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This postve development was expeced to continue:
in Russia in the coming years, s vodka consumption was
declning due to new taxes on liquor, which increased
the priceof voda. I fct, the Russian market was con-
sidered to be one of the fstet-growing beer markets in
theworld.

‘Carbbergs srstegy n terms o BBH and the Rusisn
market was o grow organically by capturing new mr-
ket share. The company doubted that the Russin site
svould sccept more scquisitons by & company tht was
the sheolute market lesder. However, for Christian
‘Ramm-Schmidt, BBH's CEO, organic growth was not &
problem. 1 canno see why that should not be possible.
BBH is a national company and it has the best brands,
the best distibution nd strong mansgement. That
should sulfc to captare one o o percentage points
3 year™ 1n onder to support this sirstegy, Carlberg
investd in BBH production capscty, nfrastructure
and logisics, aswell s in the bulding of srong brands.
thaough product development and advetising,

BB best-selling brand was Baltka, “a foamy.
golden brew with  delicate favour of hops and the
arom of frstclass malt™ It was sleo Rusis kading
brand with 3 market share of 38 percent in 2007. In
order o reduce Carlshrg dependency on the Russian
‘markt, the company had great expectations fo Balika
on an interational scal, and planned to introduce the
brand in Asa and the United States. I can see possbil-
ties for Batka in most parts of the workd” explained
Jorgen Bubl Rasmussen. “Just ke you can sel Caech
er slmost everywher today, I believe the same could
happen for & brand like Baltika™ Furthermors, Bubl
‘Rasmussen did not believe that ntroducing Balka in
other markets would have negatveefectson
other bands “We do not s any risk st ll of cannibaliz-
ingour oven brandse"> BB sl distributed the Carsherg
Piiner and Tuborg brands o the Rusian markat, where
the aim was o capture the premium segments. n fct,
the Tuborg brand was BB most important interna.
onal brand,as i representd 1 percent o revenue in
3007 The Carlsberg Pilsner brand accounted for two.
percent of evence i the ame year.

However, 35 the Rusian market was atracive,
Carkberg s not the only inernationl brewing com-
pany inerested incapturing market shre s the Western,
Europesn snd American markets began to stagnate
Heincken scquired ive breveries in Rusis in 2005 snd
was the third largest beer company n the Russian mr-
ket in terms of volume by 2007 In additon, Helncken,
was selling local brands, such as Volga and Ochata.
‘South African/Britsh SABMller was lso actve in the

‘Russan market with s six percent market hare snd was
planning to scquire more Russian beweres.

Carlsberg in China

Cnlbergs history in Chin spannd as o back s the.
I 80 when he fs barres ofber wers expried
from Dermark. 1t was, homever o antl 1560 ehen
Carkber Browery Hong Kong was establisbed-that
‘Crlbeg began 2 prdce bt n Chin. The Chinese
market wasconsderd hghly importntfor Carsberg,
cven though theyesly per capta consumpion of bt
e st 35 e i 2007, Given it vt sz and bigh
poplation, Chin was the workls largest market n
{erms of production and consumption, and the mar-
et simted groneth e vt up 1 lgh prcent er
o, comparsd 1o 7 percet inthe Unied St and.
5 pecent i Burope. 1n the wodls, the market was
‘ot be undeesimaed.

“The Chinese bee market was immensely fog-
mented and highly rglonalzed wih no trly satioma
brevery. Local snd regona no premiam brundsdom-
it and pric s afen he deermining i These
s ofbee consiuted mre than 9 percent of ol
eer ks In addtion, ey bareers wee consiered
b vy high,and the instry was capeal ienve
1 terms of producion nd dsruton. I oder i be
profibl, i was necsary i be eber b one o
‘b . For tht reason, comptition had ed 125
processof consldation. whee he lrge irnaionl
‘breverc maily competed on buyin shareof regioal
andlocal breveri,

Fllowing nital setbacks,which I 0 8 complete
overhaul of the orginal srtegy: Carberg was posi-
‘ioned somewhat difeenly from s competiors 1 the
competion for the Chinese marke. In 3000, Carberg.
had entred int 8 o150 it venure with the That
company Chang Bevrsge Pt Lid—a leadin player
' A marktsfor seohalic beversgs-and cresiod
Carlbe A L (CAL tosengihen Carbergs post-
onin theAdan makets I the imporant soubéasier
Chinese market, howeve, CAL me e compettion.
and sarnings and sles 0 ot ake off a5 pected.
In 2005, Amheuser Busch, SABMlle Intrbrew snd
Heineken togethe beld 3 sbstatial proportion of
bare n Chins four argest rewere, i contaled
more than 30 prcent of the Chinese ber market in
olaboraion wah thei pariners. Fushermore st
pased. disgreements betwen Cariberg and Chang.
Beverses s, wich evenaaly o to Crkberg pull-
Ingoutof the ot venture in 200, However, s this
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move was sllegely a violtion of the contract between
the two_partners, Carsberg was forced (o pay com-
pensation of k7 millon. As a result of this epsode,
Carkberg not only experienced severe financial loses
but ks kst threestaegiclly important years i which
t0 ctablich el i the Chinese snd Asian beer mar-
kets. During these years,other iternational competi-
tors scquired ‘market share in the southeast
Chinese beer market, while Calsberg, with it asets
et tied up in Thailand snd laer finding el finan-
cially strained from the lawsuit, was unable 1o muster
the financial strength nesded toscquire new production
s snd entr the

“This significant setback inhibited Carlsherg from
takin part inthe inial consoldation process i south-
cast Chin, which causd the company (0 reis 5 stral-
gy for Asia snd the Chinese market. The esult was &
focus on the highly fragmented, poor Wesern Chinese
provinces. “Our strstegy s o purs th provinces inthe
wes, 2 we can buy cheap and because it s  foundation
for growh explained Carsbergs information oficer,
‘Margree Skov.She continued, “The good forecasts for
groveth are a result of Chinss g0 west policy with arge
mvestments in the provinces in the west. That gives 3
lrger conomy and better e opportunities™

“The cornersone of Carlsberg new strstgy s &
focus on schieving leadership and first. mover advan-
tages in Western China, while svoding the ferce com-
petiion in the southesst. Geogrsphically,the Western
‘Chinese region included fiv provinces, which covered

(China, and the living standards and level of beer con-
sumption were lower than the country sversges. In the
Wester province of Yunnan, fo instance, yearly beer
consumpion per capia only amounted o four liters, in
contras 070-90les in the big castrn iies.

‘Nevertheless, Carlsberg expected living standards
and beer consumpion o ise raidly. According 1o
‘Michae Frodskov Cheistiansn, director of the Chinese
operations, it was crucial for the company 1o be pres-
ent in Western Chins when growth sccelersted. He
‘expected Carsberg’s turnover 1o rise in line with the
general growth i the Chincse beer market* In addition,
the Western Chinese market was quie fragmented, and
‘none of theother large players were presen,as they all
concentated on the southesst.

‘Carkberg’ 3007 Annual Report indicsted that the
companys srsegy was o buld up a leading positon
i these emerging markets through scquisitions and
subscquent srong organic growh, so that Asia makes

& rester contribution to Carlbergsoverall eaings i
the uture™

In 3007 Carlsberg had opertions in 30 brewery
plans and had 4756 mployees in China. Only abandful
of the Chinese brewerieswere fully wned by Carsberg,
hile the rest were operated through oint ventures
with local partnes,the Danish Industrializaton Fund
for Developing Countries (IFU), and local authorites.
‘These sffrts gave Carlsberg an overall market share
of approximaely s5-60 percent in Western China,
‘making it the only nternationsl brewery with 3 lead-
ing position in that region. In sdditon to selling locsl
brands, Carsberg experiencd increasing success with
Carbberg CHill, 2 brand dsigned for the Chinese mar-
ket This beer targeted the more exclusive segments.
snd was distributed ot only in Western China but
el in the eat. In this respect, Jorgen Bkl Rasmussen
argucd, “We are inerested n approaching nearby areas
by continuousy moving rom the west towards cenrsl
China — for instance through acquiitons” However,
he alsosatd, “slone in Western China,the possblies
st snormous. We contrl spproximately 60 percent of
[the] Western China [beer market] in an ares of s pop-
ultion of spproximatcly 120 millon. That is fo more.
than Great Britain and Scandinavia together, and it is:
a market where the consumers continuously buy beter,
more expensive beee™”

e though the Asian inestments had yet 0 show
their fll potential, former CEO Nils Smedegaard
Andersenemphasizd,“Wearein Chinatocresteapositon.
‘A wear o ountingon making money in peshaps ive
0 10 yesre. Carberg has to cstablish new markets” He
s angued, “We consider Wester Euope o b a mature,
sgnating market. Russs o Eater Erope st growth
markets, while Asia is 3 devloping markel”™

‘Considerng Carkberg sctvitiesin emerging mar-
kets, CEO Jorgen Bubl Rasmussen was optmistic. Ho.
e comvinced thatthe company'stimely and succesfl
cmerging marke srsegy snd postioning had ensured
that Carlsberg was prepared to succeseflly capialize
onits investmentsinthe emerging economics. However,
‘Rasmussen was fully aware that the majoriy of the
compnysrevenue was sl generted n th stagnsting
Westrn European markets snd that new source ofrev-
enue were necded. A the same time, the BBH success
ory was likely to s00m b affced by ever-fercer com-
pettion,and the Rusian government wascontemplaing.
orisome taxation proposal for skobel i general and
e in particlar, which could serously chllenge the
profiabilityof Calsberg’s Rusian opeations. Morcore,
despite magnificent forecasts for the Asian markets, the
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annusl consumption pr cpita was sl hurble snd had  emerging mrket strategy would sufficess & esponse o
yet o ake ot the operational, compeiive and regulatory chalenges

Therefore, Carlsberg's sharcholders would need time tha thse markets posed.In thelonger term, the payofl
and patence f they withed to s whether Carbbergh  could be sgnificant.
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CASE 4

Carlsberg In Emerging Markets

A bresze ofopimism blw through theoffice of Carshrg.
'A/S’s CEO, Jorgen Bubl Rasmussen. After finally ain-
ing 00 percen control over the giant Russan brewery
Baltc Beverages Holding (BBH), and with the invest-
menis in Western China beginning o bea fruil the
ey sppointed CEO was confident that the Danish
brewing company's intensied focus on emerging mar-
kets would pay off. The company wss countng on sp-
ping the maseve potential inemerging mrkes in crder
o schieve s much-needed reduction n it dependenicy
o the maturing and stagnsting Wester Earopesn ber
‘markets, which accounted fo a full 61 percent of the
company's revenue in 007

Indeed, Carsbergs emerging market effors had
come  long wa. In the Russan market, which was con-
sidered to be one of the fastes-growing beer markets
i the word, Carsherg enjoyed marketleader satus
through its ownersip of BBH. n that marke, it had 3
sles volume of spprosimately 33 millon hectolters of
beer in 2007 and revenue of kr 5 billon (Us1.8billon).
s for the ighly promising Chinese market, which was
regarded s the word lrges beer market i terms of
‘popultion andsze, the Danich company had achived s
55 percent market hare inthe western partsofth coun-
oy, and it opersed 20 brewery plants n China withdose
105000 employees.In fac,as Carlberg recognized that
the Europesn markets would eventualy reach 3 pont of
saturatio, the aim of the Chinese nvestments was 10
crete s platform for future growth and revenue.

“The outlook for Carlsberg had not shvays been as
bright as it sppeared by 2008, Carkberg’ emerging
‘market rategy had taken s kong and winding road. For
instance, Carlsberg’ acquisition of the BBH shares was
the result of a troubled and expensive parnership with
Norwegian Orkla ASA. In addition, before Carlsberg
ad become successul n the western provinces of China,
the company had spent plnty of valusble time and
resources ryin toente the ich provincesof southeast-
een China, a strategy that had faled. Fusthermore inthe
carty 20005, Carsherg was on the brink ofbeing reduced.
o3 secondary plyer in the gobal beer markets the
consolidation of th industry proceeded, Carlsberg AJS

BIVEY |Publishing

became an abvious takeorer target and was aso t ik
of being comered as a small egionl laye. Nonethclss,
in 2008 3 the first decade of the millennurm nesred an
‘nd, Carbborg wasthe it largestbrowery in the world
in teems of volume produced. Mach of this reversal of
fortune could b sttrbuted to the company's merging
market focus.

"Dospte Bubl Rasmuser' optimism sbout the futue,
the rea queston was how Carlsberg AJS could success
fully continue to capitalize on it growing engagement
in emerging markets. “We dont know hov large the
Chinese market il be n fve years, and 1 donit know
f China can become 2 new BBH? the CEO explained,
bt it i defntly ot impossble, s the market is
enormous™ I was no surpise that competiion was
becoming increasingy fierce in thisboorming emerging
marke, and hisory had clearly proven that doing busi-
e sucsesuly in this market required unconventionsl
spprosches.

Introducing Carlsberg A/S

The sccesful course and srategy which Carisberg has
pursued in ecent years will remain basically the same
o mater what. The stratgy has proved it worth with
rowth and bttr resls, and it i now trongly roced in
‘urorganisation, Our usins s ths o focu o the beer
marketsin Western Eurape, Eastern Europe and Asi.

— Carlsberg A/S CEO, Jorgen Bubl Rasmussen®

As the Ath argest brewing company in the world,
‘Carkberg A/S5 vison was “our brands will be the con.
sumer's first choic, and we willlead ous industry in
profitsbility snd growth through a cultue of quality,
innovation and continuous improvement” Morcover,
Carkberg saw islf s “probably the best beer company
inthe world™s

‘The core businesses of Carsberg A/S wer brewing,
‘marksting and selling beer: In 1447 ).C.Jacobsen opencd
thedoors of Carsherg AS’s firstbrewery in Copenbagen,
‘Denmark, an the firs foregn brewery was established
in Malawi in 1968. In 2007, the company had 35.000
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“Progess in revenue and share prices has been driven

by s fundamenta revoluion o the company? explained
former CEO Nils Smedegaard Andersen. “We have pur-
chased and then profssionalized the business. At the
same time, we have worked with the structure”™

Organization
Despite Carlbergs position as the Afthlargest brvw-
ey in the world by 3008 (see Exhibits 2 and 3). at
the beginning ofthe 20001, had found iuslflargely
excluded from the lesgue of large iternational brewer-
fes. Carbberg, it thn scemed.was losing ground as one
of e tronget brands n he world,and wasconsidered
by anaysts o be an obvious takeover targe for larer
brewerie Inan stempt to cope with these difficalis,
& merger with Norwegian Orkla ASAs brewing activ
s was excuted in 2000 and resaled n the cretion
of Carlberg Breweries.Carlberg A'S owned 6o percent

ofthe new entity while Orkl held 40 percent. Among.
the postive spects of this merger was Orkla ASAS 50
percent ownership in Ballic Beverages Holdings (BBH),
which offered Carlsberg the possbilty to srengthen s
positonin the Eastern Earopesn markets. Howeve, fer
a number ofsrategic disagreements, Carberg bought
‘Orklaout ofthe merge n 2004. Athough this move put
‘Carbbergintosever deb, former CEO NilsSmodegaard
Andersen was coment:“We are marketleaders i s hand-
ol of arge countris, we own halfof the largest brewery.
i Eastern Europe and we posess 8 majorky share in
S number of Eumpean brewerie” He slso emphasized.
hat “the acquisiion of Orklas Carsberg shares, s wel
a5 Holten, pove that, during the st five years, we ave.
ceached 3 size and cconomic capacty that llow us to
{ovest very lrge sums of money”s
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brcwery ighin obe among e bop player i  rpidy
consolatin iy,

Calber AIS sppeared unble 1o secur continu-
ous vt s devlopment, nd many fared ht the
Company ol become s sipeflacus playr Howerer
St e byt of Ol ASh, Carkbers mangement
St o ook frvard. As o Kogsgard. Larn, he
Carberg Foundaaonts chairman,posaed o, ~We then
began o prepae oursves for ot st mave, ey o
Change th charier of the Foundaton, Ths woullgive
kb o resdom 1 act a5 te Foundaton was
Jockad i e of cptal afe we ot Orkl:hars
back™ As e ofhisproces, the Foundtion wes o
lgaed o ow only 25 pecent o Carkber /S shares
s May 2007 whieh st more oo o nw capal

I May 2o, Carlsberg, In cooperation with
Heineken, compleed 3 krios billon (USsas billon)
acquisiton of the largest Brkish brewer, Seotsh &
Newcastle Thisscquikion gave Heoeken contol ovr
Scotih & Neweaalh B actiies,while Carberg.
btained th remanin 50 percent o he Russan brew.
ery Baltc Beverages oking, Naturaly. this major
Scquision ncressed Carbergs b, which reached
k3 billon i May 2008 (UStrz billon).

‘Towards an Emerging Market Strategy
With global beer brands such s Carlberg Pilsner
(Probaby the best beer i the word"),regional brands
such a5 Tuborg, Holten and Baltks and 4 number of
leading loca brands, Carlsberg’s most important mar-
kets were in Wester Earope, which accounted for 61
percentof revenue in 2007 Furthermare,the company.
held a strong positon n the growth marketsof Easten
Europe and inthe cmerging Asan markets,with Rusia
and China serving a the most notabe exampls. The
booming Indian market s o regarded 15 mrketof
increasing importance. The Exsern Europeanand Asan
marketssccountedfo 3 percent and & percen o reve-
e in 2007 respectvely (e Exhibi ).

“The global rewing industry of the mid-20005 wis
characterized by # processof inense consoldtion, in
‘which the number of breweries continuoly decined.
By 2007 the industry was basclly conurlled by the
four largestbreweris i the word (see Exibit ) This
consolidation process could be ssribed to changes i
consumers ber-drinking habits a5 well s ncreasing
production osts I the mature European and American
market, beer consumption had been falling s 8 reslt
of growing health conciousness and increased compet-
on fom wine and spirs, while the Easter European
and Asian ber markets were booming. Given the rising

costs of inputs, such 2 glass, luminum and hops, the
large breweries were secking o consolidate and ncresse
their market share 35 they searched for cconomies
of scle in relation o everything from production o
advertising For the consoldaton of forign markets,
Scquisitons snd jint ventures with localfrme were the
preferred modes of entry for the lagest companies in
he beerindustry, s they llowed scquiring companies
0 gain access to local brands, distributional networks
and local market knowledge though partnerips with
local breweries.

A markets sround the world became incresingly
consoldated, Carlbergrecognizedsinability obecome
Sty global company. T Northsnd South American
‘markets had been lost 1o other well-nown, etabished
brewerics, and the potential offered by the African
markets s oflimited intrest. The Western European
markets were lready consoldated o a grea extent, s0
Carkberg decidd to focus on Easter Europe and Asia
55 3 means of schieving fuure growth. Investments in
these emerging markets were financed through reve-
s rom ctivities in the Western Europesn markets.
Carlberg activites in Esstern Europe, particlarly
i Russia, were expectd to ofer sizeabl potetial for
severalyears. Howeer,expecations were prhaps even
greatr for the long-term potental of the Asian markets,
‘specially China, where Carlsberg was making consid
ersble nvestments. In fact,Carlborg’s emerging market
focus was considered via for the company's sbilty to
cemsin s major player i the beer industry. “We want to
‘cnsur tht we have postons it fuure growih poten-
il and we vl be relatively patient” former CEO Nils
‘Smedegaard Andersen srgued in 2005, “We e unsble
052y anything bout how long it will ake, bt right now
e beleve that 8 market eading posiion vl be nter-
sting in fve 10 years How itereting will depend on
the compeition, the economic development and many
other conditions” The incress in optimism concern-
ing Carsherg’s future was, thereore duein lrge part 1o
the fac that the company had shendoned s strtegy of
‘becoming a global player snd instead focused on cpital-
iring o smerging markets.

“Central to Carsherg business strategy was s focus
on value crestion and proftable growth. The Western
European strategy was t ensue “improved proftabil-
ity through innovation and streamlning.” while rapid
groveth and igher srnings were emphasized n Easern
Europe. The Asian strategy was “long-term growth
through bulding up market postons” (se Exhibit5)*

“The beer indusry’s mania, according to Heineken
CEO Jean-Francois van Boxmeer, was that it was not
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worthwhile for 3 brewing company to be present in

& market where it was not the market leader or the
Funner-up. This hilosophy was shared by Carlsberg, sc
indicated by Carlberg’s prssoffice,Jens Pter Skaarup:
“Whatis important i he position we aveon the markets
i ehich wesre present” n eltion t the consclidation
of the indusry e rgued tht “competiion i something
we are happy sbout. It makes s mre it for Gght™

Carlsberg in Russia

‘Once Carsberggained access o BBH through the Orkl
ASA merger, the scene was s for Carlsber (o reap

the major bensht of the emerging Eastern Europesn
markets. In 2007 when Carlsberg owned 50 percent of
BB sharcs, the Russian browery held a market share
sttt v e it e B
s in Eastern Europe—Russia, the Ukraine,
e ki stts Knakta, Ubekian and Bl
accounted fo 23 percent of Carlberg’s revenue n 2007.
‘The Rusian market was undoubtedy the most mport-
ant forBBH, a i represented 79 percent of sl volumes.
and 86 percent of operating profit. From 2006 1 2007
the Russian markt grew by 16 percent, while annual
beer consumption pe capita amounted to 75 lters (the
sversge i the Scandinavin markets was 65 lters).





