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Overview

 Initial investigations and rough estimates lead me to the conclusion that there is space in the market for a medium tier brand, that can acquire a 10% market share within a first year from launch and a 19% on going, meaning an estimated  volume of 2,700 tons/ year.  With a net profit value of about $900m, we can estimate a return of the initial investment in about 4 years. 

The strategies will consist on a combination of name, concept and consumer message, based on sound consumer knowledge and supported therefore by the already existing and working distribution machine. 

Main reasons are a shallow positioning of the current competitors, an equity space , plus a strong national distribution potential; on top of this there is space to develop a good plan with the right concept, name, package / artwork, price level and message to the consumer. 

The main risks are associated with the capacity / expertise to produce a good quality relevant (for the cosnsumer) product and to keep this quality at the same level continuously, the potential competitive reaction and the possible saturation of the market coupled generated by economic stagnation (similar with what happens in the beer industry today).

Background (Market and consumer insights)

Market size. We can roughly estimate the coffee market size of about $65M, out of probably R&G (roast and grounded) represents more than 75%. However, and comparing with the neighbouring more developed markets, there is still space to grow.

Segmentation.  We can identify 5 tiers: international premium, local premium, mid tier, low priced brands plus a quite consistent bulk non brand low tier. The market is mainly in the mid tier to local premium segments: roughly 60% of the quantities sold are here, while low tier non-brands accounts for a 30-40%, but with an incresing trend. The premium segment, quite thin however, occupies not more than 2-3% of the volume market. Valuewise, however, things are a little bit different, but does not change the overall split:  a mighty mid tier.

Competitors. While main players are within the mid tier section, with a leading Elite International claiming to have more than 50% of the market, there is a bunch of other strong ones. In premium we have Tschibo, Lavazza, Segafredo, Dougwe Egberts, Kronung Jacobs, while in the mid we can see Merido Jacobs, Nova Brasilia, Alvorada, Alka. We consider the low tier as all the coffee sold in bulk, reaching the specialised coffee shops where the coffee is roasted and powdered in front of the shopper at round about 20,000 ROL for 100g.

We can identify that there is a lack of equity valid for all the players, partially explainable by a quite short time since the branded coffee took off (Elita, e.g. has been launched in 1997). However, the consumer doesn’t benefit of a clear, well-targeted communication, not to speak about any aspirational or emotional message. The messages are generally speaking shallow, and not very well coordinated.

Consumer habits. We don{t have much data yet about the consumer habits: but there is an opportuntiy to purchase them at a losw cost (please see the end of this document).

Consumption of the morning coffee is widely spread, practically all the coffee consumers claiming to have their coffee mainly in the morning.

Consumers appreciate the quality of a coffee but are not necessarily willing to pay more for a good coffee. If not satisfied, they tend to switch quite rapidly and try. Trial seems to be an easier task for this category.

Then preferred coffee is judged as being strong, at the cup size (not the Italian espresso type, but closer to its strength).

COFFEE Is a brand market. Brands sell .

Shopping habits. Coffee is bought at a variety of POS, and usually is a mixture of planned (for the bi-monthly shopping) and spontaneous one, when the coffee is over. The good news is that once the coffee is over the shopper goes at the corner’s shop and buys. Champion sizes are the small sizes, of 100g, while in the supermarkets the champion is the 250 pack. The main decision maker in the family is still the household keeper, the lady, but her decision is strongly influenced by the taste and recommendation of the husband. Also, word of mouth is active in this field, and the sort positive statements: ‘that’s a good coffee’ are often met.

Distribution is key in this category, at all levels. An overall shelf presence ensures from the begging and without any other help a 4...5% market share, only by being present, and only based on the shopper’s habit to try new introduced products.

Current competitors and their strategies. As most of the market is kept within the mid tier segment by money limitations, the challenge for the current competitors is to diversify their offer at this level. Therefore, we assist at a multitude of variants, flankers and sub brands launched at roughly the same price point.

Profitability.  (rough estimate) We can estimate that coffee is a very profitable business, allowing high margins. While distribution may take a stake of 25%, the producers swing within a 20....35% margin, allowing a quick return on investment.

Media / ATL activities. The market leader, Elita, is also the leader in share of voice, with over 50% of the space. It is also one of the main investors in media with a meritouos 5th place in 2001.

BTL activities. There is a wave of consumer promotions, raffles with prizes and events in the coffee market, while it seems it has worked.

Financial assessement

The objective is to reach 10% market share after first year from launch, and 20% stabile market share over the following 3 years. Value wise this means approximately $8m in the first year and up to $19m therefore. Going BT margin 13...15% and a net profit value of about $800,000

	 
	Costs per pack 250g
	Situation year 2

	 
	$
	 
	 
	 

	 
	Cost coffee brut
	 
	1,5792
	57640,8

	 
	Cost packaging
	 
	0,05
	1825

	 
	Cost transport
	 
	0,3488
	12731,2

	 
	Cost distribution
	 
	0,41
	14965

	 
	Other costs
	 
	0,68
	24820

	TDC
	Cost total
	 
	3,068
	111982

	NOS
	Net Outside Sales
	 
	4,68
	170820

	GBA
	Gross Brand availability
	 
	1,612
	58838

	 
	Marketing
	 
	0,856
	31244

	 
	Other costs
	 
	0,142
	5183

	 
	Profit BT
	 
	0,614
	22411

	 
	%Profit BT
	 
	13,1%
	13,1%

	 
	%Profit AT
	 
	8,9%
	8,9%

	 
	Profit total in Euro
	 
	859600
	 


Plan

The most important feature is the taste of the coffee. Basically the Romanian consumer wants a COFFEE WTIH A GOOD, AT A GOOD PRICE. Also, very important especially for the buying decision is the aroma of the coffee. But as coffee is a food, keeping the same taste and the quality of the coffee stable over a longer period of time is critical for the success of the business. A possible USP is the package, as there is no package promising’long term freshness for the roasted coffee’. The main drawback for the consumer is they ‘once you open the package you don’t know what is inside’. Also another element of quality is ‘caimac’ which is the foam done by the fresh coffee when brewed.

Name: TBD

Formulation: TBD

Sourcing: local plant

Sizing: 50,100 and 250g vacuum packs

Packaging: Alu foil stand up position

Pricing: parity –5...10% vs. market leader

Concept: TBD (probably strong coffee at a good price)

Copy: objective is 30% trial by month 6, and 50% by year1

Media: objective is 95% awareness by year 1, 2 copies at launch 3,000 GRPs for 6 weeks + follow up 4,000 GRPs for 8 weeks to drive usage

Target: young, independent females with family

Distribution: 60% numerical distribution, 90% weighted by month 3

Timing: start shipments 1 October 2002

Basis for recommendation

1. There is a strong consumer need for good, strong coffee, with a strong aroma, according to the national taste, at a good price. 

2. Current competitors still don’t have a strong equity. There is no national brand in Romania, but soon will be: Elita. There is an opportunity from the communication and equity pov for the current competitors

3. The cost structure allows space for profit. Current pricing allows the above-mentioned positioning.

4. We can have a strong behold in distribution, if we will utilize the Interbrands distribution machine. Distribution seems to be key for this category, and we can have easy access at a national scale.

5. We will have the right plan based on sound consumer knowledge.

Key issues

1. Product quality. It is mandatory to keep the right sourcing for good quality coffee, and the right expertise for blending and packing. 

2. Timing constraints. All the project has to be led in a time effective manner as simultaneously the marketing and the production activities have to be done.

3. The ‘fight’ is against a dominant market leader, Elita, which starts to have a good equity, despite a lack of crispness in its strategy

4. Pricing. If the competition will match our pricing, we have to be prepared to fight with extra media and a new value copy. Also, the saturation of the market might put pressure on the profit margins for everybody, but especially for the small players, who may cut prices. Also, a potential decrease in consumption due of the general pauperisation, might contribute at the increase of the branded and not branded low tier, switching consumers from the profitable segments to non-profitable ones.

Marketing costs (estimation)

	Marketing proposal
	Agency

	Creative
	

	Production
	

	TV copy (2)
	

	Media
	

	Research
	

	Initial info
	

	Total
	


Note: By comparison, available public data show a spending for Elita of about $1,2 million only for advertising in the first 2 months of 2002.

1. Agency (the marketing agency I’m collaborating with currently) costs are among the lowest possible
2.  ‘Initial info’ is a shortcut to a series of researches: 
- current market shares, market evolution (MEMRB), value and volumes

· all the Gfk / MEMRB data about distribution, consumer perception

· coffee consumption

· distribution / brand

· brand awareness

· consumption habits

· sales volumes for all channels including HoReCa

· consumption split / evolution of the consumption

· current chare of voice / share of spending for marketing & media

· awareness split by age, social categories, gender

· what each brand communicates to the consumer

· media strategies / media investments / evolutions

· all the promotional and marketing activities of the main competitors, including Elita, in 2001 + total media spending, 

or, in other words, everything besides the cost structure and the supply chain.


I hope you will find the above study useful and you will take the right decision to unfreeze the investments in a potentially profitable business.

Yours respectfully,

Laurentiu Curca

Launching a new brand of mid tier coffee in Romania

Laurentiu Curca, Omniadvice


