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SECTION |. MARKET SUMMARY

In the last four years the Peruvian economy grew by 2.5 percent in1996, 7.2 percent in 1997, 0.3 in
1998 and 3.4 percent during 1999. The service sector representing 59.6 percent of Peru’s GDP, about
haf of which are HRI businesses. In the opinion of experts the HRI is the most important component of
the service sector because of its direct relaion with tourism. The government plans to devote more
efforts on this sector, particularly during the present year and is expected a favorable tendency of
growth in the short term. The HRI is dill small in terms of sales but has strong growth potentid. Sales
datafor the three most recent years for which it is available are provided below:

HRI Food Service Salesin Peru
(in thousands of dollars)

Sales Sales Sales

Sub-Sector CY9% CY97 CY98
Hotels & resorts (restaurants 11,044 11,794 11,428
and catering)
Regtaurants (fast food, family 34,910 37,280 36,127
syle, etc.)
Ingtitutional contracts 6,059 6,470 6,270
(airport)
Total 52,013

Demographic characteristics. 41 percent of the Peruvian population is between 10 and 29 years old,
and important fact for the growing fast food sector.

Growing number of women in the workforce: By 1998, women make at 43 percent of the
workforce. Thisimportant working sector of women has adso spurred demand for ready to eat medls.

Hotels & Resorts: This sector offersinteresting opportunities for processed food products. Market
demand is satisfied by domestic products basicaly fresh products. Its growth is closdy related with
tourists internationd arrivals. During 1995-1996, the number of tourists grew by 15.4 percent per year.
In 1998, the number of hotel beds grew by 300 percent, while demand grew by 200 percent. Inthe
hotel industry food and beverages including liquors represent 35 percent of total revenue of which
imported products represent 5 percent.  The sector growth is correlated with the increase of tourists
arivas. A very important fact is the under control of terrorism, generating an increase by 37 percent
per year during the period 1993-1999. It is estimated that this growing trend will continue in the coming
years.
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Restaur ants: This sub-sector counts first class resaurants and fast food chains. Growth in this sector
is highly correlated with the increase in the purchasing power of the population:

& In 1997, the average monthly income of the urban population on a country-wide basiswas.
Management $2,114; white collars $468; blue collars $214. In Limawas: Management $2,353;
white collars $500 and blue collars $224.

€& In 1998, the average monthly income of the urban population on a country-wide basis was.
Management $1,982; white collars $409; blue collars $181. In Limawas: Management $2,206;
white collars $439 and blue collars $188.

€& Itisobserved anegative decrease in the occupationd levelsindicated above both in Limaand
country-wide: Management minus 15 percent; white collars minus 12 percent and blue collars minus
6 percent.

& Limawhichisthelargest market, the average family incomein dl socid economic levels has
reported a negative impact in the last five years. In 1995 = $629; 1996 = $640; 1997 = $581;
1998 = $538; 1999 = $307. Though in the period 1995-1999 the family incomein Lima has falen
by amost 50 percent, due mainly to the actual economic recession of the mgority of the population.
Despite the current recession, analysts predict a sub-sector growth of 5 percent in 2000.

Ingtitutional: Theingtitutional sector comprises restaurants and cafeterias located within private or
public enterprises, aso a hospitas, universties and arports country-wide. 1t demands large volumes of
food, dmost dominated by fresh and domestic products. Though it does not congtitute a significant
prospect market for American exporters. However, it'simportant to consider the use of vending
machines which are very well positioned in this sector, cregting an interesting window for imported
products such as snacks, candies, chocolates, and beverages. Its sale structure is based on 30 percent
imported varieties and 70 percent domestic products. U.S. exporters should focus on strong
promoationd activities to boost sde opportunitiesin conjunction with their local importers/ditributors.
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Advantages and Challenges of Exporting to HRI Sector in Peru

Advantages

Challenges

U.S. fast food and restaurant chains are
becoming more and more popular anong
Peruvian consumers. Though it represents a
growing demand for imported food products.
These indtitutions, direct or indirect simulates
demand for U.S. food products and
ingredients.

Peruvians typicaly consume fresh food such as
fish and chicken and the traditiona locad menu
"criollo”, rendering bresking with culturd
traditions aredly true chalenge for exporters of
processed food.

The sharp decline of terrorism in the past
decade has spurred renewed the tourism
sector.

Domestic producers prefer to buy domestic
food products at lower prices rather than
imported food products.

The indtitutional sub-sector consumes more
domestic processed products, mainly due to
lack of specidized U.S. suppliers. U.S.
exporters should develop aggressive marketing
efforts on this sub-sector.

The inadequate of facilities for tourists and in
some citiesthe low quality of services,
discourage longer stays of internationa tourists.

The geographic location of Peru in South
Americaand its growing tourism sector favors
the entry of mgor internationd hotdl chains
demanding more U.S. food products.

South American neighboring countries like
Argentina and Chile have a naturd advantage
born of proximity.

The increase of vendor machines as point of
sdes at the indtitutional sub-sector, offers an
excellent window for imported products such
as snacks and confectionary.

The spread of thousands of smdl low price
restaurants not handling imported food
products.

The popularity of American culture carries
over to prefer American food.

Import tariffs ranging from 12 to 25 percent.
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SECTION Il1. ROAD MAP FOR MARKET ENTRY
A. ENTRY STRATEGY

& An American exporter can approach the Peruvian HRI market through alarge importer or through a
specidized importer/retailer and/or through alarge distributor/wholesder. Exporters should work
closdy with "chefs' to develop adtrategy to incorporate products in traditionad and specid menusto
generate increased demand by loca consumers.

€& Insome cases, internationd franchisesimport directly for their own chains due to the lack of
Spoecidized retailers to cover demand.

& Probably what is most important in Pery, is the qudity of contact. It's highly recommended thet the
exporter persondly vigt the importer with whom you have to do business. The market strategy will
depend on the exporter, the type of product and the Peruvian partner to develop the brand. The
local partner identified should be able to provide market inputs, updated information on market
consumer trends and guidance on market opportunities, including al related aspects of trade
businessin Peru.

& Thelocd importer, specidized retailer or large distributor wholesder, joint venture partner or
franchisee should be wdl known by the American company before any permanent contractua
arrangement is committed.

B. MARKET STRUCTUR
E .
E Distributor/
- ' Wholesaler

Hotel, Restaurants,
Vendor Machines
(Institutions)

€ Intermsof sdesthe HRI sector is dominated by domestic sources because of low prices and the
fact that local consumers prefer fresh food products.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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C. SUB-SECTOR PROFILES

1. Hotelsand Resorts

Hotelsin Peru 1998 L ocation
Category #Outlets | Lima | % [Provinces| %
three-stars 140 37 62 103 9]
four-stars 19 13 22 6 5
five-stars 14 10 16 4

Total

€ Thevast mgority of tourists are from developed countries, particularly from the U.S. (more than 20
percent of market sharein the last ten years), and the fact that thistrend is growing, a potentia
market for consumer ready products is expected to occur.

€ The niche market for American exporters are four and five-star hotels which specidized in
internationa cuisine using higher proportions of imported food products.

Principal "5 Stars' Hotelsin Peru

(*) A Marriot Hotel has recently inaugurated on July 2000.

Sales Number of Type of Purchasing Agent(s)
Company Name Outlets Location

Las Americas n/a 1 Lima Distributor, Wholesaler
El Pardo Hotel n/a 1 Lima Distributor, Wholesaler
Hotel El Olivar n/a 1 Distributor, Wholesaler
Swissotel -Lima n/a 1 Lima Wholesaler, Distributor
Bruce n/a 1 Lima Distributor, Wholesaler
Miraflores Park Plaza n/a 1 Lima Distributor, Wholesaler
Los Delfines n/a 1 Lima Wholesaler, Distributor
Hoteles Sheraton Peru & n/a 1 Lima Distributor, Wholesaler
Towers

Country Club de Lima n/a 1 Lima Distributor, Wholesaler
Miraflores Cesar”s Hotel n/a 1 Lima Wholesaler, Distributor
Hotel Monasterio n/a 1 Cuzco Wholesaler, Distributor
Gran Hotel EI Golf Trujillo n/a 1 Trujillo Wholesaler, Distributor
Libertador Cuzco n/a 1 Cuzco Wholesaler, Distributor
Libertador Arequipa n/a 1 Arequipa Wholesaler, Distributor

UNCLASSFIED
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2. Restaurants

Restaurantsin Lima
Category | #Outlets

Third-Class 78
Second-Class 19
First-Class 27

Totals

& Themarket for American exportersis bascaly composed by first-class restaurants located in
Lima City and few othersin other main tourist cities like Cuzco.

Ten Top Restaurants in Lima

Sales Number of Type of Purchasing
Company Name Outlets Location Agent(s)

Brujas de Cachiche n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Costa Verde n/a 1 Lima |Wholesaler/Distributor/Imp
orter

La Rosa Nautica n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Villa Nova n/a 1 Lima |Wholesaler/Distributor/Imp
orter

El Sefiorio de Sulco n/a 1 Lima |Wholesaler/Distributor/Imp
orter

El Mono Verde n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Lung Fung Chifa n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Royal n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Bruce Restaurant n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Costa Linda n/a 1 Lima |Wholesaler/Distributor/Imp
orter

Source: First class or Luxury, classified by the Ministry of Industry, Tourism, Integration and
International Trade -- MITINCI).
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3. Fast Food Chains

é The sub-sector of restaurants include loca and foreign franchise chains, as well as corporate
non-franchise chains. The profile of fast food chainsis asfollows.

Profile of Franchise Chainsin Peru
A General View of Franchise Fast Food Market: Main Chains (1998)

Chicken Pizza Burger Total
Main Chains 5 2 3 10
Number of outlets 87 32 36 155
Share per Number of 56% 21% 23% 100%

Outlets
Total annual sales $ 33,674,000 $ 14,900,000 $ 21,000,000 $ 69,574,000

Share per sales 48% 21% 30% 100%

Company Name Number of [Sales “98 ?ype I-Darticipation
Outlets  |($Million) %

Chicken
KFC 21 14 |U.S. franchise 29
Norky”s 25 7 |Local chain 15
Roky”s 24 7|Local chain 15
Pardo”s 6 3.4|Local franchise 7
IMediterraneo 11 2.5|Local franchise 5
Supermarkets self- 38 14|Local 29
kervice restaurant
Total 125 47.9 100
Pizza
Pizza Hut 17 11|U.S. franchise 50
Domino”s Pizza 15 3.9]U.S. franchise 18
Pizza Raul 80 2.9|Local chain 13
Pasti Pizza 30 1.1|Local franchise 5
La Romana 4 1.2]Local chain 5
Others n/a 2 9
Total 146 22.1 100
Burger
Bembos Burger 19 11.3|Local chain 49
Burger King 11 7|US franchise 30
McDonald” s 7 2.7|US franchise 12
Others n/a 2.2 9
Total 37 23.2 100

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Total 308 93.2

4. Ingitutional

€& Thissub-sector includes mainly cafeterias located a public and private companies, hospitals,
universities and aiports. Vendor machines are one entry strategy suggested to meet the demand of
this sub-sector. Sales through vendor machines are concentrated in Limain one company a 90
percent. The following table shows the profile of this sub-sector in Lima.

Number
Company Name of Vendor Location Type of Purchasing
Machines Agent(s)

AGS International Service S.A.

(snacks, confectionary and beverages) 700 Wholesaler/Distributor

Sub-Sector Trends:

Based on areport entitled "Andyss of the Tourism Industry in Peru” (Lima 1999), developed
by the center for tourism education CENFOTUR, the University of Ottawa (Canada) and the
Internationa Devel opment Reseach Center of Canada, the Situation and trends in the HRI
sector follows:

€ Duringthelast years, there hasbeen agtrong increasein hotdl infrastructure, mainly in Limacity, of five,
four and three-stars category.

€ Inthe period 1994 and the second semester of 1997, the supply of hotel roomsof five and four-stars
category has increased by 118 percent.

€ Employment generated by restaurantsand hotel shasincreased by 24 percent in comparison with 1987.

€ Aspe actud trends in internationa tourism and the sustained growth of world tourism, it's a good
indicator of potentid in this sector.

SECTION I11. COMPETITION

€ Thebiggest chdlange to exportersisthe cultura preference for fresh products. Also, the tendency
of the HRI sector to use fresh food products at lower prices of direct preparation and not ready to
et medls.

€ Itisedimated that 90 percent of the food market is currently supplied by domestic sources, largely
due to the strong preference for fresh produce plus lower prices, and only 10 percent by importers.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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& The comparative advantage of imported food products consist principdly of the qudity, longer
shelf life, better packaging, nicer and more user-friendly products, and fewer personnd in the
elaboration process.

€& Regading U.S. products versus other importer processed food products in the HRI sector, the
main competitors are neighboring countries like Argentina (meet and dairy products), Chile (fresh
products and wine), and New Zedand (dairy products).

& Thefast food chains purchase loca products such as chicken and processed bread. They import
mainly mest, fries and sauces from the U.S,, Argentinaand Chile.
SECTION 1V. BEST PRODUCTS PROSPECTS

A._Products present in the market which have good saes potential:

€ Snacks High leve of consumption at al market ssgments. During 1996-1998 Peru imported about
$31 million per year. Imports from the U.S. totaled $2 million a 6 percent of market share.

€ Dairy products (other than cheeses): Products highly demanded by loca consumers. In the same
period 1996-1998 Peru imported about $117 million per year. Imports from the U.S. totaed $4
million at 3 percent of market share.

€ Fresnfruits Mainly apples, pears and grapes, consumed during the whole year. 1n 1996-1998
Peru imported about $16 million per year. Imports from the U.S. totaled $1.3 million at 8 percent
of market share.

€ Canned Fruits and Vegetables: Products highly demanded by the HRI sector. In 1996-1998 Peru
imported about $21 million per year. Imports from the U.S. totaled $1 million at 10 percent of
market share.

€ Red mests, fresh, chilled and frozen: Demand is steady. 1n 1996-1998 Peru imported about $21
million per year. Imports from the U.S. totaled $6 million a 29 percent of market share.

B. Products not present in significant quantities but which have good sales potentid:

€ Fresh vegetables: Highly demanded by the sector covered mostly by domestic suppliers. However,
an increasing presence of imported products in the Peruvian market is observed. Peru imported in
the period 1996-1998 about $3 million per year. Imports from the U.S. with their reputable for
quality and reliable supplierstotaled $1 million a 33 percent of market share.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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€ Chees= It has an important demand in the HRI sector, and with high demand in the retailer food
sector. Peru imported in the period 1996-1998 about $7 million per year. In the same period U.S.
imports totaled $1.3 million per year a 19 percent of market share.

€ Others canned foods, sauices, sausages, vegetable ails, french fries, condiments, dressng sdlads,
and confectionary products.

C. Products not present because they face significant barriers;

€ Thereareno specid trade barriers to access the Peruvian market, only the estipulated trade tariffs
and the sanitary certificates required to accompany imported food products.

SECTION V. POST CONTACT

If you have any question or comments regarding this report or need assistance exporting to Peru,
please contact the Foreign Agricultural Service officein Lima at the following address:

American Embassy Lima, Foreign Agricultural Service

Mailing Address: Office of Agricultural Affairs, Unit 3785, APO AA 34031
Address: LaEncalada cdra. 17, Monterrico, Lima 33

Phone: (51 1) 434-3042

Fax: (511) 434-3043

E-mall: AgLima@fasusdagov

For furhter information, check the FAS homepage (http://fas.usda.gov)

»  CéamaraNaciond de Turismo— CANATUR
Santander 170, Lima-18, Pert
Telf. (511) 422-7124, 422-4954
Fax (511) 422-1278
Web-site: www.canatur.org.pe
E-mail:canatur@si.com.pe
Dr. Jorge ZUiiiga Quiroz, Gerente Genera

= Asociacion Peruana de Hoteles, Restaurantes y Afines- AHORA
Elias Aguirre 580, Lima-18, Pert
P.O. Box 10192
Telf. (511) 445-3254, 444-7825, 221-7041
Fax (511) 444-4303, 221-7040
E-mail ahora@mail2.viaexpresa.com.pe
Dr. Jorge ZUiiiga Quiroz, Gerente Genera
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= Minigterio de Indugtria, Turismo, Integracion y Negociaciones Comerciaes Internacionaes
Calle Uno Oeste N° 050, Urb. Cérpac, Lima-27, Pert
Tdf. (511) 224-3347 anexo 359
Fax (511) 224-3412
Web site: www.mitinci.gob.pe/
Arg. Guillermo NoriegaMassa
Director de Desarrollo y Fecilitacion Turigtica
Direccion Naciond de Turismo

= Centro de Formacion en Turismo - CENFOTUR
Jr. Pedro Martinto 320, Barranco, Lima, Pert
Telf. (511) 477-0220, 477-5015
Fax (511) 477-0450
E-mall postmaster @cenfotur.edu.pe
Dr. ElImer Barrio de Mendoza
Director Nacional Proyecto CENFOTUR-BID
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