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SURVIVORS,
THRIVERS
& DIVERS

After the storm of

recession, dead calm.

Sales have flattened l
for the top 50 fmcg
giants of today
but a few are
speeding along,
writes James Ball
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s recession battered global
A 4 ) markets, the world’s biggest
o ‘\ fmcg companies proved
#( i '-.ﬁ:'{x their mettle. Huge, efficient

£ - \ and diverse, th’ey ploughe.d
| :.f:;"—il' . through 2008’s economic
[ WA storm - as with 2007’s spi-
ralling inflation - virtually unscathed. So,
with the black clouds retreating, the rela-
tive calm of 2009 would be no challenge -
right?

Wrong. The Global 50, compiled by OC&C
Strategy Consultants, are labouring under
some of the toughest conditions yet: stag-
nant consumer demand, volatile commod-
ity prices and - on a scale not seen before
- slick and effective local competition in
emerging markets.

Overall sales growth dropped from 13.3%
in 2008 to just 0.6% in 2009, while SAB
Miller, Dean Foods and FrieslandCampina
saw double-digit sales declines. Four of
the five biggest grocery companies expe-
rienced a dive in sales. Proft margins also
suffered, down from 17.4% to 17.0%.

But OC&C partner Will Hayllar points
out that much of the slump in sales is
accounted for by adverse currency effects
and tumbling commodity prices in the sec-
ond half of 2009. Organic growth, he says,
averaged a much healthier 3%, though
down from 6% in 2008.

“The degree of sales slowdown was much
sharper than expected for the biggest com-
panies,” he says. “The better news is that
falling margins are largely due to one-
off restructuring costs and writedowns
- underlying profit margins excluding
one-off effects actually rose by 0.7% points,
showing the top fmcg companies are tak-
ing the steps needed to make sure they
remain efficient and competitive.”

Commercial teams, administration and
production have borne the brunt of the
fmcg giants’ cost cutting, Hayllar says,
with restructuring costs substantially
above recent trends - as typified in the
UK by Diageo’s Scottish factory closures
and Kraft upholding the decision

&6 The degree of sales
slowdown was much
sharperthan expected
but falling margins are
largely due to one-off
restructuring costs and
writedowns %
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by Cadbury management to close
B i its Somerdale factory - reversing a pledge
]| e o made during the takeover process.
b %% 5@ The Top 50 have moved energetically to
= - 55 EQ trim any fat they can find, but The Grocer’s
= o> | Eq research shows there’s no sign of a bunker
=} oY =} S
COMPANY 15 ggr% E§ = mentality, as R&D spend and marketing
" westi o 4175 &3 =3 1a(22) 200 | Imestmentbothessentialorlong e
& I_’rt!cl:er Sibamble = sk il =2 24(21) _19(16) While global ad sp;end across the econ-
3 Unilever UK/NL 55,538 100 -2 14(18) 24(34) omy has slumped, the Top 50 fmcg compa-
_A_PepsiCo U 43,232 100 0 19(17) 33(35) nies cut theirs by just 0.1% of sales - from
—5_NKraft Foods = 2022 (UZ ) __12( (1 U} 6.3%t0 6.2% - showing that, in the words of
6 AB InBev Belgium 36,758 100 56 31(23) 14M . CHES «

. one Evolutions Securities analyst, “these
7_The Cocu-Cola Company L S = 29(24) _24(25) companies are playing for the lgng term”.
8 Archer Daniels Midland us 29,790 43 4 4(4)  13(1)

10 Philip Morris Int. us 25,035 100 -3 40(40) 47(52) That’s not to say marketing activity isn’t

11 L'Oréal France 24,368 100 0  15(16) 15 W | g epend Bas movedaway fom
122BAF L 22NN v 32(34) 24(21) high-cost conventional advertising
= Stospe Danoke e = 16(17) 12(12) towards innovative social media and corpo-

:: :ﬁi?e?"- B‘é ig'ig 62 1;)80 : 31: %?5) E ) | ratesocial responsibility drives. Some 65%

Lot L) % of the Global 50 have Facebook accounts,
16 _Johnson & Johnson us 15,803 26 -2 26 (27) (31) while so%are an Twitter

L Kok Riawery el Ll = 3(9) 2(10) This has occasionally backfired: Nestlé

18 Colgate-Palmolive us 15,327 100 0 24(20) 56 (54) was forced to issue an apology tl'iis year

» D-qu?g = = 15,086 100 L] 28(30) _21(21) after an employee posted passive-aggres-

20 Asohl Brawerles lopor =15, 041 =3 . 6(6) 9(10) sive messages to palm oil activists on its

21 SABMiler o 1883 00 Z13_2502) 1403) | p ook p;ge such as “Oh please ... it’s like

22 KimberlyClark us 14774 77 =2 16(14) 25(24) | oo consoring everything to allow only

23 General Mills us 14,691 100 8 16(17)  19(17) positive comments”. This, and its efforts to

24 Sara Lee Corporation uUs 12,881 100 -3 DICINSICIN | 1.ve doctored versions of the Nestlé logo

25 ConAgra us 12,731 100 10 12(12) 18 (15) removed from Facebook, ignited a “Twit-

26 Kellogg Company Us 12,575 100 =2 16(15) 28(28) | ;o m» that led to a string of damaging

2 Anantoods i - 1) _=30)_ | 1 ias in the mainstream media- despite

28 Reckitt Benckiser Uk m,220 @ 92 15 24(23) 46(31) | Negtie's pledges to switch to sustainably

29 Dean Foods us 1158 100 -10 6(5) M(12) | (g palm oil

30 Carisherg peirchk sil1aa 100 =L 150 9(6) Generally spa:aking though, efforts

31_Imperial Tobacco i 10,579 46 30 16(1) _13(6) in both CSR and social media have been

:: :‘m JGS:“ :g‘g:g 1?}% :g 1; E%) 21; %E’; more successful. AB InBev, traditionally a

34 H::;' ; T 10‘148 100 1 1505 24(21) volume operator rather than a sustained

35 H :e:u B g :___, 56 E3 g 8(13) 10018) innovator, has engaged heavily in both. UK

= L advertising of premium lager brand Stella

38 Pe-rnnd Ricard - HEDEER S A0 SeNita 3 23(21)  9(1) Artois has centred on environmental and

:; :n:;lundtumpmu Et g';gz 1%% _:12 1: g; 12 g; sustainability issues all year, particularly

39 J;S ury bl 8:957 50 13 320 30(6) the recent launch of lightweight bottles,
- £ Globally, the company has tried to use

40 Yamazaki Baking Jopon 8,818 93 10 2(2)  5(4)_ | i) mediatoleverage Budweiser's spon-

_41 Grupo Bimbo : _Mexico 8,645 100 M 9(8) 14(15) sorship of the World Cup by unveiling a

42 Reynolds American s 8,419 100 =3 21(26) 16(21) Budweiser United online platform along-

43 LVMH france 8,308 35 -1 19(20) 15(18) side the competition

44 _Ajinomoto 2oL 8,027 L & 1(5) 1(7) Even Nestlé manaq.ed to turn around its

45 Bunge St 1,71 18 =3 1(3) 3(15) social media faux pas: rather than issue

46 Campbell Soup Company us 7,586 100 -5 16 (20) 35(40) a standard, formal, corporate apology

47 Estée Lauder Companies Us 7,324 100 -7 6(10) 14(28) e compar;y’s el PR sorr);

48 GlaxoSmithKline UK 7,288 16 17 30(30) 31(29) directly, through social media channels -

49 Arla Foods Denmark _LU78 82 -8 3(3) 7(7) and the ,ﬁre rapidly died down. “This [delet-

50 Beiersdorf Germany 6,988 87 =2 10(13) 22(30) | . . - .

TOTAL (*: WEIGHTED AVG VALUE) 936,262 NA__ *0.6_*17(17.0) *19 22) l :fff__ﬂ i fg‘;gﬁ)ﬁf g‘};’:tf‘:‘ﬁ:
Source: OCEC. o S
Notes: 1. ‘Profit’ refers to EBIT after earnings from associotes and other exceptional items 2. Grocery sales excludes unfortunate PR wrote. “And for bemg rude.
excise duty payments 3. Growth is calculated on local currency gracery sales 4. Kraft's sales figures to not include those We've stopped deleting posts, and I have
of Codbury 5. For each company, the financial year corresponding most closely to 2009 has been used

stopped being rude.”
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THE THRIVERS:
THE FIVE SPEEDIEST GROWERS

AB INBEV

Grocery sales: $36.8bn
Growth: 56%

The world’s biggest
brewer is also 2009’s
fastest grower, thanks to
its 2008 buyout of
Anheuser-Busch. Organic
growth actually stood at
2.5% for the year, but
margins were levered up
from 23% in'2008 to 31%
in 2009. In the UK, Stella
has been revived by the

launch of Stella 4%:Bud »

GRUPO BIMBO

Grocery sales: $8.6bn
Growth: 41%

Only the'second year the
Mexican baker has' made
the Top 50, but its $2.8bn
acquisition of US firm
Weston Foods has made
it the year’s second
fastest grower. The group
is using its knowledge of
the Hispanic market to |
rapidly grow share in the
Us, diversifying out of |t§
South American

Jheartland.

IMPERIAL TOBACCO
Grocery sales: $10.6bn
Growth: 30%

Though boosted slightly
by the buyout of cigar
maker Altadis, and
buffeted by -currency
headwinds, Imperial’s
growth in 2009 was
largely organic and was

) primarily down to its solid %
- standing at the value end .,

BRITISH AMERICAN
TOBACCO

Grocery sales: $22.2bn
Growth: 17%

BAT enjoyed a strong
2009 but, due toits
higher-end positioning in
some markets, was hit by
the effects of rising
unemploymentand .
economic stagnatiop. Its

strong Russian presehce 3

of the market,/As a result v, proved a slight dumpener

it has often’ benefitted
from downtrading in

% “on sdles, but was not
; .'Jenough to offsetan

GLAXOSMITHKLINE
Grocery sales: $7.3bn
Growth: 17%

Strong grocery sales did
little to offset a tough
year for GSK, the world's
second-biggest
pharmaceutical
company, Over-the- » -
counter medicines and
other fmcg sales did well ;
but key drugs coming'off"
putént forced the firm to
announce a/ round of
Tayoffs ulongsude tts

is also going great guns.

Commitment to innovation is, if any-
thing, even stronger: weighted average
R&D spend grew a hefty 6.4% over the
year, with almost two-thirds of companies
upping their spend year-on-year.

An overwhelming 93% of the biggest
fmcg companies said they had an increased

PRICE INFLATION INDEX Y-O-Y
20 ) A—

-20| _| W GROCERY &BEVERAGES: &
. TOTAL CONSUMER PRICES |7

ol B FOOD COMMODITIES

05 06 o7 o8 os

Commodity costs take about six months to
impact on consumer prices, with food price
inflation generally translating into between
20% to 25% of commodity inflation.

developed markets.
e o\ A

- focus on R&D activity in the past year. This
- was particularly noticeable at the top: seven
. of the 10 biggest R&D spenders increased
- their research funding as a proportion of |
. sales over the year. Two-thirds of the top
. companies continued to cite premiumisa- |
- tion as a major driver of innovation, but
- value investment also evolved. While the
- Top 50’s initial response to slack consumer
- demand in developed markets was to fid- |
. dle with pack sizes and ramp up promo- | .
- tions, that response has evolved, with the Emerging markets matter
- fmcg giants engineering new products for
. new price points.
The trend is illustrated by Proctor & Gam- :
- ble’s response to the flattening of male per- !
- sonal care sales growthin 2009. Itlaunched
. disposable Mach 3 razors to target the val- |
. ue-orientated male market, while con- :
. tinuing to launch premium products for
. women, including Venus Embrace and the
. hugely successful Olay Pro-X.

Innovation hasn’t been restricted to

developed markets, though. Unilever - one

otherwlse solid year. *

2009 results

i of the biggest R&D spenders in the Top 50
i —opened a $72m R&D facility in Shanghai
i last September, its second in the develop-

ing world.
“The fast consumable industry relies
heavily on repeated consumption, so mar-

- ket size is important to us,” says CEO Paul
. Polman. “With a population of 1.3 billion,

China is a huge potential market, and this
is why Unilever attaches priority to it.”

Such investment may be needed. Despite

. the popular image of big multinationals

trampling local competition in emerging
markets, the reality is far different: last

© year, local competition outgrew the Top 50

in emerging markets by a huge margin.
Thisisn’ta side issue for the fmcg giants.
Emerging markets matter. About half of

. Unilever’s sales, for example, come from
. them, while Cadbury’s commanding posi-
tion in India and South America was widely
i believed to be what attracted Kraft.
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? SHORES:
EIEH\ITS OF TH

-

® GRUPO BIMBO ® JBS
Mexico's largest food
company, Bimbo is also
the world’s biggest
baker. After buying out
US baker Weston Foods
in 2008, Bimbo'has been
using its wider reach to
supply its successful ~—
South American brands
to the 47 million Hispanic
consumers in the US.

rival Grupo Bertin.

With stagnant demand in the devel- :
oped world, emerging markets are the pri-
mary driver of growth for the top players.

They’re still delivering: average growth
in emerging markets for the Top 50 compa-
nies was 5.7% - nine times the 0.6% overall
sales growth reported. However, grocery
markets grew a hefty 14%in the same coun-
tries over the year - meaning that, rela-
tively speaking, the Top 50 are losing share
in the key emerging battlegrounds.

The picture wasn’t universal though: :
five companies - BAT, Reckitt Benckiser,
Imperial Tobacco, Cadbury and Carlsberg -
managed to outperform overall growth in
emerging markets, gaining share despite
the overall trend. The Kraft/Cadbury
merger, by far the largest deal of the past 12
months, gives Kraft dominant market posi-
tions in seven separate emerging markets,
well ahead of second-placed Mars (four).

The largest player from
an emerging marketin™
the Top 50, Brazil's JBS
hasrisento the 39 spotin
its second yearon the list.
The'world’sidargest beef
company bought US
meat processor Swift &
~Coin2007,and in 2009
snapped up domestic

ROWING
EI-EI:%:EERGING WORLD

MILLE @ CADBURY -
B'semerging market = Cadburyis one of justfive  AMERICAN TOBACCO

sales may have dipped

that was due to currency
effects. With 84% of its
salésiindevelopiig——
markets —compared with
ABInBev's44%—SAB ~ -
needn’t panic: such
~regions are recovering
fast from the recession.

That two of the five businesses were

. Rise of developing market players
- The Top 50 is no longer the exclusive prov- -
- ince of the developed world, either. For .
- only the second year, two developing mar-
- ket players are in the rankings. Brazilian
- beef processing giant JBS hit 39th place
- this year, while Mexican baker Grupo
- Bimbo came in at 41st.

Both companies have even been buying

up developed-market rivals: JBS bought US

inthe Top 50 to have

4% in 2009, but much of “*grownemerging market
share in 2009 (by 20%).
Its Indian arm is the jewel
==its crown, with salés=
doubling every three
years, and profits every
four. At that rate, in 10
years India will be bigger
than the UK business.

—_— T —

@ BRITISH
Emerging markets have
long been critical to BAT.
Its recent efforts to
stamp out smuggling
“dand counterfeiting in
China seem to be paying
off: emerging market
sales grew 40% in 2009,
more than any other Top
50 company.

i meat packer Swift & Coin 2007, while Grupo
. tobacco groups - struggling against
- duty fraud, counterfeiting and emerging
- tobacco brands in developing markets -
- is also worthy of note. Emerging markets
- account for 51% of Imperial Tobacco’s cig- -
- arette volumes, and last year the group
- delivered strong results in Africa, increas- |
- ingits share of many African markets with
- its Excellence and Fine local brands.

Bimbo bought Weston Foods in 2008 for
$2.8bn (£1.9bn), making it one of the largest

- bread businesses in the US. “This transac-
i tion is the most important in Grupo Bim-

bo’s history and one of the largest in the

- bread industry,” said CEO Daniel Servitje

as the transaction closed. “Size alone, how-
ever, is not our main objective. Rather, our
vision is to become the best baking com-
pany, and we further that goal today by
demonstrating a commitment and dedi-
cation to serving our consumers.”
Interestingly, the rationale for the deal
was to use Weston’s distribution network
to give Grupo Bimbo’s Hispanic bread
brands more penetration into US markets

. -totarget the South American immigrants

the company knew best how to cater for.
Despite the once-in-a-decade nature of

¢ that transaction, OC&C refuses to rule out
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the possibility of a follow-up next year, as
the Top 50look to adapt and re-engineer to
hold their dominant positions.

“Though it is always hard to pinpoint
where big consolidation might happen,
it wouldn’t come as a surprise over the
next year,” says OC&C’s Hayllar. “Ideas are
bounding around in the beer market, for
example, that companies are running the
slide rule over Foster’s.

“As the consumer environment has sta-
bilised, businesses are starting to get a
decent track record of their performance
in the new environment, making multibil-
lion pound dealsless of arisk.” This pointis
supported by the success of InBev’s acqui-
sition of Anheuser-Busch and Heineken'’s
move to snap up Scottish & Newscastle -
their margins have improved by eight and
four basis points respectively.

Less tumultuous climate

The broader climate for the next 12 months
is less welcoming, but looks set to be less
tumultuous than those just past. Con-
sumer demand is unlikely to bounce back
in the year ahead, but the UK’s drastic fis-
cal tightening is not likely to be replicated in
most markets - a relief to the Top s5o0.

Commodity price forecasts are less prom-
ising. Margins suffered in 2009 despite
falling commodity costs, but these are
no more. The United Nations Food and
Agriculture Organisation, working with
the Organisation for Economic Co-opera-
tion and Development, says prices will top
those hit in the 2007/8 price spikes - and
warns short-term volatility looks set to
continue, albeit on alesser scale than seen
before. The FAQ also warned that compa-
nies needed to keep an eye on more poli-
cies than before.

“The role of developing countries in
international markets is growing quickly,
and, as their impact grows, their policies
also have an increasing bearing on condi-
tions in global markets,” says FAO director-
general Jacques Diouf.

The storm of 2008 may have passed but
the outlook is far from plain sailing for the
Global 50. They’ll have to keep thinking
fastifthey are to prevail against the plucky
upstarts, tricky headwinds and changeable
conditions on the horizon.

-=10CaC
I_ _l Strategy Consultants

The Global 50 is compiled by 0C&C, a consultancy
offering strategic advice to top management on the
most complex issues in fmcg. To find out more about
the Global 50 study contact OC&C on 020 7010 8000.

THE INNOVATORS:

BIGGEST GROWTH IN R&D SPEND

AB INBEV

Growth in R&D spend: 112.0%

AB InBev has historically spent relatively little
on R&D - just $20m in 2007 — butin 2009
the brewer splashed out $159m. The fruits of
this spending in the UK have been the shift
towards 4% variants of its Beck’s and Stella
brands. The launch of Bud 66, scheduled for
late August, will continue this trend.

DEAN FOODS

Growth in R&D spend: 82.1%

US dairy processing giant Dean Foods hasn't
been known for heavy investment in R&D,
but its tactics have changed dramatically in
recent years. The company last year bought
Alpro — Europe’s largest soy milk brand —
from Vandemoortele Group for €£325m, and
soy now leads the company’s R&D drive.

CONAGRA

Growth in R&D spend: 17.5%

ConAgra is best known in the UK as a milling
company, but its frozen foods divisions are
driving its research in the US. Like UK
equivalent Birds Eye, ConAgra has been
focusing much of its efforts on perfecting
frozen vegetables and microwave cooking. It
has also been supporting its M&A activity
—such as its recent purchase of American Pie
—with heightened R&D spending.

RECKITT BENCKISER

Growth in R&D spend: 16.2%

Household cleaning - the category Reckitt is
best known for thanks to products such as
Cillit Bang — is an area that needs heavy R&D
activity to maintain shoppers’ attention.
Reckitt's tight, consumer-focused R&D
efforts are well-rated in the industry and the
recent expansion of its research hubs reflect
Reckitt's efforts to stay ahead of the game.

CADBURY

Growth in R&D spend: 15.9%

Cadbury’s final year as an independent
company was marked by a raft of successful
NPD. In the UK alone, it launched new
products under The Natural Confectionery
Company sub-brand, as well as the Cadbury
Nibbles range and Extra Strong Gum.
Emerging market NPD was even more rapid,
especially in the Indian territory.
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