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How Rosy Is the FMCG Market?

Recent studies expect Nigeria’s population to rise to 402 million by 2050, from the current
158 million. Even now, Nigeria’s population dwarfs that of South Africa (48 million) and
Egypt (81 million). The very structure of its population, with 72% under the age of 30 and
an excellent regional distribution of eight “anchor” cities, each with populations exceeding
one million, suggests a healthy growth opportunity.

The Nigerian consumer goods sector is projected to witness double-digit growth in the com-
ing years. Despite the existing challenges in the business environment, a positive long-term
outlook prevails in the sector. To boost growth, the government is making efforts such as
diversifying the economy and developing the real estate sector. These government initia-
tives promise to be beneficial to all stakeholders as it guarantees national development,
improved spending power per capita and increased sales volumes.

Do You Understand the Nigerian
Consumer?

Brand Loyalty

Brand loyalty refers to a situation whereby consumers become committed to certain brands
and make repeated purchases over time. Loyal customers will consistently purchase their
preferred brands, regardless of convenience or price. To achieve brand loyalty, investors
must take strategic steps to ensure that consumer needs are met. By doing this, consum-
ers will not only move to the new brands but also hold the promise of repeated purchases.

Studies show that the primary driver of product/brand loyalty is perceived product qual-
ity. Although new products emerge frequently, only those that successfully meet consumer
expectations emerge as market leaders. One of the most successful brands in Nigeria today
is Indomie Noodles by DUFIL Prima Foods. Although there are multiple competitors in the
market, including Golden Penny, Dangote and Chikki & Mimee, the brand enjoys incredibly
high sales volume and a 70% share of the noodles market.

The success of the Indomie brand in Nigeria indicates that consumers are not necessarily
drawn by the manufacturer of certain products. Rather, the perceived quality of the product,
the price and the ease of use play vital roles in guaranteeing brand loyalty.

Religion: The Importance of God in Nigerian Market

In the words of Karl Marx, an ancient German philosopher, “religion is the opium of the
people.” This maxim is true particularly for societies that typically find a way of associating
all aspects of their lives with religion.

“Nigeria is the most religious country in the world with 90% of the popu-
lation believing in a higher power, praying regularly and affirming their
readiness to die on behalf of their belief’.”

This was the conclusion of a survey titled, “What the World Thinks of God,” conducted by
the British Broadcasting Corporation in 10 countries including the United States, United
Kingdom, Israel, India, South Korea, Indonesia, Nigeria, Russia, Mexico and Lebanon. The
large number of religious-minded people in Nigeria plays a huge role in the population’s
consumption patterns. Consumers are highly influenced by religious practices affecting
everything from clothing to personal grooming to eating and drinking habits. In 2009,
a survey revealed that a majority (50.4%) of Nigeria’s population is Muslim, particularly
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in the northern states, with Christians dominating the other regions. As a result, some
products may not be profitable in specific areas of the country due to religious laws and
restrictions. For instance, alcohol consumption is prohibited by Islamic law and as such it
may be unwise to set up an alcoholic beverages factory in the north.

Price Sensitivity

Studies show that at least 70% of Nigeria’s population lives below the international poverty
line of $1.25 a day. Still, the teeming size of its population presents a huge opportunity for
consumer goods companies. Due to the low purchasing power of citizens, companies that
intend to effectively serve Nigeria’s 158 million consumers must factor in price sensitivity.

To effectively serve the consumers at the right price point, innovations typically revolve
around introducing smaller packages for immediate consumption. For example, while small
local companies sell packaged water for 5 naira (US$0.03), the major companies’ best effort
has been a small lemon-shaped bottle, produced by Nestlé for 20 naira (US$0.12). Some of
the multinational companies are starting to realize the potential of serving the mass mar-
ket and have started introducing smaller packaging for low-income earners. After having
traded in the Nigeria market for over 25 years with its 500-gram packs, Kniepe in 2009
introduced the 12-gram and 20-gram packs of their Dano milk. Unilever also introduced
single-use packaging for a number of its brands such as Close-Up toothpaste and Blue
Band margarine.

Operations: Getting It Right from the
Onset

Selecting potential markets for entry or expansion can prove to be a complex exercise in
Africa. To succeed, it is necessary to get strategic decision-making right from the start and
this is particularly true in Nigeria where the rewards and risks are high. Once the market
has been selected, the next step is to have a clear understanding of how to run operations.
Equipped with the right information, potential investors will not only be able to clearly
define their target market, they also can make decisions on how to operate efficiently and
achieve optimal results.

Local Market Intelligence

Researching your potential market is a requirement for any business owner. Market re-
search helps companies understand current trends, issues and potential. Although market
research can take time and be expensive, it is critical to success.

A clear understanding of the FMCG market will help investors identify niche areas and
products. A key element of this segment is the SWOT analysis, which highlights the existing
gaps in the industry and how such gaps could be exploited. This involves gathering infor-
mation on the total market size, assessing the barriers to trade and identifying the major
players in the industry across sub-segments and finally identifying prospective partners.

The Nigerian market offers great business opportunities on account of rapid economic
growth and large market size. However, it has its fair share of challenges, ranging from
limited market data, inadequate infrastructure, inappropriate entry procedures, lack of ac-
cess to sales channels, difficulty in finding partners and cultural differences, etc. However,
regardless of the opportunity, it is necessary for investors to study the market as this will
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go a long way in making informed business decisions. With diverse religious and cultural
beliefs across various parts of the country, investors need to understand the peculiarities
of different regions and put them into consideration when building an entry strategy. From
the Muslim-dominated north to the Christian-dominated south, strategies should be devised
to suit the local environment. For example, most parts of Northern Nigeria are governed
by Islamic laws that restrict the sale of certain product types. In addition to recognizing
the social differences, it is necessary to have an understanding of the various seasonal
changes, especially those that impact on sales. Another issue to consider is the state of ex-
isting infrastructure including communications, power, water, housing and transportation.

Foreign investors need to select their target geographies and estimate the potential size
of their markets as well as their growth potential. One of the ways this can be achieved is
by obtaining information on the population of people who possess the purchasing power to
buy their products, their geographical spread and their responses to price changes. The
required information can be obtained from trade organisations, governmental data and
industry experts.

Navigating Regulations and Crossing Barriers

Every sector in the Nigerian economy is guided by government regulations. New compa-
nies entering the Nigerian market need to research and understand the policies that can
directly affect their potential market. The FMCG market in Nigeria is regulated by three
primary agencies:

e  Manufacturing Association of Nigeria (MAN)
e Standards Organisation of Nigeria (SON)
e  The National Agency for Food and Drug Administration and Control (NAFDAC)

Collectively, these bodies are mandated to ensure that all products entering the Nigerian
market meet quality standards and are safe for consumption.

Competitive Landscape

In addition to understanding the regulatory issues that govern the activities of the inves-
tors’ selected markets, there is a need to understand the potential market in terms of its
competitive landscape, market size and available market share. With this information,
the investor can strategize on how to claim not only the available market but also migrate
some of the customers of other brands.

Entry Strategy as Key to Success

While it is important to understand the potential market, it is also important to decide
beforehand the mode of entry into the market. An entry strategy involves an effective al-
location of available resources in creating a viable and financially sustainable venture. A
sound market-entry strategy gives an operator greater control over its market introduction
and launch expectations, thereby ensuring financial targets are met. Key decisions must
be made around defining the company’s value proposition, its organisational structure,
financial resources and technical capabilities.

These decisions are crucial to the success of the organisation in the sense that entering a
market through a wrong model could potentially cripple operations, especially in an un-
predictable market like Nigeria. Best practice studies reveal four primary market-entry
models: Distribution, joint venture, acquisition and greenfield. Recent developments show
that companies are gradually shifting away from these traditional models to hybrid ones
that integrate the best elements of two or more models.
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Table 3:

Factors that
affect businesses
in Nigeria

The policy-making system in Nigeria
is very unpredictable and has a large
impact on companies’ ability to make
effective plans.

To operate effectively in Nigeria,
companies need market data as well
as a full assessment of government
policies and regulations. This
business intelligence is required to
make informed business decisions.

Although Nigeria has a relatively
low rate of illiteracy, recruiting
skilled manpower is often an issue.

Many organizations are saddled
with the responsibility if organizing
extensive training programs for
their new recruits.

Inadequate access to funds
is another factor that affects
businesses in Nigeria.

It is difficult to get loans from banks
in Nigeria and even when available
the interest rates are high.

Basic infrastructure and logistics
required to create an enabling
environment for business are

not readily available. This is
evident in the lack of quality roads,
transport system and inconsistent
water and power supply.

Most companies have to allocate
additional budgets to fund some

of these basic services themselves,
resulting in higher operating costs.

Getting businesses or products
registered in Nigeria takes longer
than it typically should on account of
bureaucratic procedures.

Multiple layers of scrutiny results
in a protracted approval process
that needs to be factored in for any
planning.
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Simple Distribution Model

One of the most popular considerations when developing entry strategies used by multinational
companies, especially in the FMCG industry, is the distribution model. Here, companies that
do not have their products in the market establish relationships with local distributors who, in
turn, sell these products in pre-selected geographies. The model requires that foreign compa-
nies reach an agreement with a local partner, which will act as their mercantile arm within
the local market. Based on pre-defined terms, certain elements of the import/export process
would be shared between the parties. From the import of goods to the sale of the product to
the final consumer, the trading partners are clear on what roles they will play in successfully
driving the business.

What typically happens in the Nigerian market is that the foreign manufacturer exports its
products to local distributors at an agreed price and the distributor sells to other agents at a
pre-determined price. Typically, manufacturers look for distributors that have adequate storage
facilities and an extensive distribution network that spans the entire country.

Assessing Joint Ventures

A joint venture takes place when two parties come together to start a business or take up a
project even though both parties remain separate and distinct. In order to achieve the desired
objective, both parties invest time and effort in the business. Major corporations use this method
to penetrate new markets and since the cost of setting up new companies is relatively high, a joint
venture allows parties to split responsibilities (financial and non-financial), risks and profits.

Many joint ventures in Nigeria have failed as a result of misunderstanding between the
partners. Therefore, it is necessary that all issues, especially profit-sharing, management and
ownership, are clearly specified in the joint-venture agreement. Also, it is important to have a
strategic plan that focuses on the future of the partnership, rather than only on the returns.
Ultimately, both short-term and long-term success is important and in order to achieve this,
integrity, communication and transparency are necessary.

Acquisition: A Quick and Easy Way?

An acquisition can take the form of an outright purchase of an existing business or an investor
acquiring a majority stake in an existing business. In this model, an investor takes over an
operation that is already generating cash flow and, perhaps, profits. The business will likely
have an established customer base and qualified employees running the company.

Whatever the reason for acquiring an existing business, the foreign company needs to conduct
a due diligence exercise to ascertain the true value of the business by assessing such factors
as financial sustainability, human resource capabilities, ownership model and other related
issues. An example of an acquisition is the purchase of a majority stake in Nigerian Bottling
Company by the Coca-Cola Hellenic Bottling Company, one of the American beverage-maker’s
largest anchor bottlers worldwide. The acquisition was made in order to increase Coca-Cola’s
global market share.

Greenfield: Only for the Long Haul, and the Brave

Greenfield ventures as a market-entry strategy are rarely used because of high costs and long
lead time required to do so. Greenfields typically involve a lot of technicalities. Consequently,
the model is often a last resort for foreign investors.

Nevertheless, there are some exceptional cases where entirely new companies are created to
bridge identified market gaps. For instance, the ban on the import of certain consumer goods
opens up the market for new companies. Greenfields also come into play when new product
categories have to be created in the Nigerian market. A good example is the establishment of
Indomie Noodles when there was no market for noodles in the country.
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Table 4:

Pros and cons
of different
entry models
into the FMCG
market

Considerations

Pros

Cons

Low overhead cost

Wider product coverage

Asset and liability
sharing

Increased product
coverage

Automatic market
share and client base

Reduced the risks
associated with new
markets

Maximum decision
rights on business
operations

In direct contact with
the market

Complete control of
business finance

Potential brand erosion

Potential loss of
invested capital

Slow corporate
integration

Limited process control

High cost of acquisition

Managing the newly
formed portfolio.

High start-up costs

It is difficult to gain
market presence

High cost of marketing
and advertising

Operational Models for FMCG Companies

Managing a profitable business in Africa’s most populous country requires the implemen-
tation of cost-effective business operations. Based on their competence levels across the
operations value chain, companies with superior operational models enjoy appreciable

levels of market dominance.

Procurement Procedure

Having a cost-effective procurement system will help a company strike the right balance
between meeting the demands of Nigeria’s teeming population and growing its market
share. Although manufacturers consistently seek innovative methods of meeting growing
market demands, they often fall short due to unavailability of sufficient raw materials and

other logistical issues.
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A recent study by Ciuci Consulting revealed that over 95% of the milk packaged in Nigeria
is imported. Imports are often marked by bureaucratic procedures and carry the risk of
transit loss. Having a clearly defined procurement methodology also helps safeguard the
company’s reputation within the market. One of the best ways of ensuring continuous pro-
duction is by procuring raw materials from within the local market or through backward
integration to fill supply gaps. An additional advantage of sourcing local raw materials is
the access to the ECOWAS Trade Liberalisation Scheme (ETLS), which allows companies
to do business in the whole of West Africa.

Inventory Management

Inventory management involves maintaining the right balance of stock in any period of
time, thereby avoiding either oversupply or a scarcity. With infrastructural challenges such
as bad roads, epileptic power and limited water supply, some FMCG companies in Nigeria
use inventory management to efficiently meet market demand. Mobil Oil Nigeria, producers
of Mobil insecticide, uses an automated enterprise resource planning process that ensures
single-point accountability and eliminates the risks of lost inventory, double counting etc.
This has given the company an edge as it provides “Just in Time” supply to its distributors
while also reducing the costs of warehousing.

Technology and Innovation

Companies typically rely on innovation to add value to their product offerings and to get
ahead of the competition. In some cases, this could require the deployment of state-of-the-
art facilities in manufacturing, processing, packaging and distributing. Keeping up with
current technology trends in the relevant industry segments helps investors maintain
their hold on the market, leading to greater efficiency in the manufacturing value chain.

Distribution Processes

A sound distribution network is crucial to the success of a consumer goods business because
it not only allows the manufacturer reach its targets effectively but also guarantees the
manufacturer a larger share of his market and ultimately larger profit margins. Getting
to the market is dependent of many factors.

e The market factor: Having good data on consumer behaviour will help a manu-
facturer build a distribution network that is cost-effective and sustainable. A
survey by Ciuci Consulting revealed that most consumers prefer to take yo-
ghurt products as snacks and as such would not mind taking it “on the go.” Fan
Milk, one of the largest producers of yoghurt in Nigeria, effectively utilized this
insight by using mobile vendors to sell their “FanYogo” products. UAC Foods
also utilizes a similar method to position itself in the fast-food market by dis-
tributing its Gala beef roll directly to hawkers. This method not only cuts down
distribution costs, but also ensures that the products get to the final consumers
as and when required. Prospective companies need to not only ask questions
about what the consumers want, but also need to gather information on how the
consumers want it and how best to get it to them.

e  The product factor: While building a marketing strategy, it is important to de-
sign plans that focus on the uniqueness of the product and devise optimal ways
to transport it from factory to warehouses to wholesalers and retailers, and
finally the consumers. These considerations are largely dependent on product
lifecycle, product use and storage requirements. A good appreciation of the prod-
ucts’ manufacturing value chain would help enhance the process.
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Hedging: Safeguards for the Future

Running a business involves diverse risks, some of which can be ruinous and some oth-
ers can lead to costly and time-consuming delays. Regardless of the size of the business,
CEOs and/or risk management officers can identify and anticipate most risks, and plan
effectively to counter them.

Risk management is a central part of any organization’s strategic management. It is the
process in which organizations methodically address risks involved in their line of business
with the goal of achieving sustainable profitability. Every business has its own unique set
of risks and businesses need to come up with innovative methods of pre-empting, mitigat-
ing and overcoming them.

Operating in the Nigerian FMCG sector can be very risky. To operate in a manner that
guarantees sustainable profitability, companies must employ pre-emptive risk management.
However, preparing for long-term profitability and growth is arguably one of the toughest
challenges that affect the Nigerian market. This challenge can be associated with a number
of factors such as the ethnic diversity of the country, evolving consumer preferences and
the volatility of government policies and legislation.

Best practice studies reveal that by focusing on certain critical areas, an organisation has
the potential to survive in the volatile Nigeria consumer goods market. They are:

¢ Employing and retaining local talent
e Participating in corporate social responsibility activities

¢  Focusing on risk and control areas

How to Recruit, Train and Retain Local
Talent

A primary challenge faced by companies, especially multinational corporations, is the need
to become “local.” To reduce unemployment rates and improve development, the Nigerian
government has instituted certain polices that mandate 90% local staffing by foreign com-
panies and multinationals. Besides the government injunction, the companies themselves
are starting to realize the commercial benefits of employing local talent. The advantages
include better understanding of local customers, business environment, languages and
culture, besides lower labor costs.

To succeed in hiring good local talent, companies need to integrate nurturing of local lead-
ers with the broader localization efforts such as promoting education and improving the
local business infrastructure. To develop and retain talent, companies should consider the
option of sending selected employees on specialized courses abroad such as MBA. When the
beneficiaries return, they are likely to combine their patriotism for their country with local
intelligence, personal initiative and global business skills, leading to higher productivity.
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Reasons why
companies use
local talents

Figure 11:

Why companies use
local talents
In %

Operational
Effectiveness

Localisation

Language/
Culture

Government
Regulations

Cost
Effectiveness

30.0

Demonstration of Faith: Corporate Social
Responsibility

Corporate social responsibility is represented by the contributions companies make to
society at large through not only their business activities but also through social invest-
ment and philanthropy. In recent years, CSR-related activities have become fundamental
to any business and have gained much attention from executives, investors and regulators
of large companies. There is a growing realization that such activities could potentially
alleviate crises as well as build the company’s brand. Companies have determined that
their impact on the economic, social and environmental landscape directly affects their
relationships with stakeholders, in particular investors, employees, customers, business
partners, governments and communities.

CSR activities assume multiple forms in Nigeria and include education sponsorship, road
construction and beautification, free distribution of products etc. In 2010, Guarantee Trust
Bank renovated the Massey Street Children’s Hospital’s 100-year-old building besides do-
nating new medical equipment. To encourage driving, African Petroleum distributed free
helmets in about eight states in 2009. Consumer goods manufacturers have also joined this
effort. From time to time, Nigeria’s consumer goods giant Unilever distributes a million
free samples of some products to mothers at maternity clinics.

Perhaps on account of the complexity of the Nigerian FMCG space, there is no standard
method of implementing CSR. However, best practice reveals that by instituting three basic
principles, companies can expect their CSR initiatives to deliver optimal results. These are:

a. Align and incorporate CSR with business strategy, and integrate it across all op-
erational functions. This makes it easy to invest (not spend) the funds necessary
to achieve its objectives.

b. Implement an open information strategy for more transparent information-shar-
ing with multiple stakeholders.

C. Leverage transparency to increase the level of engagement of key constituents
and customers.
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When these activities are done in combination, CSR can become an important dimension
of a company’s successful competitive strategy. Done right, these offer a company improved
relationship with stakeholders, create more loyal customers, lower costs, increase revenues
and raise its overall business’ standing in society.

Risk Management: Are You Up to It?

Nigeria’s multicultural society and development policies pose varied risks to companies.
As FMCG companies take steps to improve the quality of their services within specific op-
erating environments and strategize on how to achieve long-term results, it is not unusual
to find weaknesses in key financial and business process controls, combined with limited
appreciation of the value of good control. Having a clear understanding of the various issues
that confront the company’s line of business and identifying methods of mitigating them
is essential if global businesses are to successfully implement a more effective governance
environment.

A review of the recent performance of multinational corporations in Nigeria reveals that,
like in other markets, the companies typically struggle for survival in their first 5-8 years.
The key problems the companies face include weaknesses in key financial and business
process controls, deviation from global standards of the brand and control improvements
that suffer from inconsistent management attention. This means that parent companies
tend to hear about everything or nothing — neither of which is ideal.

To strike the right balance between local control and global oversight, sustainable change
in the control environment is required in the form of increased training and awareness,
continually reinforced through performance management.
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