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RETAIL FOOD SECTOR REPORT
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. Market Summary

The average Korean household will spend about $4,000 on food products this year, driving a vibrant retail food sector.
This sector is undergoing arevolution in South Korea, with traditional markets, mom and pop stores, and even
department store food sections giving way to supermarkets and hypermarkets. This restructuring in food retaling is
dready bringing about changesin distribution channds, aswell as consumer purchasing habits.

While the advent of the hypermarket in Korea came about only 4 years ago with achange in local laws, recent studies
indicate this new format has already garnered 20 percent of the retail food market. The number of hypermarketsis
expected to grow from about 100 today, to 200 by 2005. Hypermarkets (known as “discount stores’ in Korea) are
generdly located in suburbs or satellite cities, outside of mgor city centers. Not only are land costs lower, but locations
areided next to high dengity blocks of gpartment buildings, populated with young families.

Supermarkets have been common in Korea since the 1980’ s, but the economic crisis of 1997 and 1998 has prompted
aconsolidation in the industry, one that is likely to continue. While in the past supermarket chains tended to be smdll,
the trend is for larger numbers of outletsin a chain, with more efficient distribution systems. Convenience soresare a
relatively recent arriva, but have quickly filled agap of consumer demand. Some chains dready boast 500 outlets,
Stuated both in congested city centers, aswell as suburban aress.

The future of the retail sector in Koreaiis likely to be a greater market share by hypermarkets, supermarkets, and
convenience stores. Thiswill come at the expense of traditional markets, mom and pop stores, and to a lesser extent,
department stores. A small but rapidly growing segment of the retail industry (though not yet a player in the food
sector), isdirect sales from televison and the internet.

Currently, few of the large retaillersimport products directly. Rather, the retallers purchase from specidized importers.
Most of these importers have their own digtribution networks. Many industry sources predict the large retailers will be
driven to importing directly in the name of efficiency.

Korea has the reputation of being a difficult market to enter. However, most U.S. exporters now seling here will dso
opinethat it is “worth thetrouble’. It is noteworthy that the United States generally maintains balanced trade with
Korea, and sometimes achieves a trade surplus — quite different from the situation with many other Asian countries!
Exporters must be willing to conform exactly to labeling requirements and export documentation. Certain food
additives gpproved in the United States are not approved in Korea, gpprova of new additives or ingredients is lengthy
and difficult. The Food Additive code currently approves over 500 additives.

An important aspect of exporting to Koreais the persona relationship that a sdller forms with theimporter. This
relaionship generaly must be formed before an export saleis made. One should not expect to make a sale soldly by
fax or email contact, though thisis possible.
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The Korean Retail Food Market:

Advantages Chdlenges

46 million consumersin adensdy populated area. | Inefficient and Cosily Digtribution
Affluent Population (per capitaincome $10,000
annudly)

Government import barriers are fdling. High margingmarkup on imported products.
Koreaimports 70 percent of food needs.

New retail formats provide lower cost productsto | Few large retailersimport. Thereisalack of
consumer. commitment to promote new products.

Y ounger generation of Koreans morewillingtotry | Korean food culture is very strong, changeis
imported products, adapt to western tastes. dow, and an aversion to imported products
dill exists among some.

Table1l: Vaueof overdl retal food sdes over the past 5 years.

Unit: Million US$ (Exchange Rate: $/1,200Won)

Description 1994 1995 1996 1997 1998
Superstores/ 3,515 4,323 4,840 6,760 7,321
markets &

Convenience 346 425 478 546 521
stores b/

Traditiond N/A N/A N/A N/A N/A
market

al:Source: The yearbook of distribution industry ‘99 by Korea Superchain Association
b/:Source: Convenience Stores Management Tendency ‘99 by Korea A ssociation of Convenience Stores

Table2: Vaueof imported Consumer Ready vs. Domestic Food Products over the past 5 years

Unit: Billion US$ (Exchange Rate: /1,200 Won)

Description 1994 1995 1996 1997 1998
Imported Food 1.73 2.23 2.49 2.6 1.42
(CIF value)

Domestic Products 19.5 21.9 24.8 25.6 N/A
(ex factory price)

Source: Korea Trade Information Service (KOTIS)
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Source: Report of Mining & Manufacturing Survey 1998 by National Statistical Office Republic of Korea

Table3: Number and type of retail outlets (1998)

Description Number of outlets
Superstoresmarkets 1,343
Convenience stores 1,978
Traditional market 2,652
Source: Nationwide Wholesale & Retail Business Statistics issued by Korea Chamber of Commerce

Il. Road Map for Market Entry

A. Entry Strategy

The entry Strategy for superstores, supermarkets, and convenience storesis currently smilar in Korea. The current best
strategy to enter the market with new processed food productsis to contact and work with areputable importer. This
may change in the near future, as hypermarkets assume alarger role in importing. Many of these importers are
independent, and supply awide range of retail outlets. Others may be larger food processing firms, interested in
importing “private label” products to expand their lines. The exporter must support the importer by providing proper
labeling and documentation to facilitate the import process.

The ATO in Seoul maintains a current list of importers of various categories of processed foods and food ingredients.
Best of al, we provide an unbeatable venue for an exporter to introduce new products to the market, and meet
importers, at the Grest American Food Show! The next addition of this event will be held in Seoul March 14 to 16,
2000.

B. Market Structure

Few large supermarket or hypermarket chains now import directly. Instead, most importers of consumer ready food
products operate independently, offering products for the supermarket purchasing managers. These managers tend to
be risk averse, many are not familiar with imported products or brands, and are wary of trying new products. This
limits the availability of imported processed foods to the Korean consumer. The importer is required to bear a great
amount of the risk of placing a new product on the shelf.

The gtructure of distribution and the market is undergoing change due to entry of the hypermarkets. Traditiondly, most
imported processed food products enter the country through the port of Pusan. From there, the products are
trangported to an importers warehouse, and would be distributed to individual department stores as needed. In the
department stores, the supermarket is generdly located in the basement or the first floor. Importers must lease space,
and even supply sdes saff to sal their products. In effect, these department stores operate as a collection of “mom
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and pop” outlets under oneroof. Didribution isinefficient, markups are high. Imported products are “ segregated” in
gourmet style sections, and consumers pay a high price for the convenience of shopping in centra urban aress.

In the case of hypermarkets, importers deliver their products to the distribution center of the hypermarket. The
products are then digtributed through the didtribution channe of the hypermarket. Though a sgnificant amount of
processed food products are imported and sold in these large format retail markets, only a portion are recognizable and
packaged as mgjor U.S. brands.

Most hypermarkets and supermarkets have a deli section, with hot prepared foods to go, sushi, and foods prepared for
cooking a home. The peak shopping timein many retail food storesis from 4 to 6 on weekday afternoons, when
housewives (or women working outside of the home) purchase food for the evening medl, as well as other future needs.

The Processed Imported Food Distribution Channel

Ship to Warehouse

* Customs broker meets product at vessel

* Operator transports product from vessal to dock

* Operator trangports product from dock to customs yard

Warehouse to Ingpection
*Operator transports product from customs yard
to bonded warehouse — Customs and quarantine inspection.

Pusan to Seoul

* Operator transports product from bonded warehouse to delivery truck
* Truck driver transports product to Seoul

* Operator unloads product to Seoul warehouse

Seoul Digribution

*Driver ddivers to second tier distributor warehouse
*Driver ddiversto third tier (neighborhood) distributor
*Ddivery by varvamall truck to retaller

The digtribution channel for products destined for retail sdein Koreaiislong and complicated. It evolved to digtribute
products to many neighborhood “mom and pop” outlets, and for the most part, has not yet changed to accommodate

largeretall outlets. Imported products face the additiond challenge of passing through the port and customs clearance
procedures.

About 90 percent of imported processed foods arrive at the port of Pusan, and are transported overland to Seoul.
About hdf the population of Korealives within 25 miles of Seoul.

Digtribution within Seoul itself can be complicated. Digtribution tends to be by area and neighborhoods. It is possible
for the product to pass through severd digtributors on the way from amain warehouse to the retail store. It may
typicaly take one to two months for products leaving the U.S. West Coadt to reach consumers in the Seoul area, and
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longer if the products originate from a Gulf port.

The digtribution system tends to be dow and expensive, with imported products on the retail shelf costing 200 to 700
percent of the equivaent price in the United States.  However, it isrdiable, and importers are adept at working within
this system.

Therapid increase in the number of larger retail formats, such as discount stores, has exposed the limitations of current
digtribution channdls. Someretail and HRI businesses are dready “legpfrogging” this cumbersome ditribution system
by importing direct. Thisisbound to occur more and more frequently in the future, and will result in substantial cost
savings. Presumably, competition will trand ate these cost savingsinto lower prices to consumers.

C. Company Profiles

Table4: 1. Hyper markets or super Centers, Club and Warehouse Outlets 1/, Super stores 2/ and
Supermarkets in Department Stores 3/

(Exchange Rate : $/1,200 Won)

Retaler Name and Ownership | Sdes No. of | Locations Purchasing

Outlet Type (1998) Outlets | (city/region) Agent Type

E Mart 1/ | Korea $499 Mil. 15 Seoul/ Purchase from
Nationwide Importers

Kims Club 1 | Korea $310 Mil. 15 Seoul/ Purchase from

food cultureisvery Nationwide Importers

strong, changeis slow,
and an aversion to
imported products still
exists among some.

HanaroClub 1/ Korea $151 Mil. |2 Seoul N/A
Carrefour v | France $142 Mil. 8 Seoul/ Direct Import/
Nationwide Purchase from
Importers
Magnet 1/ |Korea $129 Mil. 6 Seoul/ Purchase from
Nationwide Importers
Costco vV jus $125 Mil. 3 Seoul/ Direct Import/
Nationwide Purchase from
Importers
Wamart v u.sS N/A 4 Seoul/ Purchase from
Nationwide Importers

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #K9103 Page 7 of 11

LG Digtribution Korea $225 Mil. 59 Seoul/ Purchase from
2/ Nationwide Importers
HawhaDistr. 2/ | oreq $152 Mil. | 46 Seoul/ Purchase from
Nationwide | mporte*s
Seowon Digtri. 2/ Korea $139 Mil 30 Seoul/ Purchase from
Nationwide Importers
Nonghyup Distri. Korea $92 Mil 13 Seoul/ N/A
2/ Nationwide
Lotte Department Korea $499 Mil. 10 Seoul/ Purchase from
Store' s Supermarket Nationwide Importers
3
Hyundai Department | Korea $375 Mil 11 Seoul/ Purchase from
Store’' s Supermarket Nationwide Importers
3
Shinsege Korea $47 Mil 5 Seoul/ Purchase from
Department Store's Nationwide Importers
Supermarket 3/

Source: Report of Retailers Management Tendency by Korea Chamber of Commerce and Industry Contract

2. Convenience Stores

Convenience stores are growing rapidly in Korea, and in some aspects, are replacing the neighborhood mom and pop
outlets. Thefirst convenience store opened in 1988, over 2000 outlets are now in operation, and this number could
doublein 3to 5 years. Though they do not carry fresh fruits and vegetables, many sdll staple foods as well as avariety
of snack foods, microwaveable foods, ice cream, and awide range of beverages.

U.S. exporters can target these chains of convenience stores for candies, snack foods, and beverages, though none
currently import directly.

Table5: Company Profiles of Convenience Stores (1998)

Retaller Name Ownership Sales (1998) No. of | Locations Purchasing
and Ouitlet Type Outlets | (city/region) Agent Type
LG25 Korea $141 Mil. 496 Seoul/ Purchase
Nation wide from
Importers
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Family Mart Japan has $134 Mil. 493 Seoul/ Purchase
20% and Nation wide from
Korea has Importers
80%.
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Lawson a | Korea $69 Mil. 262 Seoul/ Purchase
Nation wide from

Importers

7-11 al | Korea $43 Mil. 171 Seoul/ Purchase
Nation wide from

Importers

Buy theway b/ | Korea $42 Mil. 161 Seoul/ Purchase
Nation wide from

Importers

Mini Stop b/ | Korea $38 Mil. 160 Seoul/ Purchase
Nation wide from

Importers

CircleK Korea $29 Mil. 111 Seoul/ Purchase
Nation wide from

Importers

AM PM a | Korea $18 Mil. 112 Seoul/ Purchase
Nation wide from

Importers

LG Star Korea $6 Mil. 94 Seoul/ Purchase
Nation wide from

Importers

Source: Convenience Stores Management Tendency ‘99 by Korea Association of Convenience Stores
al: Technological introduction from U.S.
b/: Technological introduction from Japan

3. Traditiona Markets and Mom and Pop Independent Grocers

The traditiond “mom and pop™ grocers carry awide range food products, generdly including asmall stock of fruits and
vegetables. They may carry some imported products, but mainly localy produced process foods (which may be
produced from imported ingredients).

While we certainly support the concept of the small, independent grocer, we do not see this as a dynamic sector where
marketing of U.S. processed food products will dramaticaly increase. In fact, with the growth of the supermarkets,
hypermarkets, and convenience stores, the share of processed food products sold by these smal grocers will most
likely decline Sgnificantly over the next ten years.
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Traditional markets in Korea take the form of large wholesale markets, and local town markets. They tend to
gpecidize in produce, fish, and mests, rather than processed foods. The wholesale markets serve as sources of supply
for the small mom and pop grocers. Consumers may also purchase at these wholesale markets, and do so to obtain
fresh products at a price lower than in a downstream market outlet.  Again, we do not recommend an exporter target
this market format.

[11. Competition

The domestic food industry offers the mgjor competition to U.S. exportersin most categories. Thisis naturd, asthe
domestic industry is geared to the Korean consumer tastes, and produces traditional foods. The domestic horticultura
industry produces superb qudity, frequently greenhouse grown. Theloca processing indudtry is very sophisticated, and
often usesimported ingredients. The Korean consumer is generaly biased toward locally produced products.

Severd for European owned companies (Carre four and Tesco) are present in the market, with the former being one of
the few retail operations which currently carries out direct importing.

On the processed food side, the U.S. maintains about a 35 percent share. Magor competition comes from the
European food processing industry. On meats, and cheeses, Austrdia, New Zedand, and Europe are the mgjor
competitors. On certain products, other countries are strong players, such asis the case with fruit juices, where Brazil
supplies amogt half of the market. 1n most cases, the competition to aU.S. food product islocally produced, and not
made and exported foreign competitor. A notable exception is wine, where Europeans dominate the market.

V. Best Product Prospects

Red Meat Fresh Citrus, certain Vegetables
Poultry Mest Dairy Products

Seafood Canned, Frozen Fruits and Vegetables
Snack foods Confectionary and Candies

Wine Pet Food

V. Post Contact and Further Information

For further updated information on how to export to the Korean market, look for the Export Guide to Korea, available
December 1, 1999.

Loca Address: U.S. Mail Address.
Agriculturd Trade Office ATO AmEmbassy - Seoul
Room 303, LeemaBuilding Unit 15555

146-1, Susong-dong, Chongro-ku APO AP 96205

Seoul, Korea

Phone: 82-2-397-4188
Fax: 82-2-720-7921
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Emall: atoseoul @fas.usda.gov
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