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- imism blew through the office of Carlsberg

)
Abreez 0’ Jorgen Buhl Rasmussen. After finally gain-
A/s’s ° - cent contro.l over the giant Russian brewery
ing 1% 5 overages Hold.mg (BBH), and with the invest-
paltic ., Western China beginning to bear fruit, the
me? ] ointed CEO was confident that the Danish
qew! company’s intensified focus on emerging mar-

brc\\vlﬂogul 4 pay off. The company was counting on tap-
ets he massive potential in emerging markets in order
% pieve 2 r'nuch-needed r?duction in its dependency
0% ¢ maturing and stagnating Western European beer
ots, which accounted for a full 61 percent of the
any's revenue in 2007.
Coml},)ldeedy Carlsberg’s emerging market efforts had
g way. In the Russian market, which was con-
be one of the fastest-growing beer markets
o the world, Carlsl?erg enjoyed market-leader status
lhrough its ownership (?f BBH. In that market, it had a
sales yolume of approx1mately 23 'million hectoliters of
beer in 2007 and revenue of kr 9 billion (USs1.8 billion).
xs for the highly pronysmg Chinese market, which was
regarded as the world’s large.st beer market in terms of
pOpulation and size, the Danish company had achieved a
g percent market share in the western parts of the coun-
try, and it operated 20 brewery plants in China with close
0 5,000 employees. In fact, as Carlsberg recognized that
the European markets would eventually reach a point of
qturation, the aim of the Chinese investments was to
create a platform for future growth and revenue.

The outlook for Carlsberg had not always been as
bright as it appeared by 2008. Carlsbergs emerging
market strategy had taken a long and winding road. For
instance, Carlsberg’s acquisition of the BBH shares was
the result of a troubled and expensive partnership with
Norwegian Orkla ASA. In addition, before Carlsberg
had become successful in the western provinces of China,
the company had spent plenty of valuable time and
resources trying to enter the rich provinces of southeast-
ern China, a strategy that had failed. Furthermore, in the
te;ﬂ)’ 2000s, Carlsberg was on the brink of being reduced
5 a secondary player in the global beer market—as the

onsolidation of the industry proceeded, Carlsberg A/S

come @ lon
dered t0
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Iso at risk
became an obvious takeover target and WaSNaonetheless,

of being cornered as a small regional player heared an
in 2008 as the first decade of the millenmuf'l';l e wofl
end, Carlsberg was the fifth-largest brewery 1
in terms of volume produced. h
fortune could be attributed to t
market focus.

Despite Buhl Rasmusse
the real question was how

he compan

out the future,
could success-

: ment
fully continue to capitalize on its growmhg ?%:fge the
in emerging markets. “We don’t know 1O don’'t know
Chinese market will be in five years and 1 doO e rr]
if China can become a new BBH.’ the CEO ex:;ket is
“but it is definitely not impossible, as the m: S
enormous.” It was no surprise that com-petl::;)erging
becoming increasingly fierce in this boomm% gt 0
market, and history had clearly proven that do1 ngtiona
ness successfully in this market required unconve

approaches.

s optimism ab
Carlsberg A/ S

Introducing Carlsberg A/S

The successful course and strategy which Carlsberg has
in basically the same

pursued in recent years will remat .
no matter what. The strategy has proved its worth wxl“h
growth and better results, and it is now strongly rooted in
our organisation. Our business is thus to focus on the beer
markets in Western Europe, Eastern Europe and Asia.

— Carlsberg A/S CEO, Jorgen Buhl Rasmussen®

As the fifth-largest brewing company in the world,
Carlsberg A/S’s vision was “our brands will be the con-
sumer’s first choice, and we will lead our industry in
profitability and growth through a culture of quality,
innovation and continuous improvement.” Moreover,
Carlsberg saw itself as “probably the best beer company
in the world.™

The core businesses of Carlsberg A/S were brewing,
marketing and selling beer. In 1847, J.C. Jacobsen opened
the doors of Carlsberg A/S’s first brewery in Copenhagen,
Denmark, and the first foreign brewery was established
in Malawi in 1968. In 2007, the company had 33,000
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Exhibi
ibit 1 Carlsberg A/S Financial Figures

Sales volume (million hi)

Beer
92.0
Soft drinks Bl 1007
5 212, 194 191 ) ;
rofit and loss account (kr million) 52 %
Net reve ~_
P o 34,626 36,284 38,047 s N
rofit : ! \
= efore taxation 2,688 1,651 1,892 302 4,
rofit fo : 0
i rthe year 1,719 1,269 1,371 2171 6
alance § 2
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& i 124 8.1 7.8 5 g
u' . .
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ployees 31,531 31,703 30,208 31680 w
Source: Carlsberg Annual Report 2007. Bay

employees, held a portfolio of 75 breweries around the
world and sold approximately 115 million hectoliters
of beer in more than 150 countries, with net revenue
of kr44,750 million (€6,000 million) (see Exhibit 1).
Carlsberg’s areas of operation focused on the mature
beer markets of Western Europe, the growth markets of
Eastern Europe and the emerging Asian markets. Behind
this strong position of the company was a major reorien-
tation and restructuring of the company in recent years:
“Progress in revenue and share prices has been driven
by a fundamental revolution of the company; explained
former CEO Nils Smedegaard Andersen. “We have pur-
chased and then professionalized the business. At the
same time, we have worked with the structure

Organization

Despite Carlsberg’s position as the fifth-largest brew-
ery in the world by 2008 (see Exhibits 2 and 3), at
the beginning of the 2000s, it had found itself largely
excluded from the league of large international brewer-
ies. Carlsberg, it then seemed, was losing ground as one
of the strongest brands in the world, and was considered
by analysts to be an obvious takeover target for larger
breweries. In an attempt to cope with these difficulties,
a merger with Norwegian Orkla ASAs brewing activi-
ties was executed in 2000 and resulted in the creation
of Carlsberg Breweries. Carlsberg A/S owned 60 percent

Exhibit 2 The Global Beer Industry, 2007

Largest breweries

1 InBev

2 SABMiller 2390
3 Anheuser-Busch 1284
4 Heineken 1198
5 Carlsberg 1152

Source: Companies' annual reports.

of the new entity, while Orkla held 40 percent. Am;
the positive aspects of this merger was Orkl; ASAss
percent ownership in Baltic Beverages Holdings (3
which offered Carlsberg the possibility to strengthen
position in the Eastern European markets. Hoverer
a number of strategic disagreements, Carlsberg b
Orkla out of the merger in 2004. Although this norey.
Carlsberg into severe debt, former CEO Nils Smedegur
Andersen was content: “We are market leaders inah
ful of large countries, we own half of the largest bre
in Eastern Europe and we possess a majoriy s

a number of European breweries.” He also cnpiss
that “the acquisition of Orkla's Carlsberg <1 #
as Holsten, prove that, during the last five e ‘““.“‘

reached a size and economic capacity thi " *

invest very large sums of money.”
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Revenue Operating Operating

Invested capital  Beer Sales Pro
(kr mil.) Profit (kr mil.) Margin (%) ROIC (%)

(kr mil.) Rata (mil. hl)

| Western Europe
' Eastern Europe (BBH)

i Eastern Europe (excl. BBH)
3 Asia

Source: Carlsberg Annual Report 2007.

research and social work. The Foundation was obliged to

In retrospect, Carlsberg’s ownership structure was a

rsTiI::)n ]E(})lntributor to the difficulties of financil‘lg expan- 0fvn at least s1 Percent of Carlsberg A/S’s shares, which
Carl‘sbere largest sh.areholdf.:r of Carlsbcrg.A/S was th? hindered the qglck rel.ease of capital for acquisitions and
IaCObSeng- Foundat'lon, which was establlishcd ‘by ]( ’b‘lo.cked potent@l fum.ons with large, foreign breweries.

in 1876 with the purpose of funding scientitic T'his was a serious disadvantage for an international

-
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brewery fighting to be among the top players in a rapidly
consolidating industry. :

Carlsberg A/S appeared unable to secure continu-
ous growth and development, and many feared that the
company would become a superfluous player. However
after the buyout of Orkla ASA, Carlsbergs management
started to look forward. As Povl Krogsgaard-Larsen, the
Carlsberg Foundation’s chairman, pointed out, “We then
began to prepare ourselves for our next move, namely to
change the charter of the Foundation. This would give
Carlsberg more freedom to act, as the Foundation was
locked in terms of capital after we bought Orklas shares
back™ As a result of this process, the Foundation was ob-
ligated to own only 25 percent of Carlsberg A/S shares
after May 2007, which created more room for new capital.

In May 2008, Carlsberg, in cooperation with
Heineken, completed a krio4 billion (USs22 billion)
acquisition of the largest British brewer, Scottish &
Newcastle. This acquisition gave Heineken control over
Scottish & Newcastle’s British activities, while Carlsberg
obtained the remaining so percent of the Russian brew-
ery Baltic Beverages Holding. Naturally, this major
acquisition increased Carlsberg’s debt, which reached
krs8.3 billion in May 2008 (USs12.1 billion).

Towards an Emerging Market Strategy
With global beer brands such as Carlsberg Pilsner
(“Probably the best beer in the world”), regional brands
such as Tuborg, Holsten and Baltika, and a number of
leading local brands, Carlsberg’s most important mar-
kets were in Western Europe, which accounted for 61
percent of revenue in 2007. Furthermore, the company
held a strong position in the growth markets of Eastern
Europe and in the emerging Asian markets, with Russia
and China serving as the most notable examples. The
booming Indian market was also regarded as a market of
increasing importance. The Eastern European and Asian
markets accounted for 33 percent and 6 percent of reve-
nue in 2007, respectively (see Exhibit 3).

The global brewing industry of the mid-2000s was
characterized by a process of intense consolidation, in
which the number of breweries continuously declined.
By 2007, the industry was basically controlled by the
four largest breweries in the world (see Exhibit 4). This
consolidation process could be ascribed to changes in
consumers’ beer-drinking habits as well as increasing
production costs. In the mature European and American
markets, beer consumption had been falling as a result
of growing health consciousness and increased competi-
tion from wine and spirits, while the Eastern European
and Asian beer markets were booming. Given the rising

costs of inputs, such as glags, alum

large breweries were seeking to conso M ang :
their market share as they Search idate and.)}' .
of scale in relation to everything frf:d W
advertising. For the consolidatiqy, 0(;
acquisitions and joint ventures vy, loc
preferred modes of entry for the |
the beer industry, as they alloweq
to gain access to local brands, gjg
and local market knowledge thro,
local breweries.

As markets around the worlq becar. -
consolidated, Carlsbergrecognized iy i
a truly global company. The North gpg
markets had been lost to other well-kp,
breweries, and the potential offereq b > stapy,
markets was of limited interest. The Wesz, the
markets were already consolidated ¢, . ern g
Carlsberg decided to focus on Eastery, E
as a means of achieving future growth, [y, € ang i
these emerging markets were financeq thfstments:
nues from activities in the Western Europeg Ugh r,
Carlsberg’s activities in Eastern Eurgp, n Ma
in Russia, were expected to offer sizeable’ p(;fllt'u]arl
several years. However, expectations Were per hennal f
greater for the long-term potential of the Asianaps o
especially China, where Carlsberg wag makip ke
erable investments. In fact, Carlsberg’s emergyp Congi
focus was considered vital for the company agb{?ark
remain a major player in the beer industry, “y, \l,m'f
ensure that we have positions with futyre gro‘nhsantt
tial, and we will be relatively patient,” forme, CE(F)’O\E
Smedegaard Andersen argued in 2005, “We i Un.RIi
to say anything about how long it will take, by i :
we believe that a market-leading position will be 1”0
esting in five to 10 years. How interesting i depend ;
the competition, the economic development ang -
other conditions.”” The increase in optimism o
ing Carlsberg’s future was, therefore, due in large party
the fact that the company had abandoned its strateg;
becoming a global player and instead focused on ca}am
izing on emerging markets.

Central to Carlsberg’s business strategy was a foc
on value creation and profitable growth. The Wese
European strategy was to ensure “improved profii2
ity through innovation and streamlining’ while rp
growth and higher earnings” were emphasized in Fast
Europe. The Asian strategy was “long-term gow
through building up market positions” (see Exhibit5)

The beer industry’s mantra, according {0 Heineke
CEO Jean-Francois van Boxmeer, was that it v

tribllti()
8h par

€ mCr

MH Qagi ol
ablll[)’t() eﬂ@
Sout, A

4 T()pe.
reat extem )
Uro; 1y
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Worldwide beer volume 2007, %

North America 4.6
Latin America North 37.3
Latin America South 11.3
Western Europe 13.3
Central and Eastern Europe 18.2
Asia Pacific 13.4
Global Export and Holding Companies 1.9

Famous brands: Stella Artois, Beck's, Hoegaarden, Leffe, Staropramen, Labatt Blue.

Anheuser-Busch

gales volume (mil. hl)

Net revenue (mil. €)

Net profit (mil. €)

Worldwide beer volume 2007, %

United States

International

Famous brands: Budweiser, Michelob.

Heineken

120
12,654
1,211

101
10,796
761

Sales volume (mil. hl)

Net revenue (mil. €)
|
| Net profit (mil. €)

Worldwide beer volume 2007, %
Western Europe
Central and Eastern Europe

Americas
Africa and the Middle East

Asia Pacific

Famous brands: Heineken, Amstel.
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Exhibit 4 Carlsberg's Competitors (continued)
SABMiller

n.a.
11,048
931

Sales volume (mil. hl)

Net revenue (mil. €)
1541
21D,

Net profit (mil. €)
],30,’

Worldwide beer volume 2007, %

Latin America
Europe

North America

Africa and Asia
South Africa

Famous brands: Pilsner Urquell, Peroni Nastro Azzurro, Grolsch, Carling’s Black Label.

Source: Companies' annual reports.

Exhibit 5 Carlsberg A/S Regional Strategies

BBH and the Rest
Western Europe of Eastern Europe

Strategy Improved profitability through inno- | Rapid growth and higher earnings Long-term growth througp
vation and streamlining of market positions . bu[ld‘up
Group focus B Innovation

B Marketing and brand building
B Continuous streamlining
B Corporate culture and

management development
Regional focus B Maintaining and developing B Strengthening the developing | Strengthening ang rod
market positions market positions range s
B Marketing B Increased focus on premium B Improving sales work
B Innovation segments B Strengthening existin
B Focus on value M Investments positions through orgga: o
B Streamlining on every level B Optimization B Establishing new marke:;z;c.f

through acquisitions

Source: Carlsberg Annual Report 2007.

worthwhile for a brewing company to be present in  the major benefits of the emerging Eastern Europeg
a market where it was not the market leader or the ~ markets. In 2007, when Carlsberg owned 50 Perce:'.-‘i
runner-up. This philosophy was shared by Carlsberg, as  BBH shares, the Russian brewery held a marke i
indicated by Carlsberg’s press officer, Jens Peter Skaarup: of 37.6 percent in Russia and was the market leader 83
“What is important is the position we have on the markets ~ operations in Eastern Europe—Russia, the Uk
in which we are present.” In relation to the consolidation the Baltic states, Kazakhstan, Uzbekistan and Belaru:-
of the industry, he argued that “competition is something  accounted for 23 percent of Carlsberg’s revenue in2
we are happy about. It makes us more ‘fit for fight. The Russian market was undoubtedly the most imp
ant for BBH, as it represented 79 percent of sales volurs
carlsberg in Russia and 86 percent of operating profit. From 2006102
the Russian market grew by 16 percent, vh
Once Carlsberg gained access to BBH through the Orkla  beer consumption per capita amounted to 75 1en
ASA merger, the scene was set for Carlsberg to reap  average in the Scandinavian markets was 65 /<!
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ositive deYelopment Wwas expected to continye
 the coming years, as vodka consumption
; was

pRY" " jue to new taxes on liquor, which j

(Jining dka. In fact, the Russj iNcreased
o rice of vodka » e Russian market wag cop.
f;;efed to be one of the fastest-growing beer markets in
o) Sl s
: é;)rlsber g's strategy in terms of BBH and the Russian
arket W3S to grow organically by Capturing new mar-
I?t hare. The company ‘d'oybted that the Russian state
ke 4 accept MOre acquisitions by a company that yas
WO Jbsolute market leader. However, for Christian
the m_schmidt, BBH’s CEO, organic growth was not a
am om: “I cannot see why that should not be possible,
s a national company, and it has the best brands,
he best distribution and strong management. That
Zhould suffice t(;) Catpotusr:- Onettct)ht_wo percentage points
5 e 'In or e,r y pport this st_rate.gy, Carlsberg
-nvested in BBH's pro 'uctlon C?P’fmlt)’, infrastructure
i 4 logistics> as well as in the building of strong brands
hrough product development and advertising,

BBH’S best-selling brand was Baltika, “a foamy,
slden brew with a dell’c,ate flavour of hops and the
oma of first-class malt” It was also Russia’s leading

prand with a market sha,re of 38 percent in 2007, In
order to reduce Carlsberg’s dependency on the Russian
market, the company had great expectations for Baltika
on an international scale, and planned to introduce the
prand in Asia and the United States. “I can see possibil-
ities for Baltika in most parts of the world,” explained
Jorgen Buhl Rasmussen. “Just like you can sell Czech
beer almost everywhere today, I believe the same could
happen for a brand like Baltika* Furthermore, Buhl
Rasmussen did not believe that introducing Baltika in
other markets would have negative effects on Carlsberg’s
other brands: “We do not see any risk at all of cannibaliz-
ing our own brands.””* BBH also distributed the Carlsberg
pilsner and Tuborg brands to the Russian market, where
the aim was to capture the premium segments. In fact,
the Tuborg brand was BBH’s most important interna-
tional brand, as it represented 11 percent of revenue in
2007. The Carlsberg Pilsner brand accounted for two
percent of revenue in the same year.

However, as the Russian market was attractive,
Carlsberg was not the only international brewing com-
pany interested in capturing market share as the Western
European and American markets began to stagnate.
Heineken acquired five breweries in Russia in 2005 and
Was the third-largest beer company in the Russian mar-
ket in terms of volume by 2007. In addition, Heineken
‘S"as selling local brands, such as Volga and Ochata.

outh African/British SABMiller was also active in the

This P
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arket share and was

Russian market with a six percent m -
weries.

planning to acquire more Russian bre

Carlsberg in China

China spanned as far back as the

Carlsberg’s history in Is of beer were exporte

late 1890s when the first barre

X n
til 1981—whe
f . however, not unti: -

rom Denmark. It was o estabhshed—-that

Carlsberg Brewery Hong Kong Wa> = Chinese
Carlsberg began to produce beer in Chma-f;,rrh Earlsberg,
market was considered hig tion of beer
even though the yearly per capita consump

. P ; siz
was just 29 liters in 2007. Given lt)S vast e narket in
population, China was the world’s 1arges

: ar-
terms of production and consumptior, andertg:;tn;er
ket's estimated growth rate was up fo elz(gfhtdpstates and
year, compared to 0.7 percent in the Unite s o
2.5 percent in Europe. In other words, the ma
not to be underestimated. .

The Chinese beer market was immensely ‘fragl

) e ith no truly nationa
mented and highly regionalized with T enioiie
brewery. Local and regional non-premium bran sThese
inated and price was often the determining factor. f total
types of beer constituted more than 95 percent O to -
beer sales. In addition, entry barriers were co'nmder.e
to be very high, and the industry was capital intensive
in terms of production and distribution. In order to be
profitable, it was necessary to be either number one or
number two. For that reason, competition had led' to a
process of consolidation, where the large internat¥onal
breweries mainly competed on buying shares of regional
and local breweries.

Following initial setbacks, which led to a complete
overhaul of the original strategy, Carlsberg was posi-
tioned somewhat differently from its competitors in the
competition for the Chinese market. In 2000, Carlsberg
had entered into a 50/50 joint venture with the Thai
company Chang Beverages Pte Ltd—a leading player
in Asian markets for alcoholic beverages—and created
Carlsberg Asia Ltd. (CAL) to strengthen Carlsberg’s posi-
tion in the Asian markets. In the important southeastern
Chinese market, however, CAL met fierce competition,
and earnings and sales did not take off as expected.
In 2003, Anheuser-Busch, SABMiller, Interbrew and
Heineken together held a substantial proportion of
shares in China’s four largest breweries, and controlled
more than 30 percent of the Chinese beer market in
collaboration with their partners. Furthermore, as time
passed, disagreements between Carlsberg and Chang
Beverages arose, which eventually led to Carlsberg pull-
ing out of the joint venture in 2003. However, as this
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move was allegedly a violation of the contract between

the two partners, Carlsberg was forced to Pa)'_com'
pensation of kr34 million. As a result of this episode,
Carlsberg not only experienced severe financial los.seS
but also lost three strategically important years in which
to establish itself in the Chinese and Asian beer mar-
kets. During these years, other international competi-
tors acquired important market share in the southeast
Chinese beer market, while Carlsberg, with its assets
first tied up in Thailand and later finding itself finan-
cially strained from the lawsuit, was unable to muster
the financial strength needed to acquire new production
facilities and enter the competition.

This significant setback inhibited Carlsberg from
taking part in the initial consolidation process in south-
east China, which caused the company to revise its strat-
egy for Asia and the Chinese market. The result was a
focus on the highly fragmented, poor Western Chinese
provinces. “Our strategy is to pursue the provinces in the
west, as we can buy cheap and because it is a foundation
for growth,” explained Carlsberg’s information officer,
Margrete Skov. She continued, “The good forecasts for
growth are a result of China’s ‘go west’ policy with large
investments in the provinces in the west. That gives a
larger economy and better sale opportunities.”*

The cornerstone of Carlsberg’s new strategy was a
focus on achieving leadership and first-mover advan-
tages in Western China, while avoiding the fierce com-
petition in the southeast. Geographically, the Western
Chinese region included five provinces, which covered
one-third of China and had a population of around 100
million. The Western regions were the poorest parts of
China, and the living standards and level of beer con-
sumption were lower than the country averages. In the
Western province of Yunnan, for instance, yearly beer
consumption per capita only amounted to four liters, in
contrast to 70-9o liters in the big eastern cities.

Nevertheless, Carlsberg expected living standards
and beer consumption to rise rapidly. According to
Michael Fredskov Christiansen, director of the Chinese
operations, it was crucial for the company to be pres-
ent in Western China when growth accelerated. He
expected Carlsberg’s turnover to rise in line with the
general growth in the Chinese beer market.” In addition,
the Western Chinese market was quite fragmented, and
none of the other large players were present, as they all
concentrated on the southeast.

Carlsberg’s 2007 Annual Report indicated that the
company’s strategy was “to build up a leading position
in these emerging markets through acquisitions and
subsequent strong organic growth, so that Asia makes

pafu e

a greater contribution to Carlsberg' ove
the future.

In 2007, Carlsberg had Operatiops ;
plants and had 4,756 employees in Ching 10 2 br,
of the Chinese breweries were fully °Wn'e - nly, han:\-‘.}
while the rest were operated throy,y, - b\ Carlg !
with local partners, the Danish Ip duStrial-lm Ve
for Developing Countries (IFU), apq b llzation ™
These efforts gave Carlsberg an oveisl] al gy Ur[:::
of approximately 55-60 percent ip o rhey SH:
making it the only international i, Sterp o, ¢
ing position in that region. In additiop
brands, Carlsberg experienced increasing . .
Carlsberg Chill, a brand designed for the Cl}llc_cess Wil
ket. This beer targeted the more exclugi, Inese -
and was distributed not only in Westernecsegm%
also in the east. In this respect, Jorgen gy, Rhma by
argued, “We are interested in approa Ching neaab U,
by continuously moving from the west tOWardr ¥ atey
China — for instance through acquisition,» ;I Cenyy
he also stated, “alone in Western China, the I;os 9‘.‘.%
are enormous. We control approximately g, esnbllmeS
[the] Western China [beer market] in ap arefoffcent o
ulation of approximately 120 million, Thgy j : apyp
than Great Britain and Scandinavia together a;:dmﬂre
a market where the consumers COHtinuou5|y Buv bn i
more expensive beer”” ¥ betty

Even though the Asian investments ha v toshy
their full potential, former CEO Niels sy, s aon.
Andersen emphasized, “We are in Chinato cregte 5 pofi:(:
And we are not counting on making money in pethap ﬁ\f
to 10 years. Carlsberg has to establish new marke, H(-

« . " e
also argued, “We consider Western Europe to be ; Mt
stagnating market. Russia and Eastern Europe are g
markets, while Asia is a developing market

Considering Carlsberg’s activities in emerging ny
kets, CEO Jorgen Buhl Rasmussen was optimisi I
was convinced that the company’s timely and successfy
emerging market strategy and positioning had ensur
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