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OC&C Strategy Consultants is a global
consulting firm with extensive expertise
in the food and drink sector.

Clients include leading manufacturers,
primary producers, retailers and
investment institutions. The firm
advises on group-level and business
unit strategy, profit improvement

and mergers and acquisitions.
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THE 0C&C GLOBAL FMCG GIANTS INDEX

Global suppliers are focusing on their
billionaire brands and reaping the rewards in
spite of the economy, says Noli Dinkovski

here’s not much you can do
with olive oil. At least that was
the rationale behind Unilever’s
decision to offload its Bertolli
olive oil business to Grupo SOS
in a £500m sale last month.

Bertolli is one of the world’s leading
olive oil brands, yet Unilever says there is
little scope for innovation and develop-
ment around the range - unlike the brand’s
sauces, spreads and frozen meals, which the
supplier intends to keep.

In the past eight years Unilever has
reduced its portfolio of brand names from
1,600 to 400. Divesting itself of the olive oil
interest was just another step in an ongoing
journey to refocus on its core business. It's
astrategy that means Unilever's 12 leading
‘billionaire brands’, which include the likes
of Knorr, Surf, Dove and Hellmann'’s, now
account for more than 60% of its turnover.

But Unilever isn’t alone in brand focus-
ing. This year’s OC&C Global Giants Index,
compiled exclusively for The Grocer, shows
anumber of the top so global fmcg suppli-
ers are embracing the strategy.

Brand focusing is one of the central rea-
sons why the top 50 global companies have
posted their best collective set of results
since the study was first conducted in 2001,
says OC&C - no mean feat given the eco-
nomic climate. Profit margins for 2007 were
18.2%, up 1.2% on the previous year. Mean-
while, sales grew by 9.5% and market share
has reached a record high in both mature
and developing markets.

Figures for Nestlé, the world’s biggest
fmcg supplier, show that 19 of its 31 billion-
aire brands (in CHF) grew organically by at
least 8%, and 15 by at least 10% - both fig-
ures substantially above its average organic
growth of 7.4%. Similarly, P&G’s 23 billionaire
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brands (in US$) were up by 7%, in compari-
son with the company’s 5% average.

So why s brand focusing proving so suc-
cessful for the global suppliers?

The benefits come in anumber of areas,
says OC&C Strategy Consultants associate
partner Nicholas Farhi. “Essentially, the
supplier can get to understand one cate-
gory really well and that ultimately helps
it understand the consumer better. And
fewer brands mean marketing investment
is more concentrated, which is another con-
sumer-facing benefit.”

No company typifies this strategic shift
more than Cadbury. In 2005, Cadbury
decided to sell its European soft drinks busi-
ness to private equity investors to focus on
its faster-growing confectionery and other
beverage businesses. This yearit went a step
further, hiving off the beverages business.

Brand focusing helps suppliers identify a
more unified set of goals, says Farhi. “This
benefit is massively underestimated,” he
says. “All organisations think they have infi-
nite bandwidth and can do more and more
things. But it becomes very difficult to cope
with so many different units.”

Explaining to suppliers that the cost of
brand complexity is huge is no easy task,
adds OC&C chairman emeritus Chris Out-
ram. “No matter how smart a chief execu-
tive may be, if they don’t know the names of
all their brands it can only be a detriment to
their business,” he says. “A chiefrole at the
centre of any organisation is to provide sup-
port functions to individual business units,
such as HR, finance, IT and marketing,” he
adds. “If there are hundreds of units to sup-
port, the chief executive will spend most of
his or her time on operational issues and
neglect what really matters - the brands
and customers.”
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%k THE BIG THREE: BRAND FOCUS STRATEGY

Nestlé

Billionaire brands (CHF) 31
Leading brands: Nestlé, Nescafé, Nespresso, Vittel, Maggi
Percentage of food and beverage sales: 70%

Nineteen of Nestlé’s 31 billionaire brands grew organically by

at least 8%, and 15 by at least 10% in 2007. Both figures were
substantially above its average organic growth of 7.4%. Nestlé
managed to strengthen its leadership in the Russian chocolate
market by acquiring the Ruzskaya Confectionery Factory. It also
acquired Gerber, the iconic US babyfood brand, giving it the number
one position in the world’s biggest babyfood market.

P&G

Billionaire brands ($) 23
Leading brands: Lenor, Duracell, Gillette, Pampers, Pantene
Percentage of sales 66%

An expert at brand focusing, P&G now has 23 billionaire brands,
representing about two thirds of annual sales and a greater
percentage of profit. An additional one sixth of sales is generated
by the next 18 brands, with more than $500m sales. The billionaire
brands realised an organic volume growth of 7% in 2007, 2% more
than the P&G average of 5%. P&G's profit margin for the year was a
healthy 21%, and its grocery sales grew by 12.4%.

Unilever

Billionaire brands (€) 12

Leading brands: Knorr, Lipton, Dove, Lux, Hellmann's
Percentage of sales: 60%+

Unilever now has 12 billionaire brands and its top 25 brands account
for 75% of sales. The global giant has reduced its number of brand
names from 1,600 to 400 in just eight years. Unilever says those
remaining 400 brand names actually only represent about 200
products because many brands have different names in different
parts of the world. The supplier says it has “no target figure” for the
number of brands it wishes to have in its porfolio.
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When Patrick Cescau became the sole
Unilever CEO in 2005 he set about reorgan-
ising the business by taking out layers and
bringing the leadership closer to the coal-
face. “Cescau moved brand development
outofthe countries and made them true go-
to-market operations,” a Unilever spokes-
person says. “We are now a more flexible
and responsive business, better able to deal
with uncertain economic conditions.”

The benefits of focus take their time to
filter through to a company balance sheet,
says Farhi. “P&G is really focused - it has
been doing it longer than anyone else and
with a profit margin of 21% is seeing the
rewards now. Unilever, on the other hand,
came into this game late. But to be fair, it
had a far more fragmented portfolio to start
with so had farther to go.”

With so much focusing going on, is there
a danger that suppliers can go too far and
rely on too few brands? “It’s an interesting
debate that we're also having with a supplier
atthe moment,” says Outram. “It saysit has
diversified into a number of areas because
it wants to manage risk.”

The problem, he adds, is that market
share is highly correlated with profit. “If
you're smaller than the next competi-
tor, you tend to make less money, and it’s
impossible for suppliers to be brand leaders
in a massive number of markets,” he says.
“We think the argument that you should
diversify to reduce risk is a weak one.”

There is also a view that brand-focusing
can compromise innovation. However, Farhi
believes that, within a brand at least, inno-
vation can actually increase. He cites Pep-
siCo and Coca-Cola as two good examples
of suppliers leading innovation through
their core brands.
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GROCERY | GROCERY

; SALES | SALES IN PROFIT
Company & Ranking COUNTRY OF 2007* TOTAL MARGIN ROCE
(CHANGE ON LAST YEAR) DOMICILE (MNS) | SALES (%) 2007 (%) | 2007 (%)

Nestlé (=) | Switzerlond $83,618 15| 9
| Procter & Gamble = |us $77,439 a| 16
Unilever (#1) | U/Netherands | $55,086 100 1 “ 25
§ PepsiCo () |US $39,474 100 12 20 3
| Attria Group 2 |us $37,831 99 6 37 48
| Coca-Cola Company = |us $28,857 100 20 b 25
| Uoréal =} |Fonce $23,389 100 18 2 2
J British AmericanTobacco (=) | UK $20,054 100 1 ) 24
InBev (+2) | Belgium $19,780 100 18 0| 0
 Archer Daniels Midland ~ (+2) | US $18,777 3 15 7] 18
Groupe Danone _{—.‘_E_ﬁ France $|?,513 100 16 40 24
Heinelentolding  (:2) |Netelonds | w2 w0 1 @
Jupan Tobacco (3} |Jopon $16,984 97 q 7| 5
| Cadbury Schweppes (a) UK 415,956 100 20 10 10
SAB Miller {+4) UK 14,862 100 7 2 14
_ Johnson & Johnson (+10) |US $14,493 24 48 bil 25
| Diageo )| UK $14,456 100 3 k) 25
| Kimberly-Clark = |us $14,037 77 10 15 2
Colgate-Palmolive (\) | US 13,790 100 | B| 19 46
Anheuser Busch s $13207 ) 7 2 2
Tyson Foods = |us $12,643 a7 5 2 8
General Mills = |Us 12,492 100 6 7 7
Sara Lee Corporation (10) | US $12,278 100 7 5 g
ConAgra ) |us $12,028 100 5 1 v
Dean Foods = (U §n,82 100 7 5 9
| Kellogg Company 2 |us e 100 8 15 %
Reckitt Benckiser =W $10,125 9 15 b 3
Avon (+2) |US $9,939 100 13 9 0
Kirin Beweries =) |Jopan $9,779 85 | 9 8 8
Henkel ) | Germany $9,760 54 | m| m ®
Reynolds America {+2) |US $9,023 100 | 6| 25 19
HJ Heinz = |us $9,001 100 | 4 ® 2
Kao () [EoHc 48,880 84 | 27 10 13
Pernod Ricard (+1) Fronce 58,413 100 u 3 1
_ Hippnu Meat Puckers {—3_)_ Jupon ; 53,365 100 | 2 2 3
i (+2) |Fonee 38,165 e 3 e
 Aschi Breweries (3 [Jopm $7944 w| o 6 10
 Corlsberg (+1} | Denmark 47,886 100 | " 1 m
 Campbell 3 |Us 47,867 L 7 Bt
Tate & Lyle = | UK $7,703 100 | 15| 9 8
Pilgrim’s Pride {nfo) |US $7599 100 | 45 | 3 7
Estée Lauder Companies (1) | US $7,038 100 | 9| n 2
GlaxoSmithKline {+4) UK $6,972 5| 2| " ENl
Bunge [nfo) | Bermudo 96,934 B | 46 3 10
Arla Foods (2) | Denmork $6,806 81 | 10 a 8
imperial Tobacco (+3) UK $6,459 100 3 F'c] 23
Beiersdorf (+3) | Germany $6,389 85 18 n 29
Ajinomoto {6 | Jopan 96,376 64 ‘ 2 . 5 8
Scottish & Newcastle = | $6,106 100 | 8| 0 0o
Yomazaki Baking {(-5) | Jopon 46,090 a3 2 . 2 4

Methodology: Financial figures have been converted into US$ to compare fmeg groups, since 23 groups release their accounts in $. A 365 days
average exchange rate hos been used, adopted to each group's fiscal year. Sales have been adjusted to exclude excise duty (where it exists). Sales
growth has been calculated in the original currency then converted. Source: Annual reports, 10K, OCEC analysis

And while focusing has its limits, if there
is a rapidly growing market that begs to
be exploited, suppliers can make strate-
gic aquisitions. “P&G’s action in that situ-
ation would be to buy an up-and-coming
company in that sector and build on that
brand,” says Farhi. “Its attitude is not to be
constrained by the capabilities of its own
organisation.”

P&G encourages a “gratefully invented
elsewhere” approach to innovation, said
P&G director of corporate R&D Joachim von
Heimburg last year. He added that the com-
pany had setitself a goal of generating half
of its innovation-led growth in this way.

“P&G decided it was spending too much
on R&D and innovation and not getting
enough fromit,” says Outram. “Soit decided
to halve the budget and look out for early-
stage innovation elsewhere.”

Increased M&A activity among the top 50
suppliers in 2007 was another indication of
the greater emphasis on brand focusing.

With transactions totalling $136bn,
including three mega-deals, it was two-
and-a-half times the value of the previ-
ous year. Furthermore, 93% of the top 50
stated that “acquisitions to consolidate
core businesses” were a priority, up from
76% in 2006.

“There’s clear evidence that acquisitions
are being made as a way to consolidate
rather than diversify,” says Farhi.

The rationale behind the two biggest
deals of 2007 ~-Imperial Tobacco’s $20.8bn
takeover of Gauloises cigarette maker
Altadis and Danone’s $16.1bn acquisition
of babyfood magnate Royal Numico - were
both to strengthen existing market posi-
tions. “M&A activity has increased over the
seven years of the study,and hasbeen led by
this focus on core positions,” Farhi adds.

M&A activity has also played its part in
a second reason OC&C says the top 50 glo-
bal suppliers did so well - good practice in
emerging markets. Last year, acquisitions to
penetrate and strengthen new geographies
totalled $22.3bn - far exceeding any of the
previous six years.

However, the OC&C study suggests
companies in the top 50 are picking up on
consumer trends far quicker than in the
past. “The global suppliers have definitely
changed the way they approach innovation
around new trends,” says Outram. “Frankly
they have had to, because there have been
several well-reported consumer trends
lately, such as healthy, ethical and premium,
which have not been led by these global
giants, but by consumers themselves.”

Consumer trends around ethical and
healthy are now becoming part of the core
ranges of many of the global suppliers. Per-
haps the most well-known is Tate & Lyle’s
plan to switch its entire retail cane sugar
business to Fairtrade. But there are others
- teabrand giants Lipton and PG Tips both
carry the Rainforest Alliance logo, while
Walkers now cooks its core crisp ranges in
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\ Acquired Energy Brands, Fuse Beverage, Leao
Junior and Jugos de Valle in 2007. This con-

e tributed to 20% sales growth

position

Cadbury Schweppes

‘; Operating profit declined from £1,535m to
o £796m due to an increase in raw material
: ToMICHATER prices and discontinued operations

the healthier alternative of Sunseed oil.

Likewise, the top 50 have been increas-
ingly successful in tapping into the demand
for premium products. “Many have been
home-grown brands rather than acquired
ones,” says Farhi. “Nestlé’s Nespresso pre-
mium coffee is a case in point, with sales
now totalling more than €1bn.”

The study also shows that the global
giants have started to customise their prod-
ucts to local preferences better. Danone’s
Wahaha, made specifically to appeal to Chi-
nese tastes, is the leading brand for water,
ready made tea and fruit juices in the coun-
try. Similarly, Cadbury established its Chocki
drink in India to great success, and is now
exporting it to other countries,

The top 50 have managed to adjust their
supply chains to the small, fragmented
distribution bases that are often found in
emerging markets, says OC&C.

Nestlé, for example, has achieved a 45%
penetration in rural areas of central and
West Africa with its Maggi bouillon season-
ing cubes, thanks to distribution in neigh-
bourhood stores, street markets and mobile
vending carts.

And when it comes to establishing
brands in emerging markets, suppliers
have not been afraid to make price cuts. In
India, P&G has changed its positioning on
brands such as Tide, Whisper and Pantene
from premium to mid-market in a bid to
drive sales.

Of course, pricing issues are highly topical
in all markets right now. Commodity infla-
tion ran at 12.6% for the year, according to
the study. Suppliers, however, have success-
fully managed to pass on these costs. While
they witnessed barely any gross profit mar-
gin change (down 0.1%), and retailers’ mar-

Acquired Pfizer’s consumer healthcare busi-
skincare  ness, which contributed to growth in the oral

, Buoyed by strong organic growth of 10% and
acquisitions in Asia and Australia, the brewer +4

1
R |, increased its revenues to $14.8bn

- Tate & Lyle
Operating profit increased significantly from
£75m to £374m, driven by a strong perform- £ 2 99 m
ance in food and industrial ingredients profit increase

Divestment of brand extension and its Euro- . _10

% MARKET MOVES: TOP 50 WINNERS AND LOSERS
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gins actually went up by 0.4%, the consumer
price index for food in the OECD countries
was up by 5.5%. “Consumers have been foot-
ing the bill forinflation,” says Farhi.“That’s
been another reason why the top so have
done so well”

So,it’s been a success story for the leading
global suppliers, but the study issues a stark
warning - next year's outcome is not likely
to make such good reading. “It’s downhill
from here,” says Farhi. “Price increases are
becoming more difficult to pass on, because
consumers are less able to absorb them.”

The growth in share of the higher-priced,
higher-margin premium and ethical seg-
ments will slow, impacting on sales growth
and further hitting margins, OC&C predicts.
To combat this, Farhi says, the top 5o will
have to continue to strengthen their growth
with the discounters.

“Some will try to introduce value-for-
money brand variants, while others will try
to start supplying the hard discount chan-
nel with existing brands,” says Farhi. “Either
way, both areas will grow.”

Thereis also the potential of more suppli-
ers creating own-label products for retailers.
“As manufacturing capacity falls, it may be
sensible for suppliers to use that extra pro-
duction capability to serve retailers, though
there are long term cost-consequences so
it has to be managed carefully,” says Farhi.
“The top 50 are largely branded players at
the moment, but that may change.

One thing is clear: despite the downturn,
suppliers will continue to grow in emerg-
ing markets and reap the benefits of focus.
“Over the next year, category leaders will
remain with a competitive advantage,” says
Farhi. “That’s a trend with several more
years to run.” ]
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0C&C claims brand stretching decreased as a
strategy due to the high failure rate of NPD, adding

that it doesn’t compromise brand focus

MARKET FOCUS
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Through brand focus global suppliers are targeting
domestic and mature markets as a means of
achieving growth

M&A ACTIVITY (SM)

2001 5.9
221

2002 210
19.2

12003 2.0
19.2

6.8
23.2

7.9
87.6

6.9
47.9

2004
2bos
2006
7.2
M divestments © aquisitions

The most notable feature of M&A activity in
2007 was the balance between divestments and
acquisitions

Source: Annual reports/10K/0C&C analysis
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