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Summary:

Concentration

The concentration of the Czech grocery trade has reached ardatively high level by Central Eastern
European standards. 1n 2000, the top 10 players, among which there is not a single Czech company,
achieved a combined market share of 60%. The concentration was kicked off afew years ago by the
ariva of internationa food retail chains and ther fierce beattle for market share. The firmsinclude
Ahold, Tesco, Globus, Ddvita, and Carrefour. Their growth is a the expense of the smdl retailers,
whose stores who are not competitive in price, selection, or hours of operation.

Outlet Structure:

Within three to five years there will a drastic reduction in the number of small stores. From an existing
15,000 stores, only 4,000 or 5,000 are expected to survive. The outcome of this dramatic reduction
process will be the market dominance of modern sdes formats in wholesding and retailing. The number
of superstores and hypermarkets operated in the Czech Republic is growing rapidly. In 1996 there
were only 2 hypermarkets, in 2000 there were 82, and in 2001 there are 105 hypermarkets and
superstores. Total number of sores with 2,500 sg m should top out at around 130. Small stores saw
their tota market share decline from 49% in 1997 to 24% in 2001. Only smal stores that specidize are
expected to survive.

Services

The leve of services provided by retailers has risen recently, resulting in 24 hour operation, home
deliveries, and clerk assstants helping customers put their goods in the plastic bags. Nonexigtent in
1989, food product marketing has skyrocketed in the last few years, including the appearance of house
brands, flyers, and extensive promations. These chains are in aposition to impose various concessons
on suppliers such as extended payment periods and dotting fees. Also new are gas marts, which are
usualy open 24 hours and are combinations of a service sation and a convenience store.

Food Imports:
About 25% of food products are imported, mainly from the EU. Of the American products available,

some have no competition (e.g. microwave popcorn, Tex-Mex foods) and some have domestic (pasta
with sauce, rice mixes) and/or internationa (wine, Spirits, canned produce) competition. No retail chain
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imports directly, al foreign products are purchased through small independent import companies.
SECTION I. MARKET SUMMARY

» the Czech retal sector is developed and comparable to West European standards in terms of
product qudity, product category management, product diversity and merchandising sophigtication

» thevdueof overdl retall food sdesis $7 billion

* inthe next few years the Centra Eastern European retail market volume is expected to grow by 3%
annudly

» roughly 25% of food products are imported

» expenditures on food, beverages and tobacco represent 26% of total consumption

Concentration trend and the number of retailers

» concentration of Czech retall sector has reached ardatively high leve

» thenext sep is going to be differentiation among retailers

 the concentration pesked in the second half of the 90s (in 1996 there were only 2 hypermarkets,
this year there are dready 105 hypermarkets and superstores)

» theaverage retail space per capitawas 365 square metersin 1989, and 10 years later it was 800
square meters

e in 1999 the turnover of the 10 largest companies (37% of the market) was $3.4 billion, whereasin
1998 it was only $2.3 billion, which is a 50% year-to-year increase

Prices and food consumption

» eventhough farmers prices are risng dightly, the largest retailers till dictate food prices and keep
them at ardativey low leve

» food pricesin the Czech Republic arein generd at aprice level haf of the OECD average (cereds.
34%, fish: 42%, dairy products. 51%, ails. 71%, mesat: 61%, fruits and vegetables. 62%) and are
expected to increase to western price levels following EU accession

» food consumption grows by 1.2% - 2% a year and significant change is not expected

Didribution

» noretaler imports directly, al foreign products are purchased through smal independent
specidized importers

» current distribution trend focuses more on the customer than on the product (e.g. importer Hopi
supplies cash-and-carry Makro with most of its products)

Services

* improved service provides a great opportunity for retailersto differentiate themselves

* currently mog retailers offer very smilar levels of customer service, the exception in thisarealis
British retail chain Tesco, which in 2000 introduced a*“24-7" opening hours

» larger supermarkets and hypermarkets offer home/office delivery

» thereare no restaurants or other businesses located in the supermarkets, however, there are usudly
many stores and fast food restaurants right outside the large hypermarkets in shopping malls
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« most hypermarkets and supermarkets sall some ready-to-est items at the deli counter (fried fish,
fried chicken, sandwiches, etc.), the larger hypermarkets sell rotisserie chickens and parts and offer
arange of uncooked seasoned meats and meat mixed with vegetables.

Advantages

Theretall sector isnot only growing fagt, but is
aso changing its structure (from small soresto
supermarkets and hypermarkets) and more and
more resembles Western shopping mals with fast
food restaurants and awider range of food
products.

Challenges

Taiffs - some food items have lower import
tariff ratesif they come fromthe EU - eg., dairy
products and some fruits and vegetables.

The Czech Republic and especidly Prague are
visited by millions of tourists each year who are
used to buying products they know. About 7,000
Americanslive in the Czech Republic dl year
round and in summer the number doublesto
about 15,000 Americans who come for severa
weeks/months and are potentia buyers of U.S.
food products.

U.S. products are imported by small trading
companies, which have avery difficult
negotiating postion with large retail chains.

The Czech economy has shown an annua growth
of 3-4% in the last 18 months, whichisdriving
increased food consumption. Even though priceis
dill the criticd factor, in the future customers will
demand higher qudity products as their incomes
grow.

Priceis ill the most important factor when
making a purchasing decison. Supermarkets
and hypermarkets congtantly offer discounts
and advertise promoted productsin legflets,
which are digributed into households and
influence consumers more than customer loyalty
cards, etc.

Change of lifestyle - people have lesstime and
more money, have better equipped households
(microwaves, freezers), which resultsin more
purchases of prepared medls, frozen meals, etc.

Mesat and meset products including poultry
cannot be imported to the Czech Republic due
to Czech veterinary requirements that are not
yet approved by USDA.

Willingness to try new products, customers enjoy
the fast development in the retail sector and are
open to changing their buying habits - purchases
in new stores and buying new items.

Appreciation of USD which resultsin more
expensve imported products

Culturd influence (movies eic.) increases
consumption of “typica” American food.

Lack of brand awareness and customers' brand
loydlty.

SECTION II. ROAD MAP FOR MARKET ENTRY

A. SUPERMARKETS AND HYPERMARKETS
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Entry Strateqy

« dl supermarket and hypermarket chains import products through Czech importers and wholesalers

» Inthe pagt, Tesco was the only chain that imported directly through a U.S. company (Wakefern).
Now Tesco is starting to purchase al imported products from Czech importers

» thereisatrend toward supplier consolidation; retail chainswould idedly have severd large
suppliers which would supply al products - for aU.S. exporter this means finding aloca
importer/wholesder and sdlling through this company

« Gold Key Service can help U.S. exporters find the best importers and wholesaersin the Czech
Republic; more information on this service is avallable a this webgte: www.usembassy.cz under the
Commercia Service

« dnceretalers have astronger pogtion in the Czech Republic than suppliers or wholesders (where
concentration has not happened yet), most suppliers have to pay huge sumsto get their products on
the store shelves. This so cdled “ligting feg” depends on the market position of the supplier. The
less known the brand or the less indigpensable the product is, the higher thelisting feeis.

Market Structure

Thefollowing graph shows how products get on the shelf of a Czech supermarket:
 the Czech Republic with a population of 10.2 million has at the end of 2001 over 100

hypermarkets, which is alarger per capita number than in the Netherlands or Italy, even though it

Exporter

Czech importer or
wholesaler

I

Retail | |Cash& || Gas
chains calry marts

would be only one fourth of the number of hypermarkets per capitain France and Germany
» 20% of households prefer to buy food in the hypermarkets; two years ago it was only 4%; the
customers are mainly younger people from large cities with higher educetion.
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Company Profiles

(listed by totd turnover including non-food)

Retailer Name Owner-ship Food No. of L ocations Purchadn
and Outlet Type Turnover in Outlets g Agent
2000 Type
($ Million)
Makro, wholesale | Dutch, $557 9C&C larger cities cash and
dub owned by cary,
Metro, imports
Germany through
Hopi
Ahold, Hypernova | Dutch $520 19 HM hypermarketsin | retailer
hypermarketsand 154 SM large cities,
megastores, Albert supermarketsin
supermarkets larger and small
cities
Rewe, Billa German $478 65 SM sndler cities, retailer
supermarkets, 94 discount | rurd areas
Penny Market stores
discount store
Kaufland, German $359 34 HM mid-sizecities | retaler
hypermarkets
Tesco Stores, U.K. $230 6 HM larger cities retailer
hypermarkets, 6SM
supermarkets
Tengelmann Group, | German $217 84 discount | amdler cities, retailer
Pus discount chain stores rural aress
Globus, German $190 9HM larger cities, retailer
hypermarkets mid Sze cities
Delvita, Bedgium $289 100 SM large and mid retailer
supermarkets gzedities
JliusMainl, Audtrian $168 82 SM large and mid retailer
supermarkets dzecities
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Carrefour, French $114 6 large cities retailer
hypermarkets
TOP10TOTAL $3,121
Main places of food shopping
Nov 97 Nov 98 Nov 99 Nov 2000 | May 2001
Hypermarket 1 4 16 20 23
Supermarket 24 26 23 29 27
Discount 49 41 32 23 25
Retair structure
100

! !
Nov 97 Nov 98 Nov 99 Noy 00 Nay 01
: Others . Specialized food shpps
|| Small seryiced shop$ . Small seff service
|| Discount . Supermgrket
|| Hypermaiket
Smdl Hf savice 13 12 10 8 8
Small serviced shops 2 2 1 0 0
Speciaized food shops 9 13 15 17 15
Others 2 2 3 3 2

(Source: Incoma Research)
» top retalers are strengthening their market positions by fast expansion (e.g. Makro has increased
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sdesby 1,200% in the last four years

« somewholesders are dso growing very fast and focus more on their customers more than before
by providing alarger range of services

» shopping malswith fast food restaurants, specidity stores and movie theaters are built around the
largest hypermarkets

» shopping mdls are spreading from the largest cities to medium size cities

« various supermarket chains are located nationwide

« inrurd areas grocery stores owned by various cooperatives and carrying alower range of products
are most common

» thetypica hypermarket customer can be characterized as an urban, younger and more educated
customer willing to buy new products

Private label
« mod retal chains carry private labels, which are popular especidly in low price products

B. CONVENIENCE STORES, GAS MARTS, KIOSKS

Entry Strategy and Market Structure

« there are no convenience stores in the Czech Republic smilar to the 7-Eleven style of shop in the

U.S.
« inthelast 11 years many large internationd gas station chains built gas gtations and marts

throughout the country

» gasmartsare operated as franchises and the owners have a contract with the parent firm which in
turn has a contract with food suppliers

» largefood and drink companies supply these marts directly (e.g. Coca Cola), otherwise the marts
are supplied by one large wholesaler

» thebest way to get U.S. products to the gas marts and kiosks is through specialized importers
(Gold Key Service, commodity reports on www.fas.usda.gov )

» kiosksarelocated in tourist areas and usudly sel fast food and some drinks; a new phenomenon in
the Czech Republic are popcorn stands in large movie theaters - the kiosks are supplied by
speciaized importers
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Company Profiles

Retailer Ownership Sales ($ Mil) | No. of L ocations Purchasing
Name and (foodingas | Outlets Agent Type
Outlet Type mart shops)
Benzina- Czech $16 (1999) 314 larger cities, gas mart
shareholding main roads
company
Benzina- Czech $1 (1999) 46 smdl towns, gas mart
state owned rurd aress
company
oMV - Audtrian $6.5 (1999) 70 large cities, gas mart
bought BP main roads
Ard German not willingto | 61 larger cities, gas mart
disclose main roads
Esso American $3.8 (1999) 25 (1999), larger cities, gas mart
(BExxon) 32 (2000) main roads
Shdl Britih-Dutch | $10 (1999) 69 (1999) larger cities, gas mart
main roads
Adp Italian $6 (1999) 44 larger cities, gas mart
gndler cities

e gasmartsare open 24 hours
» there are no convenience stores per se, but only tiny stores called “vecerkda’ (the evening stores),

which are open from late afternoon to late evening
» food stores open around the clock besides the gas stations are the new hypermarkets
C. TRADITIONAL MARKETS

Entry Strateqy

« traditiona markets are supplied by local processors and importers of food products
» aganthe best way to enter this sub-sector is through importers, which could be found via the above
mentioned Gold Key Service

Market Structure and Sub-Sector Profile

» toget volume discounts, smdler firms are forming “purchasing dliances’ to buy in bulk from
suppliers, and “voluntary aliances’ to ded with sdected wholesaers
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« inlargeand mid size cities traditiona stores were pushed out by hypermarkets and supermarkets

« most smal grocery storesin rurd areas are part of some cooperative

« range of productsin these traditiona smdler storesis narrower snce cusomersin rurd
aress are more price sengtive and typicaly do not buy more expensive U.S. products (eg. Tex-
Mex foods etc.)

« inthefuturealot of smdl size stores will either offer some extra service (e.g. opening hours 7-11
etc.) or will focus on specidities

SECTION II1. COMPETITION

»  @bout 25% food products are imported, mainly from the EU

* higher percentage of imported products are in the following product categories - fish and seafood,
produce, nuts, dairy products, pastas and sauces, breakfast cereals, wines, and spirits

* somedairy products, dried fruits, produce, spirits, etc. have lower tariffs from the EU than from
other WTO countries

» themain advantage of domestic productsis price (e.g. pastas) and in some cases exceptiondly
good qudity (e.g. beer); the advantage of imported products is primarily the lack of domestic
products (e.g. seafood, some produce) and alarger choice for the customer

» U.S products are labeled with stickers which provide dl the information required by Czech
regulations, which are in the main now conform with European Union labeling requirements (see at
http://mww.useu.be/agri/label.html.)

* insome hypermarket chains U.S. products are in the U.S. corners of internationa sections

» therearefew product categories where U.S. products compete with domestic products (cake
mixes, pastas and powdered sauces, wine efc.)

» some U.S. product categories compete with large international food companies (e.g., Dd Monte
and Shop Rite, two American brand named canned corn products, competes in one Czech
hypermarket with a French brand name product processed in Hungary)

» thereislittle U.S. vs. U.S. product compstition in the Czech market with only few exceptions
(peanut butter: Shop Rite, Tesco; microwave popcorn: Shop Rite, Jolly Time)

* U.S products have limited or no international competition in the following categories: peanut butter
(Tesco peanut butter) , Tex-Mex foods, cranberry sauce and juice, and microwave popcorn

* most U.S. products enjoy favorable shelf placement and are prominently displayed

SECTION IV. BEST PRODUCT PROSPECTS

A. Products Present in the Market Which Have Good Sales Potential

popcorn
< microwave popcorn is produced now in the Czech Republic from U.S,, thereisvery little

international competition
< U.S brands: Jolly Time, Shop Rite

Tex-Mex products
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< thereisno domedtic or international competition
< U.S. brands CasaFiesta, LaPreferida, Ortega, Old El Paso

canned sweet corn
< international competition - French brand canned corn processed in Hungary (Bonduelle); there
IS no domestic competition

< U.S brands. D Monte

peanut butter
< thereislimited international competition (Tesco house brand)

< U.S brand: Shop Rite

cake syru
< theonly internationa competition is Canadian maple syrup sold & premium prices
< U.S brand: Aunt Jemima

cake mixes (pancake, muffin, brownie mixes)
< domestic competition is quite strong here due to lower prices (Vitana)
< thereare someinternational branded products, e.g. Dr. Oetker (Germany)
< U.S brands Aunt Jemima, Shop Rite
< products containing genetically modified organisms will have to labeled as of January 2002

pasta and powdered sauce mixes
< grong domestic competition (Vitana) - Smilar qudity for prices three times lower
< U.S brand: Shop Rite

amonds, raisins and other dried fruits and nuts
< thereisno domestic competition in these product categories
< modgt nuts and dried fruits are imported in bulk quantities and packaged in the country
< 85% of imported dmonds are from Cdifornia
< other nuts and dried fruits compete with products from Turkey, Philippines, Indonesia, China
and some Latin American countries which offer lower prices

N

the Czech Republic produces white and red wine (more of white wine), which covers about

50% of total domestic consumption

< internationd competition: European wines (French, Itaian, Spanish), wines from Chile,
Audrdia, South Africa

< cheaper wines are packaged in cardboard boxes

< U.S winemarket postion - inretail chainsthere are severd mid market brands of Cdifornia

wine (e.g. Wente, Almaden, Paul Masson, Estate Cdlars, Western Cdllars); hotels and

restaurants sdl higher end market wines

whiskey and bourbons
< thereisno domestic competition and in case of bourbon not even international competition
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< market share of American bourbons has been going up in the last three years reaching 45% of
the totd whiskey market

< U.S brands: Jm Beam, Jack Daniels, Four Roses, 7 Crown, Medleys, Wild Turkey, Makers
Mark

B. Products Not Present in Significant Quantities but Which Have Good Sales Potential

fish and seafood products

< eventhough Czechs traditionad Chrissmas dishis carp and the most popular fish dl year round
istrout, due to awide range of fish (frozen, fresh and live) available in the modern retail chains,
the consumption of seafood and seafishison therise

< U.S. fish companies compete with fish suppliers from other countries mainly on the bases of
price: cheaper kinds of fish (e.g. Alaska pollack) are imported from China, farmed salmon
comes from Norway and live lobgter from Canada

< if the U.S. suppliers can be price competitive thereis a potential market

cheese and salsa nacho dips
< thereisnot abig variety of dipsin the market
< U.S sasahasnointernationa or domestic competition and other dips are not available at al

frozen juice concentrates
< thereisno domestic competition in frozen juice concentrates, some kinds of juice have
international competition (e.g. orange juice)
< thereisagood potentid for typicd U.S. juices, e.g. cranberry juice
< U.S brand: Ocean Spray (imported as afinished product, therefore it’s quite expensive - the
priceis 5 times higher than the price of an orange or gpple juice)
< potentia for U.S. of cranberry juice concentrate

C. Products Not Present Because They Face Significant Barriers

mest, mest products, and poultry
< cannot be imported due to lack of approved veterinary certificates

Note: Sources of information: Czech Statigtica Office, Incoma (market research company), M+M
Eurodata (market research company), trade conference materias, newspapers, magazines, importers,
retailers and wholesalers
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SECTION V. POST CONTACT AND FURTHER INFORMATION

A.CZECH GOVERNMENT INFORMATION SOURCES

Czech Agricultural and Food I nspection
RNDr. Jana Palackova

Dept. of International Relations, Law and Secretariat

Kvetna 15

603 00 Brno

Czech Republic

Tel: (+420-5) 4354-0204
E-mail: palackova@czpi.cz
URL:  http://www.czpi.cz

Czech Minigtry of Agriculture
Ms. Zdenka Peskova

Director of Food Department
Tesnov 17

117 05 Prague 1

Czech Republic

Td: (+420-2) 2181 1111
E-mall: peskova@mze.cz

URL: http:/Mmww.mze.cz

State Veterinary Administration
Dr. Milan Sehnal, Head

Foreign Section

Tesnov 17

117 05 Prague 1

Czech Republic

Tel: (+420-2) 2181-2570

Fax: (+420-2) 2181-2974

E-mall: kom@svs.aquasoft.cz

URL: http://svs.aguasoft.cz/cz/index.htm

Czech Minigtry of Industry and Trade
Foreign Relations Section

Palitickych veznu 20

112 49 Prague 1

Tel: (+420-2) 2405-1111

URL:  http:/AMww.mpo.cz
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B. AMERICAN EMBASSY:

American Embassy Prague
Office of Agriculturd Affars

Trzige 15

118 01 Praha 1

Czech Republic

Tel: (+420-2) 5753-1170

Fax: (+420-2) 5753-1173

E-mail: agprague@compuserve.com

URL: www.fasusdagov
Www.usembassy.cz

Please vidt our Internet home page for more information on the Czech Republic. Other reports we
have done of generd interest to exporters of foods for retail can be downloaded from the Foreign
Agriculturad Service' s homepage at

http://www.fas.usda.gov/scriptsw/attacherep/default.asp

These reportsinclude

EZ9006 Exporting to Certain Retail Chains
http://Amww.fas.usda.gov/gai nfiles/199905/25454266.pdf

EZ9015 Dried Fruits and Nuts
http://www .fas.usda.gov/gainfiles/199908/25475505. pdf

EZ9022 Seafood
http://www.fas.usda.gov/gainfiles/199912/25576710.

EZ9025 Exporter Guide
http://www .fas.usda.gov/gainfiles/199911/25546273. pdf

EZ9026 Popcorn
http://www.fas.usda.gov/gainfiles/199912/25556650. pdf

(Exchange rate: December 2001: 1 USD = 37 CZK)
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