Session 11: Entry in Emerging Markets

Note: Summarizing the reading in this session is probably not necessary, given everyone should have read it for the case write-up.  But in case you haven’t, here is a summary…

China’s consumer market: A huge opportunity to fail?

What will market leaders look like?

· In coming years the market leaders will dramatically increase the breadth and depth of their China operations
· Need to have category market shares of at least 20-25% nationwide, probably more to be considered clear winners
· Also need far wider geographic coverage and channel coverage (i.e. beyond just higher-end department stores and large chain supermarkets)
· Have to deal with an increasing number of joint venture partners, as JVs will remain the principal means of expansion
· Organizations will be much larger and much more capable
Obstacles to market leadership

(1) Rapidly escalating competition
· As competition has intensified, market share and volume growth are much more difficult to achieve

· For skin care, food and beer, competition from 50 world-class competitors as well as mid-sized Asian manufacturers

· Market share is volatile

· Consumers are in experimental mode and significant market share gains can be won and lost with dismaying speed

· Cross-category substitution: often the competition is a completely different product, as consumers with limited disposable income decide between different foreign goods

· Overcapacity is already apparent

· Sales and marketing costs are on the rise

(2) Poor transportation infrastructure

· Transportation generally takes at least four times longer than in the U.S.

· The contents of the containers are up to 20 times more likely arrive damaged

· The current situation can only get worse, as planned increase in transportation capacity are unlikely to cope with growing demand

· Warehouses are scarce and so have to be built

· Inventories are difficult to manage as market estimates are notoriously inaccurate

(3) Underdeveloped and fragmented distribution channels

· Less than 10% of grocery sales go through large format stores, even in major cities

· Restocking and merchandising pose expensive logistical challenges for multinationals, particularly for smaller ones with limited product portfolios or weaker brands

· Distribution channels are also highly fragmented; have to deal with hundreds or even thousands of distributors

· These distributors also tend to be undercapitalized and have very poor coverage and sales and merchandising skills

· Another challenge: lack of control over their goods; counterfeiting and arbitrary pricing are common

(4) Scarcity of talent

· Most multinationals discover that their local partners lack the product and market knowledge, distribution reach, and financial resources to match MNC aspirations

· Skilled local managers and experienced expatriates capable of leading initiatives in China are woefully scarce

· Staff turnover of over 30% a year is common

(5) Unwieldy joint venture relationships

· JV partners do not necessarily want to cooperate

Three approaches that fall short
(1) Waiting for payback before investing further

· This is a cautious approach that aims to generate clear returns before committing further investments

· Once other, more committed players come into the picture, the early movers’ share of existing markets rarely increases, and they face difficulties expanding into new markets

(2) Betting on a few strong brands

· These firms’ volumes are often not sufficient to compensate for their high overheads, and their unit sales and distribution costs are higher than those of competitors with broader portfolios

· Moreover, they often have difficulty getting coverage in the smaller outlets that prefer dealing with multinationals with higher volume, broader portfolios

(3) Building volume fast

· Although this approach usually results in rapid volume gains, it can easily spin out of control

· In their rush to build coverage, these MNCs need to rely on unreliable local distributors, and as a consequence frequently lose control of pricing and positioning

A sure way to win: dominate, then replicate
· From the outset the winning companies play to dominate key markets, then replicate their strength elsewhere

· Profits from these early wins can be used to fund expansion into new markets and help maintain corporate commitment

· The key to replicating success is to balance speed with endurance; too many MNCs, lured by early, easy volume gains, fail to consolidate their positions in their base markets, overextend themselves, then fall when competitors attack

(1) Take charge of sales and distribution

· To build real depth in the market, MNCs must consistently meet the needs of trade channels and customers, providing distributors and retailers with dependable turnover and margins, and customers with uniform product positioning and consistent availability

(2) Over-invest in building organizational capabilities

· Don’t be too quick to localize

· Successful companies recognize that expatriate managers provide the critical experience and leadership required to build well-functioning business processes and manage unruly distributors

· Recognize the value of centralizing key activities

(3) Pace yourself for a marathon, not a sprint

· Winners will have to replicate success in other cities – this requires deep financial pockets and consistent commitment from corporate headquarters

· Manage corporate commitment proactively

· Balance aspirations with resources

· Stretch resources through alliances (and maybe acquisitions)

