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The diversity of growth markets* leads to most companies investing
considerable time in establishing their strategic direction in order to
prioritise which markets to enter and expand in, and identify which
consumer segments to focus on with particular elements of their
product/service mix .

Although this is key to success, the execution of this strategy is often
more difficult in growth markets than in developed markets, due to
the complex and fragmented routes to market that companies often
have to navigate to reach their target consumers The inability or
reluctance, in the first instance, to develop direct routes to market
leads companies to rely moreon local third parties than is normal in
their home markets and to become comfortable with reduced control
and visibility as to how their products/services are being delivered

to consumers.

As we will see, companies can take a number of steps to ensure that
this lack of control and visibility does not impact their journey from
®resence to pr of imarkeb These begi®withthe a
selection criteria, which should assess more than mere reach, and
extend to growth market specific partner management policies which
must be embraced by both the company and the local partner to
develop trust - a vital ingredient for success. Appreciating and
enhancing the qualities that made a partner attractive to go into
business with in the first place has been seen to be moreeffective
than making wide -reaching changes on day one.

However, as we learn every day, thesgrowth markets are
constantly evolving, with consumers becoming more aspirational
and demanding, infrastructure maturing and regulations changing
how foreign organisations can operate, for better or for worse.
Companies therefore need to employ a flexible approach toreact to
these circumstances. What worked to enter a new growth market
might not be appropriate for later expansion, and with this in mind,
the relationships with those initial channel partners might have

to change or evenend to enable a foreign company to react to

new opportunities.

One thing is clear, it is more complex to manage partners in growth
markets than in developed markets. However, with the right
approach and flexible mindset, companies can build profitable

and, most importantly, trusting partnering relationships for
long-term profitability .

*The growth markets referred to throughout this publication range from the more established growth

markets such as Brazil, Russia, India and China, to other emerging and high -growth economies like
Indonesia, Nigeria, Mexico and Turkey and new markets such as Myanmar.



Understanding the need to partner

New opportunities

Most multinationals across sectors have long recognised the importance of major growth markets
such as China,India and Brazil; not just as sources of cheaper manual labour, but increasingly as
the fastest-growing new customer segments for their products. Despite the well-known difficulties
of doing business in growth markets, many multinationals have been successfulthere.

The IMF has emphasisedthis point by stating that the emerging market and developing economies
will contribute to over 60% of global GDP by 2019%

0, g g
70% ] Projection
60%
50% -
40% -
30% -
20% -
10% -
O% T T T T T T T T T T T T T T T T T T 1
o — (o] ™ < Lo © N~ [ee] (2] o i N (92] = = = o o o
o o o o o o o o o o - - - - < Lo © N~ [ce] o]
o o o o o o o o o o o - — — — — —
N N N AN AN [V} N N N N N N N N o o o o o o
AN AN AN N N N
Advanced economies (36 countries) Source: IMF

====Emerging market and developing economies (153 countries)

Contribution to global GDP
(In PPP terms) - advancedversus
emerging market & developing economies

Key challenges
Many multinationals sell more of their products and services ingrowth markets than in developed.
For example, German automaker Volkswagen derives up to 40% of its profits from China alone?.

However, few have been able to develop a distribution network that gives them the same level of
confidence and, more importantly profits, as they enjoy in their home markets. In fact, most see
distribution as perhaps the most difficult aspect of entering into a new growth market.

The challenges companies have to navigate are varied and complex. In addition to the sheer size of
some of these markets, there is a need for local knowledge and strong relationships. Basic
infrastructure is also often lacking .

1IMF World Economic Outlook October 2014, GDP is in PPP terms
2 Volkswagen Group records robust business performance in the first nine months, Oct 30, 2014,
http :// www.volkswagenag.com/content/vwcorp/info_center/en/news/2014/10/Q3_2014.html
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A complex distribution landscape

In India, the need for effective strategic distribution
\ partnerships is critical to success across many sectors.
This is largely due to the lack of adequate infrastructure
(roads and storage facilities) and the unique nature and
complexity of the existing distribution landscape. Whilst
modern trade is growing, there is still a large dependency
on small local distributors ( kiranas i mom and pop stores),
which makes it more complex to manage how goods and
servicesreach consumers.

Shashank Tripathi, Executive
Director i Advisory, PwC India
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Infrastructure and scale

Roads and storage facilities in the growth
markets often deteriorate rapidly, particularly
in the major cities, which increases the reliance
on a | ocal distributi
infrastructure and access. However, few local
companies are able to meet the expected
technological and logistical standards on their
own, and even fewer are able to achieve full
geographic coverage within a country. As a
result, distribution can often only be achieved
through an extensive network of small, local,
independently owned distributors, each with
their own capabilities, processesand support
needs. Evenmajor third -party logistics
providers such as UPS and FedEx can be
obliged to sub-contract local providers to
ensure coverage in remote locations

on

Local regulations

In addition to these physical challenges,
multinationals are increasingly obliged to
consider their home territory legislation in
relation to their local activities,

6

particularly with respect to financial

compliance and governance. Where these
provisions differ from local regulations, a
further layer of complexity may be applied to
logplgglafiopsipss s o wn
Thesechallenges have led many multinationals
to minimise investment risk by entering new
growth markets mostly through arms -length
agreements with one or more local third -party
distributors to meet their primary goal of
achieving market6 pr e s-éiiHoev6 can |
my product/service out there as quickly

as possible?0.

Diverse and demanding consumers

Such &6i ndi r e approaghesbecameb u t
the default Go-To-Market (GTM) strategies for

many multinationals, and were, in fact, initially

quite successful, in part because mostgrowth
markets were still relatively small, which meant

that only a few of the larger cities needed to be
covered. However, this traditional approach is
rapidly becoming obsolete as thegrowth

Presence to profitability



Dealing with  scale

The sheer size of distribution areas poses a major challenge in
many growth markets, not least in Brazil , and with this comes
a number of associated complexities. One is how to segment
and manage a region in order to best capitalise on the
operational and administrative capabilities of each different
distribution partner, whilst also minimising the risk of

channel conflict .

Wholesalers tend to market a wider array of goods

(less specialisation) and offer your product at lower prices
than local distributors. They have a more extended reach;
however, they can also be less committed to your product.

In contrast, a local distributor can act as a sales representative
and market your proposition as a higher value-added product,
but has limited reach and needs more management.

If these two channels market in the same regions, it can
generate friction, with both the manufacturer and the end
consumer losing out. Hence, managing the portfolio mix of
types of distributors across a large area needs careful
planning and management.

Leandro Spadini, Partner - Advisory,
PwC Brazil

markets themselves continue to mature, giving their own products and services are actually

rise to new and more affluent consumer reaching these consumers.Doing so will require
segments, not just in a few major cities, but higher investment levels and involvement with
increasingly also in smaller rural cities. In distribution partners, leaving many

addition, consumers in growth markets are multinationals with no choice but to restructure
becoming increasingly diverse and demanding their local partnerships and joint ventures

a far greater range of products- from value to around future growth potential and varying

premium - than before, while competition from |l evel s of support, basedc
local and other foreign players is intensifying. specific organisational capabilities,

performance level and strategic significance.

In addition, multinationals need to ensure that

these partnership agreements leave them with
enough freedom to vary the distribution mix

and reduce their onlglianc
Presence to profitability approaches,as opposed to more heterogeneous

In order to meet these new challenges and GTM solutions that achieve a better balance of

evolve frommere6 pr e stedredf i t a b iPPWerwhgheir distributors.

many multinationals will have to acquire a new, Achieving greater insight, control and

more advanced, set of GTM capabilities For profitability requires a higher degree of effort to
starters, they will need to gather much more identify the right set of select partnersand
granular information about these new develop an effective operating model. This will
consumer segments from credible enable the company to expand and grow

points-of-sale (POS), and achieve far greater profitably with the opportunities and challenges
levels of transparency and control over how of the market.

As a result, many multinationals are being
forced to fundamentally rethink their GTM
strategies to meet future demand and remain
competitive in the major growth markets.

Presence to profitability




|dentifying the right channel partner

It is more than just distribution reach

While businesses in developed markets can generally choose from a wide range of capable
potential distribution partners, selecting a partner in growth markets involves a much broader
range of considerations.

These are often specific to a local market and can be difficult to articulate to a remote headquarters
or management board without experience in the location, but can be critical to the success of a new
market venture.

Knowledge
gaps

Regulatory

considerations

Risk and .
sustainability S SIS
Figure 2
Key partner identification
criteria
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It is not surprising that the extent of a pote
point when evaluating the suitability of a distribution partner. However, it is rare that one

partner has the size and scale to distribute and maintain the relevant product and service

experience, particularly where complex after-sales service is required The relevant local

skills may not be available, or may be difficult to retain, which leads companies to invest in

training and recruitment programs to enhance local skills in these areas.

Knowledge gaps

In addition to the coverage of a local partner, the quality of the information gathered and
analysed is another key consideration which is often hard to identify, let alone evaluate.
Those who have a decent distribution coverage may not have the capacity or desire to invest
in systems and structures which can provide customer information and feedback, supporting
the development of the market. Point-of-saleinformation can be difficult to obtain, and
restricts the ability of the business to manage and adjust the supply chain. In this case,
foreign companies may need to invest in other channels, including local champions such as
village elders or local businessassociations,to improve this visibility.

Power balance

These reach and capability challenges are hard to navigate, but they are often accentuated by
the fact that many local distributors also play a much broader role in their communities.

This further increases their influence and the balance of power in the foreign company-local
partner relationship.

In the agricultural sector in the Philippines, for example, the local entrepreneur will supply
seed to small farmers and finance their crops in return for first rights to the harvest . This full
cycle involvement creates significant barriers of entry for new providers, and allows the
distributor to control product selection and promotion.

In addition to this, local distributors will often have a monopoly in their region, allowing
them to be selective in choosing products to promote and invest in. They are less reliant on
exclusive relationships, and can play suppliers off against each other to optimise their own
returns. Asa result they may have no desirenor need to scale up in line with the expansion
plans of the business This places them in a strong position in negotiation, forcing the
international business to choose between power in the relationship and presence in the
market. Addressing this balance of power is critical in moving from mere presence

to profitability.

Presence to profitability 9
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Establishing the right operating model

A leading global Fast -Moving Consumer Goods (FMCG) company in China had been using a
wholesale distribution approach for several years to reach consumers across the country.
However, it became more and more difficult to profitably address an increasingly heterogeneous
and demanding customer base across a growing number of price points and retail formats.

This was compounded by a suspicion that discounts were not being driven down through the
distribution chain, or were sometimes simply pocketed by the wholesaler. All these issues
prevented the company from realising 15 -20% more in profits .

To combat these issues the company worked with Strategy& to develop a distribution strategy
that was nimbler and provided better control. This was based upon five key principles:

1. Map products to certain consumer segments

2. Calculate the profit to serve (sales uplift i cost to serve)*
3. Establish a channel mix/mosaic to distribute products
4

Build the right capabilities (e.g. customer insight, account planning, partner
relationship management)

5. Develop good local talent

Although it was challenging to address these topics, the company has begun to reap
the benefits and has established greater control through its distribution channels,
leading to enhanced profitability
John Jullens, Partner, Strategy&, China

*Cost to serve: This includes direct costs (the costs of distribution from plant to wholesaler or plant to retailer and sales force budgets) and
external costs (promotions and discounts).

Sales uplift: ~ This involves estimating potential revenue and sales gains or losses of different distribution model scenarios, focusing spec ifically on
the impact of varied point -of-sale approaches, increased number of stock keeping units (SKUs)and out-of-stock reductions.

10 Presence to profitability




Knowing what to look for

A global food company considering market entry opportunities
in the FMCG industry in Saudi Arabia asked PwC to support in
identifying a suitable local distribution partner. Beyond just the
ability to distribute high volumes of produce to a large number of
retailers and cover multiple regions, PwC looked for the
following in a potential partner:

A Along track record of operations in Saudi Arabia

A Deepsector expertise relevant to
product portfolio

T

Strong local business connections

T

A good reputation and sense of integrity

. . A Commitment to marketing and promoting  their
Saudi Arabia products effectively

Clear and open communication processes

T

A Understanding of/willingness to follow western commercial
businesspractices

Philip Shepherd, Partner - Advisory,
PwC Middle East




Regulatory considerations

Understanding the business environment is a key component to
selecting the right partner; often local laws and regulations

will narrow the partner shortlist depending on the sector you are
operating in. Thus, gaining a good understanding as to what you
can and cannot do will save time and expense.

Similarly , rules on secondary manufacturing and packaging can
influence the capabilities required of the partner, while in some
sectors, such as pharmaceuticals in Indonesia, local manufacturing
of products for local distribution may be mandated, narrowing the
options further.

For example , local content rules in the automotive
industry in the Association of South East Asian Nations
(ASEAN) typically run at 30 -40%, with different levels
for the ASEAN region compared to local country auto
incentive schemes, and different formulae for
calculation. As local content can include the cost of
domestic transport, storage and warehousing, selection
of a distribution partner can impact this calculation.

12 Presence to profitability



Regulatory  compliance

A US multinational was evaluating a potential joint venture in  Yangon to
partner on infrastructure development projects across Myanmar. The
projects were to be awarded through a government tender process,which

Myanmar raised the possibility of corruption due to the potential for illicit payments
being made to government officials.

As the US company was subject to the Foreign Corrupt Practices Act
(FCPA) prohibiting corrupt payments to foreign government officials to
obtain or retain business, the company took the precaution of engaging
PwC to conduct reputational due diligence using a variety of sources:

Public domain research including

local press, online materials and In -country corporate
open source information in both public records to
English and the Myanmar language identify principals of

the subjectcompanies
Proprietary
industry -leading risk and
Opposition party compliance databases and

information and records on mternatlon_al media
the countryo6és prominent archives
businessfigures

—

Satisfied that the joint venture was at an acceptable level of risk to proceed, the company
then worked with PwC to provide anti-bribery and corruption training to the management
and employees.

Mark Brown, Director, Forensic Services, PwC Singapore

Presence to profitability 13



Risk and sustainability

As well as understanding what the local regulations will permit a company to do, it is also
vital to evaluate the business risk and sustainability of a potential new relationship. A
fragmented and broad distribution network inevitably increases the risk of losses and theft,
as well as the potential for breach of intellectual property. To protect against these financial
risks, thorough due diligence is needed. However, it is rare for sufficient information to be
readily available to make a sound decision. This necessitates ofthe-ground assessments of
reputation and associations. Standards and consistency in ways of working may also vary
from those considered usual in more developedmarkets.

Indonesia

14 Presence to profitability



Managing brand risk

PwC was engaged by a leading motor vehicle Original Equipment Manufacturer (OEM) to explore
how best to restructure its distribution activities to increase profits in line with growth in the
Indonesian market. The company had been in partnership with a local distributor in Indonesia for
eight years.

An initial review revealed that the local distributor had most likely been declaring inaccurate purchase
prices when the motor vehicles were imported into Indonesia. This had resulted in huge cost savings to
the distributor but was clearly a violation of Indonesian customs law.

As a result, the OEM's profitability assumptions on the Indonesian market were based on a
non-compliant and ultimately unsustainable business model. If the OEM or a new distributor paid

the correct amount of import tax on the vehicles, the profitability of the market would be much lower
than expected.

The OEM was faced with the difficult decision of whether or not to immediately prevent the current
distributor from continuing to underpay import tax . Failure to do so would put the brand at risk, but
doing so would destroy the distributordés profita

into past imports . _
Frank Debets, Managing Partner, Customs and

International Trade, PwC Worldtrade
Management Services (WMS) Singapore

A key learning:

It is worthwhile taking the time to conduct regulatory compliance checks to ensure local
distributors are complying with applicable regulations to avoid a brand -damaging situation.

In Indonesia the mis-declaration of imported vehicles to avoid tax is common and local
companies may have successfully employed this strategy for many years . However, the
environment is changing and anti -corruption and transparency drives within the Indonesian
government are closing these loopholes.

When the local distributor is caught, it will be the name of the famous OEM which appears in
the newspaper rather than that of the local distributor.




