'

[

¢ASE 4

|sberg in Emerging Markets

aaint meging Markets

arlsbe

o bt

car

e ofoptimism blew through the nmcc of ¢ Aarlshey
‘/"l’“ Jorgen Buhl Rasmussen, After ﬂn.tlly gai
ent control over the giant Russian h.-t_wcrh’.
Reverages Holding (BBH), and with the inveg
;s In Western China beginning to bear fruit, lhe.
mﬂ,‘l : ‘“‘l",inlcd CEO was confident that the Danigj,
pew ‘ 1 company’s intensified focus on emerging y,
lwc“u’ :nld pay off. The company was counting op tar.
ols “:c massive potential in emerging markets jp ordap.
a much-needed reduction in its depen dcncer

{he maturing and stagnating Western Europeap beet
on kets, which accounted for a full 61 percent of th
e »any's revenue in 2007. 22
Con;}n‘deed’ Carlsberg’s emerging market efforyg had
ome a long way: In the Russian market, which g con.
;idered to be one of the fa§test-growing beer markeg
in the world, Carlsl?erg enjoyed market-leader statug
through its ownership 9f BBH. In th.at_ market, it haq ,
sales volume of approximately 23 .m.llhon hectoliter of
peer in 2007 and reven'uf-, of kr 9 billion (USs1.8 billion).
As for the highly promising Chinese market, which Was
regarded as the world’s largc?st beer market in term of

opulation and size, the Pamsh company had achieved
55 percent market share in the western parts of the coup.
try, and it operated 20 brewery plants in China with close
to 5,000 employees. In fact, as Carlsberg recognized tha
the European markets would eventually reach a point of
saturation, 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. Carlsberg’s 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
early 2000s, Carlsberg was on the brink of being reduced
to a secondary player in the global beer market—as the

consolidation of the industry proceeded, Carlsberg A/S
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became an obvious takeover target and was also at risk
of being cornered as a small regional player. Nonetheless,
in 2008 as the first decade of the millennium neared an
end, Carlsberg was the fifth-largest brewery in the world
in terms of volume produced. Much of this reversal of
fortune could be attributed to the company’s emerging
market focus.

Despite Buhl Rasmussen's optimism about the future,
the real question was how Carlsberg A/S could success-
fully continue to capitalize on its growing engagement
in emerging markets. “We don’t know how large the
Chinese market will be in five years, and I don’t know
if China can become a new BBH,” the CEO explained,

“but it is definitely not impossible, as the market is
enormous.” It was no surprise that competition was
becoming increasingly fierce in this booming emerging
market, and history had clearly proven that doing busi-
ness successfully in this market required unconventional
approaches.

Introducing Carlsberg A/S

The successful course and strategy which Carlsberg has
pursued in recent years will remain basically the same
no matter what. The strategy has proved its worth with
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, ].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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or transmission without its written permission. Reproduction of this material is not covered under authorization by any reproduction rights organization.
Copyright © 2011, Richard Ivey School of Business Foundation. One time permission to reproduce granted by Richard lvey School of Business Foundation.
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Exhibit ¥ Carlsberg A'S Financial Figures

[ Sodes voamie (il hi) -
Reet )‘.)f’
Soft drinks g ool

! Profit and ks account (kr milion) .

" Net revenue e
Profit before taxation

Profit for the year 1,719
Balance sheet total 46,712
Equity 11,276
Net Interest-bearing debt 8929
Key ratios

Operating margin, % 10.3
ROIC, % 124
Equity ratio, % 38.3
Debt/equity (financial gearing), X 0.50
Employees 31,531

Source: Carlsberg Annual Report 2007.

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 reV(’:nue
of krq4,750 million (€6,000 million) (see Exhibit 1)
Carlsberg’s areas of operation focused on the mature
beer markets of Western Europe, the growth marketf of
Eastern Europe and the emerging Asian markets. Behfnd
this strong position of the company was a major reorien-
tation and restructuring of the company in recent year st
“Progress in revenue and share prices has been dr.wen
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 ASA’s brewing activi-
ties was executed in 2000 and resulted in the creation
of Carlsberg Breweries. Carlsberg A/S owned 60 percent

"y o

9.0 101.6 100.7 11532
194 19.1 202 (i
e —
36,284 38,047 41,083 44,750
1,651 1,892 3,029 3,634
1,269 1,371 2,171 2,596
57,698 62,359 58,451 61,220
15,084 17,968 17,597 18,621
21,733 20,753 19,229 19,726
9.4 9.2 9.8 g
8.1 7.8 9.2 N7
29,1 31.3 325 326
1.29 1.06 1.01 0.99
31,703 30,208 31680, _ | . 3am0

Exhibit 2 The Global Beer Industry, 2007

Largest breweries Sales volume (mi), hi)

1 InBev 271.0
2 SABMiller 2390
3 Anheuser-Busch 1284
4 Heineken 1198
5 Carlsberg 115.2

Source; Companies' annual reports.

of the new entity, while Orkla held 40 percent, Among
the positive aspects of this merger was Orkla ASAs 5o
percent ownership in Baltic Beverages Holdings (BBH),
which offered Carlsberg the possibility to strengthep its
position in the Eastern European markets, However, after
a number of strategic disagreements, Carlsberg bough
Orkla out of the merger in 2004. Although this move put
Carlsberg into severe debt, former CEO Nils Smedegaard
Andersen was content: “We are market leaders in a hand.
ful of large countries, we own half of the largest brewery
in Eastern Europe and we possess a majority share in
a number of European breweries” He also emphasized
that “the acquisition of Orkla’s Carlsberg shares, as well
as Holsten, prove that, during the last five years, we have
reached a size and economic capacity that allow us to
invest very large sums of money.s
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21 A/S Global Markm\ 2007

Market
Share (%) Employees Breweries
o : 59 : 64 233 2
ottt 82 5 1,554 3
¢ o 87 ' 38 1,152 1
rod Kingdom 9 ‘ 50 1,003 2
' s ! 13 2,060 2
:‘,xze’"’ 5 : 1,449 a
o 32 . 4 1,453 2
2ol wagal 64 ‘ 6 802 1
(aster Europe (BBH) 52 892 2
o 75 : < 8,174
Jkraine 58 3 = :: 'g
paltic states 67-98 i i
| Khstan 34 n.a. 4
‘ Kazd : 1 23 na. 1
Uzbek:sran 1 2 s :
astern Europe (excl. BBH) na,
| poland = 3 13 1319 3
| goutheast Europe 64-84 23 1523 R >
Turkey U 2 15 564 1
Asia
Malaysia 2 2 44 596 1
singapore 12 2 23 67
Vietnam 17 4 10 570 2
China (Western China) 29015) (1) (55) 4754 20
| Other countries na. na. na. na. 5

Invested fapital Beer Sales Pro Reveriue Ol AT
(kr mil.) Rata (mil. hi) (kr mil.) Profit (krmil)  Margin(%)  ROIC (%)
16,152

| Western Europe
)

'; gastern Europe (BBH) 8,087
‘ gastern Europe (excl. BBH) 448
| 3,033
| Asia

source: Carlsberg Annual Report 2007,

In retrospect, Carlsbergs ownership structure wasa  research and social work. The RFound atioSn w}::s A : t;:
o ’ . . ‘ S least 51 percent of Carlsberg A/S’s shares, whic
i : difficulties of financing expan-  own at least s P ‘ are
main contributor t}? t}e]}elolder of Carlsberg A/S was the  hindered the quick release of. capital for acgmsmons a.nd
o, largeStdst'arn which was established by J.C.  blocked potential fusif)11s with large, forelgn bre?ene:}_
Carlljberg- I:05217116 iriltcl)l t’he purpose of funding scientific ~ This was a serious disadvantage for an internation
Jacobsen in 1
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‘ "M,N(,'\ Competitors
0 .

ph®

InBev

™ yolume (mil. hD)
s

k mv(-nue (mil. €)
|

i Net p(om (mil. €)

|

Worldwide beer volume 2007, %

North America 4.6
Latin America North 373
Latin America South 13
Western Europe 13:3
Central and Eastern Europe 18.2
Asia Pacific 134
Global Export and Holding Companies 1.9

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

Anheuser-Busch

Sales volume (mil. hl) 125 128

10,166 10,793
1,271 1,368

Net revenue (mil. €)

Net profit (mil. €)

Worldwide beer volume 2007, %

United States

International

Famous brands: Budweiser, Michelob.

Heineken

Sales volume (mil. hl) 112

11,829
807

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 Carlsbhergs Lompe
sanMmiller

na.
13,354
1,067

Sates volume (il h)

Net revenuie (mil €
1309 |

| Net profit (mil, €

beer volume 2007, %

Worldwide

25

Latin America

20
furope

: 1
North America 0
Africa and Asia R
South Africa 33
1sch, Carling’s Black Label.

Famous brands: Pilsner Urquell, Peront Nastro Azzurro, Gro

Source: Companies' annual reports.

Exhibit 5 Carlsberg A/S Regional Strategies
BBH and the Rest

of Eastern Europe Asia

Western Europe
Strategy Improved profitability through inno- Rapid growth and higher earnings Long-term growth through builg.
vation and streamlining of market positions up
Group focus M 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 B Strengthening and prodycy
market positions market positions range
B Marketing B Increased focus on premium B Improving sales work
B Innovation segments B Strengthening existing ma
B Focus on value B Investments positions through organic ::a
Owth

B Streamlining on every level

B Optimization

B Establishing new
market positi
through acquisitions Pei

Source: Carlsberg Annual Report 2007.

worthwhile for a brewing company to be present in  the major benefits of the emerging Eastern Eur
a market where it was not the market leader or the markets. In 2007, when Carlsberg owned so Percopm
runner-up. This philosophy was shared by Carlsberg, as BBHs shares, the Russian brewery held a marketer;\t S
indicated by Carlsberg’s press officer, Jens Peter Skaarup: of 37.6 percent in Russia and was the market leadersgalre
“What is important is the position we have on the markets ~ operations in Eastern Europe—Russia, the Uk .BH
in which we are present.” In relation to the consolidation ~ the Baltic states, Kazakhstan, Uzbekistan and B lrame,
of the industry, he argued that “competition is something ~ accounted for 23 percent of Carlsberg’s revenue i
we are happy about. It makes us more ‘fit for fight™ The Russian market was undoubtedly the most 1inm2001
ant for BBH, as it represented 79 percent of sales vol:ﬁ:

and 86 percent of operating profit. From 2006 to 2007
the Russian market grew by 16 percent, while annuall‘
beer consumption per capita amounted to 75 liters (the
average in the Scandinavian markets was 65 liters)

Carlsberg in Russia

Once Carlsberg gained access to BBH through the Orkla
ASA merger, the scene was set for Carlsberg to reap



in Emerging Markets
( .n|v|“",

i
o
’

ositive development way expe
is 4

ih ‘I the coming years, ax Vodka

L Jue o new laxes on “q\lm oo -

K wl

T Heh Increaye
|1 ydka, In fact, the "ied
o Lol vouke Russtan Marke

) \l“‘ \J l 4 l ]
y N¢ ol the astest

(e | Jw he ! H“'\\lll“ beey |
|\

led 1y COntinne
Onsuny

1 Wwag con
Narkets |y

.‘ l
o yorit

" ergh SUTAERY In terms of By
,. was o 8"\“ \\lgdlllhl“)’ l\y cap
“Phe company doubted that |

je' 11 accept more acquisitions by o Company thay
bsolute mmlwl‘lvq«!vl'- However, fo, (1h|“‘m‘|vras
he \ .\-hmid(. BBHs CEO, Organic growtl, was o
gt ;"1 cannot see why that shoyld not be p, iy
b (\ a pational company, and j( g the b fimmen
gt = distribution and strong managemCSl s
(he ‘:l ‘sumc" to capture one to two perccntaer:t. T'hal
o [n order to support thig slrategy g Emlnts
) \.‘:;‘u“d in BBH’S prod'uction capacity, inf’ras:‘rruil:erg
‘n\t.o istics, as well as in the building of strong by u;e
an® ah product development and advertising e

'hrl};BH'S best-selling brand wag Baltika :‘a f
bt prew with a delisate flavour of ho}as anga?}:y’
go 5 of first-class malt™ It was also Russia’s leadi ;
210 ' with @ market sha)re of 38 percent in 2007 ullrgx
» (o reduce Carlsberg’s dependency on the Rus;ian
\ct, the company had great €Xpectations for Baltiky

m g international scale, and planned to introduce th

Onand in Asia and the United States, “[ cap see possib'j.
br for Baltika in most parts of the world” explained
sell Czech

and the Russiap
:mlug NeW may.
¢ Russian slate

\
'\
e “ are

2w S « :
jtie » Buhl Rasmussen. “Just like you can

L(:regrealmOSt everywhefe today, I t:elieve the same could
happen for a brand bhll(‘e Balnka: " Furthermore, Byh|
Rasmussen did not believe tha? introducing Baltika in
other markets would have negative effects on Carlsberg’s
other prands: “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
he aim was to capture the I?remium segments, In fact,
the Tuborg brand was BBH's most important interna-
jional brand, as it repr.esented 11 percent of revenue in
,007. The Carlsberg Pilsner brand accounted for two
ercent 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
Furopean 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
was selling local brands, such as Volga and Ochata,
South African/British SABMiller was also active in the

c-53

Ruisslan marbiet with o ala percent market share and was
Planning to acquire more Russian breweries

Carisberg in China

Carlsberg's history in China spanned as far back as the
late 18905 when the first barrels of beer were exported
from Denmark, It was, however, not until 1g81—when
(ldrlabcrg Brewery Hong Kong was established —that
Carlsberg began to produce beer in China. I he Chinese
market was considered highly important for Carlsberg,
even though the yearly per capita consumption of beer
was just 29 liters in 2007 Given its vast size and high
population, China was the world’s largest market in
terms of production and consumption, and the mar-
ket's estimated growth rate was up to eight percent per
year, compared to 0.7 percent in the United States and
2.5 percent in Europe. In other words, the market was
not to be underestimated.

The Chinese beer market was immensely frag-
mented and highly regionalized with no truly national
brcwery. Local and regional non-premium brands dom-
inated and price was often the determining factor. These
types of beer constituted more than 65 percent of total
beer sales. In addition, entry barriers were considered
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 international
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 ol the

contract between
the two partners.

Carlsberg was forced to pay com-
Pensation of krzag million, As a result of this episode,

Carlsberg not only experienced severe financial losses
but also lost three strategically important years in which
o 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 Jater finding itself finan-
clally 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-
cast China, which caused the company to revise its strat-
¢gy for Asia and the Chinese market. The result was a

focus on the highly fragmented, poor Western Chinese
province sue the provinces in the

s. "Our strategy is to pur
West, as we can buy cheap and because it is a foundation
rg’s information officer,

for growth” explained Carlshe
Margrete Skov, She continued, “The good forecasts for
0 west’ policy with large

growth are a result of Chings g
provinces in the west, That gives a

investments in the
larger cconomy and better sale opportunities.”s

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 fo

contrast to 70-9o liters in the big eastern citi
Nevertheless,

ur liters, in
es.
Carlsberg expected living standards
and beer consumption to rise rapidly. According to
Michael Fredskoy 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

’
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A greater contribution to Carlghe
the future
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orgen Buhl Ragpy,
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These efforts gave Carlsberg an overall
of approximately s55-60 percent in Weq
making it the only internationa]
ing position in that region. In ad
brands, Carlsberg experienced in
Carlsberg Chill, a brand designe
ket. This beer targeted the mo
and was distributed not only i
also in the east. In this respect, |
argued, “We are interested in ap
by continuously moving from t

but
sen
aregg

entry|
China — for instance through acquisitions” Howeyer
he also stated, “alone in Western China, the Possibilitie

are enormous, We control appro
(the] Western China [beer mark
ulation of approximately 120 m
than Great Britain and Scandi
a market where the consumers
more expensive beer””

Even though the Asian inve
their full potential, form
Andersen emphasized, “We
And we are not counting o
10 10 years. Carlsberg ha
also argued, “We conside
stagnating market. Russi
markets, while Asia is a

Ximately 60 percent of
et] in an areq of pop-

illion. That is fy more
navia together, and j is
continuously buy better

stments had yet to shoy
er CEO Niels Smedegaard
arein Chinato createq position,
n making money in perhaps five
$ to establish new markets” He
r Western Europe to be a mature,
aand Eastern Europe are growth
developing market
Considering Carlsberg’s activities in emerging mar-
kets, CEO Jorgen Buhl Rasmussen was optimistic. He
was convinced that the company’s timely and successful
emerging market strategy and positioning had ensured
that Carlsberg was Prepared to successfully capitalize
on its investments in the emerging economies. However
Rasmussen was fully aware that the majority of fhe
company’s revenue was still generated in the stagnaung,
Western European markets and that new sources of -
c¢hue were needed. At the same time, the BBH suc-cess‘
story was likely to soon be affected by ever-fiercer o
petition, and the Russian government was conlemPl“""g
worrisome taxation proposals for alcohol in general T;ﬁ
beer in particular, which could seriously ChaUeDS"om
profitability of Carlsberg’s Russian operations. MO:: s
despite magnificent forecasts for the Asian markets
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emerging market strategy would suffice as a response to
the operational, competitive and regulatory challenges

that these markets posed. In the longer term, the payoff
could be significant.

" Jsberg Annual Report, 2007. 78 g:’r T:t’:: October 15, 2005, 13.  Ibid.

g \sberg Annual Report, 2007 % R €'9 Annual Report, 2007. 14.  Borsen, July 16, 2004.

5 i en, May 18, 2007. 5 Bemm' July 14, 2008, 5. Jyllands-Posten, July 30, 2005.

& Ba;'sfike'n, April 4, 2004. 11. orsen, March 19, 2003. 16.  Carlsberg Annual Report, 2007.
5 g n, February 1, 2008. 11; :ww'ca’“befggroup.com. 17.  Business.dk, August 18, 2008.

6 gorsen, 3 orsen, June 12, 2007, £

Jyllands-Posten, October 12, 2005.
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brewery fighting to be amony the top play
consolidating industry.

(‘m'lshcr: A/S nhwun‘d unable to secure conlh]m‘-
ous growth and development, and many feared that t 1‘t.
company would become a superfluous player. However,
after the buvout of Orkla ASA, Carlsbergs management
started to look forward. As Povl ngsg-.mrd-l‘arscn, the
Carlsberg Foundation's chairman, pointed out, “We then
began to prepare ourselves for our next move, namcly{ 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 Orkla’s 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

Part 4: Case St

costs of inputs, such as glass, aluminum and hops, 1
large breweries were seeking to consolidate and i"C!‘ca ¢
their market share as they searched for ccunom]‘;c
of scale in relation to everything from production :s
advertising. For the consolidation of foreign marke;)
acquisitions and joint ventures with local firms were 1},5,
preferred modes of entry for the largest companjes l:
the beer industry, as they allowed acquiring Companje
to gain access to local brands, distributional networs
and local market knowledge through partnerships i,
local breweries.

As markets around the world became increasing|
consolidated, Carlsberg recognized its inability to become
a truly global company. The North and South Americay,
markets had been lost to other well-known, establisheg
breweries, and the potential offered by the Africay
markets was of limited interest. The Western European
markets were already consolidated to a great extent, s,
Carlsberg decided to focus on Eastern Europe and Asiy
as a means of achieving future growth. Investments in
these emerging markets were financed through reve.
nues from activities in the Western European markets,
Carlsberg’s activities in Eastern Europe, particularly
in Russia, were expected to offer sizeable potential for
several years. However, expectations were perhaps even
greater for the long-term potential of the Asian markets,
especially China, where Carlsberg was making consid-
erable investments. In fact, Carlsberg’s emerging market
focus was considered vital for the company’s ability to
remain a major player in the beer industry. “We want to
ensure that we have positions with future growth poten-
tial, and we will be relatively patient;” former CEO Nils
Smedegaard Andersen argued in 2005. “We are unable
to say anything about how long it will take, but right now
we believe that a market-leading position will be inter-
esting in five to 10 years. How interesting will depend on
the competition, the economic development and many
other conditions.”” The increase in optimism concern-
ing Carlsberg’s future was, therefore, due in large partt0
the fact that the company had abandoned its strategy of
becoming a global player and instead focused on capital-
izing on emerging markets.

Central to Carlsberg’s business strategy was a focus
on value creation and profitable growth. The Wester™
European strategy was to ensure “improved proﬁtab.il'
ity through innovation and streamlining,’ while “rap!
growth and higher earnings” were emphasized in Eas”
Europe. The Asian strategy was “long-term 8“’“{
through building up market positions” (see Exhibit 5

The beer industry’s mantra, according to Heineke?

) iy oag N0V
CEO Jean-Francois van Boxmeer, was that it was ?



