooiboas mainly Dy their own sharsholders. ot 2lso
has contracts with other farmers. It owns primary prozessing faciities in both the
Easterm and Westem Cape, and a production plant far secandary processing neai
Cape Town. N also provides custom-blending and produs! developmaenl fazilities 1o
suit specific customes reguirements.

CMNTP s involvod with The unided Slales Agency For fnternabional Developmen!
(USAIDY In rural wpliftment programmes, 0 an environmesntally sensitive manner,
Mast of their Rooibos is exported or sold lozally in bulk, out they also awn their own
brand. whizh is sold in retail trade (SPAR supermearkael chaing on the local Soulh
Afrizan market. CNTP alsa offers flavoured Rooibos, and heir pre-packaged tea s

galaing impartance,

4.4.3.3 Khoisan Tea

The Khoisan Tea Company consists of three separately registered companics:
Khoisan Fanming, Khoisan Tes and Khoizan lea fmpod Exporl. The business is
juintly cwned by Mr Peter Schillke and Mr Petar Slabher. Together they form a full
service business, capable of larming Rooikos, fulfilling primary and secondary
production, and distriouting buik Booibos and Rooibos products glabally. Althaugh
the company farms soms Rooibos ilscll il buys itz largest share from
approximately 100 contracted farmers, Their processing plant near Clanwilliam

affers its sernces 1o other customess, oo,
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Khoisan was the first company with green (unfermented) Rooibos and the second
business to start the organic Rooibos wave. They were also involved in retailing
and operating South Africa’s first Rooibos and Honeybush tea retail shop at
Century City between 2000 and 2003. Today Khoisan focuses on the tourism and
catering industry on the local market. 95% of its export industry is aimed at the
German market, which is sold in form of pure, bulk Rooibos to tea importers. The
remaining Rooibos is distributed elsewhere on the export market. Khoisan’s
Rooibos products range from children’s tea of various blends, to soap and

cosmetics.

4.4.3.4 Coetzee and Coelzee

Coetzee and Coetzee Distributors was established in 1996. They are supplied by
contracted farmers from all over the Western Cape. According to Niel Coetzee,
managing director, the company now handles 10% of the national Rooibos
production.

The company exclusively distributes and markets their products which include
Honeybush, Buchu and Devil's Claw, as well as Rooibos. They also contribute to
the industry in form of private label work. They call themselves a “central
distribution point”. Processing is outsourced to a company called Cape Drying
Products, packaging is done at SA-Rooibos Tea Suppliers. Most of their business
is done internationally. Among their customers are tea traders and importers, who
mainly trade the products without adding value to it. They also have their own
agent/broker in Germany, who acts as a contact with the importers.

In addition to their regular business, they are also involved in social upliftment
projects in underpriviliged farming communities, and also market Fair Trade

products.

Thesis Tobiss Gress
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4.4.3.5 The Big Five Rooibos Company

Founded in 1998 The Big Five Rooibos Company focuses on premium quality and
first class service. The recently received International Gold Star Award for Quality
shows the high standards of the Total Quality Management (TQM) system the
company is working on. It is only a marketing company of which the Engelbrecht
family owns 60% of the shares. 40% is owned by the Coetzee family.

Similar to Khoisan Tea they farm, process and distribute Rooibos. The difference
lies in that they produce and sell all their tea themselves. Just as in the wine
industry, they market their Rooibos as an “estate” product, which means that all tea
is produced at the same place and is not bought from other farmers. By doing this
The Big Five Rooibos Company can guarantee excellent quality control,
sustainability and traceability of their product. Currently with approximately 350
tons of Rooibos per year, they are the second largest single producer of Rooibos in
South Africa.

99% of the company’s business lies in exports, of which 90% is sold in bulk, but
their focus also lies on adding value to the products and to market more of their
own branded products. Except for the retail packaging all other tasks are handled

by the company.

4.4.3.6 King’s Products

King's Products processing facilities are located on a farm near Graafwater. The
company not only sells Rooibos produced on their own estate, but also buys from
independent farmers to keep themselves in good supply. They also posess their
own brand on the market. Being the first ever producer of “organically grown”
Rooibos'®, King’s Products still focuses on high quality “organic” Rooibos to meet
the increasing demand for it in Europe. Dr. Frans van der Westhuizen, together
with King's Products, former production manager at the Rooibos Control Board,
established the first independent Rooibos processing facility after 1995. The
company still offers processing services to independent producers or agents.

Overseas customers buy the tea in bulk.

 parishable Products Exports Control Board 2003, Website
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4.4.3.7 Tolbos Farming

Tolbos Farming has its production facilities near Clanwilliam. The state of the art
production plant was put in production in 1998. Tolbos Farming focuses on the
processing and packaging of Rooibos for clients mainly selling on the European

market. Their own Rooibos farming activities are rather small.

4.4.3.8 Maskam (Redbush Limited)

This company is situated in the Vanrhynsdorp area, which is known for its high
quality tea, and has its own processing facilities. Redbush Limited, like The Big
Five Rooibos Company, specialise in “estate” Rooibos. They also introduced a
vintage for their product. In the opinion of other industry members the company is
amongst the smaller businesses and focuses as an agent between producers and

tea buyers on a sustainable basis.

4.4.3.9 The Wupperthal Tea Co-operative

The Wupperthal Tea Co-operative consists of approximately 60 small-scale
farmers. The rural empowerment program is supported by ASNAPP and mainly
sells its Rooibos to alternative trade organisations such as Fair Trade and QOasis.
The Co-operative also supplies a few local exporters with bulk. The annual
production of the farmers ads up to about 60 — 70 tons” which is fermented and

dried on their own tea courtl.

4.4.4 Competition Amongst Industry Members

Competition amongst market intermediaries can be found in almost any industry.''
This section focuses on the competitiveness of the South African Rooibos Industry.
Since the abolition of the Rooibos Tea Control Board a fierce rivalry between the
different members of the industry has developed. Paul Hayes' research paper'??
and findings from interviews with South African exporters and German importers
will be used to give a brief overview on this topic as it is an important facet of the

whole market.

* figures from 1998
2! Hayes 2000, pp. 53-69
2 ibid,

Thesis Toblas Gress
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As most of the role players are involved in exporting unprocessed bulk tea, for
example, and since the largest market for this, Germany, is very price sensitive, it
is no wonder that in this market segment the highest level of competition can be
found.

The group of important buyers is small, consisting of about 15 to 20 agents and tea
traders. This results in relatively higher quantities being purchased compared to
other importing countries. Therefore the companies endeavour to establish a
contract with one of the traders. The most popular way to do so is by getting better
discounts. .

Competition seems to be considerably lower when Rooibos is sold in either loose
form or prepackaged in tea bags, as well as when it is consumed as a medicinal
tea (premium price sector).

Realising the impact of their rivalry, the role players of the South African Rooibos
Industry established the Rooibos Forum. This was in order to counter the “price-
cannibalism” by supporting communication between the members of the forum.'?®

4.4.4.1 How to compete on the market

In addition to low prices for bulk Rooibos i.e. undercutting those of competing
companies, the industry also focuses on other things to gain advantages against
competitors. One strategy is to register producers and give them advanced
payments when they sell their tea to one company only. This method leads back to
the Control Board system where only registered farms were able to sell their
products to the boards. Lowering production costs by using more effective farming
and manufacturing methods is another approach which contributes to the
competitive position of a company. The guality of the product also plays a major
role in the rivalry to gain market share.

Physical appearance and the quality of the tea is very important, particularly where
Rooibos is sold in loose form. In addition to this, some markets, including the
European market, have strict standards regarding pesticide residues, since
importers will only buy tea which has passed the quality test in their laboratories.

2 Hayes 2000, pp. 53-69
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As many competitors compete for the same customers, service is of the utmost
importance. This is evident in the simultanious increase of competiton and
customer service in the South African Rooibos Industry during the last years. if the
service lags behind those of competitors, customers are very likely to buy from

somebody else.'*

4.4.5 Values
4.4.5.1 Ethical trade / Eco-labelling

Ethical trade has, without a doubt, become a worldwide trend. Many markets
demand specific ethical criteria from suppliers. ‘Ethics’, in this case, is understood
to be socially and/or environmentally responsible. Particularly in the agro-food
sector of wealthy nations, Ethical Trade has surpassed mere niche-status.
Although proof of certification of environmentally friendly production methods is
greatly important, taking social responsibility’ into consideration plays a large role
in preventing potentially negative publicity and consumer boycotts towards the
product. This enables especially highly visible brand-name products to survive in
vastly scrutinised markets.'®

Eco-labelling, in its broadest sense, is a “voluntary system of obtaining
environmental performance for products”'?®®. Globally, there are many different
standards and certifications for eco-labelled products. The key feature of these
labels is that, in contrast to manufacturer’s labels, where the manufacturer is solely
responsible for the product, eco-labels are awarded on the basis of set standards
by independent third parties.'”

The aim of this system is to help facilitate the customers in finding ecologically-
friendly products on the market. On the other hand, the demand for eco-labelled
products acts as an incentive for producers to strive for ‘green’ technologies and

production methods.'?

'# Hayes 2000, pp. 53-69
‘social responsibility’ as opposed to ‘environmentally friendly’ refers in the quoted research paper to workplace
and community issues (for example the treatment of labour); while ‘environmental issues’ would be understood
as ‘not harming the environment', as well as "environmental quality control’

2 Brown 2001, p. 3

5 yon Bormann 2002, Jourmnal of Marketing

" ibid.

8 Sedjo, Swallow 1999, Resources for the future, Discussion paper, p. 5
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Consumer attitudes towards eco-labels will be further discussed in chapter five,
The German market, as this part of the study focuses on the South African
industry. It will be important whether the export market generates, for example,
price signals, sufficient to attract the industry to produce environmentally friendly
products, and hence have their products eco-labelled. It is also of great interest
whether, and under what conditions, prices will be adjustable to facilitate additional
costs.

it is interesting to note that research shows that the South African consumer does
not show initiative in supporting environmentally friendly produced goods by being
willing to pay premium prices. The lack of enthusiasm towards supporting the
environment is not only caused by the low standard of living of many South
Africans but one can even recognize an apathy towards eco-labelling. Even with a
massive educational programme, researchers are not sure whether the South
African consumers’ attitude, and thus their consumption habits, would change. The
high costs, in particular, keep South African consumers from acting in an
environmentally conscious way.'? Despite this, eco-labelling is an important factor
for the South African Rooibos Industry particularly for the European and American

export market,

4.4.5.2 Organic production

Another approach to adding value to the product is producing and processing it

under the regulations for organic foods.

In general, 'organic food’ is understood as cultivated and processed without the
use of “fertilizers, insecticides, artificial coloring, artificial flavorings, or additives™*.

The standards for these are rather strict. In 1993, the European Community
employed a regulation, in which the input and practices which may be used to
produce organically were described. A carefully elaborated inspection system
exists, which makes use of authorized private companies such as ECOCERT or
LACON, who examine producers, processors and trade companies who wish to
become organically certified. Once registered, these will be subjected to regular

inspections, at least once a year.

2 von Bormann 2002, Journal of Marketing
* Nutribase 2003, Website

Thesis Tobias Gress
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The EC Regulation also applies to all imported organic food. This means that
producers from outside the EC must also be cerlified if they wish o do business
within the organic food sector.™

One of the main aims of organic production and processing is to be able to
produce a great variety of food of high quality. It is necessary to act in a “life-
enhancing” way, with natural systems and cycles. **

A large social and ecological impact is made if producers and processors apply
environmentally friendly methods. In connection with the South African Rooibos
production, Adéle Arenose from the Environmental Monitoring Group in July
2001 highlights the benefits on soil, flora and fauna. Organic production helps to
maintain and increases the fertility of soil and creates a harmonious balance
between crop production and the environment. It promotes a healthy use and
proper care of water resources, and hence all life dependant on that.

Applying environmentally friendly production and processing methods will lead to
progress within the whole production, processing and distribution chain, which in
turn will be both socially just and ecologically responsible.

4.4.5.3 Fair Trade

According to the Environmental Monitoring Group ', another growing trend is Fair
Trade. This originated in Europe on the coffee and fruit market, and gives small
rural farmers the chance to do business in the “mainstream” globalised

marketplace.

Fair Trade guarantees a better deal to producers in the developing world, as
specified on ‘Fair Trade’ labels. A premium is either given directly to the producer,
or a social premium is given to benefit the community. Stable prices cover the
producer’s costs, and premiums can be reinvested to develop further projects. in
this way, ‘Fair Trade’ has a direct impact on the sustainability and the farmer’s day-

to-day life.

' Organic Westyle magazine 2003, Website and England, Department of Agriculture 2001
*2 The International Federation of Organic Agricultural Movement in Arenose 2001, p. 7/8
2 arenose 2001, p. 7/8

'3 ibid.
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To acquire premium price status, business is done directly with the farming
cooperatives, avoiding intermediaries or middlemen.'® Further information to ‘Fair
Trade’ in Europe can be found at the European Fair Trade Association (EFTA),
which represents a large network of organisations, which import Fair Trade
products from economically disadvantaged producer groups.’®

Critics of Fair Trade, however, highlight the possible threat to the liberal trading
order that arises through Fair Trade.”™ They do not acknowledge the international
regulation of labour and environmental standards as encouraging competition.'*®
Extreme advocates of Fair Trade, on the other hand, go as far as fearing the
scarification of global economic welfare and “the pressing needs of developing

countries for trivial, elusive, or purely sentimental goals™®.

Both certified organic and Fair Trade is seen by South African Rooibos producers
and manufacturers as adding value to the product, since importers in fact pay
premium prices for such labelled products. Even though many of these farms do
not make use of, say, artificial fertilisation due to their financial disadvantage, it is
nonetheless too expensive for them to convert from conventional farming to
organic methods because of the certification costs. However, it is doubtful that
consumers will reward these environmentally friendly production methods with their
patronage, due to the lack of a clearly defined and regulated certification

process. '

5 Howse, Trebilcock 1996, International Review of Law and Economics and Deutscher Teeverband e.V.2004,
Website, Fairtrade Foundation 2003, Website

¥ European Fair Trade Association 2003, Website

7 Howse, Trebilcock 1998, Intemational Review of Law and Economics in Brown 2001, Thesis

*sengenberger, Campbell 1994, The issues From Intemational Labour Standards and Economic
interdependence

*# Howse, Trebilcock 1996, Intemational Review of Law and Economics in Brown 2001, Thesis

" Arenose 2001, p. 9
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“In one sense, the food system begins with its raw materials [...] and ends with the

consumer — domestic and worldwide.”**'

This part deals with distribution strategies in general and their applications in the
South African Rooibos Industry. It gives an overview of the common channels of
distribution for Rooibos, focusing on the local processor, packer and distributor.
Furthermore, the tasks of South African Rooibos distributors are outlined using an
example of a fictitious distributor. The last part of this chapter deals with strategic
marketing with special reference to Rooibos tea.

4.5.1 Marketing / Distribution Channels

4.5.1.1 Distribution

Distribution serves to make products available to consumers for consumption in the
right form, at the right time and in the right place. It can also stimulate the demand
for a product by making it available to the consumer.’*?

The three objectives of distribution are described by the authors of Agro Food
Marketing (1997) and are as follows: "4

New clients are attracted and existing clients will stay loyal when the products are
made available in the right form, at the right time and in the right place. Therefore
the first objective is to maximise the access to the target group.

The second objective deals with the enormous costs the distribution process
generates. Profitability is a major concem. The different distribution functions must
be kept as economically as possible, not only in the marketing channel, but also
within the company itself: distribution costs must be minimized.

! gchaffner, Schroder, Earle 1998, p. 107
2 padberg, Ritson, Albisu 1997, p. 354
™3 ibid., p. 354/355
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Lastly it is the distributive objective to develop and maintain bargaining power vis-
a-vis the company’s partners in the marketing channel. Without this, it would be
impossible to do business, as earnings would not be high enough.

4.5.1.2 Distribution strategies

Regarding these objectives, it is evident that the distribution strategy plays a vital
role in the success of a company. The core decision which has to be made, is the
channel of distribution that will be used to sell the product. The method a company
chooses to expose their product to the buyer depends on factors such as
distribution efficiency, the targeted customers and the channel power. The type of
product, as well as the stage of the market development, are also important criteria
when it comes to choosing a strategy.’* D.I. Padberg, et al. outline the basic
strategies for choosing a marketing channel in Agro Food Marketing:'*®

The first strategy is the intensive distribution and benefits food products that are
regularly purchased. The objective of this particular strategy is to sell the product
using as many different outlets as possible. A disadvantage, however, of this
method is the high administration cost that arises from fostering relationships with
customers. Therefore, it should only be used for routine buying.

The second strategy is the selective distribution. In contrast to ‘intensive
distribution’, the outlets are chosen according to whether they offer services
suitable to the product or not, and if the image of the outlet reflects those of the
product adequately. With the rise of market segmentation, this strategy has gained
more and more popularity. Specialities are particularly likely fo be sold this way.
Exclusive distribution is the last strategy by which to sell products with. In this case,
there is only one retailer, who has the exclusive rights for that particular area and
there is no other possibility to purchase the product other than through that retailer.
However, this strategy is not very popular in the food industry, but is rather used to

sell particular durable products.

'* padberg, Ritson, Albisu 1997, p. 352
S ibid., p. 360/361
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Which of the distribution strategies should be used depends on the nature of the
seller. A small produzer might net ke able to handle a large amount of retail shops
buying from nim. In this case they would choose one supplier, which could provide
them with additional services, such as lozistics or marketing activities. On the other
hand. a commodity trader, for axampie, requires only a few producers to provide
bim with products, but sells to hundreds of retail cutiets. since fis business is able

to focus on the adminiztrative aspect.

4.5 1.3 Channels of distribution; overview

In theory, there are several modeis of disribuiion channels and meathods
describing them. They focus mainly on the distrbution o 3 ready-tio-purchass
product. In this study. the South African Rooibos Industry is of interest. and sevan
different funciions (maitiy involving the production process) have been located on
the market, The description of the distribunon cnanneis will demonstrate the single
steps Raonibos has to go through - from s produchon to the purchase by a local or
forgign buyer. This particular method has beesn chosen above othars, for
simplification. The model will conclude with the locai or foreign buyer In the case
of the burcpean export market, 8 secord modal will follow, This wiil ke discusssd

in five threa, Tho Corman Market,

Lies South
Afrlcan Rosibos
sty

F:(F'DRT|

L-stricution of
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4.5.1.4 Channels for Rooibos

The fallowing figure displays the different systematic stages Rooibos tea goes
through, starling with the producer and ending wilh the local or fareign buyer. |t has

been developed using various literature sources and statements from interview

partners.
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Figure 4 - 8

The first step in the marketing chain for Eooibos is the producer and the farmer.
Currently, there are an eslimaled 220 farmers actively producing Foaibos in South
Africa. Areas under cullivalion range fram a few hectares to over 5 000 hectares
per farm, but these, although large-scale producers, are in the minority. Some
farmers are also involved in growing seedlings for other producers. Predominately,
almast all produce addilional products, such as vegetables and fruit or livestock.

The share of cerlified organic farms has increased drastically wilh the past years.
Some farms produce both arganic and non-organic Rooibos, however Lhea share of
completely organic-producing farms are minimal. Aside from the cammercial
farmers, there are roughly 200 rural small-scale farmers. Rooibos, for the maost

part, is their main income.
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They are divided into communities {for example the Wopeerthal Tea Co-operative),
which are suppoted by projects such as ASNAPF and Fair Trade, since they
cannot compete on the markel on their own, due lo their imited marketing and

management capakilities.

Alter harvesling, the Rocibos branches proccoed o the tea cowrt. This slop is also
referrad to as pramany procossing. This is where he fresh Rooibos is processed
inte small pieces. fermented and dried. This procedure, theugh not very expensive
ir1 itsclf, 15 nonclheless restricted to enly a few, usually big, farms, as not avery
farm owns the required lacilitics. Those who do nol possess hoir awn cguipmenl
generally share fea courds with ane or twe other smali farms,

The next link in the marketing chain is the processor, also referred to as the
assemblor.”™ At this paint in time there are eight Scuth African sompanies
cquipped with the Tacililics Lo commence with scoendary processing, whercin the
tes is pasteurised and silled. This proscss is highly cost inlensive, as the
machinery is very expensive. Finally, the praduct is either bagged inte sacks to be
sold as bulk, or packaged in tea bags, ready for end-consumer's use. The latter 15
done by packers: companmes that specalize in end-consumer packaging.
Processors and packers are also referred to as ‘assemblers’. ™

After completion. dislribulion, bath on a local and international scale, is done by
reughly 25 enterprises within South Alrica. Mosl ol these enterprises are alse
invalved in business with other natural products. ranging rom Honeybush, olher
herhal teas and medicinal harhs to wine and cosmotics. A disinbolar oporates as
an independent agent who Acts as middleman bohvcen producer, processor,
packer and buyers. He either sells to losal buyers, which can inciude large national
brands, wholesalers, retailers or other distrbutors, or the distributars exports the
tea. Whoen cxporling Lhe product, there is another institution involved: the gualty
corifrol. By law, each consignmoent of Rooibos exceeding 15kg musl be controlled
and approved by the Porsfhablc Products Export Condre! Board {PPECB)Y. Thoe
PPECE is the regulatory body which controls the guality standards of Rooibos

expars on behalf of the Department of Agriculture

T Sphallirer, Schrsior, Cake 1998, o 128
“ikid.
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Chapter Four

A typical Rooibos business integrates two or more of the above described steps as

businesses also sometimes offer services to other factions af the industry.

4.5.2 Typical Example of Distributor

As it would be confusing to show all different varisties of integration amangst the
players of the industry, the following chart will be Used to exemplify a typical

distributor for Rooibos,
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Typically, distributors are strongly integrated businesses. Beginning with the raw
material, the fermented Rogibos, there are thres possibilities: aither the distributor
produces Rooibos on his own farm, he purchases it from somewhare else ar a
combination of these two. Supplier of Roobos can be independent farmers,
contracted farmers or other distributors, In case the own farming activities produce

enough raw matenal, the distributor can also sel it to other purchasers.

Possessing enough tea, the distributor has the following choices: Secondary
processing, that is pasteurising and sifting, as well as flavouning the tea, can be
done in-house, using one's own processing facilities or alternativaly the distributor
out-sources that work to ancther manulacturer. On the other hand the disiributor
can offer services to businesses without possassing their own processing (acilities.
Rooibos not sald i bulk must be packaged, for example in tea bags ar other
customer packaging. The distributor is also able to package his own products,
aithough thiz is not very common. If he doss, however, he is in a position to pack
tea for other companies, foo. Generally this service is purchased from a
specialized tea packer who packs for different companies.

To expand the own product range the disinbutor sometimes buys ready products
from other companies. This is advantageous in case the distributor wants to sell his
products directly to 3 whaolesaler or super-market, as these mostly want complete
product ranges. In addition to that it helps to spread the risk by not depending
solely on one product,

The distribution itself uses different channals to market the producte. Firetly thers is
the local South African market. Here the distributor selis either to other distributors,
who then again penetrate the retailers and supermarkets, or he zelis branded or
unbranded products directly to retail stores.

The same applies to the export market where customers are either tea traders wha
buy bulk or the distributor sells his products directly to a broker, wholesaler ar retail

store,

As research showed none of the South African Rooibos distributors is like the
other. Many different combinations are conceivable. However, most of the
important role players have ona thing in common: They all are able to secondarily

process the tea and each of them is represented on the huge export market.

G&



4.5.3 Strategic Marketing

“All companics must look beyong their prasent situalion and develop a long-term
strategy to meat changing sonditions in their indusiry.”

In fdarketing Management (185845 Kolier emphasizes hal thare 5 ne single
aplimal stralegy Tor all companies. Strategic mar<efng depends on a company’'s
position in the industry, opportunities and avaiiable resources. ™ Furlharmore,
Koller remarks |hal the profit 2 company makes, is, apat from depending on thsa
market size and growlh rale, directly linked to its positiening strategy.'™ If the
company pursues a clear strateqy it is iikely to perform wel'.™" Players of lhe South
African Rooibos Industry apply differeat marketing strategies. Every company's
marketing anc competitive strategy is by ils very nalure confidential and cannot be
disclosed or published. Therefere, the aim of this section is not to describe |he
single strategies Soulh African Roeoikos companics employ, but to give a general
overvicw on strategies which can be found on the markel. The slruclure of Lhis

particular analysis will be bascd o1 Kotler's three strategies. '™

The first strategy that can be [ound on lhe markel iz called the Market Cenctration
Strategy. Thare are three methods usec to increase the market share of currenl
produzls im Ihe currend market. Firstly, customers are encouraged te purchase
mare of the current Reoibos products in lhe same period of ime. Scoondly, market
share is taken frem competiters by persuading their customers Lo switch to anolhar
brand o product. And lastly, to find new customers whao hawve ol previcusly
ought the produst at all.

The sooond slratcgy iz the Market Developmment Strategy, which is another
approach usad e improve success on the market, Basically, this entaiis searching
for new markels. This can bo denc in diffcrent ways, such as looking for new
distribution channels in lhe presenl lecalion or cxpanding te aew ccations, or
potoential user types,

The last strategy is the Product Osveloprent Strategy, which madifies [he presanl

product in arder ‘o diversify the procuct range.

" Kotier 1964, 9. 3
" i

Mme, U BT

™! Puiber i Kodor 19584, g, 57
" Kater 1495
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Obvicusly, the majorty of players in the Scouth African Rooibos fndustry do not
follow the above-mentioned marketing strategies to the word, Rather, they apply
combinations of these, and commence to focus paricularly on one specific field,

which works well for tham.

4.5.3.1 Policies / Standards

As mentioned eadier, there are certain rules set up by the Department of
Agriculture for the export of Rocibos. The regulatory body is the Porishable
Froducts Export Control Board (FPECB). It contrgls the quality and standards of
Rooibos exports on behalf of the Depardment of Agricutture and its Direcforate
Plant Production, Health and Quality.

To export a consignment of Rogibos, the following requirements have to be
approved by the PPECB:'™

+  The censighment concerned consists of the proper ype of Rooibos

#« The censignment concerned complies with the quality standards set ool by the Department
of Agricutture

= The consignment concerned complies with the food safety standards set cut by the
Department of Agriculture

«  The conlainers in which the consignment concermed have been packaged are marked in
accordanse with the marking requiremeants sef out by the Departrment of Agriculture

Figure 4 - 10

Food safety standards for Rooibos and Rooibos mixtures are to be examined for
physical pollutton, maisture content, Safmonelfa and bacterial contaminaticn. The
bulk tea is also tested for Escherichia coli and must be free from insects. A very
important factor is chemical residue, for which not only a local standard must be
complied to, but the standards of the importing country must also be met. Details of
the standards can be found in the Agricuftural Product Standards Act from 1980.7
Furthermore, the Department of Agriculture sets standards for the containers in
which Rooibos and Rooibos mixtures are exported, how bulk containers and retail
packaging ought to be marked, how the Rooibos ought to be sampled by the
FPECB and the methods of inspection of Rooibgs and Rogibos mixtures. All

information can be found in the Agricultural Product Standards Act, 1990,

"2 Geneth Africe. Departmen] of Agicaliure 2009, Agrclieal Produs Standands Act, p &7
" South Africa. Department of Agriculure 2001

68



Ghapter Four

4.6 The Market

Ditferant industries hava diffarant rarkel inlermediaries. Somelimes they have
completely different functions, sometimes one instiution inteqrates several tasks
and somelimeas they call lhe same function a different nane.

The first part of this chapter deals with the staucture of the rrarket. Thesefaore the
thearetical mmarkel (orms and bow the market for Rooioos fits into these, will be
dizcussed. The differant market intermediaries invalved in the distribulion process
of Rooibog in Southy Africa and their characteristics are discussed in the second
part,

Integration plays an important rale in an industry not oaly to gain rarket share, but
alsa nocastonally to ensure lhe survival of a company on the nignly conpetitive
masket.

Laslly, every industry and market has ts regulatory bodies,; for example in the case
of Rooibos tea there is the Parshable Products Exports Control Board, [PPECB}
The market regulation as well as an averview on the export rarkel for Roaibos,

which will be discussed at the end of this chaptar.

4.6.1 Market Structure

"Market struchire (= defined a2 charactoristics of the organization of a market which
scoms to influence strategically the nature of compefition and pricirg bohawvior

withirt the markel "™

Litergture descrines the theorstical market forrrs and their classificalions as

faliows:

Y Ba'n 1988 00 Scctt 995, 5 281

69



g : Chapter Four

4.6.1.1 Theoretical Market Forms

Distinguished market structure, conduct and  performance characteristics

associated with theoretical market forms:"™"

Theoretical market forms

Organization and Monopolise

bah.a\rmural Pure competition compatition Oligopoly Monopoly
attributes
Market structure
Num ber of firms Mumerous HNumsarous Fow dne

o Moderate to
Entry conditions Easy Easy difficult Blocked
Fredue LIpdifforentiated Songe Variable Urigue product

differentiation diffzrentiation

Market conduct

Recognition of
irterdependence Unrecognizod Unrecagnized Recagnized Honeo
amongst firms

Go S siegies o No ves ves
Market porfformance

Technical efficiency High Maderate Watiahlo Variable
Progressiveness Law Law Variable Variable
Earninigs Mormal tormal Above narmal Abowe normal

Figure 4 - 11

EF padberg. Ritson, Albisu 1997. p. 138



Chapter Four

On closer examinalion of the Soulh African Rooibos markel, ons has o maka 3
distinction betwesan the antire export market as onz closed anit, and the single
entarorises it consists ol, It is not possible 1o classily e enfire indusloy as aither
monopalislic, aligopolistic or even as polypolistic compeition, There are carain

factors that distinguish each of the marksel torms from sach othar:

4.6.1.2 Monopolistic propertias of the Roocibos fndustry

Having met the requirements Dl Padberg ef al describe In Agro-Food
Marketing” ', the Sauth African Rombos Indusiry is regarded as a2 monopoly; it has
an endrely unigue product, which is indigenous, and therefore doss nol grow
anywhera else, auiomatically b'ecking other companiss  from  aatering  tha
market, ™

Another comoonant that supports the descriotion of a menopolistic characlar of 17e
ind.asley, is lhe price discrimination.™ Inlerviews with members of the Rooibos
Industry, as well as comparisons of export pricas for different couniries {or even far
diffarent buyars within the same country), show that the indaslry s able to divide
the market into segmenls as Rooibos is sold undar differant condilions Lo ditferant
clustomers.

Im addilion to this, the industry acts as & price maker |t can sel prices and outputs
al a lavel where prolils are maxmized. Only a monapalisl would ba able ta dao this
without fear of logsing customers lo olher sappliers. |ndicators fer this are
statements from industry membears, who declare thal “customars would  pay
anything just to get their share of lhe limited quantity of good guality Rooibos
available"

Allhough lhe power of the induastry is great, il s not nacessary for the South African
government to inlervene as in the regulalion of pablic silities, as the whole industry
consist of a number of companias, which on the olher hand explodes the theory of

having a Rogibas monopoly.

Y Padpeeg, Ritan, Sl 1897, 20 134

B8 B Chesnzy, Shughac 111995, 20 18 and Hrsh eiter 1988, o, 222
B Py sbiers, Ritsan, Mbish 1997, B4 39 3o Hisshlete- 1068, @ 220
" it rnwes, GRemymcus



Chapter Four

4.6.1.3 Oligopoly properties of the Rootbos Industry

If one locks at the Saouth African Rooibos |ndustry not as a closed market, but at
the independently operating companies, there are also reasons to see it as an

"is that there are only a few firms

ofigopoly. A prerequisite for ofigopofies™
competing with each other for a market share, Al this stage there are only eight
importani companies, exporting Rooibos from Soulh Africa. Rooibos is also sold by
a few other South African companies but those eight count for 95% of the annual
sales'™ {see Appendix 11.1 South African Rooibos Industry — Addresses).
Furthermore, due to the limited resource — there & only 8 certain amount of
Rooibos produced each year - it is difficult for new companies to enter the market.
Al this stage, the only possible exception would be for 3 new company to take
away Rooibos resources from one of the other existing companies. This is
undoubtediy difficuit. Only a company with large financial resources would be able
to enter the markel, as profit margins are too low and prices too keen.

Another effect, which results from the shortage of resources, is a recognizable
interdependence between the individual companies. No company could changes
their output without the others noticing it. If one company were to sell more
Rooibos, it would have to take it from the other companies’ suppliers. by paying a
higher producer price. This leads the enterprises to “engage in “stralegic” rather
than price-taking behavior."® Motivation towards coordination, coalitions or sven
cartels in an oligopolistic competition is very stmng"ﬁ“, especially if the number of
competing companias is as low as in the Rooibos Industry. This is also supported
by statements from interview partners, who said that marketing strategies, as well
as producer prices, are being discussed amongst the members of the Roolbos
Forum,

A further strafegy some companies follow in an oligopoly is 1o differantiate their
producis from those of their competitorg, Rooibos is available in different qualities,
so highlighting this would be advantageous. There are also different production
methods, as wetl as the fact thal the Roolbos was only produced in a certain area,
which can be used to differentiale one company from the others, &.g. The Big Five

Rogibos Company markets its Rooibos as an 'estate’ tea.

! Padberg, Ritson, Albisy 1997, p. 138 and Hirshleifer 1988, p. 222
" |ntervicw Engelbrecht

" Padberg. Ritson, Albisu 1997, p. 139 and Mirshlaifer 1688, p. 222
"™ Padberg. Ritson. Albisu 1987, ¢ 139
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Chapter Four

4.6.1.4 Pure competition

Seen in its entirety, one could even sce the Rooioos Industry as being part of a
polypaly. Considerning the enormous aumoer of competng heros and black teas on
the fot beverage market, Raoibos taces parfect competition. Firms are sufficiently
rumerous and are unable to nfluence market ouleomes.™ Markel eriry is easy,
without any prodlems, ane could start markelng a "new kind of tea” as examples
such as ‘Mafe ar ‘White Teg show. Looking at the German hol beverage markel,
prices are low and do nol vary much between the various products. o the
crviranment of perfect competition, all tirms are price takers. ™ In this scenario,
price-discriminaban 15 not possible. Consumers would nal "pay mare than the
market-determined competitive price, and no firm would sell [their product] tor

less" T

4.6.1.5 Conclusion

In this part of the research, lhe cighl indvidual companies, which manutacture and
cxport Rooibos from South Africa, will pe seen as operating in an entirely
alignpolislic compelilion. Aspects of the Eurnpean imparl and consumer markel for

hot oeverages will be discussed in chapler live, The German Market,

4.6.2 Market Intermediaries

The functions the players of lhe Soulh Africar Rooibos Industry fullil can be

organised into seven ditterent groups:

[Mroduction Pracassing Fackaging Disglibulion Zurchasing

Regulation Hescarch

Figuve 4 - 12

" Padberg, Risoa, Abise 1957, p 1377158
" pcChesaey. Bhaghart 1l 1995, p 16
T Hirsl s far TR oA
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4' South African Rooibos Industry Chapter Four

4.6.2.1 Production

Under ‘production’ one understands the cultivation and harvesting of Rooibos.” Pre-
treated Rooibos seedlings are transplanted into plantations at the age of 3-4
months. At this age they have reached a height of approximately 10 to 15 cm. The
number of planted bushes varies between 8 000 and 10 000 per hectare. After
being “topped” to promote branching the first harvest can be carried out one year
later. The first full crop can only be expected in the following year. The life span of
a bush under full production adds up to four to five years. Harvesting the Rooibos
means cutting off the branches about 35 cm above the ground. This is done either
by hand or machine. The green tea is then tied to bundles and transported to the
drying court. There the sheaves are cut to pieces of 3-5 mm length and
mechanically bruised between two rollers to initiate the fermentation process. After
watering and airing, the Rooibos is fermented in heaps, obtaining its typical colour
and flavours. When the fermentation process has been completed the tea must dry
in the sun. The dry Rooibos is then ready for further processing. One hectare
planted tea bushes produces between 400 kg and one ton of dry Rooibos of which
approximately 65 — 80% can be classified as tea, depending on the cut length. The

rest is “waste material” (sticks).

4.6.2.2 Processing

The fermented and dried Rooibos is brought to one of the processing facilities in
large sacks. There it has to be sifted several times to remove sticks and dust. The
tea is graded according to appearance (colour), cutting length, flavour, and taste.
To ensure a uniform quality and appearance of the finished product it can be mixed
with teas from different regions of production. External factors, such as climate, soil
type, and altitude of the plantation, as well as the production process itself, can
have an impact on its quality. Finally the Rooibos is purified using steam

pasteurisation to destroy all harmful bacteria.

" The production and processing is described using information gathered from interviews with Rooibos companies,
Hayes 2000 and Montego Rooibos Herbal Tea 2003, Website

Thesis Toblas Gress
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4.6.2.3 Packaging

Rooibos is either packaged loosely in polypropylene or recyclable paper bags.
Sizes vary between 1kg and 35kg. For local consumption most of the tea is packed
into teabags containing 2.5g Rooibos. Those teabags, in turn, can be put into foil
pouches, cardboard boxes, or both varying in form and size.

There are also other forms of Rooibos such as bath-bags, tins, clay jars or loosely
packed in paper bags.

Also part of the packaging is the print on the packaging material, which is either

done by the packer himself or outsourced to a printer.

4.6.2.4 Distribution

The distribution process for Rooibos’ many different facets has been discussed in
earlier in chapter 4.5 Marketing. Generally one can distinguish between the local
distribution and exports. Locally Rooibos is distributed through the common
channel system using a distributor who acts as a middleman between producer
and wholesaler/ retailer.

Exported Rooibos can be either supplied directly from the manufacturer or local
agents with do not own production facilities. Overseas buyers include large tea
importers, who again act as processors (e.g. mixing and repackaging the tea) or
distributors or, in some countries, the retailers themselves. In Germany the tea
market is dominated by a few large importers, who specialize in buying tea from ali

over the globe.

4.6.2.5 Purchasing

Purchasing describes the buying of the raw material from the producers. Not every
processor produces his own Rooibos, and if he does, large enough volumes are
difficult to achieve. Which is why the tea is often purchased from various farms to
be able to meet the increasing demand from the market.

Another facet of purchasing would be the procurement of packaging material or
additives to refine the product and add value to it. Services such as pasteurisation,
packaging or printing marketing material also fall under the category ‘purchasing’.

Thesis Tobiss Gress

75



A South African Rooibos Industry Chapter Four

4.6.2.6 Regulation

Every industry has its laws and regulatory bodies. Before 1996 the Rooibos Tea
Control Board was the most important institution regulating the industry. Nowadays
the Rooibos production, processing, packaging, labelling and distribution is
regulated by the Department of Agriculture and its Directorate Plant Production,
Health and Quality which controls the quality standards in the industry. An
important issue is the quality of Rooibos. Especially for exports there are tight laws
regarding pesticide residues. In terms of the Agricultural Products Standards Act,
1990, no Rooibos may be exported without a phytosanitary inspection certificate,
guaranteeing that the product is residue free of toxic substances or impurities. In
addition to this, regulations also take place in importing countries.

'Organic production’ and ‘Fair Trade' are also subject to numerous regulations. In
the case of ‘organic’, the whole production and manufacturing processes must be
certified by authorised companies such as ECOCERT, the British Soil Association
or the German based LACON GmbH.

4.6.2.7 Research

Research takes place in different fields connected with Rooibos. One aspect would
be to focus on the production and cultivation of the Rooibos plant as a commercial
crop. It is important to know about diseases and pest, which could affect the vyield.
Several institutions are involved in researching the product’s health properties and
potential as functional food. Organisations include the Agricultural Research
Council's Infruitec-Nietvoorbij at Stellenbosch, the ARC's Small Grain Centre
(Bethlehem), the Medical Research Council of South Africa, as well as the
Universities of Stellenbosch and the Free State.'®® Since the privatisation of the
Rooibos sector, the industry has to fund its own research. There have been
financial contributions such as from the South African Cancer Association, however
the largest part of the funding has to be provided by the industry members

themselves.

%8 Snyman 2000, p. 5/6

Thesis Toblas Gress
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To avoid each company contracting a specific research project, resulting in an
uncoordinated and fragmented approach, the Rooibos Forum, an industry forum
looking at matters of common interest in the industry, has been founded. Each
member pays into a fund, according to the volume of Rooibos sold by each
company, which is then used for collective research.

4.6.3 Integration Types and Implications

Integration plays a significant role in the agro-food sector.’™ There are two
dimensions of integration in indusiry organization: horizontal and vertical
integration. Both tie individual entities in an industry together.

4.6.3.1 Horizontal integration

‘Horizontal integration’ refers to the amalgamation of companies that perform
similar functions. By definition it “increases market concentration and, if firms in the
industry are few, it can lead to greater control over supply of products produced in
the industry and to enhanced market power.”"”° Especially in industries with a
dominant market leader, ‘horizontal integration’ helps small companies to be more
successful on the market, as together they gain market power. Such agreements
between companies can either be formal or informal.””’ An example of this would
be the agreement between small Rooibos farmers with limited outputs to use a tea
court for primary processing, together. This is a common practice since it is not

economical to maintain the facility on each farm.

4.6.3.2 Vertical integration

in contrast to ‘horizontal integration’, ‘vertical coordination’ between companies
combines consecutive businesses along the marketing or distribution chain, for a
commodity. As with the horizontal agreements, vertical coordination can vary from
loose contracts to outright ownership.

**® Hayes 2000, p. 19/20 and Padberg, Ritson, Albisu 1997, p. 6
™ padberg, Ritson, Albisu 1997, p. 140
T Hayes 2000, p. 19/20
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Most of the intermediaries in the Rooibos sector are in one way or another
vertically integrated. Beginning with farming, the processing and distribution are
often combined as one enterprise. Distributors own either complete farms or
shares of Rooibos farms and do their own secondary processing; some even
package the actual products themselves. Taking a closer look at some of the
companies involved in the Rooibos business, one discovers that, although they
might have different company names and functions, they are owned by the same
people. This makes sense, as ‘vertical integration’ reduces risks and operating cost
are lower in these organizational arrangements.'’? A distributor who also owns
production facilities is also able to manufacture for other companies, in the case
the amount of Rooibos he possesses is insufficient. Another benefit would be
procured in the event of the Rooibos market weakening: the distributor could then
sell other products produced by farms he owns.

But there are also disadvantages of ‘vertical integration’ in agricultural subsectors
such as the Rooibos Industry. The larger the company and the more diversified
their business operations and integration, the less opportunities exist to sell to or
buy from independent farms and firms. A company exclusively spécialized in one
field such as secondary processing, can work much more efficiently and therefore
is less cost intensive, but integrated companies must persist in their own
processing. On the other hand, opportunities to ouisource certain functions
completely, decline the more integrated companies become.

‘Vertical integration’ might also be the reason to loose price and quantitiy
information, and could be responsible for an increase in variablilty outside the
included section of the subsector.'”® Disadvantages and possible overall gains
from close coordination systems must be weighed up to see if it is worthwhile in

applying.'™

"2 Mayes 2000, p. 7

3 inid., p. 141

4 Zuurbier, Peter J.P. Agribusiness oranizational structures for competitiveness in the global environment.
Workshop held at Elsenburg Agricultural College 1998 in Hayes 2000, p. 17/18
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The following general rules favouring ‘vertical coordination’ apply:'"

=" Thehigher the level of specificity of the assetsthe: greaterthe mterast toiintegrate. Thaf
%0 same holds true for i ormatmn specificity. i -
e  The higher the level of uncertainty, the greater the mterest to vertlcaﬂy integrate.
If information is difficult to assimilate or obtain,
o " The weaker the legal and commercial structure concemmg cnntracts, the’ greater the R
- zinterest to vertically integrate. .. . i ok

s  The higher the level of vertical integration, the beiter the transmsssuon of mformatlon and the
lower the effect of individual incentive (opportumsm)

The. }mer the levels of compet:ﬁon in suppMng ndustries, the greater the mterest to
" vertically infegrate,

s  The more frequent the transactions, the greater the need for integration.

Figure 4 - 13
4.6.3.3 Conglomerate integration

A combination of vertical and horizontal integration is also possible, in which case it
is referred to as conglomerate integration. This kind of coordination refers to the
branching out of companies into other lines of activity.'”®

There are three types of ‘conglomerate integration’. Examples for each of them can
be found within the South African Rooibos Industry.

Product extensions is the first type of ‘conglomerate integration’. Nearly all Rooibos
distributors offer two or more different, but related, products. Generally mostly
Honeybush or other indigenous herbs and spices are produced, since distribution
channels are very similar, if not the same. Customers of Rooibos and Rooibos
products sometimes also purchase the other commodities as well. Business
relations and existing marketing channels can therefore be used for different
products without having higher marketing costs.

From the producer’s aspect one often finds that farms do not solely grow Rooibos,
but also fruit and vegetables; some even breed livestock to diversify their activities.
Facilities, as well as farm equipment, can be used for different products. The
diversification also reduces risks, such as losses caused by low producer prices, or

crop failure.

5 Adapted from Soler L.G. “Supply Chain Management and vertical Relationships in the Food Sector” Workshop
held at University of Steilenbosch 1999 and Ostler 1994 in Hayes 2000, p. 19/20
6 padberg, Ritson, Albisu 1997, p. 141
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Market extension, however, means that a given product is sold in two different
market areas. It is widely spread in the Rooibos sector. Rooibos farmers sell their
tea not only to processors but also have it processed themselves. This ensures
direct exportation to the distributor who not only exports Rooibos but also supplies
the local market, as well as different industries, such as the extract business. It is
beneficial to reduce the risk of loosing all in the case of a collapse in the market.

Finally, one speaks of pure conglomeration if a company is engaged in activities
that are totally unrelated. Examples of this would be the company Khoisan, which,
in addition to Rooibos and Rooibos products, also distributes baskets; and The Big

Five Rooibos Company, which is also involved in the wine industry.

4.6.3.4 Agricultural cooperatives

One organizational form often found in the agricultural industry is the agricultural
cooperative. Farmers especially, engage in such ventures, as to be able to
compete in the generally strongly competitive environment, collectively.

The main goal of agricultural cooperatives is to improve bargaining power towards
their suppliers and customers. It is much easier to negotiate a targeted price with
the strength of a cooperative than as a single, economically insignificant party. On
top of this, if the farmer can make use of the cooperative, the costs of distribution
decrease, which has a direct impact on the farmer’s income."”’

An example of a readily working cooperative is The Wupperthal Tea Co-operative.
This empowerment project consists of 50-60 small scale Rooibos farmers who
have their own tea court and produce around 70 tons annually. Together they are
in a position to do business with such worldwide operating companies such as Fair
Trade and Oasis.

To be able to function, cooperatives generally provide their services at a cost to
their members. The distribution and expenditure of the money is decided
democratically. Occasionally, net earnings of the cooperative are returned to

affiliated persons.’™

7 padberg, Ritson, Albisu 1897, p. 148
8 ibid., p. 139
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4.6.3.5 Trusts / Cartels

To ascertain whether or not the South African Rooibos industry is involved in trusts
or cartels, the following information will be examined.

Jack Hirshleifer explains in Price Theory and Applications that a cartel is a group of
companies who combine with the intention to raise prices and/or restrict output.
The result is that they are able to act as a collective monopoly. In a cartel every
involved company agrees to lower production to force consumer prices to rise.
However, a cartel will only work if all companies stick to their agreement.

it is very tempting for a single enterprise within the cartel to produce more than
agreed on, as this would lead to a greater profit. Therefore, particularly in an
industrial environment where confidence between the competitors is not very high,
it is very difficult to form a cartel.'”

in addition to this most cartels/trusts violate the antitrust law, which prohibits any
kind of agreement between competitors to fix the price of products and services, as
this would result in a “restraint of trade”. If such an agreement is effective, the
cartel would have the power to control the market, which would lead to the
elimination of competition.'® “The law’s oldest and, probably, most valuable rule
states that it is illegal per se for competitors to agree to limit the rivalry among
themselves.”®" An opponent to this per se rule is Robert H. Bork'®2. According to
Bork, price fixing and market divisions can be beneficial to the industry as they
enhance the efficiency of cooperate production. However, even if some of the
participating companies save money, as they spend less on gathering price
information, the certainty of output restrictions does not justify the opposition of this
law.'® If price fixing or dividing markets play only a minor role in the whole
agreement, it could be construed as lawful. If the main aim of the joint venture is
not to eliminate rivalry, and the effectiveness of the cooperation does not increase
more than necessary for the purpose of the common economic activity, it is
deemed within the law. Furthermore, the restriction of output caused by the
agreement must not be a threat to the market. It must also refrain from being a

primary purpose to restricting output.'®*

7 McChesney, Shughart 1 1995, p. 251

273 U.S. 302 (1927) at 397, United States v. Trenton Potteries Co. in Blair 1972, p. 575/576
! Bork 1993, p. 263

2 ibid., p. 264

** ibid., p. 268

® ibid., p. 279
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4.6.4 Regulatory Bodies

4.6.4.1 Market orders and boards

“Market orders and boards are government sanctioned institutions authorized to
facilitate collective activities of procedures in the marketing of agricultural

products.”®

Their area of responsibility encloses quality and quantity control of a product and
its orderly marketing. This includes the regulation of production as well as sales
quantities to ensure producer prices. Market orders and boards also regulate
packaging and grading systems. To enforce such regulations, mandatory
inspections are employed. In addition to that the orders and boards coordinate
research, advertising and promotion for the product. Product and market
development, as well as sales follow-up and communication with plant breeders,

are some of the main functions of marketing boards.'®®

4.6.4.2 Control boards in South Africa

Before 1994, South African agriculture was regulated by a control board system.
These boards were authorized to regulate the industry from production to
distribution of agricultural products.

In the case of Rooibos the Rooibos Tea Conitrol Board acted as the sole buyer
from producers and only the Board was allowed to process and sell the tea to
approved exporters. It also implemented a quota system for producers based on
their supply history, regulating the amount of Rooibos on the market.'®

When the democratically chosen government came into power, the control board

system was abolished and the Rooibos Tea Control Board was privatised.

% padberg, Ritson, Albisu 1997, p. 150
* ibid., p. 151
¥ Botman, Berghuis 2003, p. ll

Thesis Toblas Gress

82



5;% South African Rooibos Industry Chapter Four

4.6.4.3 PPECB

Information was obtained from The WESGRO Background Report’®, the annual
report from the PPECB (2002)"°, their website'® and a personal interview with
Leon Ras, leading assessor at the PPECB in Clanwilliam. ¥

The most important regulatory body is the Perishable Products Export Control
Board (PPECB). It has /SO 9001 certification status and EUROGAP Certification
Body accreditation. It's legal framework consist of the “Control over Sale and

Export of Agricultural and related products™ and the “Conirol of Perishable

R 1L

Products intended for export from the Republic of South Africa”.
PPECB's some 260 staff members control the quality and standards of more than
200 different products, including Rooibos, exported from South Africa, on behalf of
the Department of Agriculture. The PPECB is solely responsible for controlling the
standards and quality regarding not only the product itself but also its packaging,
marking and labelling for the export market.

Their services include giving advice to the producers such as pre-harvest grading
or residue sample on request. All consignments ready for export are inspected and
control samples for residue controls in Government Laboratories are taken. The
PPECB is also a great source of information to industry members allowing them to
access articles and export statistics in their database. Export Notification, Cold
Store Registration and Container Depot Inspection also falls under the PPECB's

responsibilities.

For the inspection of Rooibos consignments the relevant office is situated in
Clanwilliam. The leading assessor visits the farms once a week, taking note of the

L il d

compliancy of the farmer with the rules and standards set by EUROGAP™ for
exports to the EU, such as using certain substances. He also draws samples from
the consignments, which he then sends to different laboratories where the sample

is tested for pesticide residues and bacteria.

**® Snyman 2000, p. 24

'® perishable Products Exports Control Board 2002, Annual Report
0 ibid.. Website

™ Interview Ras

* AP.SACT (ACT 119 OF 1990)

" PPECB ACT (ACT 9 OF 1983)

** European Good Agriculture Products
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“EuroGAP is a consumer-driven requirement that mandates Hazard Analysis
Critical Control Point (HACCP) & International quality Management Organization
(ISO 9000) in all areas of production for farms that want to export to the EU
market.”"** The certification will, in all likelihood, become a minimum requirement

for entry into the EU market.

Only if all tests are negative does the PPECB give the consignment an export
certificate with a stamp of approval, thus releasing it for the export. Approximately
10% of all tested Rooibos is rejected. Costs for the testing are carried by the

customer.

4.6.5 Exports

The Rooibos Industry has moved away from a purely sophisticated and health-
conscious market. Rooibos has a strong market outside South Africa, both as a tea
on its own, as well as a blend for other herbal and fruit teas. Increasing demand,
especially in Europe and Asia, has notched up. Within the last five years, between
1998, when South Africa exported approximately 1 500 tons, and 2003, export
figures more then quadrupled to 6 300 tons.'

According to Soekie Snyman “the introduction of flavoured and organic Rooibos
products is believed to have played a major role in the increased export volumes of
recent years”'™, but not in all importing countries. German companies, for
example, almost solely purchased pure bulk tea (as opposed to retail packaging)
and processed and packed it themselves to re-sell it at much higher profit margins.
Also the market for organic tea in Germany is still insignificantly small.

%2 pabiletsa 2003, USDA Forsigne Agricultural Service, GAIN Report
3 perishable Products Exports Control Board 2003
™ Snyman 2000, p. 2
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Rogibos Exports
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These graphs show Reoibos exports in tons, comparing the years 2(1)1, 2002 and
2003."* They only show countries with total imports of more than 100 tons during
the last 3 years, Although it did not have the highest rate of growth, one can clearly
see that Germany played the most important role as an impaorting country in that
period of ime. The B largest importing countries {including Germany} made up
almost 98% of the total South African Rooibos exports in 2003; only Germany's
share of that was 4 661 tons or 73.8%.

" Annual Reports by the Penshable Products Expeorts Control Board
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Motz Interviews with Cerman imperers showead that a big share of the importad
Rooibos iz exporlad again. One of ke major mpeoriers even stated that they re

expart appraximately 50% of their Roaibos.

The charls also show that the expart market is guite tluctualing but the lofal growlk
rate from 2001 Io 2002 was 21% and 34%an 2003,

4.7 Pricing

Ity thizs chapter Ike origin ot prices for commaodibes and their influences will be
discuzsed. Several factors are important lor the pricing of Roolbas tea. In the last
vaars. for example, the rale of exchange of the South African Rand lo Ihe Euro had
g huge impact on prices and lkerefore on carnings of the producers and
pocessors. The cuality and the availability of & produsl also play important rales in
the pricing machanism of commoditics.

These influencing factors will be discuszsed in this section. [0 addition to that there

will ke a review of Ristorical prices for Rooibos.

4.7.1 Commodity Pricing Mechanism

To undarstand the South African Ronoibos Indusley, il is importtant to have some
background informalion  about prices. Thers are sevoral ways prices  for
commedilics are set. The mannor in which this happens s very imporlan! o
delermining the relurns Lhal a producer [or any ather intermeadiary in [he dislribulion

chain] reccives, ™
Bearden distinquishes belwaen six possiti iies how prices are set:'™

The first and mast limited meathad of the formalion of prices s administerod pricing.
Prices are mainly set by the government or in a verlical arganisation of the
distribution channel. There is no room w adjust these prices for the marked

intermediaries; they must follow the guidaline striclly.

'E:E Rehoacde:s 15303, o) 262
" Baarden *932. p. 230
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Ancther method in achieving a price for a commodity is called collective
bargaining. Producers and processors of a product establish a bargaining
cooperative, who then use the power of the group to achieve the prices they aim
for. Forming cooperatives to gain bargaining power, even amongst direct
competitors, makes sense, as trading partners will be forced to accept their terms
in order not to lose business to competitors. This form of negotiating prices is used
by Rooibos producers to achieve higher farm prices from the processors.

Formula pricing is mathematically calculating the transaction price by using one or
more indicators of the value of a commodity. In the South African Rooibos Industry
this method plays a minor role.

On auction markets, also called organized exchanges, which is commonly used for
livestock, both traders and products are physically present at the same place.

If the distance between buyer and seller is too big, or they are geographically
widely spread, electronic markets offer an easier way to negotiate prices than
‘auction markets’. Products are not physically brought to an auction yard but
attributes are described in writing and supported by visual portrays on digital video
or photographs. Similar to the stock exchange, commodities are traded through
telephone, computer and Internet.

For many commodities, according to Rhodes, the pricing system is a mixture of
various price-setting systems.'®® However, for the South African Rooibos Industry
virtually only one system applies: deceniralized individual negotiation (DIN). This
simply means that buyer and seller, in this specific case Rooibos exporter and tea
trader or overseas customer, negotiate the price for the commodity without using
an intermediary. The main reason why this system has established itself in the
industry so well is because it is cheap. There are no “up-front” costs. The products
do not have to be transported to a physical market, and no auction house or other
intermediary has to be paid. Prices are mostly negotiated personally, on the phone
or via e-mail, after samples of the product have been sent to the overseas
customer. Additionally to the low marketing costs, there is a larger social aspect.
Relationships between trading partners are established or grown. It has to be said
that the cost of time involved is considerable, but is normally compensated by the
advantages this method possesses.

%8 Rhodes 1993, p. 262/263
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4.7.2 Tariffs and import Restrictions

Traditionally, tariffs and quotas have been used by countries to keep domestic
prices for products above international prices. This is done to encourage domestic
producers and to reduce imports.'® For Rooibos, there is no restriction of imports
in Europe, as no own production exists. The only constraints Rooibos exporters to
Europe face, are in the nature of food safety standards from the European
Community (EC).

4.7.3 Rate of Exchange

“The currency of any country is like any other commodity; its price is established
where the supply of and demand for the currency intersect. This price is the

exchange rate.”®®

Within the last three years the rate of exchange between the South African Rand
and the Euro fluctuated close to 100% (from strongest to weakest). The rate of
exchange is an important factor for trade. In imports and exports especially, it plays
a vital role, since expenses and earnings are often in foreign currencies and have
to be exchanged to be utilized locally. The rate of exchange is influenced by
several factors, such as the interest rate of a country, its economy and politics. In
this chapter the impact of the volatile rate of exchange between the Rand and the
Euro on the South African Rooibos Industry will be examined.

Generally speaking: the rate of exchange is the price one has to pay to buy
another currency, for example the amount of South African Rand one must pay to

buy one Euro.

4.7.3.1 Impact of exchange rate on trade*”

The impact of the rate of exchange on the trade of any product will be discussed
and explained using the example of the South African Rand and the Euro.
According to Schaffner, Schroder and Earle® both buyers and sellers influence

the supply of, and demand for, a currency.

' padberg, Ritson, Albisu 1997, p. 79

2 sehafiner, Schroder, Earle 1998, p. 227

! adopted from Schaffner, Schroder, Earle 1898, p. 227
" Schaffner, Schroder, Earle 1998, p. 227
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For instance, if one wanted to import South African products to another country, or
use their services, one would have to buy South African Rand to pay for it. The
same applies to foreign visitors and people or companies who invest in South
Africa in form of equity or lend out money to South African debtors.

Sellers of the South African Rand are people who buy other currencies for South
African Rand to pay, for example, for importing goods, travelling out of South Africa
or investing offshore.

Figure 4-16 demonstrates the effects of supply and demand on the rate of
exchange for South African Rand to Euro. Aforementioned buyers of the South
African currency cause the demand curve to move to the right, thus implying a
value increase. By contrast, sellers devalue the currency by moving the supply
curve to the right. In the case of the Republic of South Africa, exports are always
exceeded by imports, which places the currency under continuous pressure to
loose value towards the Euro.

4.7.3.2 Effects of supply and demand on the rate of exchange®®

The supply of South African RandsIs )
fnfluenced by:

- Derand for imports into South Africa
- South Africans investing offshore
- Bouth Africans travelling overseas

g
The demand for Souwth African Rand:\
is influenced by:

- Dermand for South African sxports
- Derand for investmant in South Africa

- Inbound tourists /

Price of ZAR

Guantity of ZAR

Figure 4 - 16

2 adopted from Schafiner, Schroder, Earle 1998, p. 227
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4.7.3.3 Imports / Exports

Import as well as the export of a country is strongly affected by the rate of
exchange. The profitability in particular of these international transactions is
impacted by a change in the exchange rate.

David J. Schaffner et al outline the three cases which could occur if the exchange
rate weakens or strengthens.

Those cases are as follows: If the currency of the exporting country strengthens,
the price of the exported product in the importing country either increases, the

exporting country earns less, or both share the difference.

What is most likely to happen is affiliated to the elasticity of demand for the product
on the import market. In the example of the South African export market, this
depends on the current market position of the product on the importing market,
particularly on the competition the South African exporter has to deal with. The
supplier could be a price maker, in the case his product faces litle or no
competition. If the buyer has no other source to buy the product from, he will have
to pay the increase in price occurring from the strengthening of the South African
currency. On the other hand, if the South African product can be easily substituted
or there is a large selection of suppliers competing for it, it is questionable whether
the importer will pay the higher price or rather switch to an alternative supplier. In
case the South African seller is a price taker, which ensures from the product being
totally undifferentiated by the supplier, he will have to cope with a decrease in his
eamings to equalize the exchange-rate increase, otherwise the buyer will purchase

from another source.?*

In the case of South Africa as an exporter of Rooibos, a product that has
identifiably unique features and is only limited to availability in South Africa,
exporters are price makers, meaning they can increase the prices to level out the
strengthening currency.

in addition to that, the authors state that the impact of movements in the rate of
exchange on prices is greater in the maturity phase of the life cycle of a product
than for example in the beginning.

4 gchaffner, Schroder, Earle 1898, p. 228
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This is due lo the changing silualion in compelilion during lhe time the praduct is
an the market. Assuming that the Zauth African export market for Reobos s still
growing, suppliers do nol have lo worry aboul this at hat slage. ™

However, findings from interviews with exporters show that its true that they are
price makers, bul generaily prices are sct in conlracls lor a cerlain period of time,
which leaves it completely up to the change in the exchange rate what the earnings
of lhe exporters will be. Contracts are almosl exclusively made in lhe currency of
the buyer, which results in 2 loss aof earnings for the experter If the South African
Rand increases towards the buyer's currency. This affected the South African
Ranibns Industry greatly, especiaily during the last year, as the Rand®* gained

noticeable strength since the last contracts were made.

Rate of Exchange ZAR - ELURD
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12 |
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Figtirg 4 - 17
4.7.4 Commeodity Grading and Standardization

The following defimtion will ke used:

Grading s "the sorling of & proguct infa gualily classifications acoording 1o

standards thal arc agreed upan by the industry. ™"

“ Sehaline, Schacer, Carla 1858, 0, 229
”_ DATASTREAM
T Rhnas, 934 @ 222
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The grade does not tell cne aboal The qualily of lhe prodoct, but rather ensures

specilic allribules given to L.

4.7 4.1 The purpose of grading systems

The nurpose of commaodities being standardized into grades s o be able to
eslablish prices according to the quality of the prodacl. [F Ihis were naol lhe case,
standards of qualily could net be identified thus limiting the ability to signal a price-
guality relationship. Buyers would not be willing lo pay premium prices for the
produsl because guality is not predictabla, prices would be sel aon lhe assumplion
of an average quality. ™ Grading systems also help w describe the commodities
wilbwaul the buyer having to physically inspecl them ™ This. wo, suppaits pricing

efficiancy.”™

4.7.4.2 Sefting up and evaluating grading systems

Generally grades for products are sel by govemmental or private arganisations.
For agricullural products in South Africa, |his is done by the Department of
Agriculture, W is also possible that agricultural producer boards, Irade
arganizations, oF pracesser groups sel standards for a grading system. As soon as
grades for a product are set, for example by an inlemalional consortium, Lypically it
will ba recognized as a general rule for the quality of the product. Grada standards
should not change oo oflen, as this would confuse producers as well as
customars, resulting in polentially unjustified prices, If a new grading syslem is sel
up, ar an existing one has been changed or adjustad, it requires axtansiva re-

education cf all participanis in lhe industry “"

For Rocibos, lhere is no such standard or gradng sel by lhe government ar any
other organizaticn The only reguirements that have to be fultilled are the "gualily

and food safety standards for Rooibos and Rooibos mixtures® set by tha

do nol divide Rooibos in specific grades.

e Rredes 1905, p. FBARES

T Mznrsa 1967 douresl of Tarn Coonamics i1 RPodes 1883

T s 1, L 250

2 Ui Shaleng

*" Souch Atrica, Department of Agnearue 2000 Agncalinr Pradazt Standards Act
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Hewwover, before the gboliion of the RBoobos Tea Board in 19396, there was 3
standardized grading system for Eooibos. This system was changed i 1975 [rom
fivie differionl classcs of Rooibos to only throo, namecly Souper, Chofce and

Standard. In 1991 Sefect Grade was added at the lower end of the system < °

Today's Rooibos Induslry slil uses Lhe olg terms for classilying lheir producls and
consumers will find these terms an the local packaging, but one cannot talk about a
unilorm  system ampmore. Rathoer, producers, as o well as  procossors and
gistributors, developed their own grading system in which they call their superior
quality super grade or oxport grado.

& grading syslem only makes sense it lhere is a control mechanism.”™ This is one
reasan why there iz an ongoing trend in the South Aftrican Roolbos industry
tewvards intograting Lhe grading system into management systems such as fota
quality management (TOM) or 180 8007 standards. which are widely accepted in
the: European Community and other parts of the world, Lastly. a grading system i5
andy uscful iF il is affordable, which means its costs cannot be more than the

customer is willing to pay for it

4.7.5 Managing Risks — Storage of Rooibos Tea

The amount of Rooibas available on the market plays a hig role for the arice of the
orocuct. From the informalion of the WESGRO Background report an Rooibas,
histarical data fram the Rooikos Control Board and fram intenviews with procucers,
il emerges thal the larger buyers and processors of Hookbos lollow a storage-
strategy whenover possible. To cnsure slabio supplics and therelore slable pricos,
surplus lea - cilher from good crops or bad salc’s years - is stored. Farmars who
supplied Rooibos Limited weare forced, vie a guola gysteom, to kecp a certain
perconlago of lheir yigld in yoars whoen supply exceoded doemand, Rooibog s
perfectly suitable for storage, as the gqualily of lhe product does not wear down,
even if it is stared over a long pericd of time. The minimum reserve supply used to
equal ore average crop. In vears when demand for Roolbos exceeded supply, Lhis

rosorde was pul on the market to fill the gap of underproduslion.

ol R Tl e
“" Rhodes 1993, o 259
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The main disadvantage of this strategy is that preduction costs increase as storage

is expensive, and that funds are tied ="

Producers report that, at this stage. warehouses, even those of the largest
suppliers, are almost empty, The persistent and ever growing demand for the
product on the international market, as well as the low crops in the last years,
forced the industry to sell their reserve supplies. Farmers are already forecasting a
low crop for the years 2003/04, as winter rains this |ast year were not as abundant
as necessary for 3 good growth of the bushes. Therefore. the industry will once

again neither be able to comply with demand on the market nor fill up warehouses.

4.7.6 Commodity Prices Through Time

A big concern for people involved in the agricultural marketing process is price
movements. Decisions about production, the moment of purchase, and sales and
marketing are strongly dependant on the price of a commodity. Not all business are
able to carry large inventories; in the perishable products industry it is sometimes

impossible.

Padberg et al. distinguish between four different classes of price changes over
time:*'"" Firstly fong-term price trends, which are caused by macroeconomic factors
zuch as a country's inflation or changing supply and demand for the product (In the
South African Rooibos Industry the rate of exchange is of particular interest in this
category). Secondly, seasonal price movements are very important to Rooibos
retatlers, as hot beverages such as tea, are mostly drunk in the cool seascn and
demand for iced-tea increases in summer. Exported products especially have to be
ohserved carefully as seasans in the importing country might differ from the cnes in
which the product is preduced. Seasonal causing fluctuations in the price can be
easily levelled out if paid attention to, as they repeat regularly every 12 months.

Cyelical price moverments are simifar fo this.

% Bnyman 2000, g 23024
2l Fadberg, Ritson, Albisu 1897, p, 57
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The only difference to the previous example is the length of ane cycle. And finally
year-ta-year and iregufar price changes, which are unpredictable and therefore a

high risk for the industry members, as well as the consumer,

Of course commedity prices such as for Rooibos may inciude a combination of

price movements caused by any of the four categories.”””

4.7.7 Historical Market Information

4.7. 7.1 Production, sales and sfock

The histary of Rocibos production before the abolition of the Rogibos Control
Board in 19926 is of little consequence in thiz study, Therefore it will only be
touched on briefly, and the charts will be presented without a detailed description
of the background to the piot figures. In-depth information on the history of South
African Rooibos production can be found in the annual reports®'® of the Rooibos

Control Board, fram which the following information was also taken from:’

Production, Gales & Stock 1955-19492

12 AL asn

Waz0ae e
[LRd 4 HLE o Hsl s
= .
= - - == Trenwdlivie Siles (linear]
E B UKL 0K [mesdficient of detanmination]
= B =, 7875
[=]
=
400500 | * .
g ._ it e R S
1965 Tengt 1863 1967 19714 1975 Tu79” 1953 14487 1987
Yoars
S| (o e B2 po | SOy aemmemma e gining STock
Figum 4- 18

T pugberg. Ritson, Albisy 1997, p. 67
?'E Rombins Ted Contenl Board, Annual Reparts in Hayes 2000, gp. 56-52
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Chapter Four

In this graph the red iine represents the Raoibas oreduction ir dlograms over the
yaars, The Rooibos Confral Board was aulhorized by the Minisler of Agriculture to
set guolas lo regulate produclion. The bBlue line shows lhae remaining stock of
Roaibas at the beginning af the new year. Ore can clearly see the two peaks in
1967 and 18985 whan lhe ramaining slogk more Lhan doubled lha actual sales.

The light hlue area stands for the Reoibazg seld natarally and irtermationally by the
Faoibos Cordral Board over the years. he lrend-lineg (dolted, black), which refers
to the sales figures is evidence that over the period fram 1855 to 1992 Roaoibos
sales incraased corlinunustly, By Inoking at only the first and lasl vear an absolule

increase in sales of more than 1 400% can be calculated.

Rooibos toa saktos 1993-2003
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1
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Figure 4 - 1if

Figure 4-19 shows the sales figures of the South Africar: Roaibos Induslry of the
years 1983 to 2003, Total sales figures aimos: doubled from 1999 to 2003,
whereby domestie sales ircreased only gradually They grew at a rate more ar less
lo thase of lhe Soulh African population. This is a sigr that the aroduct has
reachad malurily ir lhe markal [Lis also interesting to note that from lhe year 2007
exports continuously exceeded the domeslic saies. The mos! domiranl importing

caurtry hereby was Germany with a share of over 70% in 2003,
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4.7.7.2 Historical prices

As under the rule of the Roalbos Control Board, the industry had a one channel
marketing systen1, producer prices were solaly sel by the board. In this gragh
advance producer payments are outlined in form of the light Blug surface, the red
line represents lhe prices in Rand per Kilogram, which packers had to pay to buy
Raoibos from the Contral Board.

All prices are deflated using the year 1985 a5 basis”

The doted lings show an average producer price of R 3.20 over the entire period.
The average packers price is around R B.58 per kikigram Rooibes sald by lhe
board. As can be seen from the graph, producer and packer prices were almast an

the same level in 1992 as in 1955 Both are far below average over this period.

Advance Payments and Packers Price [1935 basis year]

£

Rands / ky

CRER TG (GRS 1ET 11 875" F95at 19483 1987 12m

Years e,
! producer price _"pac:ker_s_ price

Faure 4 - 20

“South African Reserve Sznk Datlatzs Index

Thesis Tobias Grass
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4.7.7.3 Historical prices: 1993 - 20005

Year Price [R { kg]
1993 325
1054 4 a1
1995 .l
1926 G.E[
1957 3A0
14 .80
1OEG 400
2000 Sehl
2001 .50
2002 11.00)
#0023 “2.00

Figure 4 - 21

A from 1993 thers wara no official numbers issucd by the Rooibcs Tea Confrol
Hoae! Data had to be collected from different sources, which led lo gaps and
frictinn belween numbers. The table above shows average producers prices per
kilogram for non-organic Rooibos laken mainly rom the PPICDE and the WLZGRO
Background Report.” ™ For further delails on production and prices Tar this pariad of

lime please see chapter 4,4.1 The Darly indusiny.

4.7.7.4 Risks

Over lhe years Roolthos prices have been fluctuating strongly. The reasans being
nol only in the analysis of supply and demand of the market, but alse in changing
climalic condilions. Small-scale producers in part cular sutfer fram Lhis i7 they arc
unahle to diversify, which is often the case, as thay do not have lhe resources o
compele with large-scale commercial farmers in the industry.

The growing industry of crganically produced Rooibas is aiso high at risk, as insect
nlagles and diseases, which can lead to crop lailure, cannot be fought with

chomicals due to the strict regulations of thre certifiers.™

S ryrar A pp S

S Ay s 2000, po S0



Chapter Five

5 The German Market

Chapter five begins walh a brief zeclion on lhe applied melhodology for both
primary and secendary data callection. it cantinugs with an ocverview ol the
German retail market for food and ils slructure, including descriptions of lhe
leadirtg comparties and their roles within the market. This is followed by details of
lhe German retail markel for beverages and in particular for lea. Furthermore
chapter five gives an overview of the German arganic market It concludes with
infurmation about the German consumers. Finally the findings of lhe inlarviews

conducted wilh German tea companies will be presented.

5.1 Methodology German Market

Az lhe sub-seclor analysis proved ilself o be a good method when invesligating
the South African Rooibos Industry, the investigation of the German market alzo
partially followed this conceptual frameweork. In this case the sub-sector was
delined as the Garman lea induslry with ils different horizontal and vertical links in

the marketing chain.

5.1.1 Data Collection

5.1.1. 1 Review of secondary data sources

To gain infarmation on the abjectives ocullined in the gensral methodology,
secondary data on the German market and industry for Eoalbos was collected
syslematically reviewing different sources. Informaticn on product characienstizs
were obtained form the Widschaftsvercigung Keduter und Friichtetee o V. [WHKF),
reports of research inslitutions, published and unpublished research papers.
aticles in consumer magazings such as Stiftung Warentest. as weil as frem boaks,
Industry and market data came rom the annual reports of the CGenman Toa
Assnciation, records from industry mambers, reports from markeling rescarch
institutions such as ACNelsen, government publications, journal articles and the

Internet,
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5.1.1.2 Primary dala colfection activities

Limiled by lime. budgel and geagraphic constraints, the primary data collection had
to rely an rapid reconnaizsance methods such as guided infarmal inferviews wilh
plavers of lhe induslry and knowledgeabls key informants.

Field data collection began with informal interviews with pecple involved in the
Garman tea-trade and processing industry. 10 addition o the in-depth interviews,
an nformal telephone interview with Dr. Monika Beutgen, chairman of the
Wirlschiaflsvarainigung Krduler und Frichiloloe oV (WEKF) was held, Tha data
fram those inerviews were used to wverfy and complete dama gained from
SECORdary Sources,

Frimary data was also generated lhrough a gqueslionnaire survey amangst Goerrman

students.

The investigation of the German marko! was designed o answoer the following

gqueslions.

»  What is the Tofe af 1ea in the Serrnan etail inarket for food f beverages?
»  WWhat are the characterizstics of the German retail macket™?

«  What are the characteristics ofbthe Garmar market far tea  Rooibos?

= Whal are the charactenstios of e Garman market for organic food [ leg?
»  WWhat are tho charaptenstice of the German corsumor?

« What are the trends or the markct?

s What wie the forecasis fo the fulure of the markst ard industsy 7

LG - T
5.1.2 Methodology Interviews

A highly productive method of collscling information regarding ‘he German market
for tea, in particular for Rooibos, s 1o conduct interviews wilh those who are
direcily invalved wath the indusiry, These interviews would shed light on the
induslry itself, as well as enakling additional infarmation on the German cansumear
markeat for herbal and fruil leas, as well as for Roobos, o be collecied.

Guided, informal vet in-depth interviews were conducted with key companioes.
Through this methad, 1T was possible to maks adjustments to the gquestioning

during lhe inlerviews.

Chapter Five
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The German Market Chapter Five

Due to the diversity of interviewees, statements were expected to differ. This
method allowed for flexibility in conducting the interview, as not every question
posed would be relevant to all companies, as well as allowing for a more fluid
interview.

Focus groups, although a more compact form of information gathering, were
decided against, since, due to the strong competition within the industry, important
information on sensitive topics such as prices, customers and marketing strategies
could be withheld. Additionally, it would also have been difficult to bring all

concerned companies together for a focus group, due to time constraints.

5.1.2.1 Selection of interview partners

Companies to be interviewed, as well as individual interviewees , were selected
according to information gained from previous interviews with members of the
South African Rooibos Industry. Additionally, possible interviewees were found
using the list of members of the WKF and by researching company web sites.

Four companies, categorised as frading companies, and two categorised as
specialized tea companies were approached. The four trading companies can be
defined as market leaders in their field; the two specialized tea companies market
the largest national brands for fruit and herbal teas, and are therefore the main
players of the industry. Since connections between the different categories of
companies exist, pairs of companies with a supplier-buyer relationship were

chosen.

Initially all companies were approached by e-mail to enquire as to who would be
the most suitable person for the interview.

Once this was established, a further e-mail was sent to these potential
interviewees introducing the researcher and his work, as well as requesting a
meeting (find e-mail in Appendix 11.4 Letter to German Companies). In addition to
this the names of the general managers of the South African companies, who
recommended the person, were mentioned.

This was hoped to increase the chance of an interview. The confidential nature of
all information given during the interviews was highlighted. After initial contact,

appointments for the interviews were made.
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The following people were willing to be interviewed:

o Sebastian Sieben (Director Product Management)

¢ André Khavvam (Food Technology Engineer / R&D)
Martin Bauer GmbH & Co. KG
Dutendorfer Strasse 5-7
91487 Vestenbergsgreuth

Germany

e Marco Sinram (Purchasing Manager Tea, Herbs, Fruits)
e Jiirgen Voigt (Tea Department)

Gebr. Wollenhaupt

Gutenbergstr. 33-35

D-21465 Reinbek

Germany

e Marco Braun (Sales/Marketing)

o Fiona Lenz (Purchasing Department)
Krauter-Mix GmbH
Wiesentheider Str. 4
D-97355 Abtswind

Germany

¢ Rolf Klein (Marketing Manager)
Ostfriesische Tee Gesellschaft mbH
Am Bauhof 13-15
D-21218 Seevetal

Germany

Unfortunately it was not possible to gain an interview at the two other companies
during the researcher’s visit to Germany.

Due to the fact that some of the companies were located in the northern part of
Germany and others in the southern part, coordination of the times for the
interviews was very important and could not consider the order companies were

visited.

Trhesis Toblas Gress
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5.1.2.2 Interviews

All four interviews took place at the headquarters of the respective companies.
Interviews were unstructured, although the researcher carried a checklist of
questions to assure that important points would not be overlooked, as this method
had proven to be successful during the interviews conducted earlier on. The
guideline for the interviews can be found in Appendix 11.5 Guideline Interviews
Germany. To minimize interruptions by writing, all interviews were recorded on
tape (after the agreement of the interviewees). This also allowed for a speedier
interview. The effort to keep the interviews informal seemed to encourage
frankness on the part of the respondents. All interviewees seemed to be interested
in the researcher’s work and asked for a copy of the final report. The interviews

were scheduled to be roughly 1.5 to 2 hours long.

All interviews started with a short introduction of the researcher and his work,
which inevitably lead to the interviewee asking questions about the South African

Rooibos Industry.

Although interviewees occasionally anticipated answers to subsequent questions
and asked questions themselves, generally the interviews were conducted in this
order: The first topic entailed the company itself. Information about the position of
the company within the marketing chain, the company’s products range, as well as
suppliers and customers, were discussed. After getting a picture of the company,
guestions about the industry, its size and members, as well as its problems were
discussed for both tea in general, as well as for Rooibos in particular. The third
topic was the consumer market. Here it was aspired to gather information about
new market trends, quality issues, consumer behaviour, and competition. Lastly
the future of the German tea market, as well as that of Rooibos itself, was
discussed. The interview ended with questions about expected growth rates and

an outlook to the future.

Thesis Tobias Grass
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5.2 The German Retail Market for Food

“The German retail market is one of the most competitive and diverse markets in
Europe, with low levels of consolidation and many different classes of retailer
clamoring for market share™®'. The market value declined in the period between
1998 and 2002 by 4.8%, indicating a loss of almost 7 billion € due to altered
spending power, bad buyer demand and Germany’s general economic situation.??
This made market share competition even tougher.

As large hypermarkets and discounters continue to grow, floor space expands
even though the market value becomes less. In the year 2002 there were
approximately 2.8 million people employed by German retailers, roughly half of
them full-time.

This section gives an overview of the size and different organizations of the
German retail market and how they affect each other. There is also a brief

description of the leading companies and an outlook for the next years.

5.2.1 Market Definition

To be able to give information on the food retail market in Germany, such as its
value, volumes and segments, it is first necessary to define it. The German food
retail market includes all food sales of discounters, hypermarkets, supermarkets,
cooperatives, convenience stores, independent grocers, butchers, bakers,
fishmongers and all other retailers who sell food and drinks for off-premise
consumption.

The term retailing stands for all activities involved in seliing goods and services to
end-consumers. Thus “a retail sale is one in which the buyer is an ultimate

consumer, as opposed to a business or institutional purchaser™.

2 Datamonitor 2003, Food Retail in Germany and O'Connor 19898, Chain-Store-Age

22 Anonymous 2004, AUNUGA brings the good times back, International Food Ingredients
23 pauptverband des Deutschen Einzelhandels 2004, Website

224 geckman, Davidson, Talarzyk 1973, p. 234 in Stern, El-Ansary 1998, p. 43

Thesis Tobiss Greos 104
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5.2.2 Market Value

The value of the German food markel is calculated at the retail selling price
(RSP

In 2002 the vaiue of the German food retail market reached the amount of US 3127
billion, thus connotating a decline of 1.2% compared to the previcus year. The
compound annual rate of change ol the market was —1.2% for the period 1998 —

2002 #48

Food Retail Market Value

b R —— ETESERTRIRERE: bl s Ll s s s o T AT
140 | m : peiis ) 4 faom |
120 | . 4 oA, :
E‘ 100 ) ) - 4 na E
I 80 F, ke -8
g0 | ; 0% &,
40 | . : 1, 2%
20 - \ 4%
0 = 15%

1858 899 2000 200 2002

Figura 5- 2

5.2.3 Market Volume

The voluime of the German food retail market reached 34 billion m*® floor space in
2002, or a growth rate of 1.3%. The compound annual growth rate of the market
volume was 2 6% for the period 1998 — 2002. The strongest growth (4.8%) was in
1999,

2'? Datarm:nitor 2003, Food Rctail in Gorneany
“l_ iLvied.
“ibid,
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Figura 5 -3

Food Retail Market Volume
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5.2.4 Market Segmentation

Discounters represant the largest channel of retailer in the German market. All

together they account for 27 1% of the entire market value. Hypermarkets are the

rext largest share, accounting for 18.0%. Together with Supermarkets (16.7%), the

three largest categories of retailers generate 61.7% of the market value **

Figtre 5- 4

Share by Value

Dizcountors Hyperrnarkets
1 18,04

Greangrocors
475
Sunermarkets
16T
Fizhmongors
F.o%

Inclependant Bitchars
QroGErs Bakars a.0%.
& 5% 8.6%

*# Datameaitor 2003, Food Retail In Germany
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5.2.5 Characteristics of Retail Institutions

Retail institutions can be classified according to certain characteristics and their
form of organization:**

Starting with one of the largest single retail organizations, Department Stores sell
a wide variety of merchandise, including piece goods, home furniture, hardware
and groceries. As their name suggests they are organized in departments,
Research ‘ound that Department Stores are typically located in downtown
shopping districts or in shopping centres and their customers are chiefly women,
Typical examples in Germany would be Hertie and Karstadti.

The term Specialty Store is mostly used for smadl to medivm-sized establishments
or boutigues handling limited lines of soft or hard goods. This category includes
grocery stores that specialize in selling a broad selection of a restricted class of
goods, such as sthnic and organic food.

Chain Store Systems include two or more units having a central ownership or
contrel. They are centrally managed, which gives them high buying power. A
charactenstic of Chain Store Sysiems is that the included stores are commonly
very similar to each ather regarding size, interior layout and locatian,

Low-marging and high turmovers are typical for Supermarkets. The definition of a
Supermarket in the food industry is "a large, departmentalized retail establishment
offering a relatively broad and complete stock of dry groceries, fresh meat,
pershable  products, and dairy  products, supplemented by a  variety of
convenience, nonlood merchandise and operated on a self-service basgis "
Planned Shopping Centres are complete shopping facilities, including adequate
parking £pace under ong roof. The stores in a Shopping Centre are coordinated by
one management and leased to various ratailers. An advantage of these integrated

developments is that included stores engage in joint advertising and promations,

Finally there are Discaunt Houses, commonly referred to as Discounters. These
retail establishments, who emphasize rapid merchandise turnover represent
roughly 38% - over 14 000 point-of-sales - of the total German corsumer market,”™
They stock a broad assortment of merchandise in relatively inexpensive buildings,

equipmant and fixtures and offer limited customer senvics.

™ Classification adopted from Stern. El-Ansary 1982, p. A7M8
P Stern, El-Ansary 1987, p, 47448
R 2004, Supernare Fovien
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This leads tc relatively low operating costs and therafore the ability 1o offer lower
prices than most supemmarkets, Discounters can be found selling both soft and
hard goods. They are commonly referred to as “grocery slores where the discount
principle is the cornerstane of the sales approach™*. The three discount-principles
are low coslt, low price and high turnover. *

In Germany the image of discounters has changed from small, run-down sites on
street corners where only people from low-income classes shap, to an instilution
where anybody can buy goocd gquality groceres at low prices. The German
consumer accepts this different way of retailing as part of everyday life *™ The
suceess of the discounter is due to certain trends in lhe industry such as the bad
buyer demand, Germany's general economic situation and an altered expenditure
distribution.™™ Furthermore, German consumers have a low level of brand loyalty
and are very price sensitive, In addition to that, in the view of their customers,
some discounters have become an own brand. Forinstance some consumers trust

that Aldi sells “everything always" at a low price =
Thers are two kinds of Discounters, namely Hard- and Soft-Discounters.

Hard discounters such as Afdh sell a limited range of fast-moving goods, sometimes
straight out of their boxes. They already account for a large share of grocery sales
in Germany. Axel Tenbusch specifies four eriteria in "Retaifing in Germany: Another
year of success for discounters” that can be used to differentiate hard- from soft-
discounters; Firstly the size of assortment. Hard-discounters sell anly a limited
amount ot different goods. In contrast o soft-discounters, which stock
approximately 2 000 — 3 000 different items, hard-discounters offer only an
assortment of roughly 500 - 1 000 articles. The second difference is the
assorfment strateqgy / branded fems. Hard-discounters’ assortments are based on
private label products. In contrasl to sofl-discounters, which focus on manufacturer
products, hard-discountar's assoments are oanly used to complete special
categories at stores such as Aldi. This strateqy is also reflected in pricing. Hard-
discounters generally offer low prices whareas prices at soft-discounters are only

low for manufacturer brands. Lasty the focation and size of tha stores differ.

z Tenbusch 2002, European Retail Digest

* ibied.

_’M Bell 1569, Europaan Hetail Digast

9 Anomymons 2003, Economic and financiat indicators. Ecenarmis]
" SevenDne Media 2003 Market Anatysis, p. 6

108



Chapter Five

MNew hard-dizcounter outlete are mainly found in industrial suburbs and range from
500 — 800 m! in size. Soft-discounters can vary [rom 300 — 800 m?, sametimes up

to 1 500 m? end are generally situated in the town cantre, "

Supermarkets in Europe have already realized the effecliveness of the discounters’
strategy and have subsequently adopted it. They form alliances with other retailers
to gain bargaining power towards the suppliers {o be able to defend themselves
against cut-pice assaults. Another practice is to sell own-label food products,
which are usually 15 = 20% cheaper than manufacturers’ brand products and on

top of this help to advertise the supermarket.**

5.3 Structure of Food Retail in Germany

5.3.1 Overview of the Food Distribution Sector

The German market for food distribution shows a large number of dilferent
ocrganizational forms and arrangements among enterprises. COne can categorize
these according to the presence or absence of co-operative based or contract-
based membership to a group.

Distributors with no such graup affiliation, such as the mega-outlet giants Aldi and
Tengelmann, do not use wholesale channels to purchase inventories, but rather
obtain centrally coordinated volume purchase directly from the manufacturer, The
food divisions of large department stores such as Karstadt and Hertie are similarly
structured.

The linkage to a central organization or group either having a co-operative or a
valuntary arrangemeant, linking affiliated but still independent membears together,
farms the most important segment of the industry. The co-operative form of market
organization has a long tradition in Germany; it helps faod distribution in particular
to assist small independenl retailers to gain power, Co-ordination between
centralized buying, wholesale and retail concentrates inventory purchase and
additional zervices in a central arganizalion. Large groups such as Edeka and
REWE meanwhile are recrganized to corporate entilies, which lgad to stronger

acguisitive activities such as forward integration,

7 Tenbusch 2002, European Featail Digest
2 Ancnyrmous 1993, Store wars, Exonemist and Bell 1998, European Reta| Digest
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Members wha sometimes belong to more than one volunlary chain have contracts
with & group of wholesalers to secure steady supplies. A typical example of such a

chain is Markant, the successor of German food distribulors. ™

Country™™" Stores per 1000 People
Metherlands .40
LK &7
Switzerland .97
Sweden {rLes
Austria .90
Grrmany {180
Spain 2.7

Figlwe -4

The denzity of food stores in Germany is relative high. Wilh a population of roughly
82 million there are approximalely 79 000 stores retailing food in Germany. One

reascnh for this high number is the large range of discounters in Germany,

Store Size m®*  Gernmany™  Austria  Switzerland  Belgium®™  MNetherlands UK

=2 G{H} 25 12 16 1% i 45
10002 5400 v ik az 43 25 26
400-55% 441 40 25 30 54 14
100-399 13 23 20 g 11 10
<100 & A a 4 z2 i
Figure § -6

Figure 5-6 shows that the largest share of food in Germany is sold in slores of a
size between 400 and 1000 m2. As mentioned earlier, discounters, which account
far mare than 30% of the German grocery market™, fall into this category of store

SlZe.

Y iafels 1992, Intemational Review of Retall, Distribution & Consurnor Research
M ACHielzen 15599

# Bail 1009, Fusopean Relail Diges|

M Germany, suslis, Swilzarland: ACHIclzen 2001

M Belgum, Nelhedands, Uk ACHielsen 1999

M Bell 1999, European Retail Digest
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Therefare ihe chaice, parlicularly of brand preducts for the German consumer, will

be limited even though he / she may have the facility to switch stores #*

Total Sales in £bn

Retailer™* {excluding foreign trade)
Metro Group el
REVYE Growp &
Edeka / AVA Croup 7.2
Aldi Group =E
Tengelmann Group 3

Figure 5 - 7

Looking at the top 50 companies involved in German food retailing, the listed
{Figure 5-7) leading five companies account for 62% of all grocery sales. With the
exception of Aldi, all are canglomerates also involved in olher retail activities other
than food such as clothing, electrical and DIY products, which are alse included in

ihe total turnover 7

5.3.1.1 Privale fabel

The pensetration of retailer conlrolled brands (both private label and exclusive

brands) in Germany, account far approximately one third of all grecery expanditure.

2ed

Food Sales From Privale Labsl”

Mo

Al ad+
bk smt ' G
Edeka 9.2
Spar : 9.4
FEWE 214
Tengelmanmn 18.9
Metqn 138
i o - A

*% gell, 2001, Eurooean Retail Digest
% | ebensmittel Laiting 1900

BT Baal| 1wt Eurogrean Retsil Dyt
Y ACMielsoy 2001
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With more than 90% of all its sales, Aldi clearly leads the market for private label
lood in Germany. This iz because Aldi is the enterprise with both the greatest
operation simplicity and highest integraticn

Il is interesting to note that Dick Bell, author of "Food Retailing in Germany, Austria
and Swifzerdand” writes that the variation in private |label penetration in Germany is
not due to "3 predilection for national consumers to favour private label al the
gxpense of brands"®, byt is due o the strategy of the varicus retailers within the
sountry. German consumers want to buy high quality preducts at a low price and

are parsuaded by the refailers’ rmarketing strategy and the brand’s ability to deliver

relative value #™"

Share of Private Labai
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Figure 8- 3

More than 23% of Germany's tolal grocery markets are private label products,
which is in third place in the European market, exceeded only by Belgium and the
UK. Particularly high are the shares of frezen food, dairy products and dry
groceries. The category 'hot beverages', into which tea falls, has a private |abel
share of more than one third, and is still growing by 2.9% a year. Only in Belgium is

this share highear.™'

*® Bell 1000, Eurapean Rutail Digost
""f' ki
T PLMA's 2003 Intemational Yearbook in Joppen 2003, Engingenng & Ingrodicnts
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5.3.1.2 Market conceniration

%

Edeka ™ 19
REWE 18
Aldi 15
Markant |
Spar 9
Total TG
HHI 1276
Frgure 5- 10

With the top five food retailers accounting for 76% of the grocery market, Germany
ranks only eighth within the European countries when it comes to comparing

market concentration

The Herfindahl = Herschman Index (HHI} indicates the level of retail concentration
by adding the squares aof the market shares of each competilar within the relevant
product category and geographic market. With a HHI measure of 1218, Germany is
less concentrated than many of the European countries, however, compared with
other industrial sectors, Germany's grocery market is heavily concentrated, enough
to warrant the interest of competition authorities, says Richard Bell, associate

fellow of the Oxford Institute of Retail Managemant at the University of Gxfard **

5.3.1.3 Market integration

The German retail market is far from fully integrated, Many of the stores are still
owned and run independently. OF the top five retailers in Germany only Aldi owns
and controls all of itz stores. Others are structured as buying- or marketing and
buving groups such as Markant and Spar. All Edeka stores are independently
ownet franchise operations. Germany's second largast retailer, REWE, is busy
restructuning the group to increase the proportion of its outlets directly owned and

controlled, #*

AL Nizlscn 2001
1 Rell 2001, Evrepear: Retail Digest
; ibid.

ibid.
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5.3.1.4 Differentiation

“The ultimate measure of differentiation is profitability.”*® The more distinct the
competition the lower the levels of profit. The profitability in the German food retail
sector is generally low and consistent with the low levels of own label penetration
and the slow pace of supply chain integration. Too much floor space and low
consumer prices result in retail margins often less than 1%, which is a historical
low.?®

It is essential for a successful differentiation strategy not to make a profit only
through cost efficiency where price competition is very high, but rather through
individual retailer performance such as private label sales. There is no general
differentiation strategy. Aldi, for instance, is highly integrated and sells more than
90% under its own private labels and therefore runs a successful differentiation
strategy. The company also differs from other major retailers in store size and
location strategy. It is therefore not surprising that Aldi's profitability is relatively

high compared with other companies being less differentiated and integrated.?®

5.3.2 Competition

Germany’s retail food market is one of the world’s most competitive.”® Again
discounters are one step ahead of other organizations. Discounters have been
able to grow their revenue by 88% during the last decade, whereas the achieved.
growth rate of the total grocery market was only 10%.%®" This is partly due to
discounter’s prices strategy for grocery products, which are on average more than
20% cheaper than for instance in the UK.??

No major company on the German retail market for food dominates this. At the
moment Edeka has the highest share with 19%, followed by REWE's 18%.

Prices are the most important factor for attracting consumers and therefore gaining
market share, which is why competition in the retail sector triggered a price-war on

the German market.”®®

2% pell 2001, European Retail Digest

7 Tenbusch 2002, European Retail Digest and MercerMC 2004, Website

2% Mercer Management Consulting 2003, Mercer Studie zum Einzelhandel in Deutschiand
2% mell 2001, European Retail Digest

280 Myinn 1097, Dairy Industries International and Datamonitor 2003, Food Retail in Germany
' Tenbusch 2002, European Retail Digest

%2 Tenbusch 2002, European Retail Digest and MercerMC 2004, Website

%3 SevenOne Media, Market Analysis, p. 06

Thesis Tobhing Gress 114



o The German Market Chapter Five

5.3.2.1 Price-war

Price-wars are identified by competing companies struggling to undercut each
others prices.”® Companies which specialize in a specific sector have less
problems coping with a price-war than others. Particularly smaller suppliers are hit
hard by the predetermined prices offered by large discount chains such as Aldi and
Lid!l.?% That the Wal-Mart Stores Inc. as well as two other German grocery retailers
were forced by the German antitrust authorities to increase prices on basic food
items which they were selling below cost on a continuing basis, as this violates
German trade laws, shows just how dire this situation has become.?®® These trade
laws support the opportunity to fight for business using approaches other than
lowering prices and therefore give smaller companies a chance to compete.?®’

But what is the reason for the price-war in Germany? With its large market and the
presence of trade laws limiting competition, Germany should be a paradise for
retailers. Reasons include “the combination of stagnant demand and growing glut
of supply, expansion of retail space, the growth in numbers of the “hard
discounters”, and the family firms who own their shop sites but undervalue their

property, bringing down their required returns.”*®

5.3.3 The Role Players

5.3.3.1 REWE-Zentral AG

The German based REWE-Handelsgruppe (commercial group) is controlled by the
REWE Zentral AG. The REWE group includes more than 12 000 retail outlets
throughout Europe, which makes it Europe’s third largest food retailer and number
two in Germany. Its turnover in 2002 accumulated to US $43.8 billion. The REWE-
Handelsgruppe operates as a cooperative, including more than 20 different
franchises such as REWE — der Supermarkt, MiniMal, Penny, HL-Markt, Kaufpark,
and the Toom Markt, just to mention a few. The two other areas of concern are

wholesale and tourism. REWE is based in Cologne, Germany.?®

*** Asseal 1990 in Heil, Helsen 2001, International Journal of Research in Marketing

268 Anonymous 2001, Supermarket price-wars threaten supply, Dairy Industries International
5 Beck 2000, Wall Street Joumal (Eastern Edition)

%7 Dunn 1997, Dairy Industries Intemational

% Anonymous 2000, Cheap and cheertess, The Economist

*® Datamonitor 2003, Food Retail in Germany
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5.3.3.2 Edeka Zentrale AG

The Edeka Group is a voluntary merger of independent grocery retail businesses
and one of the largest retail cooperatives in Europe. Its structure and organization
is ‘bottom-up’, from the individual member over regional wholesale companies up
to the Edeka central organization. All together there are approximately 9 100
Edeka stores, 6 700 independently owned stores of the members and 2 400
wholesale businesses.?® Also part of the group’s controlling system are a number
of drugstores and wine producing subsidiaries. For 2001 the company reported
sales of US $29.1 billion.”"”

5.3.3.3 Metro Group

With annual revenues of € 51.5 billion in 1999, the Metro Group is the third largest
retailing group in Europe and number five in the world. Metro’s core market, with
approximately 53% of its sales activity, is Germany. Here the company operates
with seven businesses, namely Cash & Carry, Real, Extra, Media Markt, Saturn,
Praktiker and Galeria Kaufhof.””* These chains cover the fields of supermarkets for
professionals, electronic equipment, department stores, home equipment stores
and food stores. Roughly half of Metro’s sales are in the food sector.” Affiliated
businesses make use of jointly organized supplies, logistics, informatics,

advertising and financing.”*

5.3.3.4 Tengelmann Group

The Tengelmann Warenhandelsgesellschaft OHG (Tengelmann Group) is present
in 16 countries and includes almost 7 000 stores worldwide, including 2 700 Plus
outlets in Germany. With a turnover of US $28.2 billion in the fiscal year 2002,
which was an increase of 256% compared to the previous year, the company is one
of the world's largest retail companies. The Tengelmann Group is headquartered in
Malheim in Germany and controls stores, retailing food, pharmaceuticals, home-

improvement and textiles, as well as discount stores.””®

70 Edeka Group 2004, Website

Z; Datamonitor 2003, Food Retail in Germany
ibid.

272 pied EUROAATA 2002, Markant

24 Batamonitor 2003, Food Retail in Germany; Yahoo finance 2004, Website and METRO Group 2004, Website

7% Datamonitor 2003, Food Retail in Germany
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5.3.3.5 Aldi Group

Aldi is the first and still most successful of the hard discounters in Germany. lts
name originates from the founder's name ‘Albrecht’ and the word ‘discount’. The
discount chain has been growing steadily over the last two decades and now
covers roughly half of the total turnover of all discounters in Germany.?’® In
Germany Aldi consists of two independent companies, namely Aldi Nord and Aldi
Siid, which divide the country geographically into north and south. Aldi Siid also
operates stores in Austria under the name Hofer.

Aldi no longer has the image of selling low quality products to fringe groups but is
meanwhile accepted by most German consumers as a place where good quality
private labels — often produced by brand companies - can be found at a reasonable
price. The ability to provide customers with such low prices comes from Aldi's
efficient structure and cost effective presentation of store goods. Aldi is also
recognized as having a tough but fair attitude towards suppliers.”’” The company’s
total sales, excluding foreign trade, were approximately € 6.7 billion in 1999.%®
However, as Aldi does not publish business reports, it is very difficult to find reliable

data.?™

5.3.3.6 Schwarz-Unternehmensgruppe

The Schwarz-Unternehmensgruppe includes Lidi, one of the top ten German food
retailers also operating within the whole of Europe. lts other chain stores include
Kaufland, Ruef and Handelshof. The Lidl Stiftung & Co.KG manages the
discounter sector, the self-service store, cash & carry, as well as the wholesale
sector. Other areas of business are supplies and a collection department.
According to M+M Eurodata net profits accumulated to € 12.5 billion in 2000 of

which roughly half accounted for the discounter business.?

76 Tenbsuch 2002, European Retail Digest

7 pcademicus.ch — Online Encyclopaedia 2004

7784 ebensmittel Zeitung 1999

#® Detusche Presse Agentur (dpa-AFX) 2004, Website
2% Einzelhandel 2004, Website

g
CHEISE ABTOBE
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5.3.3.7 Norma

Norma is an independently operating, hard-discounter chain, present in Germany,
France and Czechoslovakia. 16 subsidiaries supply and manage more than 1 300
stores. Norma’s organization has a flat hierarchy, where strategic and company
wide decisions are made solely by the management board. The product
assortment includes food, convenience goods and non-food special offers. Norma
is busy expanding their coverage of the market by either buying stores of
competing companies or renting real estate. Important criteria for new outlets are

good transport links, as well as spacious shopping and parking facilities.*®’

5.3.3.8 SPAR

Spar originates in the Netherlands. lts name derives from the motto "Door
Eendrachtiy Samenwerken Profiteren Allen Regelmatig” which translates into
"everyone profits if we work together”. Spar’s core business is based on wholesale,
to supply approximately 2 500 independently owned Spar retail businesses, as well
as corporate owned refail business. This includes Intermarché, Eurospar,
Superspar, and the Netto discount chain. There are also around 2 900 petrol
stations and kiosks supplied by Spar Convenience. Wholesale business as well as
independent retail are coordinated by the Deutschen Handelsvereinigung SPAR
e.V.. Services the wholesale business offers include the distribution of a large
assortment of branded and private label goods, logistics, central marketing as well

as consulting.?®

5.3.3.9 Markant

The Markant Handels und Service GmbH Deutschiand handles the business of the
Swiss based Markant AG in Germany. The trade cooperation’s task is it to ensure
the independence and therefore the future of small and medium-sized trade
businesses. It does so by coordinating areas such as purchasing goods, central
regulation, logistics, communication and marketing, as well as finance for its

members.

' Norma 2004, Website
2 Edeka Group 2004, Website

Thauls Tobias Grass
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Members include private and cooperative enterprises in the fields of wholesale and
retail with more than 20 000 outlets in grocery trade. This equals a store size of
approximately 7 million m?. Important food outlets in Germany include Markant
Markt / Center, Markant nah & frisch, numerous IK — [hr Kaufmann and shop'n go
stores, as well as approximately 1 700 /hre Kefte / ...tdglich nah subsidiaries.
Mega companies such as BBB +R/ZEV Sid, Kaufland, Schlecker, Dohle, dm
Drogeriemarkt and Wal*Mart are also affiliated with Markant.?*

5.3.4 Summary and Outlook

In summation one can find some distinguishing characteristics of the German retail
market. Firstly, compared to other north European countries, Germany has the
highest number of retail outlets per thousand people, meaning the density of food
stores is high. Many of the stores are still independently owned, resulting in a low
level of market integration as well as in low concentration. Secondly, medium sized
stores make up most of the sales on the consumer market and thirdly, limited
range discounters make up a large proportion of the market and are therefore
uniquely significant. Discounters are also responsible for the relatively high share
of private label food sales and are jointly responsible for the ongoing price-war,
which led to very low retail margins.

Dr. Alex Tenbusch, Director Trade of ACNielsen, Germany, predicts the following
for the German grocery trade in the mid term:?*

The number of consumers will continually decline making single households more
and more important. At the same time, sales from existing floor space will become
less leading to increased concentration among retailers. Discounters will take the
most profit out of the new market situation and continue - even increase - their
success. To be able to put up with the ongoing price-war, retailers will have to
focus more on private label sales. Prices will continue to be an important factor in

helping companies to succeed on the market.

Datamonitor expects the market to reach US $ 136 billion by 2007: a growth of
7.2% from 2002. Floor space will reach a volume of 38 billion m?, increasing by
11.6% until 2007.2%

23 Markant 2004, Website
* Tenbusch 2002, Ewopean Retail Digest
* Datamonitor 2002, Food Retail in Germany
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5.4 German Retail Market for Beverages
5.4.1 General Market Overview

The German market for soft-drinks is expected to reach a volume of 22.8 billion
litres in 2006. That would mean a compound annual growth rate of 2.8% over the
period from 2002 to 2006.7%

The largest segment in terms of volume is constituted by bottled water, however, in
terms of sales value, carbonates are the largest segment due to the relative low
price of bottled water in Germany. That is why juices also have a higher sales
value than water, even though volumes are considerably lower. With respect to
consumption, however, bottled water is by far the fastest growing of these three
segments and is anticipated to maintain this position over the next years.

Market researchers state that the German soft-drinks market is relatively mature,
comparing the high penetration of energy and sports drinks on the market to those
of other countries.

Hot beverages, on the other hand, diverge from the German market. The volume
reached 19.783 million litres in 2000. With a predicted compound annual growth
rate of —1.4% over the last 4 years, the volume will reach 18.685 million litres at the
end of 2004, a decrease of 4.2% since 2001.%%

Within this sector, coffee is by far the largest category, folliowed by food drinks,
which have a small but nonetheless still significant presence. Marketing initiatives
from leading manufacturers of instant coffee help to increase consumption.
Roasted and ground coffee manufacturers are forced to market flavoured brands in

order to restore growth rates. Tea represents the smallest of the market segments.

5.4.2 Market Volume

The German market for soft-drinks reached a volume of 20.378 billion litres by
2002. That is a growth rate of 4.1% in 2002 and a compound annual growth rate of
4.2% in the period of 1996 — 2002. The strongest growth was in 1999 when the
market grew by 4.9%.

;:j Datamonitor 2002, Germany — Hot Drinks. Market Profile
ibid.
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The market for hot beverages differs from this volumes declined from 21.150 billion
litres in 1996 to 19.509 billion litres in 2001, thus leading to a negative annual
compound growth rate of —-1.6% in that period. The largest decline in the market
was in 1998, when the volume shrank by 2.6%.%%

5.4.3 Market Segmentation

Carbonated beverages represent the largest segment of the German market for
soft-drinks with a total share of 41.2% in 2002. Juices follow with 25.7%, closely
trailed by bottled water (25.1%). Energy and sports drinks have a market share of
only 6.6% and tail-lights are new age beverages with only 1.4% market share.

Coffee remains the largest proportion in the German market for hot beverages, and
represents 74.5% of the market in terms of value in 2000. The smallest sector with
only 11.5% is tea.?®

5.4.4 Competition

Germany is said to be Europe’s largest market for soft-drinks. Carbonates, the
main segment, is dominated by only three companies: Coca-Cola with its brands
Coke, Coke Light, Fanta and Sprite have a market share of roughly 60%, followed
by PepsiCo and Cadbury Schweppes at third place. All other manufacturers of
carbonated drinks play only a minor role.

For other segments such as bottled water, energy and sports drinks and to a lesser
extent for the juice segment, regional manufacturers play a much more important
role, fragmenting the segments significantly. The reason for the high popularity of
fruit juices and nectars in Germany is the consumers’ trust towards the high quality
and product safety of locally manufactured products. The drinks enjoy a positive

image and a broad range is available countrywide.

Leading companies on the German market for hot drinks are: Union Deutsche

Lebensmittelwerke, Kraft Jacobs Suchard, Unilever, Nestié and Tchibo Holdings.?*

Z: Datamonitor 2002, Germany — Hot Drinks. Market Profile
ibid.
0 ibid.
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5.4.5 Market Forecasts

Soft Drinks Market Forecast
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Figure 5- 11

The German market for soft-drinks is expected to reach a volume of more than 21
500 million litres in 2004 and 22 765 million litres in 2006, a total increase of 11.7%
since 2002. However, the growth rate is declining and will be only on a level of
2.3% by 2006, which brings the compound annual growth rate down to 2.8% over
that period.”’

The market for hot beverages acts differently: growth rates were negative in the
last years (CAGR = -1.4% in the period from 2001 — 2004). The predicted volume
in 2004 is 18 685 million litres, which is a decrease of 4.2% compared to 2001,

when the volume was still over 19 500 million litres.?*?

Hot Drinks Market Forecast
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Figure 5-12

' Datamonitor 2002, Germany — Soft-drinks. Market Profile
2 ibid. - Hot Drinks. Market Profile
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5.5 German Marketfor Tea

With an annual import volume of 22 000 tons of tea out of a total volume of 40 000
tons in Europe, Germany is by far the most significant import market for tea in

Europe.”®

5.5.1 The Major Categories of Companies

The German market for tea wholesale consists of two major categories of

companies namely frading companies and specialized tea companies.

The first category is comprised of companies such as Martin Bauer GmbH,
Haelssen & Lyon, Gebr. Wollenhaupt GmbH and Kréduter Mix GmbH. These
companies are tea traders or importers, buying tea directly from the producer and
adding value to the product by ennobling the tea through blending, flavouring and
packing it. The trading companies purchase the raw materials directly from tea
gardens, plantations and tea agents or tea brokers. Some of them have contracts
with tea farmers, who produce directly for the company. Business segments differ
from company to company, including blending, flavouring, analysis of the raw
material, cleaning, cutting and standardizing.

Customers are mainly wholesalers with own brands, other tea traders, packers or
specialized tea shop chains who either buy the readily blended or flavoured
product or the ingredients to do this themselves. A significantly high share of the
tea is then re-exported.

Approximately 10 to 15 companies dominate this segment of the German market

for tea wholesale.

The second category of companies is specialized tea companies. The most
important companies in this segment include Ostfriesische Teegesellschaft mbH
(OTG) and Teekanne GmbH who mainly dominate the market for branded teas in
Germany (>60%). This segment also includes companies that sell products to
wholesalers, central buying co-operatives and tea specialty shop chains under their
own brands or unbranded. They either purchase their tea from above mentioned

trading companies or include this function and deal directly with the producers.

# Eastern Tea 2004, Website in Engelbrecht 2004, Thesis
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Some of the companies create their own blends and flavours, others buy the tea
readily prepared to their instructions. Packaging can be in-house or outsourced to
specialized packers.

These businesses are more closely connected to the end-consumer than tea
traders. They are heavily involved in marketing- and consumer-research as well as
advertising, enabling them to react to changes on the market and new consumer
trends immediately.

25% of the market consists of trademarks or private labels produced for
supermarket- or discounter-chains. Companies producing these products also fall

into the category of specialized tea companies.

5.5.2 Specialized Marketing Channels

Black tea, as a rule, is sold on a weekly basis. The biggest share, by far, of the
produced quantity of tea is offered on auctions held at different places of the
relevant area of cultivation. This is not only true for exported tea, but also for tea
consumed in the country where it is produced. Only certain high quality teas in
smaller quantities are occasionally sold directly from the plantation or place of
production to the tea importer or packer. These sales are called “garden contracts”.
Once the tea is sold on an auction, a broker, who also acts as auctioneer and is
generally appointed by the relevant tea authority, will sort the teas according to
quality and quantities to “lots” (typically 20 or 40 units of 50 or 60 kg). The broker
will examine and rate each of the offered consignments and send samples to
interested parties and companies registered as buyers for the auction. For his
services the broker and auctioneer typically charges 0.5 to 1% commission.?**

Buyers are typically tea brokers (import) or tea trades who then sell the tea to local
importers, large teahouses or packers. Some will then act as buyers at the
auctions themselves. From here the tea is either sold to wholesalers or directly to

the retailer.

4 Dautscher Teeverband e.V. 2004, Website
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Figure 5-13 illustrates the possible marketing channels for black tea, ***
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Figure 2-13

5.5.3 The WKF

WEF stands far "Wintschaftsversinigung Krauter- und Friichietee” The association
was founded in 1387 as a German e\ [registered society) and dedicate
thermselves to all professional and economical problems regarding imports,
production, packaging and the marketing of herbal and fruit-teas, in the interest of
its members and the consumers. lts members represent roughly 90% of the
German market for herbal and fruit leas.

The main activities of the WHKF fall into the ssgments food-law, food-knowledge
and nutrition-psychology. Furthermore the WHKF develops guidelines and publishes
papers in the areas of food iabelling, food-hygiene and functicnal food to present
them to national and Eurcpean decision-makers. The WKF alse callects and

publishes market data.

e fSdopted trom Dewrscher Teewariand 2004 Wiahaile
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5.5.4 Tea Distribution in Germany

Comparad o other teas that originate from the camilla sinensis plant, black tea
leads the market with 82% of all sales. Green tea has not been able to continue its
growth from the [ast years and seems to have settled with a market share of 18%
which is equivalent to the result of the previcus year. Roughly 40% of all black and
green teas are sold in teabags **®

Classic food retailers such as supermarkels and department stores are the most

important points-of-sale according to a study of the German Tes Association. ™

44% of all biack and green teas were purchased at these retailers. Discounters had
a share of 17.2% clasely followed by specialized tea shops with 16.2% of all sales.
Direct marketing is far behind {4.6%), as well as all other distribution forms.*® This
supports the notion that tea consumers attach greater importance to competent

consultatton and vartety, rather than buying tea in passing.

Distribution of Tea in Germany Sorted by Distribution
Forms

O Spocialized Toa Shops

B Other Marketing Forms (e.g. ethnic [ood retailens)
{0 Diract Marketing

QO Catering Trade | Bulk Consumesr

H [nelusiry

OFnod Retailing

R ammEnt 2003, Socisty for Communicaton ard Development

" Deutscher Tesvarhband 2004, Website
0 KammEnl 2003, Socialy far Communicakon and Developmant
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5.5.5 Alternative Distribution Channels in Germany

Apart from the conventional retail outlets Germans visit to purchase their goods.,
there are several other opportunities lo shop for groceres, aithough these salas
piay only a minor role compared to the rest of the industry. Nonetheless, some
product categories do well using specialized distribution methods. Hereinafter the

most comman anes will be dealt with:

55 5.1 Mail order

Mail-Order
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Figure 5- 16

Mail order holds only 8 small share of the total retail market. 78% of consumers
who ordered goods did so from catalegues and roughily half as many used the
Internel for purchases. Contrary to the general trend on Germany’s retail market,
there was a growth of 3.6% in 2002, Ordered goods from online-business alone
added up to 250 million .k Aroduct categories purchased the most by mail order
include clothes, books and videos!DWDs. Apart from a few smaller businesses, the
mail crder markel for groceries is nol yel ssen as an acceptable alternative for

German consumers, =

" SevenOne Media 2003, Matket Analysis, p. 8
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556852 Fair Trade

Fair Trade businesses, or ‘alternative trade’, operate "under a different set of
values and objectives than traditional trade [...]"*". In contrasl lo important factors
for conventional businesses such as turnover, growth and profil, here the people
and their well-being are of immediate imperance. Also the preservation of the
natural environment of producers and manufacturers comes before profil. As Fair
Trade in general has already been dissussed earlier in chapter 4.4 The fndusiry
the focus here lies on retailing.

Fair Trade represents a relatively small niche markel, Europe-wide "VWellldden”
{world shops), lhe fraditional and still mest important distribution system for Fair
Trade products, had annual sales of approximately 22 million € in 2002, Although
the number of paid employees in such outlels increases, lhe high number of 96
000 honorary workers™' in the industry reflacts the solidarity concept behind Fair
Trade ™

Apart from the approximatety 800 "Wellladen" in Germany. which mostly focus on
action groups related to churches, Fair Trade products are available in more than
22 000 supermarkets, chenwsts, health food shoeps as well as committed Internet
trading companies countrywide. ™

However, with the exception of coffee trade, where Fair Trade methods are well

established, this kind of distribulion plays a very small role in the whole German

food distribution system.

5.5.5.3 Reformhaus / Health food shop

The idea of heaith food shops dates back to the beginning of the 20™ century.
Mowadays they have their own place on the German retail market for food and can
be found in every cily and major lown.

The product assortment customers find at a health feod shep include wholesome
food, vegelarian specialties, special diet products, complementary feod products,
cosmetics and personal hygiene based on natural products as well as mild natural

medicine, many of the preducts in crganic gueality.

" Renard 2003, Journal of Rural Stodiss

M karamEnt 2003, Society foc Commonication and Developmen, pols
W Renand PO03. Journal of Rursl Studies

M3 i Warbirauchoe Inilialive o 2004, Vertwasucher Kaonkrat, p, 12
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A customized product assortment of roughly 5 500 products on average, with high
focus on quality and naturalness, makes health food shaps competent retail outlets
for wellness-onentated, aclive consumers,

Currently there are roughly 2 200 of such retail outlets in Germany.”™ Together
they fonim the business association "newform Vereinlgung Dewtscher Reformhauser
a G." headguartered in Oberursel. The neuform-central deals with sector-specific
problems such as joinl marketing and developing lhe markat zegmenl. 11 also helps
the outlets with their store-design, educating employees and, depending on the
zize of the business supplies them with a core assortment of 2 000 to 3 000
products fram more than 50 producers.

Excluding independent health food shops, the members of the newform-association
generated a turnover of 658 million € in their businesses in 2003; 58% of which

came from the food segment.™

5.5.5.4 Specialized tea shops

If sustomers want a greater variety of teas to chooze from than supermarkets or
other relail outlets can offer, or if they require competent consultation on tea.
specialized tea shops are the best place to go to.

Here one can choose between some 200 different teas and their blends, mostly
sold loose and in customized quantities. Mosl tea shops alzo offer lea-accessories
such as china or cookies and small gifts related o tea thal can be gift wrapped as
3 present.

Specialized tea shops are very active in their marketing and zales proimations. To
attract customers and ingrease sales some offar mail-order services and business
via Internet or are involved in direct marketing by being prasent on weekly markets
and fairs. & common practice by the owners of such shops is to arganize saminars
on tea on a regular basis. Here people can learn about the product and share thair
passion for tea with others. In the outlets customers can find abundant information
an tag in form of posters and brochures and are sometimes offered ta sample new
creations or trends. In this way many trends have been started before big
conventional retailers even though about including the new producis to their

axigling aszsortrmeant.

™ Reformhaus. de UM, Websilte
B annarniiller 200, Apotncke & Marketing, p. 4 and Rofornhaus.de 2004, Website
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There are several chains and franchise businesses in Germany such as "Der
Tegladen” with more than one hundred outlets, but most tea shops are
independently owned, Specialized tea shops can be found in every town - there
are even examples of flourishing businesses in towns with less then 5 000

e

residents.

5.5.6 General Market Segments

In cantrast to Qstriesland, an area in the northern part of Germany, generally black
tea does not play the major role in the rest of the country {therefare all statistics
about tea axclude this area). All together 308.3 millicn packages of tea were sold in
Germany in 2003, That is an increase of 8.8% compared to the previous year
Black and green tea, bath from the plant camiffa sinensis, have a total market
share af roughly ane third in Germany. ioosing about 1.2% compared to 2002, The
remaining 66% is spiit up in the segments fruit melanges or fruit feas and herbal
teas and their blends. Furthermare one has to distinguish between flavoured and
unflavaured herbal teas.

With almost 50%, the biggest share is herbal tea. In this segment 151.4 millian
packages were sold in 2003, about 14% more than in the previous year. Fruit teas

have an even higher growth rate with 20.2%, and a market share of more than

27 %

Market Segments 2003

Tedal
Herbal Teas
i ' |Eblack Tea |
O Ciaen | aa
| 40.3% 'OFmnit Melanges l
| IO Other !
Sy ([ Froibos

Figire 5- 17

S':E Wnllenhaupl Y004 Mawsletler Mo, 0203014
A CMislen 2003
Diata witil woek 48 2003, food retaii excluding Ostiriesland, including chemise's
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5.5.7 Market Report Herbal and Fruit Teas 2003

tn contrast to the general downward trend for consumer goods in Germany, the
market for herbal and fruit teas notched up a record profit for 2003. Herbal and fruit
teas are "in" — looking at the fatest market data for 2003 from the WHKF leaves no
doubt about that. The positive trend of the yvears before does nab only continue but
the popularity of the infusions made farm herbs and fruits by the consumers grew,
The WKF notifies in a press statement from the 18.05.2004 that herbal and fruit
teas sales increased by 8.7% in 2003, The total market for herbal and fruit teas is
now as much as 36 950 fons, 2 964 tons mare than in the previous year, which Is
raughly 800 milliar rmore cups of tea consurned in Germarty.”

The largest share of the market with approximately 37% s made up of herbal- and
fruit-tea-blends. This segment also showed the highest growth rate with 11.5%,
attributed rainly to the flavoured herbal- and froil-tea-blends. With a volume of 9
761 tons the growth rate of this segment amounks o 16 3%. Non-flavoured biends
showad a positive tendency compared to 2002, and grew by 1% to 3 840 tans in
2003,

5o calted "mono-teas” such as camamile, mint and Rootbos still farm the largest
segment of the tatal market with 23 349 tons and a growth rake of 7.2% in 2003
Particutarly Rooibos lea enjoys great popularily on the German market. Compared
to the other mono-teas, Rooibos once again comes out on top with sales having

increased by 60%, oran increase of 1200 tons.

" Caloulated o0 the bazis of 30 per cup
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Camomile enjoyed the second largest increase in this segment with 4.2%. It
continued its success from the previous year when it grew by 13%, which is a plus
of 188 tons to a total of 4 661 tons in 2003. Mint still remains the best selling herbal
tea with 5 869 tons. It was also chosen as the medicinal plant of the year 2004.
The third most often sold mono-tea was rosehip of which 3 926 tons were sold

during the year.

The WKEF is optimistic about a new tea: Maté. Sales remained on a stable level but
imports increased drastically. Maté could be used as ingredients in herbal-blends
as Rooibos is used in fruit-blends.

All together the WKF is optimistic about the future of herbal- and fruit-teas.
Increased demand for healthy food by consumers will support tea sales. New
blends in combination with established classics as well as various new flavours will

ensure the future of the German tea market.>®

5.5.8 The Role Players — Leading Companies

The companies described in this section have been chosen due to the fact that
they represent the different categories of tea businesses in Germany. In addition to
that the researcher visited four of these personally and conducted interviews (see
Appendix 11.2 Interviews). This list of companies neither reflects the whole
German market nor is in any order of importance. All of them are well-known tea
businesses and important players in the German tea industry. Other important
companies involved in the herbal- and fruit-tea industry can be found in figure 5-14,
members of the WKF.

5.5.8.1 Teekanne

Rudolf Anders and Eugen Nissle, Teekanne's founders, were the first to sell
blended, packed tea at consistently high quality. The Teekanne Group has been a
family business for over a century, and the headquarters are situated in
Disseldorf, Germany. With its 1 300 employees it is represented in eight countries

around the globe with own production facilities and/or branches.

¥ Wirtschaftsvereinigung Krauter und Friichtetee e.V. 2003, press releases
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Subsidiaries include the Pompadour Teehandelsgesellschaft mbH, Wesldeutsche
Teehandelsgesellschaft mbH & Co KG ys well as the Teehaus GmbH and Redco
Foods Inc. in the USA.

Teekanne and its state-of-the-art production facilities’ management system both
comply with DIN EN SO 9001 and the company operates according to its HACCP
concept (Hazard Analysis Critical Control Point), which is designed to identify
points within the processing that could affect product quality and helps to ensure
consistent food safety.*® Disseldorf is also the location for the company’s largest
production facility, where tea blends are created using roughly 12 000 tons of raw
materials a year for Germany and various other export markets. The Teekanne
Group produces over 6 billion tea bags a year, 2 billion thereof in Diiss The
tea is sold under various brands, the most important include Pompadour Gold,
Teekanne and Teefix. According to own statements of the company, the share of
their Teekanne-brand on the German food retail market lies around 47.5%, which
makes them the market leaders in the tea segment.'

Teekanne also offers the popular Rooibos tea to their customers; besides pure
Rooibos there is a range of flavoured Rooibos ranging from vanilla to cream-
caramel to Rooibos orange, both in tea-bags or loose, available under the

Teekanne—brand.*"!

5.5.8.2 Gebriider Wollenhaupt GmbH

Founded in 1881 the Gebriider Wollenhaupt GmbH is one of the most important
traders for tea and vanilla in Germany. Nowadays Wollenhaupt focuses
increasingly on the development of the fruit and herbal tea market. The company
enjoys an international reputation and its global connections and innovative
corporate philosophy is a strong basis for good partnerships with customers all
over the world.

Among its customers are individual tea dealers and specialized tea shops who can
initiate business with Wollenhaupt with as little as 2kg of tea per order, as well as
wholesalers buying several thousand kilogram at once, all enjoying the high quality

range of standard teas as well as Wollenhaupt's creative new tea varieties.

*® Teekanne GmbH 2004, Website
% A C. Nielsen in Teekanne GmbH 2004, Website
" Teekanne GmbH 2004, Website
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Under the management of the brothers Dirk and Jorg Wollenhaupt, who are
committed to the traditional principles underlying the success of their preceding
generations, the company generates total sales of roughly 45 million €, selling
about 5 000 tons of tee and 100-120 tons vanilla each year. Wollenhaupt's share
on the German market for Rooibos is about 10-15%. Close contact to the customer
as well as quality consciousness and competence are important principles for the
120 employees.

Wollenahaupt's high quality standards are proven by the companies 1SO
9001:2000 certification, which was successfully finished and assessed in
November 2003. As a tea-trading company, Wollenhaupt also operates

internationally, exporting roughly half of its tea.®'

5.5.8.3 Martin Bauer

Martin Bauer applies its established knowledge from over 70 years of operation on
natural products to benefit its clients from the food and pharmaceutical industries.
The company focuses on the trade of black tea, herbal-, fruit- and medicinal-teas
as well as on other plant-based raw materials either in pure form or blended and
flavoured. Its customers include specialized tea companies and packaging
companies, but no small buyers such as individual specialized tea shops. Export is
also an important scope of the company's business. Martin Bauer is a member of
the nature network, offering direct access to resources around the worid and global
know-how on plants. Additionally the company offers comprehensive scientific
services including laboratory analyses and consults customers with product
development and registration services.

The high product quality is secured by consulting contract partners and producers
in all matters related to cultivation and raw material processing. In addition to that,
quality is guaranteed by the company’s primary processing principle: the
preservation of the valuable ingredients using technologically optimized processing
and carefully protecting stock by using the residue-free MABE-PEX technology and
the patented dioxide recovery technology. Martin Bauer's quality management
system is based on the DIN EN ISO 9001:2002 standard and complies with all
legal specifications from the food and pharmaceutical fields, as well as specific

customer requirements.

¥ Gebriider Wollenhaupt GmbH 2004, Website and Interviews Voigt, Sinram
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The HACCP concept as well as the alliance with drug legislation for
pharmaceutical companies (GMP) are also part of the company’s management.
Martin Bauer purchases raw materials in over 80 countries on 5 continents and in
the establishment of production areas all over the world. To be able to supply
Martin Bauer, producers must comply with GAP (good agricultural practice)
specifications. All steps of the cultivation process must be documented and able to
be audited. In addition, some of Martin Bauer's products are subject to inspection
by BCS Oko-Garantie GmbH as well as kosher certification.

According to Martin Bauer GmbH their market share in the Rooibos segment lies at
more than 50%.

5.5.8.4 Krauter Mix GmbH

With annual sales of 51 million € and its 240 employees®, the Krauter Mix GmbH is
one of the most important role players on the German market. The company was
founded in 1919 and is currently managed by Christoph Mix. As a trading and
processing company, the product assortment ranges from air-dried food products,
pharmaceuticals, fruit- and herbal-teas to ready packed products. The company
also works as a subcontractor. Approximately 30 countries supply Krauter Mix with
raw materials through contract cultivation. Its customers are found in industry and
trade for food, products for veterinary purposes, medicinal herbs, fruit and herbal
infusions as well as retail for health food, pharmacies and drug stores. More than
half of its business is conducted on the export market.

The company has a production site in southern Germany where raw materials are
dehydrated and refined (cleaning, cutting, grinding, blending, sterilizing,
fumigation). To be able to supply a constant quality over the year, Krauter Mix
stores an average of approximately 200 000 m? or 10 000 tons of its products™.
Food-safety is guaranteed by practicing an HACCP-system. Krauter Mix is eco-
certified™, has a Kosher-Certificate, its management system has a DIN EN 1SO

rEE

9001 certification and has permission to manufacture pharmaceuticals™™.

© figures from 2003

* figures from 2001

** according to VO-EWG 2092/92

*** approved by the govemnment of Unterfranken, according to § 16 of the Drug Law (interview Braun, Lenz and
Martin Bauer GmbH 2003, Website)
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5.5.8.5 Ostrfriesische Tee Gesellschaft

The Ostfriesische Tee Geselischaft, with 262 employees®, is part of the Laurens
Spethmann Holding AG & Co, and has its headquarter in Seevetal in northern
Germany. With a total of 1 600 employees the group made a turnover of 550
million € in 2003. Roughly 70% or 385 million € were produced by OTG, the tea
section of the holding. That is approximately 35% market share (volume) for brand
tea in Germany.>"® Most of the sales come from the OTG-brands MeRmer and
MILFORD, but Onnes Behrends Tee and Marco Polo are also important brands of
the company. In addition to OTG's own brands, the company is in charge of
various trademarks all over the world. OTG does not purchase tea directly from the
producer but buys it through tea traders. Some of the bulk tea is blended at self-
owned facilities, but most comes readily packaged for the retail market. Customers
consist of food retailers, either represented by central buying co-operatives, or
buying through wholesalers or brokers, as well as drugstores, health food stores
and specialized tea shops. OTG buys roughly one quarter of all Rooibos imported

by Germany and either sells it locally or exports it again.

5.56.8.6 Héalssen & Lyon

The Hamburg based Halssen & Lyon is a fourth generation family business. More
than a century of experience in the tea trade and their close cooperation with both
customers and producers has made them one of Europe’s leading teahouses. The
company focuses on high quality black tea from all over the world but also trades
with green teas, fruit and herbal infusions as well as more exotic specialties such
as Rooibos, Maté and Honeybush, flavoured or natural. In Hélssen & Lyon's
factory the company is able to apply all existing decaffeination processes and
blend their raw materials. Organic teas are part of the company's product
assortment as well as tea extracts in various forms. To guarantee the highest
possible quality and food safety, Hélssen & Lyon applies a HACCP concept and

uses an ISO 9001 certified management system.

* figures from 2002
% ACNielsen 2004
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Their manufacturing plants include facilities to blend, sift, cut, pulverize, granulate,
decaffeinate, add vitamins and package the various teas. In their warehouses
Hélssen & Lyon are able to store up to 10 000 tons of quality teas to be supplied to

customers with the same quality throughout the year.*"

5.5.9 Price Development

The WKF predicts a bottleneck in the supply of important raw materials for the
herbal- and fruit tea production. The reason for this is crop failures all over Europe
for important herbs due to a long dry season in 2003. This leads to significantly
higher prices for raw materials. In some cases the industry even expects that there
won't be enough crop to supply the market until the next harvest in summer 2004.
Mint, camomile and balm, some of the most important raw materials for the herbal-
tea industry, were affected the hardest and in some cases harvested quantities
were down by 30%.%"

But not only in Europe did farmers have to battle with drought. Rooibos tea, which
is gaining popularity worldwide and had a share of 4 500 tons in 2003 of the
German market for herbal- and fruit teas, was hit hard by the lack of winter rainfalls
in the Western Cape region in South Africa. Here producers will be in a strong
position towards German importers as volumes might not be enough to supply
every customer with the demanded quantities. Another reason for the higher prices
for the raw material Rooibos is the fluctuation in the South African currency against
the Euro, as the Rand strengthened significantly in 2003 and contracts are

generally in Euro.*®

5.5.10 Quality / Food Safety

The European food industry, with its 26 000 companies and over 2.6 million staff, is
the leading branch of industry in Europe. Total annual production accounts for 600
billion €.

To ensure high quality and food safety standards, it is necessary to be able to trace

all steps in the production and trading process.

** Malssen & Lyon 2004, Website
% Wirtschaftsvereinigung Kriuter und Friichtetee e.V. 2004, Hihere Preise bei Kriutertee
%% Greft 2004, unpublished article
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As from the beginning of 2005 companies involved in the food production,
manufacturing and trade will be obliged to record “who has supplied what and what
has been supplied to whom™"’. This traceability applies to the whole European
food industry. All links in the chain must be able to have a look at the
documentation at all times. The system includes four core elements: Identification,
data capturing and storage, data-linking and communication.®"® Furthermore, the
traceability of the products must be reflected in the labelling. This is not just to
reduce risks for consumers but can also be used to win back their trust in food
products.*"®

Tea is one of the most natural food products. Either organically grown or using
conventional methods, tea belongs to the purest and cleanest food on earth. This
is being ensured by extensive quality- and control systems. However, regarding
quality, flavour and purity, most conventional teas still lead over those produced
organically.’® Considering flavoured teas, the German magazine Stiffung
Warentest tested 58 different teas of which more than half were clearly too strongly
polluted with pesticide residues. However, residues found were not threatening for

the human body.

To reduce risks for the consumer caused by contaminated food products, different

systems are being used in the industry. A commonly applied concept is HACCP.

HACCP stands for Hazard Analysis and Critical Control Point. The concept
provides an analysis of all steps of the production processes beginning with
purchasing of raw materials and ending with the customer. With HACCP, possible
dangers that might give rise to health hazards are checked, monitored, controlled
and eliminated if necessary. The HACCP are even taken into account if they seem
to be unnecessary. The HACCP concept concentrates solely on safety, not on
product quality. Meanwhile the German food-hygiene ordinance requires all
manufacturers of food and drinks to operate their own self-controlled system based
on HACCP.*'

57 Anonymous 2003, Food safety, food safety and food safety, Food Enigineering & Ingredients
*'® Einzelhandel 2004, Website

% Anonymous 2003, Food safety, food safety and food safety, Food Enigineering & Ingredients
2 TeeGschwendner 2003, Teeliste, p. 15

1 Wollenhaupt 2004, Newsletter No. 0172004
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5.5.11 Organic Tea

As the biggest consumer of organic food in Europe, Germany has a firm
commitment to natural food as well as to high quality standards.?

Organically grown teas, however, does not seem to play a major role for German
consumers. This is due to the fact that tea is believed to be a natural, healthy
product that does not need to be produced organically. By far the more important
reason why organic tea has such a small market share is its price. German
consumers are very price sensitive. Taking the example of mint-tea, which is one of
the most consumed mono-teas on the German market, if produced organically,
retail prices increase by the factor 9 per cup. Only few health conscious consumers
are willing to spend that much money on a product, which is already believed to be
pure and natural.*®

Stiftung Warentest also found that most of the cheaper conventional teas are also

324

of a high quality™” and it seems that such differences in price are not justified as

even organically grown teas are only seldom completely free of residues.’®

The same reasons apply to Rooibos tea. Price differences between organically
grown Rooibos and conventional products are not as high as for mint-tea, but only
a few consumers are willing to spend twice the price. In addition to this consumers
prefer blends and flavoured Rooibos to the pure product. So far it is very difficult to
use organic natural flavours in tea, as these are perishable products and cannot

withstand the long shelf life of Rooibos.

It is to be seen if organically grown tea is able to gain market share in Germany.

5.5.12 Rooibos

Germany accounts for 73% of the international Rooibos market. In 2003 a total of 5
576 tons of conventional Rooibos was exported from South Africa, its only country

of origin. 4 276 tons were imported by German tea companies.*®

22 pMeligren 2003, Gourmet Retailer )

zi Stiftung Warentest Online 2004, Pfefferminztee — Okotee vormne — auch im Preis, Website
ibid.

5 ibid., Kamilletee — Aufgiisse mit Uberraschung

%28 parishable Products Exports Control Board 2003
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During the last years, most of the leading companies included Rooibos in various
blends and flavours in their product lines. From an insiders’ tip to a shooting star —
that is how one could describe the career of Rooibos on the German market. The
number of passionate consumers is still growing fast. Starting off as an unknown
niche product intended only for health conscious people, nowadays most German
tea-drinkers know Rooibos tea and statistics prove that they also drink i.

Due to its good taste and its meanwhile well-researched pleasant characteristics,

Rooibos is expected to keep on selling extremely well in future.®®’

5.5.12.1 Variety

In 2003, roughly one quarter of all Rooibos in Germany was used as components
in herbal tea blends. 90% of the rest was sold as flavoured Rooibos. The
sometimes “exolic” creations are mostly available in loose form sold in specialized
tea shops all over Germany. However, the biggest share of the flavoured Rooibos
is sold through supermarkets and discounters. There, the customer most
commonly chooses between vanilla and caramel flavoured tea, conveniently
packaged to 20 or 25 teabags. Examples are the Mefmer Ovambo, Mellmer
Rooibos Karamell, Teekanne Rotbusch Vanille and Teekanne Rotbusch Sahne-

Karamell.

7 Zittlau 1998 in Wirtschafisvereinigung Kriuter und Friichtetee 2004, Der rotbraune Siidafrikaner
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5.5.12.2 Prices

On the German retall market, Rooibcs tea 18 sold loose, packed in 50g — 500g
bags or conveniently in double chamber tea bags conlaining 1.25g — 2.75q in
packs of 10 — 100 teabags.

Prices vary drasticatly starting from about 1.00 € to 3.00 € for oose pure Rogibos
and 3.70 € lo 850 € for pure Rooibos in teabags. Fiavoured Rooibos in loose form
starts at 2.50 € to 5.00 € and in form of teabags customers pay 1.50 € to 640 £
Organically grown Rooibos costs between 210 € and 4.20€". The researcher
deliberately refrained from calculaling average prices, as lhis would give an
inaccurate impression. Only a small share of Rooibos is sold in the more expensive
spacialized iea shops or health food shops. On the other gide there are the
discounters who are able to sell private label products at very low prices. Here are

some examples of Roolbos brands in large supermarket chains in Germany.

Teekanne pure Rogibos 20 teabags 2.19¢€

Teekanne vanilla Booibos 20 tegbags 210€
SPAR

Teekanne caramel Rooibos Z0 ieabans 2.18€

{region narth}

hMiemer vanilla Rooihos Z01gabags 1,75

Metmer caramel Rooibos 20 1teabans 178
PLUS Meimer vanilla Raoibos 20 1zabags 1.65C
REAL™" Teekanne carame| Ronibos 20 1zabags 1. 88

Fiqura 5 - 21

The large differences in prices’™™ are due to the different natures of the retail
outlets. Supermarkets and discounters oflen offer only a limited range of different
Rooibos teas and give only little or no advice for the consumers, whereas in
specialized tea shops, the products are more expensive but retailers offer up to
savaral hundred differant lea flavours, allowing the cusiomer lo choose from a
large selection, In specialized tea shops the customer also pays for the

prafessicnal counselling by the well trained staff members,

°all prces calculated for 100G, no specials included
™ branche Jettingen, Gemany
" wilces enguired directly rom sepermarkets 2004
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5.5.12.3 Availabifity

The increasing demand for Roaibos tea In Germany over the last years, and the
change from being a niche product for heallh conscious people only to a trendy
everyday product, resulted in a change of the distribution system to the end-
CONsUmer,

Ten years ago, cansumers could only find Rooibos tea in assorted health food
shops, drug stores and specialized tea shops. Mowadays Rooibos is available in
almost every supermarket, department store, discounter, health food shop,
specialized tea shop and sven in some petrol stations. The availability at
discountars, with their limited product assortments, especially, Is proof of Rooibos
tea as a commeon product for the Garman consumer, which he or she can purchase

easily.

5.5 12.4 Market data {Rooibos)

Raooibos only recently gained enough market share on the German tea market to
be worth mentioning. Asg late as 1899 the Wirtschaftsvereinigung Krduter und
Friuchtetee e V.(WKF} did not even include market data aboul Rooibos in their
annual reports, The first time ene could find some figures about this “new trend-
tea” was in 2000 when the tafal velume reached 1 300 tons. In 2001 Keaibas
starled its success sfory on the German market when it grew by 10.8% to 1 450
tons. tn 2002 it kept its position as the fastest growing amangst the monoe-teas with
a growth rate of 37 8%_ Mot ceasing, in 2003 the Rooibas segment grew by B0% to
3 200 tons, making the tea the fifth most popular tea in Germany. In 2003 Rooibos

had a share of 9.4% on the total market for tea, which iz 18% of the tatal market for

herbal teas.”

" numbers differ frem the otal volume of imperted Rooibos a5 & share af it is Beng exported aoain
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5.6 The Organic Market

Far the purpose of this report the term "organic product” refers to products that

have been independently certified as grown without chemical addition,

5.6.1 Overview

The global market for arganic products is estimated to be worth US § 11 billion,

which is equivalent to 2% of the total food market. According to Mick Robins™

? from
the International Institute for Environment and Development, M. Blowfield™ and M.
Robins ef a™™, developing countries account for US $ 500 million. Europe had a
share of US $ 5 billion in 1287*" and was therefore the world's largest market for
arganic products. Europe’s mest imporant product groups on the organic market
are vegetables, fruits, potatoes, dairy products and cereals. ™ In Germany, the
government has initiated a program, which focuses on converting 20% of the total
German food production to organic methads by 2010, Therefore an estimated US $
34 milion has besen allocated to inform producers, as well as consumers, of
organic food wvia new labels that are expected to increase transparency on the
market.

The reasan for the development of the German organic market is concerns by
consumers over chemical levels in both meat and vegetables. Organic products
are generally considered to have a higher level of food safety, In addition to this,
the German health food market was subject to changs regarding the distribution
system. Changing from the ‘woclly socks-image’ of the health food shops to
modernly managed supenmarkets, or "markat in the market” distribution systems,
helped the industry attract new customers, Classic health food shops, as well as
innovative new concepts such as the "Bio-Supermarkt”, where customers san find
a convenient. multifaricus assortment of groceries in a pleasant shopping

atmosphere, have contributed to the success of organic products, ™

= ||EM Rohing 1997

5 Blgwhield 1999, Ethical Itade, A& Review of Developrments and 1ssues

Y Bating 2000, Whe Benefits?, in Barrett 2002 Food Policy

U wwiller, Yussefi 2000 in Barretl. Browne, Haris, Codiret 2002, Fasd Palicy

' Michelsan, Hamim, Wenen, Rotn 1999, Organic Farming -n Europe economics and policy
¥ Rlays Hraun Kommunikationsberatung Synergy, Bio Zupemmarkte in Deutzchland
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In 2002 the German market for organic products reached a value of US 3 3.5
hillian, which equalled & compound annual growth rate of 13.3% over the last 4
years, This places Germany as the largest arganic market in Europe 4 By value,
organic products already account for 35.7% of the European market.

Market researchers anticipate the Gerrman market to achieve a value of US $ 5.7
hillion by 2007, equalling a compound annual growth rate of 10 2% over 5 years.
Particularly horticultural produce, meat, and dairy products will take advantage of

the ingreased demand. ™

5.6.1.1 Labelfling

Whereas various labels can identify global organic products, [2belling organic food
on the German market is standardized nationwide by the “f¥o-Siegel. This organic
label stands for the controlled production and manufacturing of organtc goods,
which only certified products are allowed to use. Legal ground for the use of the
"Bio-Siegel” is the “EG-Cko-Verordnung (EC-sco-regulation)’. The Oko-
Kennzeichengesetz  (Oko-KennG)* of December 2001 and  the ,Oko-
Kennzeichenvarordnung (OkoKennVY, both regulations and |laws about the usage
of eco-labels, of February 2002 lay down provisional penal and administrative fines
in case of impraper use of the label.

Which preducts can be labelled? All unprocessed agrcultural products and
processead products that are intended for hurman consumption can be labelled with
the "Bio-Siegel’. The share of agro-ingredients of the manufactured products that
are organically grown must be at least 95%. The ingredietts of the remaining 5%
must be specified when applying for the label. Imported goods can also be [abelled
if they comply with the EG-Oko-Verordnung and are controlled.

The "Bin-3iegel” also plays an important role for company advertising. Both price
tags, as well as, for example, sheives that contain the bio products, can be labelled

with the arganic |abel, provided that the products comply with the regulations.

Generally, the "Bio-Siegel’ informs the consumer that the labelled product is

organically grown, as opposed to using conventional methods.

“_"' Ananymaus 1898, Major #Markels lor Qrgamc Food and Beverages. Interraional Trade Forum
*# [yatarmgitar 2004, Orgaric Faa:! In Garmarny
Decree (EWE) Mo, 2092/8% and consecutive
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It does not replace the individual labels issued by other associations of companies,
such as those of the "Oko-Anbauverbande” (association ol eco-cultivators) or
private labels of prr;rrclnl.ujers.:ﬁﬁ

The application for the German eco-label is unbureaucratic and free of charge.
After only two years of introducing the “Bio-Siegel”, 17 000 organically produced
products used the label. However, despite all the advantages for the industry and
gansumers, one ought to be cautious, as the "Bio-Siegel” does not guarantee the
labelled product to be free of residues. Although cultivation methods are controlied,

traces of pesticides or other contaminations in the labelled product might be found.

5.6.1.2 Market value

The International Trade Centre foresees a continuing rise to take place in the
organic sector of the food market in Europe. On the consumer side, Germany has
the biggest market for organic food products within the EU, due to its 88 million

T and holds a value of more than 4 billion €,

inhabitants
Market researchers predict that by 2007 the German organic food market will reach
a value of approximately US 5 5.7 billipn, an increase of 62.6% since 2002, The
compound annual growth rate of the market in the period 2002-2007 is predicied to
ke 10.2%. The market is set for a period of increasing growth. The annual market

growth is forecast to rise from 2.3% in 2002 to 10,7% in 2006.%"

Crganic Food Market Value Forecast 2002 - 2007
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™ MecarhG 2004, Website
" Barnhoorr 2003, International Food Ingredients
** Datamonitar 2003, Organic Food in Garmany
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5.6.1.3 Market segmentation

Organic fruit and vegetables with a current markst share of close to 30%, in
conjunction with cereals, bread, cakes and pastries (26.3%), and dairy products
(27.6%), form the largest part of the German organic market. Organic dairy
products, in particular, have rapidly gained popularity amongst consumers.”™
Organic meat could profit from epidemics in the European agricultural sector such
as swine fever, foot-and-mouth disease and mad cow disease, as German
consumers bacome more cautious when it comes to meat and meat products.
Organic meat, with 11.2%, forms the 4" fargest segment of the organic food sector
in Germany.

With a remaining 5.2%. all other segments are relatively small and play only a

A

minor role in the German food industry.

Organic Food Segmentation

27 4%

BFruit & vegetables

W Cairy food
|OBakery & cereals
: O ket |
| M Other

O.Juices

B Ready meals

Figure 5-23

¥ lones 2001, Dairy industrles Inemalional and Ancnyimous 2006, Organic boor as dormand grows 27%., Dairy
Industries Intemational
¥ Oyatamonitar 20073, Drganic Foed in Germany
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5.6.2 Distribution

In 2003, one third of all German consumers of crganic food products went
shopping at health food shops, closely followed by those who shopped at health
food specialists {28%). In contrast to conventional grocery shopping, direct
marketing plays a major role in organic food distibution. 18% of all goods were
purchased through direct marketing, such as farm-stalls and weekly markets,
Conventional grocers such as supermarkets, department stores and discounters
had a share of 9% on the organic lood-retailing sectar, The share of organic
supemmarkets is only 7% and bakeries and butchers combined account for only 5%

of the market.®

Market Shares in Oranic Food Retailing

A Lebensmiltelamzahandeal
[Grocers)

HE Reformh duser (Health Food
Shop}

O Direkbvenmarkiuceg (Direot
Mfarketing]

O Bdcker. Metzger (Bakeries,
Butchers)

W Naturkostfachgeschaft
[Health Food Specialsts)

[l Bin-Supermarkis (Organis
Supermarkels)

Figurg 5- 24
5.6.2.1 Bio-markets and supermarkets

Organic supermarkets are found mainly at 1B locations™ in cities and large towns.
More and more of these outlels can be found in smaller towns with high buying
power. In 2002 there were 180 organic supermarkets in German cities and towns,

mast of them having opened during the previous three years.

* Klaus Braun Kammunikationsbaratung Sy ergie 2003
" Retail mzsociations and real eslate agents divide areas with stores b categones according to the number of
pecple passing by. The classification 14 /5 aliributed to stores with 1he highest rumber of polential cuslomers
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According to a recent study, the market for naturat food will continue to grow. |n the
year 2007 it is predicted that the number of bio supermarkets will increase to 350,
with mare than a 520 million € turn over.™*

Bio supermarkels are generally managed by independent businesses owning one
or two outlets, In contrast to conventional food retailing, organic supermarkets have

no standardized marketing plan and therefore appear individually on the market.

As with standard supermarkets, organic supermarkets offer customers comfortable
and quick shopping using floor-spaces from 200m? to 1 000m?, Normally customers
can choose between 5 500 products, which, in larger outlets, can range up to 10
Qo0 organic articles. The range of goods focuses on fresh products such as fruit,
vegetables, pastries and dairy  products. Compared  with  conventional
supermarkets, the meat sector is still under-represented. Mon-food products have a

share of approximately 10%, predominantly consisting of natural cosmetics.

The distribution of different product categories in 2002 was as follows;**

Fresh products 52 7%

Dry products 37.0%

Matural products 10.1%
Figure 5-25h

The percentage of regular customers is relatively high, although these same
customers will just as easily purchase items in conventional supermarkets or
discounters. Only a small amount of consumers purchase all the goods they need

at organic supermarkets, ™

" Einzethandel 2004, Websita
'_“ﬁ Klaus Braun Kommunikationsberatung Synergie 2003, Betriebsvergleich Naturkost
* ibid., Bio Supermnarkte in Deutschiand
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in 2002 the share of organic supermarkets on the entire health food retailing sector
was relatively small, with 16 8%, Experts estimate the share will increase to 37%,

o the eguivalent of 535 million € by 2007. The entire market |s expected to reach 1

500 million € by that lime.
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Figure 5- 26

Market expers believe the structure of the bio supermarkets already to be
changing. The average flopr-space will increase by almost one third and the
product range will be extended to an average of more than 6 000 products. Typical
attributes of conventional supermarkets, such as good value for monsy, large
product range and convenient and quick shopping, without foregeoing staff intensive
attributes, such as competent consultation and service, will be even more
characteristic for bio supermarkets than it is nowadays, Sales promotions,
attractive presentation of the productzs, as well as the design and interior of the
outlets will help the customer to enjoy shopping ™

A recent study by fmage Survey International, a German advertising company,
about decision-making aids for producers and wholesaler in the organic mdustry,
investigated factors that are important for organie food retailers when purchasing
their product range from the wholesale or producer.

Yith 91% the most important factor for the managers of organic food retail outlels
is customer satisfaction, followed by laste and high guality (88%) and consistent

guality (87%: ),

*** Klaus Braun Kemmunikationsberaiung Synergis 2003, Bio Supsmérkle in 1lentschland
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Fespondents with less than five years experience of feod retailing found the
availability of products very impartant, whereas the delivery period and frequency
increases in importance with growing experience and flocr-space,

Organic labels are very important, especially private organic labels, which are
surprisingly seen as more important than the gavernmental "bio-Stegel”.
Imterestingly, enly 38% of the owners of retail outlets find that prices are 'very
important'. 53% think prices are ‘impertant’ and 8% of the respendents believe they
play only a8 minor role, which leads {o the conclusion that prices play a role but only
in conjuncion with cther criteria. What 1s also interesting to note is that the product

design as well as advertising are also seen as playing only minor roles.

5.6.3 Customer Profile

According to a recent study "Bio-Frische im Lebensmitteleinzelhandel* {organic-
freshness in food retailing) by the CMAZMP®, anly every second German
purchases organic products, 72% of those customers buy organically produced
goods ‘sporadically’ or ‘rarely’, 20% shop from ‘time to time’. Cnly 8% are regular
buyers.

Researchers think retailers might be more successful converting sporadic buyers
into frequent buyers than approaching those who do net purchase organic
products,**’

Young customers buy organic products more often than older people. In a
representative survey in September 2003, EMNID, one of the leading German
polling institutes for market and media, found that 158% of the customers buy
organic food because they want to live a healthier lifestyle. 22% of those
custornars who do not purchase organic products are however still interested in
organic quality. ™ In a more recent survey by EMNID from 2004, consurmers were
asked why they purchase grganically produced food. The following graph clearly
shows that health aspects, followed by safety aspects and the naturalness of the

products, are the three main reasons for purchasing erganic food,

B8 | 5)-Stirdie 2003 in Bin Supermirkte 2004, Qualitat hat ihren Preis, Website

© Confrale Marketing-Goscllschaft ded deolachen Agrarwirtsghaft mbl | Zemirals Markt- ungd Preisberichistelle fir
_ BErzsugnisse der Land-, Farst- und Ernahrungswirtschad GmkH

" Kreuzer 20833, Bio-Frische im LEH

9 EMRNID-Institut 2033, Okubarometer

g, Okobaromater i Bio Supcrmarkie 2004, Qualildl hal ibeen Preis, Website
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Metivation for using organic food

Environmentsl Care  [0os] a9, '
Availabiity 0] 4% |

Qualily [F] 4%

Freshness [0 6%

| axal Clrigin

] 12
Livestock Breading [ T ;14‘3”-; F
Good Taste: [ T I ] 15% I
Wale-For-Mency [ ' ] 1% _
Maturalhess [ — e
Sty Aspocts 0 2T
Health Aspets e T % SRR

0%y S% 0% 15% 20% 205%, 0%

Figure 5 - 27

Buyers of non-organic food were asked for their reasocns why lhey prefer
conventional leod products. As mentioned earlier, the main reascn s the price
premium one has to pay for organic producls. Higher prices keep more than half of
the consumers from ‘going organic’. Allhough willing to pay the price premium,
19% of the respondents do not buy the products because lhey have doubts about
the authenticity of the organic nature. This is clearly due to a lack of informaltion on
the vanous organic labels on the consumer market. The third most often cited
answer was the sparse availability of organic products, However, one needs to
take into consideration that some organic products are widely available in
supermarkets, whilst others can only be purchased in specialty shops.

Interestingly 8% of the consumers do not purchase organically produced goods
because they are dissatisflisd with the guality. Only 4% of consumers buy organic

products due to the quality, These findings are summarized in Figure 3-28."

EEMNID-Iastt 2003, Okobarometer In Bla Supeimarkte 2004, Cnalitit bal inren Pres. Welbata
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Reasens for not purchasing organic food

13%

O Bad availabilily

B Bad guality
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O Frice is too high |

Figura 5- 28

5.6.4 Prices for Organic Products

Consumers have to spend more money for erganically produced groceries than for
conventional food. Fotaloes, in particular, have a high price disparity. The average
price for 1kg organic potatoes {1.42€) was almosl three times higher than far
conventional potatoes (0.53€). One litre organic milk costs on average 0.97€. 39¢
more than conventional milk, Other examples include eggs, where the average
price difference is 67%, and meat, for which customers have to pay almost double
lhe price if it is produced organically.™”

The price pramium of tea depands on the type of tea and the place of production,
and can range batween 100% and 1 000% when compared lo conventional teas.
The premium price, espacially, for locally produced herbal taas is close ta 10 times

higher than for conventionally produced products.

* Big Supermarkte 2004, Website
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5.7 The German Consumer
5.7.1 Shopping Habits

A survey conducted by Lhe women's magazine Brigitte, analyzing shopping habils
of German women between the age of 14 and B4, found that 96% of the target
population shop at discounters. Only 2% of all respandents shop at heaith food
shops and deficatessen often, but roughly half never shop at these places.

Similar ratios apply to organic retailers /producer where only 4% shop there often
but more than half of Ihe respendents never shop there.

Generally the results of the survey lead to the assumption that German wamen
prefer to purchase their goods at ‘convenlional’ relail outlets instead of shopping at
'specialized’ retailers

Preferred Places to Shop

Crganic Fetaller ! Producee

Small Food Ratailer
1 W nevar

Departmant Siara
s Bl often

Y mesklys Market
Crmuumer Maroet
Specigist Shop

0% 0% 40%  Bl% g%

Fiure 5-20

** Hrigitte 2001, Keinmunikalionsanalyse 2002

156



Chapter Five

Shopping Preferences of Germans

Chemist's
19%

Chiscourtar
{eack Ald)
250

Figure 5-30

On average in 2001, Gerrnan cansumers shopped for groceries 158 times. Thereof
they went to a consumer markat 51 times; they shopped at discounters aother than
Aldi 38 times; 24 times at an Aldf outlet; 29 times at supermarkets and 17 times at

a chemist's. ™

The marketing research institute ACNislsen found that Friday, with a share of 23%,

is the mast popular day of the week for Germans o do their shopping for food and

non-food articles. ™

followed by Wednesdays (15%) and Thursdays {18%). The weekend is used by

Germans shop the least on Mondays and Tuesdays {13%),

18% of all German shoppers to purchase their goods. The relative low number for
saturdays and Sundays is due to the restricted opening hours on Saturdays and
the strict trading restrictions on Sundays. Opening hours in Germany's retail trade
are short compared to other European countries. Shops are allowed to be open
from Monday to Saturday from 6 a.m. to 8 porn. On Sundays only outlets with
special permits such as gas stations, bakeries and kiosks are allowed to sall their
goods. A survey conducted by the online marketing research institute Dialego,
published in the Handelsbiatt™ found that 66% of the respondents wish for longer
apening hours; mare than 55% speak oul in favour af completaly abolishing

restrictions for the retall trade.

™ ACMizlzer Haushatspanel 2001
": ibid
* Diglege Metjet 22003
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An opinian poll by the "Hauptverband des Deutschen Einzelhandels” in 2003
published the following results: When it comes to shopping behaviour, the most
impartant factor for German consumers is the price. More than half of the German
consumers lay emphasis on comparing retailers and their prices and therefore
shop at different retailers. 26.7% of all consumers are even prepared to shop at
cheaper retailers that are further away. The price of the product is for 79 2% mare
important than the brand, and only 18.5% of respondents state that they only buy
the bast quality.

¥When it comes to the purchasing experience the number of consumers whao lay
emphasis on this is even smailer with only 9.5%. Less than 5% of all consumers
follow new trends ¥

German consumers are well informed about the products they shop for and put a
large emphasis on the characteristics of the graceries they consume. This reflects
their drive towards longevity and their healthy lifestyle, This is also the reasan for

the glabal move towards arganically produced feod praducts 7

5.7.2 Price and Quality

The German consumer directly links the price of frequently purchased food

products to its quality.”™

However the comslation between the price and quality of food products, both in

Germany and internationaily, is only limited as the following graph shows, ™

= Hauptverband das Deutzchen Einzelhandels and O'Conner 1898, Chain-Store-Age
% Engelbrecht 2004, Thesis

¥ Eaulds. Lonial 20071, Journal of Economic & Social Research

¥ ihidl., Tahle 5
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Correlations Price - Quality
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Garman consumers arg very price sensitive. This is also the reason why iLis lrue
that organic producls are orelarred to conventional afes by the consumers, but ars
not purchased dug to their higher prices.

Aopoll by the Alfsnsbach marke! research insfifule revealed lhal aboul 75% of all
Germans would like to live a Pealthier lite-slyle by ealing more organically

produced food ™™ However, they don't.

in three representative surveys during the last decads (19594, 1959 and 2001) far
the German market, German consumers slaled that at least 28% ol the food they
purchase was organically produced ™' Howsver, markel data shows hal Lhis is nol
tha cass. The markat shaie lor arganic food 0 Germany dees not excesd 5%, The
respondents answer, which was a five-fold overslatement, can be exolainable oy
the high guality image argan ¢ foad enjoys by German consumers, lsading o this
snormols exaggeralion of consumption. Michelsen ef 2l tny to explain this In two

different ways:

M pacaymcis 1887 Wholescoe food, unwholsson & prifits, The Seorm =
T Michelse, Hamm 2emen, Boch 15000 sdane: 2003, Tood Poiicy
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Firstly there is the argument that “the preference patterns of organic food in
Germany would be similar to those of luxury cars [...]"™* What the author is saying
is that the overstatement took place for the reason of social acceptance. 3ince the
budget of the consumers is restricted, the market share of organic food is low.
Howsver, knowing that Germans on average only spend approximately 11% of
their budget on fond” and prices for arganically produced food in Germany are on
average only 1.5 times higher than for conventiona!l products, which is likely to
decrsase once the consumption increasss, this argument doss not sound very
plausibie, A better explanation would te that, even thaugh there is a reflecting
willingness for the purchase of organically grown products, "these refiective
preferences are contradicted by market preferences."™ According to the theory of
reflective preferences, the price should not play such a big role in the decision
making process whether to buy the product or not However, as reflective
preferences do not always lead into a real willingness to pay, the markst share for

arganic products remains low.™*

5.7.3 Tea

The main reason why Germans consume tea is for its taste. However there are
several gther reasons why Germans drink tea. Most of these are in one way or
another cannected to health and weliness.

The media is very important regarding opinian forming for German consumers. TV-
programs, newspaper articles and, parlicularty important, consumer magazines,
contribute to a great degree to the consumer behaviour, Consumers react
immediately to news and sxplanation by the media.

A recently conducted research by Stiftung Warentest found that black tea nat anly
stimulates the human body (dus to its calfeine content} but at the same time has
relaxing praperlies as the tannins slow down the absorption of caffeine by the body

{depending on how fong the tea was brewed), ™

¥ pichelzen. Hamaa, Wynen. Roth 1958 in Mann 2003, Food Policy
ecluding alighol and tobaceo

' Brannan. Lamasky 1883, Flnanzarchiv in Mann 2003, Faod Policy

1 ibid,

** Bhftung Warentest Online 2004, Tee fir Kirger and Secle
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For green tea the same consumer magazing found that it has cancer preventive
properties and also affects the human immune system positively.™ As one can
imagine, this type of news helps a product to establish a good image.

Farticularly important for the wellness sector arg fruit and herbal teas. They enjoy a
great popularity on the German market. One reason for this is the fact that they are
low in caloties. This property is highlighted in many publications by the WKF and
cther institutions, and consumers lay emphasis on it

Teekanne promotes Rooibos tea, as supplementation for juices and water, for
children. Drinking Roeibos is a perfect way of balancing increased needs for liguids
caused by doing sports and playing.

Furthermeore Rocibos is naturally free of caffeine and therefore can be consumead

by children even just before badtime. ™

That Reoibos does not contain caffeine does not play such an impertant role for
adults. Despite the fact that the caffeine in black tea leads to dehydration in the
human body, there will be no harm for adults regarding the body's water balance
gven when consuming higher quantifies of tea.™ Drinking tea that contains
caffeine in summer when it is hot and humid outside is even promoted by Stiftung

Warenfest to counteract low hlcod pressures.

5.7.3.1 Tea that Germans flike

Since the early 80's flavoured herbal and fruit teas complementsd the traditional
product lines on the German markel. Whereas during the 80's exotic flavours such
as 'pina colada’ or ‘jackfruit’ where much in demand ameng customerts, nowadays
indigenous fruits such as cherry, strawberry, raspberry and apple are preferred,
Also combinations of local fruits enjoy pepularity being marketed under names
such as ‘fruits of the forest’ and ‘red groats tea'. ™

Over the years the image of herbal and fruit infusions changed drasticatly. Herbal
and fruit teas are versatile and "trency” They are used more and more often as
ingredients in sophisticated recipes for desserts or cocktails. Particularly in summer

iced-teas made from herbal and fruit infusions enjoy growing popularity,

Stlﬁung Warantest Onling 2004, Tee tir Kérper und Seale
Teekanne Gmard 2004, Akhieglles: Rooibos
*# Shiftung Warentest Omins 2004, Tae und Kalles such qegen den Duest o, k and Teinksn Rewchlich auftanken
Wi ehaltseared i iqung Krauter und Frichistee et 2003 press relaases
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The most popular tea in Germany is still peppermint, followed by chamomils, rose-
Hip, and fennel. With a growth rate of 80%. Rooibos takes on fifth place on the

i AT
popularity scale for tea amongsl German consumers.™™

Having a share of approximately 60% in velume, herbal and fruit teas form the
largest segment of the German tea market. Consumers in the sastern states of
Germany are particularly fond of herbal and fruit teas. More than half of the eastemn
German population consumes tea daily or several times a week. In the western
states, still one-third state that they consume tea daily or several times a week,

90% thereof in form of teabags "

Im a survey conducted by Britfa Bade in cooperation with the WKF, students were
inlervipwed about their tea consuming habite, in particular for herbal and fruit teas,
The results confirmed that there iz no significant difference batween the
frequencies and guantities of tea consumed by female and male respondents.
Furthermore the research found that thera iz no connection between the age of the
firat consumption of herbal and fruit teas and the frequency and quantity of the
consumption later. However the frequency and consumpiion of the teas is strongly
linked io the time of the year. Tea is traditionally consumed as a hot drink, mostly

at home.

Particularly in the cold season consumers like the heating effect and nice smell of
tea and therefore consume much higher guantities. Also interesting 1o note is the
fact that the |easzt tea s consumed in restaurants and coffee shops. Therg, people
traditionally consume coffee and coffee-like hot drinks. Generally, tea in
combination with other drinks, such as tea-fruit juice blends, plays a minor rele.

The main reason why herbai and fruit teas are consumed is clearly for their taste
and the enjoyment for the consumer. However, raspondents do know about the
health benefits of special teas such as chamomile or fennel but do not put
emphasis on them as much as on the taste. One could say that consumers drink
tea for enjoymeni and get the health attributes as an added benefit. Lastly the
research found that the reascns why people consume herbal and fruit teas are not

significantly different for men and women.

W

Winzonaftsvorcinigung Kraoter und Friicntetes e W 2003, press ralemses
*1ikid., arnual market report and Srigitte 2007, <4 2002 Kammunikahonsanalyse 2002
E Qade 199, Venwendung ued erasbrungsphyiologische Bedoutang <ioter und Fricntstes
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5.7.4 Consumer Trends

New consumer trends and innovations seen on the world lood fair ANUGA, held in
Germany in October 20032, were summarized in fntermational Food Ingredients with
only one word: convenfence. Consumers like “[.. ]{e)asy-open packages, longer
shelf-life containers, "smart” products, and sasy-to-use foods [...]"", Convenience
also stands for ready-made food products, but with top quality, Regarding the
packaging of food products, trends go towards stish, informative, and alten
functional packages. Being environmentally friendly and the abkility ic be recycled
are also important factors for future packaging.”™

But by far the more imporant trends are found connected Yo the products

themselves and what they are able to give the consumers.

5.7.4.1 Weflness, health & fitness

The term "wellness™ was brought to Eurape in the late 1980s as another variety of
the American fitness movement. Today we know better. Yet an exact description of
the term is difficult. Wellness is about the interplay between inner balance and

physical well-being,

li has to do with 'letting go', ‘knowing ornesell but above all with calmness and
pleasure. For that reasons tea in particular is a perfect product o find to a new
wellness orientated enjoyment of life.*™

Wellness is rated very highly amongst Germans.”™ As the health and wellness
trend continues, manufacturers are seeking new uses for tried-and-true healthful
ingredients.” This is highly influential for what Germans consume. Against
misconceptions and prejudice towards Germans' food diet, it is not as heavy and
unbalanced as commanly believed. Willi Flannenschwarz, owner of Seftenbacher
Natural Food Factory stated in an inferview that German consumers have "a firm

commitment to natural foods and organic products"™®.

::: Anarryrnaus, 2060, ANUGA brings the good times back, Internadional Foad Ingredients
ibidd.

:‘”"' Deutscher Teeverband e, 2004, Dar Teamarki n Dedlzchlans and Wellness, Websites

i Mellgren 2003, Gourmet Retailer

! Everage, Mellgren 2003, Gourmet Retailer

™ peligren 2003, Goumeat Retailer
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While enjoying traditional food, the 'German diet’ is rather diverse including “all
sorts of ethnic foods"™

Another proof of the balanced dist of the Germans and their health-consciousness
is the fact that they are the third leanest population in Eurcpe,

Mot only food but also drinks beleng to a healthy diet. Mineral- and healing-waters,
as well as cool-drinks, play the largest role in Germans’ soft-drink diet, of which
roughly every consumer consumes an average of 110 litres per year of both. The
third largest segment, with a per capita consumption of 40.5 litres per year, 1s fruit-
juices and nectars. In contrast to other European countries spring- and table-
waters play only a minor role. Here the consumption lies at about 5.7 litres a
'_-,fear_am

Interesting fo note s that the consumption of soft-drinks increased over the last
years. Particularly spritzers and energy drinks are booming (424.5 millicn lilres
spritzers in 2002).""' The trend goes towards “red-spritzers” made from juices with
a rad colour, and “wellness-" as well as “sport-spriteers”. Some of the trendy drinks
are enriched with vitamins and other additives. Another trend is “near-water-
products”, These are flavoured or enriched water drinks without carbonisation.™*
For a natural and health conscious diet the WKF recommends herbal and fruit
teas. = Furthermore the association promotes those teas for their fitness-factor’.
Especially in spring, many peopie plan to eat healthier and do more sports to gst
fitt Here az well the WHKF recommends taking care of the impertant liguid
household of the body by drinking water and unswestened herbal and fruit teas, as
they are available in many different flavours and contain no calories. ™ Fruit and
herbal teas also help the body to replenish it with important minerals lost during
sport. ™

Compared o juices and lemonades, teas contain no sugar and therefore no
calories. Herbal and fruit teas are mostly caffeine free {except Male or teas
contaming guarana o cola nuts) and can therefore be consumed at any time of the

Hik

day in any guantity.

T pellgran 2003, Gournct Rotailor

= Gesellschaft fiir Konsumadarschung 2503 in SevenCne Meadia 2003, Markel Analysis. p. 14
= Gesellschaft tir Konsumedorschung 2003, Gtk consumer scan

" SevenOne Medid 20035, Markst Analysis, p. 14

L winschallsveminiguing Krauter und Frichietos 23, 2003

= ihid., Trnktost und Trinkeeckor for Trinkmuffel

== ibid.. Fil mit Krduter und Frilchtetees

M ikid., Fit mit Krduter und Friichletees
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According to the recommendations of the German sociely for nutbrition {Doutseho
Gesellschaft fir Ermdhrung ¢ V) everyone should drink at least 1.5 to 2 litres a
day.

Herbal and fruit teas are nol only posilive for physical fithess but also improve the
fitness of the mind. If the cells are sufficiently supplied wilh liquid, the melabolism
is able o excrele harmful subslances better, the skin looks fresh and energy |Byvets

increasa,

Wellness-teas as hardly any other new producl group, established very well within
the last two years. Generally wellness-teas are blends from herbal and/or fruit [eas
especially developed to make one feel good.

“Feeling well and fitness”, health and joie de vivre are the main concepts behind
wellness-teas. In weliness-leas two seemingly unrelated ariging are uniled: Firstly
the US-American belief that only a physically well trained body can house a high-
energy mind and secondly the Far Eastern belief thal physical energy comes from
a powerful mind and harmany of body and soul. Medern wellness-feas combine
knowledge from old cultures with the |atest resulls from modern sciences.

That is why nol only ayurvedic herbal teas from India, the South African
Honevbush and Rooibos fea or lhe South American Mate found their places on the
markei but also new blends of less exotic herbs and fruils such as peppermirt,
bafm, rose-hip and wild herbs from the Alps help people to feel well. Most grocery
retailing rmarkets offer a vasl variely of weliness products so that the consumer
neaed anly choose which herbal or fruit tea hefshe prefers.m

Rooibos fits particularly well inlo the wellness-scheme. Relaxing and stimulating
properties are claimed atiributes of Rooibos lea. The South African national drink
Roolbos contains mineral nutrients and trace elemends as well as vitamin © that
help lo protect the human immune system. Rogibos conlains only few tannins and
therefore has bhalancing properties. The secret lies in ils nalural ingredient
Quercetin. i has a relaxing and antispasmodic effects on lhe human body by

supporting the hormone Serotonin

= wirschaftzearainguna Krduter und Frilchtetes e V. 2003, Immer schon fiissig and Fidhlingsgeldhle:
hehn Wellncss trinsan

2 |lud., Balance aus dem Becher

Winschattsvarginigung Kiduser und Frilchisles oy, 3004, Wehlbofindon pur
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The sense for healthy products is already fermed at an early age. Health and
nutrition education as well as upbringing by the parents are important factors for
the sense of haalth laler on. German children between 6 and 17 years responded

e the question “What is healthy nulnfion it your opinion”” as following:

at]

Perceptions of Healthiness

B
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|
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; |
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Figure 5- 32

Children and teenager already asseciate tea with a healthy nutrition. This is
cerainly the case due to upbringing and education in school and everyday life.
Often children are exposed o radio and TV advertising as well as arlicles about
healthy nulsilion and diels in magazines. Not o mention all the banners and

displays inside and outside shops that advertise healthy products

5.7.4.2 Organic

Not too long ago organic food In Germany was still synonymous for misshapsn
locking vegetables and fruits covered with brown bumpy spols. Fortunately food
retailers were able to overcome this negative image of organic products by offering
good quality products on attractive displays to the picky consumers.

But what are the reasons for the success of oiganically produced products on the
German market? Without a doubt there is a high level of cencerns about

anvironmental issues by the consumers.™’

#0 Anprymous 2004, "TRENDS Research, ‘nlemational Journal of Advenising & arketing to Childean
" anoeyrmous 1998, Organic foods boom in Furope, Food Manifacts
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Gorman conswemoks buey olganic products because their production does ot
pallute water by using ferilizers and paslizides. On the olher hand, parsonal haallk
[actors play a big role such as the lear of animal diseases like mad cow disease,
swing Tever and foot-and-mouth diseasa. Hardly A monlh passes wilhoul bad news
for Ihe Lltra-sensitive German consumers to digest ™

However, mosl of those reascons do nol apply o tea. It might be the case that,
apart from the significantly higher prices tor organic lea, this is lhe reason why

organic lea is nol as secoassiul on the German market as other crganic products.

5.8 Interview Findings

Three of the companies interviewed, namely Krduler Mix GrmibH. Madin Bauer
flafding and Gobr Wollarhate! Gmbl! fall into the sategary frading companias,
The fourth company, Ostiresizcha Teegesclischaft mbH can be referrce lo as a
spociatized tea company. This infarmation is imporlanl as the differenl nalures of
comapanies lead lo different points of view regarding some of the topizs,

The peaple who were interviewed al the companias are lisled in Appandix 11.2

atensews.

As somea intormalion cxdracled rom the intesviews are of a confidential nature, the
opinians and statemeanls of lhe interviewees on these impartant topics are anly

gives it a summarized form, without specific relerence lo any parlicular parson.

5.8.1 Industry and Market

» The German tea industry was described as being very competitive.

& Cotfea does nol compele directly with tea, however i1 scme segmeants, for
imstance in the catering industry, collee has a strenger position than tea due
to its more coqwenient nalyre. Thal is why only 4% of the tea sales are
generated in this particular markel segment. Coffec is also used to atlrast
customers to certaln retailers. Wherever coftes is sold chaapssl, customers

are allraclad and hopefully generate additional business.

i ongs 2001, ooy Inzustros Irtereaticns]
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» Compared to other countries, herbal and fruit teas are not regarded as
luxury goods in Germany. Tea is traded as a commodity, reducing the price
when compared to other countries. However, a resulting price-war is
affecting the tea indusiry negatively. Selling higher quality tea instead of

high volumes to low prices could result in greater profit.

» Contracts with Rooibos suppliers greatly depend on prices. Due to the
current supply situation, prices fluctuate greatly, which is not good for the
German market. Even though a product such as Rooibos is already
established on the market, customers will substitute it with a cheaper
product if Rooibos prices increase. The industry would react to a decreased
demand for a product by taking "line-extenders” out of their product range

and would then only focus on top-flavours.

» It is difficult to penetrate the German market with tea packaged within
another country. On top of this readily established tea-importers and
packers have a very strong position on the German market and therefore

make it very difficult for new companies to establish a new brand.

Furthermore, retail co-operatives and independent retailers only support
companies with an already complete product range. Even large companies
such as Lipfon struggle with this competition. Finally a new brand needs an
extensive advertising campaign, which can only be realized with a

corresponding budget.

» Health-products are an important segment of the industry but only with
small volumes and high prices. Over-the-counter-medicinal teas generated
annual sales of 50-60 million € in 2003, however, this market is declining by

double-digits.

» Rooibos is an important product for the German tea industry, as the market
is very dynamic and the product is also a good basis for blends and
flavoured teas. However, with roughly 30 to 40 other teas on the market, it

cannot be considered vital for the industry.
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» Product development is done collectively through specialized tea

companies and the retail industry, using consumer research and market
data. However, retailers have only limited available space in their outlets. If
a new product, for instance Rooibos soap, should be marketed, it has to
displace another product from the shelf. This is the reason why the market
for Honeybush tea has not yet been developed on a large scale. The
industry fears that a product so similar to Rooibos would cannibalise
Rooibos. In addition to this Honeybush tea is still too expensive to be

appealing.

5.8.2 Product Quality and Safety

» Consumers who purchase their tea in loose form, which is displayed and

sold at specialized tea shops, are affected much more readily by the quality
of Rooibos regarding stick and dust content than customers choosing tea
bags. The same is true for the quantity of tea in the teabags - although
quantities are printed on the packaged product, consumers do not seem to

be aware of these differences.

The deciding factor for the consumer is the result of the infusion, with the
most important elements being the colour and taste of the tea. If the
consumer is not satisfied in this regard, he / she will probably switch to

another brand or product.

This leads to relative flexibility for the tea company when deciding on quality
and quantity. The leading factor here is the price. Specialized tea
companies are able to provide low prices for Rooibos by avoiding highest
quality for tea bags. In Germany there is a quality-expectation linked to
prices. Consumers assume a cheaper product to be of lesser quality.
Although Rooibos consumers tend to prefer cheaper tea, they will not buy
expensive products if they believe the quality not to be of the standard
equivalent to the price. Fundamentally, the quality depends on what the

customer is willing to pay.

Thesis Tobias Grass
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» Using private labels, discounters are often able to sell Rooibos cheaper
than other retailers. Discounters can also provide a fairly high quality tea for
a low price, since they hold a strong position on the market and sell large
quantities. Customers are aware of this and will not be misled by the

discounter’s cheapness and their own quality-expectations.

» The quality of flavoured tea depends on what is used to flavour it. Both
nature-identical and natural flavours are available. Advantages of nature-
identical flavours are their price and long shelf life. It is reasonable to expect
a shelf life of 24-36 months, which is standard for herbal teas, when using
natural flavours. In addition to this nature-identical flavours can be produced

having a much more characteristic taste than their natural counterparts.

» Consumers are generally unconcemed about product safety, as this is very
high in Germany. The Rickstandshéchstmengenverordung®, which
regulates the permitied residue levels in tea, is one of the strictest in the
world. Therefore even low quality Rooibos shows outstanding product
safety.

5.8.3 Marketing

» In Germany, focusing on the health attributes of Rooibos plays only a minor
role in marketing the product, which differs greatly from countries like Japan
and the USA, who emphasize these strongly. A reason for this is the strict
regulations regarding advertising health attributes in Germany. Any product
claiming therapeutic properties first needs to undergo extensive research
before being used for marketing. Even if this research has already been
conducted outside of Germany, products have to be re-tested before
entering the German market. So far very little research has been done
regarding this. Despite this, attributes such as the high mineral content and
that Rooibos tea is caffeine free are legitimately highlighted for marketing
purposes. Non-aggressive suggestions are also used, such as describing

Rooibos as a 'better tasting version of green tea'.

" Regulations about pesticide residues in food
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If, however, Rooibos were to undergo research proving its therapeutic
effects, its status might change to that of a medicinal tea. This could have
potentially detrimental consequences due to restrictions on where it can be
sold, making it difficult to be sold at ordinary supermarkets and discounters

-~ Rooibos’ current major points of purchase.

» Another reason why marketing focuses on well-being and enjoyment rather
than health is that highlighting health attributes just is not necessary. Most
consumers drink Rooibos because they enjoy the flavour. Some consumers

are even unaware of Rooibos’ potential health benefits.

» The final reason for maintaining current marketing strategies of Rooibos is
that it is an already well established product. It is not a new product, and
therefore does not need to be infroduced to tea-consumers anymore.

Changing the current marketing strategy could even be counterproductive.

» Herbal and fruit-tea marketing, including Rooibos, was subject to change
during the last years. Today it is necessary to successfully stand out from
competitors’ products. It is not enough anymore to focus solely on the
attributes of the product. Customers must also be able to identify with the
product. This can be done by, for instance, giving the product an expressive
rather than a descriptive name. Rooibos in particular is being marketed as
an exotic product, which links consumers to Africa and African heritage.
The product tells a “story”, which is emphasized by its name and packaging.
The story does not necessarily have to refer to the product itself, as seen in
Teekanne's TV advertising for Rooibos, which show pictures of black tea
plants and areas of Africa, that, incidentally, have no connection with
Rooibos. However, consumers relate to these images, as the more exotic
the product is advertised as, the more successful it is. Merely changing a
product’s name could potentially stimulate sales.

Thesis Tobias Gress 171



5 The German Market Chapter Five

» It is important for the tea companies to supply the market with new
innovative product developments. Some companies go as far as saying one
cannot be successful, in the long run, without marketing at least one new
variety per month. The many varieties of flavours and blends initially made
Rooibos a popular product — very little is actually consumed in its pure form.
in fact, most consumers are unfamiliar with the conventional Rooibos
flavour. Rooibos-vanilla or -caramel, on the other hand, is something

consumers can relate to.

» When introducing a new product, an extensive, cost intensive advertising
campaign is not necessarily imperative. Generally it is more effective to
bring the product to the attention of the consumer, and present it in different
areas of life. This could include TV advertising, advertising in magazines,
sampling or explanations in specialized tea shops, word of mouth and
articles about product research. The latter in particular plays an important
role for the German tea market. Consumer magazines such as Stiffung
Warentest and Okotest are important institutions for conducting product
tests. Bad publicity has a direct impact on sales, which can be seen in the

case of residues in tea.

> It is generally taken to be true that a dedicated black-tea drinker will not
change to Rooibos. Marketing Rooibos has, to an extent, focused on
generating new customers who did not drink tea before. Rooibos also took
market shares from classical teas, coffee and soft-drinks. The majority of
Rooibos consumers, however, come from the fruit tea segment; they have
learnt to prefer the mild taste of Rooibos to the slightly sour fruit teas. The
latest target group for Rooibos products is children. Here, marketing
focuses on the fact that Rooibos does not contain caffeine and can,
therefore, be consumed by children at any time of the day, even before

going to sleep, in unlimited quantities.
» Despite these points, the German tea market is not yet completely

developed. There is still insufficient information available to consumers

regarding the product.
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» Currently there is very little interest by conventional tea companies and
retailers in marketing other Rooibos products. Marketing is expensive and
product assortments in retail stores are already numerous. Marketing any
niche product is very difficult on the German market. New products will only
be added to product assortments if there is a sufficient awareness by the
consumers and if specialized or alternative distributors have prepared the
market beforehand.

5.8.4 Consumers

» In Germany, tea has revolutionized its image over the past few years. In the
past, fruit teas were regarded as being products for children and black tea
was only drunk at Christmas time, or by Ostfriesen’. Today 83% of the
German population consumes tea, the quantity however, is still much less
than that of coffee.”™

» Generally spoken, there are two different consumer types: Firstly, we
recognize those who purchase their tea at specialized tea shops. These
customers are willing to spend time on visiting a more specialized store,
which offers a greater choice of variety and professional consultation. The
second type of consumer, which by far represents the largest sector of
consumers, is the customer who prefers buying tea in conjunction with
other groceries. Convenience plays a large role when it comes to
purchasing tea. This also accounts for the popularity of tea bags, as
opposed to pouring water on tealeaves. Another factor, which is taken into
account when purchasing tea, is price. German consumers are becoming

more and more price-sensitive.

» The knowledge about tea amongst German consumers, who purchase their
tea in supermarkets or discounters, is relatively low. They are not as aware
of production and manufacturing methods as those consumers who buy
their tea at specialized tea stores. In fact, any other factor asides from price
and taste, does not seem to interest them at all.

* People of the northern part of Germany, called the Friesians. Black tea consumption in this area is above
average.
** Publication by the ,Gesellschaft fiir Konsumforschung, Niirmberg (GFK) Haushaltspanel 2003
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» German tea consumers are very much influenced by media coverage on

tea. Bad news concerning tea products has a direct, negative impact on
purchasing behaviour. Conversely, publications also kindle interest in new

products and facilitate to increase sales.

5.8.5 Tea and Health

» Amongst German consumers, tea is generally seen as a healthy product.

Health attributes are probably the second most important reason why
consumers drink tea, behind taste. Consumer magazines such as Stiftung
Warentest and Okotest contribute to highlight this image by frequently
testing the products and publishing results. in this way awareness of health
benefits of certain teas, for instance Maté or green fea, increases.

5.8.6 Tea and Taste

» Taste and enjoyment of tea are the leading factors for German consumers.

Even products that are known for their health benefits, such as green teas,
only gained popularity on the mass market when new, better tasting

varieties were introduced.

Most German consumers of herbal and fruit teas prefer mild tasting tea.
Fruit teas, which were strongly associated by the consumers with tea they
consumed in their childhood, including mallow and rose-hip, are now
generally consumed as blends with other teas, to disguise their otherwise

sour character.

In the fruit and herbal tea segment, blends and flavoured teas are generally
preferred to mono-teas, as they offer more interesting flavours and a
greater variety. This is particularly true for Rooibos, where only a very small
quantity of pure Rooibos is purchased.

Thesis Toblas Grass
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5.8.7 Consumers and Rooibos

» Over the past years, tea fell short compared to other more popular hot
beverages. Recently, wellness-trends have helped the product to gain
popularity. Rooibos tea, in particular, has profited from this. Currently,

Rooibos has a large contingency of regular consumers.

» German Rooibos marketing does not focus on the health attributes.
Consumers like the exotic image of Rooibos, combined with its African
heritage, as well as its pleasant taste and its positive effects on the body.
Rooibos combines health attributes with a pleasant taste, making it a
perfect product for wellness-orientated consumers. This wellbeing image is
amplified by the fact that Rooibos does not contain caffeine as black tea
does, yet is very similar regarding appearance and taste of the infusion,
particularly if Rooibos is served with milk and sugar.

» Despite its great popularity, Rooibos is not an indispensable product. Its
price plays a vital role for its success. Consumer would quickly substitute
Rooibos if it were to become too expensive. Once sales for Rooibos
decrease due to a price increase, it will be difficult to sell it cheaply to the
mass market again. Consumers would have probably substituted the

product, resulting in only a small existing premium market.

5.8.8 Organic Tea

» Organic tea does not play as large a role for German consumers, as tea
already has a healthy image and is seen as a safe and natural product, and
its market is still relatively small when compared to more conventional teas.
Furthermore, the strict decrees regarding food safety in Germany compels
conventional products to be very near in quality as organically produced
tea, so much so, in fact, that consumers are generally unaware of any

differences.
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> The market share of organic tea is only approximately 2-3% of the entire
German tea markel. Reasons for this low percentage include that
approximately 80% of the organic teas are only available at specialized tea
shops. Organic tea is virtually non-existent in discounters, and is only rarely
found in more conventional supermarkets as retailers are not interested in
the product yet. The largest contributing factor to the small market share of
organic tea, however, is its cost. With prices roughly 50% to 100% higher
than conventional products, organic Rooibos is still on the less expensive
side compared to locally produced organic herbal teas whose conventional

counterparts sometimes only cost one tenth.

» Organic teas will only become a true alternative to conventionally produced
teas if prices decrease drastically, so that the price difference to
conventional tea becomes smaller or preferably non-existent. However, this

will only happen when a critical mass has been reached.

5.8.9 Prices

» The trade environment in Germany differs form other countries. In the
1960s and 1970s, when the concept of self-service supermarkets began to
establish itself, prices soon became the most important factor in the grocery
business. Nowadays, Germany’s price levels for groceries are amongst the
lowest in Europe. Consumers pay close attention to price increases and will
quickly choose a cheaper retailer if they are unsatisfied. Having said this,
the price sensibility for tea is nowhere near as high as for, say, coffee. This
can be attributed to the relatively long time between tea purchases. A 5¢
increase in the price for breakfast-rolls will immediately attract the attention
of consumers. However, 25 teabags generally last 2 to 3 weeks,; a relatively
long purchase cycle. Consumers do not come in contact with prices often,

and a small price increase will probably go unnoticed.
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» What consumers do notice is the difference between the cheaper private

label products and branded teas. Brand loyaity in this segment is not very
high. Consumers are glad to purchase a try-investment product of, say,
1.79 € for 20 tea bags in an attractive packaging or with a pleasing name

until a more attractive offer comes along.

Despite the ongoing price-war in the supermarkets and discounters, some
consumers still prefer to purchase their tea in specialized tea shops, even if
it means paying about 2.5 times more. Mark-ups of only a few percent,
common in supermarkets and discounters, do not aliow for personal
consultation of the customers. But this is exactly what customers seek in
specialized tea shops. In addition to these consultations, a product
assortment of some hundred teas makes it worthwhile for these customers

to pay a higher price. However these customers are a minority.

There are differences between Rooibos and other more conventional teas.
Consumers are more prepared to buy ‘traditional’ mono-teas such as

peppermint or camomile from private labels, than Rooibos.

The purchasing decision of these more ‘traditional’ teas depends largely on
the cost of the product. However, buying more exotic products, such as
unusual blends and flavours, including Rooibos, consumers prefer branded
products. Yet, compared with other tea components or good quality black
tea, Rooibos is still relatively cheap considering its attributes and qualities,

regardless if it sold as a branded product, or under a private label.

It is interesting to know what will happen in stores, since supplier prices for
Rooibos are about to increase. As for the price-sensitive German
consumers, it is difficult to pass higher prices for raw materials onto them.
Discounters, in particular, are unable to increase prices for Rooibos by 40~
50% without having to fear a drop in sales. Since Rooibos is not a premium
tea such as, for instance, Darjeling, a sudden price increase will result in
consumers, as well as retailers, to look for alternatives. The German tea
market does not depend on Rooibos, so it will be interesting to see what will

happen to the product, its suppliers and manufacturers in future.
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5.8.10 Future

»

Overall the future of the herbal and fruit tea segment looks promising. The
industry expects the market to grow by taking market shares from the
coffee and cool-drink segments. The classic coffee segment, in particular,
will stop growing and shift towards more innovative products, such as

flavoured cappuccino and other specialities.

The main growth of the tea market will take place in the blended and
flavoured tea segment; classic mono-teas will not be able to continue their
growth, however classic teas, such as peppermint and camomile, will still

play a major role in the industry.

Despite this, growth rates for fruit teas are not as dynamic as they used to
be. This will facilitate Rooibos to continue its success. Annual growth rates
of roughly 20% are expected over the next 2 years, after which the market
might be saturated and sales should establish themselves on a level similar

to the development of green tea.

Discounters, in particularly, will be responsible for higher volumes, by
making space for more Rooibos varieties on their shelves. Rooibos will be
increasingly used in form of blends with other herbal teas to serve the
health-orientated market, and new, even more exotic and complicated
flavours will enter the market. There is also a good chance that niche
markets will emerge using Rooibos in various other forms, such as in RTD®

products, cosmetics, shampoos or pills, similar to green tea products.

Nevertheless, the success of Rooibos is strongly linked to the development
of its price. The demand for the product will certainly decrease if prices
increase, which might very well happen due to an undersupply situation in

the country of origin.

Finally, the industry agrees that it is unnecessary to completely reposition
Rooibos on the German market, as the product is already well established,

and not merely a trend anymore.

* Ready to Drink
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5.8.11 Trends

» A popular trend on the current beverage market is alkopops. These blends
of lemonade and rum or vodka, with an alcoholic content of about 5.5%,
flooded the German market with dozens of varieties within the last years.
They are particularly popular amongst young people between 16 and 30. To
maintain its success on the market, companies are forced to constantly
come up with new flavours; on average, a new flavour is introduced

monthly.

> A current trend on the tea market is to weave an interesting story or image
around the tea. Marketing a story such as ‘Momente der Liebe’ (moments of
love) or 'Pure Lust’ (pure lust) around an interesting blend of teas, helps to
attract new consumers, whilst eradicating the old fashioned image of classic

tea.

» “Chai” (tea mixed with spices, milk and sugar) is on its way as a frend. The
tea used in this beverage is not restricted purely to black tea, but has

extended to others such as Rooibos.

» The utmost topic in the tea segment, however, remains as "wellness®. This
trend has been around for years and is still developing. The wellness
concept can also be found in various other segments such as food,

cosmetics and tolletries.

» In relation to this segment are the Ajurveda, anti-ageing and vitality
products. In the tea sector, one finds blends such as Rooibos with seaweed

(sperolina), Rooibos with red wine extracts or nettle-peppermint tea.

> However, it is still to be seen which of the trends can outgrow their market

niche and establish themselves on the consumer market.

» Finally Rooibos iced-tea is conquering the retail stores with both classic

flavours, such as lemon and peach, as well as combined with fruit juices.
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6 Student Survey

To support the findings of the literature research and the interviews, primary
research was conducted in the form of questionnaire surveys, completed by
students in Germany. The research focused on consumer behaviour, in
conjunction with tea in general and Rooibos tea in particular, as well as attitudes
towards tea-related topics. The aim of the survey was to generate primary data that
would complement the findings of chapter 5.7 The German Consumer.

The main reason for using students as a target population was that this approach
allowed a relatively large number of responses with a very limited budget. As the
research took place in Germany it was necessary to find research assistants who
were able to approach as many respondents as possible within a homogeneous
group. Using institutions of higher education did not only fulfil this condition but also
ensured an equal distribution of female and male respondents. In addition to this,
institutions of higher education could be found all over the country, allowing easier
geographical distribution.

Another advantage to using students was that precise demographic data
concerning the target group was available. Even though the whole German
population is not completely represented, this approach enabled a fairly accurate
sample of the student population to be collected.

To generate a sufficient amount of primary data, the researcher found the student
approach to be the most practical. It must therefore be highlighted that this survey
is only a pilot study and requires follow up research to verify the results.

A more detailed discussion concerning possible problems relating to this approach

can be found in chapter 6.3 Quantitative Report chapter in section 6.3.7 General
Information and Considerations.
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6.1.1 Student Demographics in Germany

Ta fully understand the significance of this survey it is necessary to know some

demagraphics about Germany and its students:

It 2002 there were 40 344 million men and 42191 million women living in the
Federal Republic of Germany. 12% of these were between the ages of 15 and 25,

the largest age group was the 25 ~ 45 year group. ™

Population by Age Groups

:I-]un:ierﬁ
| B G-15
0 15-25
O 25-45
W 45-85
R

Figure 6-1

In 2002, a total of 38.2% of the population group 18 — 21 year olds were eligible to
erter university  (Higher National Cerlificate 11.4%, University entrance
qualification 268%™ 74% of all German high school graduates with a university
entrance gualification received in 1995 had enrolled at an institute of higher
education until the year 2002.™ The portion of university entrants of the tatal of the
same age group was roughly 40% in 2003,

The average age of German university entrants was 22 years in 2002 and the age

of graduates was 29,

o Germany. Federal Statisticat QMoo 20664, Fopulation, by sox and cilizenship

* Gormany. Foderal Statistical Office 2663, Hochschulstandort Deutschland, p. 15

= thid.

* iibid., Aktusllz Ergebnisse aus der Studentanstatistik fir das Wintersemeaslar 23032004
" ihid,, Durschniffsalter der Studienanfanger
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The Iotak number of German mnstitutions of higher education was 373 at the end of
2003 103 Universities, 8 Colleges of Education, 17 Colleges of Thealogy, 52
Colleges of Art and Music, 164 specialized colleges of Higher Educalion and 31

colleges of Public Administration, ™

According to preliminary results of the Federal Statistical Office of Germany
{Statistisches Bundesamt) the number of students peaked in the winter semester
200312004 with aver 2.026 million students. This is an increase of 87 000 studernls
or 4 5% compared lo lhe previous year, Currently 47.4% of all students are

wamen, 52.6% men,”"

In the winter semester 2003/2004 lhe distribution of students at the different types

of institutions of higher education was as follows:*™

Institutions of Higher Education - Student |
Distribution
45.53%,

1.00E% ‘
0.1 2% |
1.60%:

135% |

| & University T |
B Collnge of educalion

| OCollege of theology

| OCollege of art and music

' B Specialised colleges of higher educatiorn

|
[
1
f
| B College of public administralion !

Figure -2

" Gemrnany. Federal Statistical Dfice 2003, Hochschalsiandort Dautschland, p. 13 and Germany. Federal
Statistical OfFce 2004, Fducation, Scienae and Calidare

P inid,, Aktuelle Frgabrissa ass der Studentenstatistk fir das Wintersemester 20032004

52 ficd.
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6.2 Methodology

6.2.1 General Approach

Due to limitations regarding lime, budget and wide distribution of the sample group

the following approach was found appropriale and employed:

Firstly 2 number of assislanls were needed to initiate the research in German
univarsities chosen for the survey. E-mails were sent fo personal acquaintances
and friends of the researcher, inguiring whelher or nol they would care to assist in
lhe survey. The e-mails contained a brief description of the research, lhe tasks Lhe
regearch assistant would have to fulfil and the reguired time involved. They were
alzo asked to suggest further potential assistants, who might be willing to
participate.

Via this melhod 37 people were approached o cover all areas of interasl for lhe
survey, of which 22 agreed to assist (see Appendix 1.6 Resulls Research
Assistants).

An envelope containing a cover letter, giving a short overview of the survey and
briefing the assistants, a self-addressed stamped envelope and a number of copies
of the questionnaire were sent Lo the assistants (see Appendix 11.7 Cover Letter to
Research Assistanis {(German) and Apgpendix 11.9 Questionnaire German).

The cover letler described precisely how the survey had to be conducled, who the
target group was and how lhey had to be approached”.

The proposed method of distributing lhe questionnaires was to hand these to a
whede class and to collect them after the sludents fillad them in. This helped fo
reduce inconvenience on behalf of the assistanls. Furthermore, there was a twe-
wesk deadline, by which time the questionnaires had lo be senl back to the
researcher. As an incenlive o send back as many questionnaires as possible. the
three research assistantz returning the most completed guestionnaires  weare

affered a amall prize.

" The rescarch assislants were asked to hand the gueashannaires 1o any student at theis university, regasdloss of
her field ans vear of studies.
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O Student Survey Chapter Six

Utilizing those instruments, a response rate of more than 95% was reached. 66%
of the questionnaires sent out were completed and returned. This was much higher

than the researcher expected.

6.2.3 Sample Design

6.2.3.1 Target population

The target population was identified as all “students at institutions of higher
education in Germany” including Universities, Colleges of Education, Colleges of
Theology, Colleges of Art and Music, specialized colleges of Higher Education and
colleges of Public Administration. The term “students” refers to full time students

enrolled in any of the aforementioned institutions.

6.2.3.2 Sample size and selection process

The sample size is dependent on a number of issues, which had to be weighed
against each other. Determining the sample size depends on type of sample,
homogeneity of the population, number of subgroups as well as budget and time
constraints.

“A sample does not have to be representative of the general population, but it must

be representative of the population of interest™.

This survey uses a stratified quota sample involving partitioning the entire German
student population into subpopulations at selected institutions of higher education,
from which a number of elements (students) were separately selected.

The selection method for the institution of higher education was restricted to time
and budget constraints.”* Only institutions where research assistants were found
were used. The final decision whether an institution was selected for the research
depended on whether the potential research assistant was willing to help or not. All

efforts were made to minimize sampling error within these constraints.

% pition, Madden Firtle 1990, p. 266
4 ihid., p. 278
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The study involved all students at given institutions of higher education. That the
survey took place mainly on the campus itself and using a screening question in
addition in the beginning of the questionnaire, assured that the group was fairly
homogeneous and eliminated most unwanted subgroups. The sample size would
not have been as large if the study had not restricted itself to students.

it was decided that, according to sampling rules of thumb, each major subgroup
needed to have an approximate size of 150 respondents; less important subgroups
were to have a minimum of 20-45 respondents.*® Major subgroups were defined
as female respondents who consume tea, male respondents who consume tea and

respondents who consume Rooibos.

To ensure the required sample size was achieved, the number of elements
sampled from each stratum should be between 20 and 45. This was also the
number of questionnaires sent to each of the research assistants. The number of
elements at each institution of higher education was additionally limited to this
particular amount to avoid inconvenience on behalf of the research assistants.

The selection of elements within each stratum was to be conducted on a non-
probability sample, using a convenience sampling method where the respondents’
participation was voluntary leaving the selection of approached students to the
research assistant.

The applied methodology of sampling, as well as the sample size, can be justified
by the nature of the research. Due to the sample selection methods and the limited
sample size, the ‘projectability’ of the results to the whole German student
population may not be given. Therefore, the results tend to have more of a
qualitative character than a precise statistical value. This will be strongly
considered in the final conclusions of the survey.

5 Churchill 1995, p. 644
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6.2.4 Costs

The approximate costs for the student survey were distributed as follows:

Pﬁﬂtmgqu@%@maures and cover iette-rs $ 7 fagit ‘R “400
Mailir;g costs | R 600
Research assistants (capturing and statistical analysis) R 1000

Figure 6 - 4
6.2.5 Questionnaire

6.2.5.1 Types of questions

Different types of questions were used for the questionnaire. The questionnaire
began with a screening question’®, asking the respondent for his/ her current
occupation, in order to verify if he or she belongs to the target group. Only
questionnaires filled out by full time students at a German university were used for
the analysis.

One of the most widely used scaling techniques in commercial marketing research,
non-comparative or monadic scaling‘m, was used in questions such as question
4.2-h, in which the respondent was asked to evaluate his/ her knowledge of tea.
Dichotomous questions*® - questions that could be answered by choosing one of
two possible answers - were used several times (Question 2.1, 3.1, 6.7). These are
easy to administer and tabulate and usually evoke a rapid response.

Questions 1, 2.2, 3.2, 3.3 and 5.2 use the mulliple-choice format. As those
questions did not cover all possible alternatives, open-ended answers were added
in some cases to capture true responses.*® So-called probes*'® were used in
questions 1, 2.2, 3.1, 3.3and 5.2.

% MeDaniel, Gate 2004, p. 273

7 pitlon, Madden Firtle 1980, p. 340

“% mcDaniel, Gate 2004, p. 245

2 ihid., p. 246

4% Aaker, Kumar, Day, George 2004, p. 320
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Scaled response questions were used in questions 2.3, 2.4, 4.7 and 4.2. In these
the number of categories played an important role. The reason for using a
relatively small number of categories (5) for these questions, is that the
respondents might not have been capable of making firm decisions if there were
more choices, which would produce ambiguous data.*"’

The uneven number of scale items allow the respondent to be neutral regarding

the objective under scrutiny*'?

. The Likert-Scale scaling technique is used to judge
statements of beliefs or intentions of a large number of items. Each item reflects a
favourable or unfavourable attitude toward the objective in question. Respondents

were asked to rate their attitude using the five point category-labelled scale*'.

6.2.5.2 Questionnaire design

The questionnaire design plays a vital role in the success of the survey*'. The
general layout was adopted from a questionnaire used by HIS (Hochschul-
Informations- System) as this particular layout has been successfully used before.
The 12 questions were distributed on one sheet. Wording of the questions was
kept short and simple, as the number of words in any question should not exceed

20 in accordance with Aaker et af..*"°

To avoid uncertainties and discrepancies when filling out the questionnaire, brief
instructions preceding the question were given on how to mark particular answers
and what to do at skip patterns given. When more specific instructions were
necessary, a different font style was used to highlight the directions.

In some cases answer categories were accompanied with explanations of
expressions or specific examples to ensure the respondents were able to classify
their answers to the appropriate category.

To increase layout clarity, including reducing an overcrowded overview and relating
scales and boxes to the correct answer, numbers of simultaneous questions that
used the same set of response categories were formatted using either a matrix or

grid.

1 cox 1 1980, Journal of Marketing Research and Givon, Shapire 1984, Journal of Marketing Research in Dillon,
Madden Firtle 1990, p. 356

2 nitlon, Madden Firtle 1990, p. 3571358

*® Schiffman, Kanuk 2004, p. 38

4% Dition, Madden Firtie 1900, p. 377

% paker, Kumar, Day, George 2004, p. 322
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The general order of questions was stratified from the most general, i.e. all kinds of
teas, to the specific topic of interest, Rooibos tea. This was hoped to avoid refusal
in case the respondent does not know Rooibos tea. Questions belonging to the
same topic were listed together.

The first question was significant to the survey, yet uncomplicated and non-
threatening to the respondent, which helped the respondent begin. Demographic
questions were asked at the end of the questionnaire.*'

Skip patterns, as used in question 2.7 and 3.7, were uncomplicated and as close to
the answer as possible.

When designing the questionnaire and wording the questions, it was taken into
consideration that the target group was German speaking young people. Therefore
the respondents were addressed as “Du” (familiar form) rather than “Sie” (polite

form), to create a more personal atmosphere,

All questions, as well as the categories of answers, were numbered to provide an
identifiable system for the respondent and to assist data capturing afterwards. How
the data would be processed and analysed afterwards was taken into

consideration.

Pre-testing took place in form of 7 questionnaires®'” given to German students.
After debriefing them with special regards to layout, question sequence, word
meaning, difficulty of'questions, skip patterns and time, minor adjustments were
made to the questionnaire, when problems arose. Coding and capturing data was
also tested by using the 7 questionnaires, which were then prepared into an MS-
Excel spreadsheet.

6.2.5.3 Fielding the questionnaire

Providing inadequate and poor instructions concerning control of the data-
gathering process for the research assistants could lead to invalid information and

conclusions.*'® Briefing the research assistants took place in the cover letter.

“* Dilion, Madden Firtle 1990, p. 380 and McDaniel, Gate 2004, pp. 251-254
7 Hunt, Sparkman Jr., Wilcox 1982, Journal of Marketing Research in Dillon, Madden Firtle 1990, pp. 399-404
8 Dillon, Madden Firle 1990, p. 427
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it referred to the respondents who qualified (students at German universities),
when and where the sample should be selected (in a break between two lectures
at the university, within the set time limit of 2 weeks), the motivation of the
respondents and a short introduction, explaining to the respondents what the

survey is about and how long they ought to spend answering the questions.

6.2.5.4 Processing the data

Data processing began with a quality check. Questionnaires were counted and
checked to ensure proper completion. Three of the 519 questionnaires were
thereafter declared invalid and removed from further analysis. Due to the relatively
small number of questionnaires per research assistant, the check could forego an
additional validation process, where respondents could be re-contacted if
necessary.

The quantity of relevant questionnaires was high enough, requiring no further

questionnaires to be sent to the research assistants.

Data from the questionnaires were transcripted to an MS-Excel spreadsheet in the
order of the questions. Some questionnaires had to be edited to fit into the given
format. From the MS-Excel spreadsheet some of the data were transferred to a
STATISTICA database for further analysis.

Decisions about how certain data had to be captured were made according to the

following criteria:

General

When verifying given answers, discrepancies and uncertainties were found relating
to the actual indication of the answer. When a respondent chose an ambiguous
answer on a scale, the answer closest to the indication was chosen. If this
particular mark appeared in the middle of two answers, half of these answers were
classified as belonging to either side of the answer, keeping potential bias to the

minimum.

Thesis Tobias Gress

190



@ Student Survey Chapter Six

Question 2.2

As respondents often used the open-ended answer to state the frequency of their
tea consumption, these answers had to be sorted into the given categories. A new
category was introduced: “Less than once a month”. If the written answer was 4
times or more a week, category 4 (daily) was chosen. If the respondent stated that
he or she consumed tea less than 3 times a week, his/ her answer was designated
as category 3 (once a week). If the answer was “not regularly” or “only when ill”,
category 0 (less than once a month) was chosen. Finally 22 respondents drink tea
regularly in winter but rarely in summer: this answer was considered as category 2

(once every two weeks).

Question 2.3

Some respondents marked multiple answers, despite instructions asking them not
to. To avoid a loss in potentially important information, these answers were kept. In
some cases respondents filled out all columns without stating that they drink that
specific tea at all. These data were excluded from the analysis.

Question 3.2
This question was also changed to a multi-response format as most of the
respondents ignored the instructions and marked more than one category.

Question 4.1 and 4.2

Whilst capturing the data, a few relevant questions were not answered. To be able
to test hypotheses completely, median substitution was used so as not to loose
valuable information. The substitutions do not affect the results of the data

analysis.

Question 5.2

In this question, the respondent was asked to choose a category of study or to add
one in the open-ended category. Initially, attempts were made to sort answers into
categories. In comparing answers between students filling in the questionnaire
during the same class, it became clear that students were classifying their field of
studies incorrectly. It was subsequently decided to eliminate this question when

analysing the questionnaires.

Thesis Tobias Gress
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6.2.5.5 Sequence of questions

The questionnaire was structured in five parts. The first question was for
classification of the respondents and to find out if they belonged to the target
group.

1. Was ist deine momentane Beschiftigung? Name und Ort der Hochschule (What is

your current occupation? Name and place of the University)
Only questionnaires filled out by students studying at a German university were

used. The second part was about tea in general.

Question 2.1 was a filter question.
2.1 Trinkst du Tee? (Do you drink tea?)
If answered negatively, none of the additional questions applied to the respondent,

and they were asked to complete only the last section, concerned with
demographics. Question 2.2 was a follow-up question to specify the respondent’s

tea drinking habits.
2.2 Wie oft trinkst du Tee? (How offen do you drink tea?)
This guestion was formatted as multiple-choice with a further option of elaboration

if none of the four categories applied. Question 2.3 was in the form of a matrix as

the 7 * 5 questions used the same categories as answers.
2.3 Welche Art Tee trinkst du und was ist dir dabel wichtig? (What kinds of tea do you
drink and what Is important for you?)

The respondent was asked to skip questions concerning kinds of tea he or she

never consumes, as answering these would cause bias to the complete data.

The first column required the respondent to indicate the frequency of tea
consumed. This was a dichotomous question allowing the respondent to choose
between only two answers: selten (rarely) and regelméssig (frequently). If this
question was not answered, additional related answers were dismissed.

Columns 3, 4 and 5, Genuss, Gesundheit, Preis (Enjoyment, Health, Price)
required the respondent’s attitude towards the importance of these attributes.

The questions were scaled-response questions using a Likert-scale to indicate the
applicable answer.

The last column Kaufe ich meistens im... (I usually buy (tea) at...) offered five
different possible sources of which the respondent was asked to chose only one.

Thesis Tobias Gress
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The last question in this section was meant to find out about the importance of
Qualitat, Hersteller (Marke), Verpackung (Quality, Producer (Brand), Packaging)
when purchasing tea.

2.4 in welchem MalBle achiest du beim Teekauf aufl.. (To which extent do you pay
attention to the following when buying tea?)

To answer this question, the five point Likert-scale was used again.

The three questions of the third section as well as the first question of the fourth
section dealt specifically with Rooibos tea.

Question 3.1 was a filter question, which lead the respondent directly to question
4.2 if he / she responded that he / she does not consume Rooibos tea. In this case

the reason for this was also asked.
3.1 Trinkst du Rooifbuschtee? (Rotbusch, Rocibos, Rooiltea) (Do you drink Rooibos
tea?)

If the respondent indicated he / she does drink Rooibos tea, the following was

asked:
3.2 In welcher Form trinkst du Rooibuschtee am hiufigsten? (in what form do you
typically drink Roolbos?)

The possible answers consisted of two parts: the flavour and the method of

preparation. The respondent was asked to choose only one of the 6 possible
combinations. Question 3.3 dealt with the respondent’s purchasing behaviour

regarding Rooibos tea.
3.3 Woher kommt der Rooibusch Tee den du trinkst? (Where is the Rooibos, that you
drink, purchased?)

Formulating the question in this way eliminated confusion as to whether or not the

respondent ought to answer this question in case he / she does not actually
purchase the product himself / herself. More than one category given was possible
to mark as relevant to the respondent. The option to include additional sources
other than those already stated were encouraged to be written down.

Section four required the respondent to state to which extent he / she agrees to 13
different statements, using a Likert-scale. This was divided into two questions, the
first one using statements referring specifically to Rooibos tea and the second

question dealing with tea in general.
4.1, 4.2 in weichem MaBe stimmst du diesen Aussagen zu: (To which extent do you
agree with the following statements?)

Thesis Tobilas Gress
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The last part of the questionnaire was intended to conduct demographic

information. The sex and field of studies was required from the respondent.

5.1 Geschiecht { sex)
5.2 In welchen Bereich ldsst sich dein Studienfach einordnen? (in which category do
your studies belong?)

Question 5.2 also gave the respondent the opportunity to specify his / her answer if

none of the given categories applied.

6.2.6 Working Hypotheses used for Questionnaire

e H" Most German students drink tea.

e H?% Students who do drink tea do so on a regular basis.

o H% The tea drinking habits of students are not limited to one type of tea.

e H* German students prefer to drink fruit and herbal teas.

» H% When buying tea, quality plays the most important role regarding
decisions concerning purchasing.

¢ H® Most of the tea drinkers consume Rooibos.

o H’: More female respondents drink Rooibos tea than male respondents.

o H®% The main reason respondents do not drink Rooibos is because they
do not know of it.

o H® The most popular form of Rooibos is flavoured tea bags.

o H": Rooibos is predominately purchased in supermarkets.

o H'": Tea-specialists are rarely approached when purchasing Rooibos.

o H'% Health food shops are rarely approached when purchasing Rooibos.

e H'": The main reason why people consume Rooibos is its taste.

o H™: Rooibos is not consumed because it is a cheap beverage.

o H'™: The health attributes of Rooibos play only a minor role for
consumers.

e H'™: The main health attributes of Rooibos are that it is healthier than

black tea and does not contain caffeine.
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® H17:
® H18:
® H19:
o H*
® H21:
o H%

® H23:
® H24:
o H%

o H%:

Most teas are consumed for enjoyment. Health plays a minor role.
P