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The world’s top retailers are sharpening their strategies
and drawing up plans to march deeper into new markets.
But who'll emerge victorious? Catherine Wheatley reports

nderstanding local differ-
ences is key to success
ful mass retailing, When
Walmart entered China a
decade ago it was surprised
when puzzled shoppers
ripped apen bags of frozen
food inits newly opened stores and served
themselves partions. They'd never seen
froze aisles before

Avoiding cultural faus pas like this has
never hieen more crucial, With sales in their
home countries falling or flat, identifying
and breaking into new markets - primarily
in the developing world - will be a major
determinant of future growth and profita-
bility for the world's biggest retailers.

S0 wha will emerge victorious? In The
Grocer's first-ever survey of the Global Top
go Retailers, carried out by Kantar Retail,
Teseo s expected 1o turn in the steepest
rate ot compound annual growth (7%5) of
thie world's 1o biggest retailers in the com
ing five years. The calculation was made
partly on its heady expansion since 2010,
and its now strong positions in China,
Forea and Central and Eastern Furope

But it's not all about geography. Tapping
into the continuing evolution of onling
retail, particularly Chck & Collect, develop-
ing own label, and the perfection of o wide
ranye of formats put Tesco in a particularly
strang position, says Kantar Retail's Bevan
Hoberts. “4 lot of retatlers are now turning
towards smaller store formats as a means
of filling in existing markets and growing
it THEW -:_n'm.'i.." A no-0iye |E.C|5 e L"!\pc'l-

tise in small tormats than Tesco, be says
“The opportunitics for Tesco Express in
China are staggering,”

International expansion is nothing new
far the world's higgest grocers, of courss.
Last wear, revenues outside its domestic
market accounted for 27% of Walmart's
F421.9bn retail sales. At Carrefour, inter-
national turnover was 59% of the $124.3bn
total, while at Tesco and Metre Group the
figures were 33% and &% respectively, out
of 343400 and S&7.3bn,

Lidl and Aldi are also hugely reliant on
international sales, Lidl parent company
Schwartz Group makes 4% of its sales in
fareign climes; the Dgure is 53% at fellow
German retailers Aldi Nord and Aldi Sud

Numbers gome

But the market is changing, As well as
glowing growth in many markets (see
pprao-41), new delivery mechanizms - most
notably the internet - are challenging con
ventional models. The inclusion of Ama-
zon at 28th s no fulke, 115 compound sales
have grown 31% i the past five years. The
CAGR is expected to grow by 22% - more
than any other retailer, according to Kantar,
And 46% of ils sales are cutside its home
market. Last year, it even launched a food
and drink delivery service in the UK and
Germany offering 22,000 products. Most
experts think the company pases little
threat to domestic supermarkets - so far.
"Trcurrently backs the logistical intrastruc-

ture todeliver all goods at a dedicated time |

slot and all at cie Lime,” says Ver-



COMPANY
1 Walmart s 326,577 B535 5% 4% V%
2 Carrefour France 96,264 14,170 4% 3% 26%
3 Tesco b 72124 5380 5% %1%
L] thﬂl:rﬂl.lp Germany - 67,643 2,178 3% 5% 8%
5 Costco 60,684 7% 6% 1%
6 U5 60,632 3,609 5% 5% 0%
B 5T cmany 59,086 8% 5% 0%
B 5 Jopon 53,880 22485 &% = 5% @ 15%
9 s 52,638 2,248 3% 4% 0%
10 Lis 50,947 1,750 a5 5% 0%
n reens U5 48797 7,562 B% 6% 0%
12 Rewe Group Germany - 46,172 13,541 5% 0% 0%
13 s U= 44519 7,336 0% 5% 0%
14 Auchan Faace 44,231 2,627 5% 6% 4%
15 Ahold Metherland: 43,587 5,299 1% 4% 42%
16 Cermany 39,450 15,334 4% 2% 0%
17 Jupan 39, 438 3,087 4% 4% 0%
1B 1 38, 5!5 n,zz? 9% 5%  13%
19 s 37787 1749 2% 5% 0%
20 Aostralic 32,574 3,257 65% 3% 0%
21 Woolworths (Rus) husralie 32,480 1,951 9% 4% 0%
22 Sears Holdings Us 31,944 5195 5% M 1%
23 Leclerc france 30,709 769 3% 3% 0%
24 Intermarché frence 30,075 37 T 2% 0%
25 Safeway s 29760 1,699 0% 2% 0%
26 Aldi Sid Germony 28,312 4,490 % 6% 29%
27 Loblaw Conods 26,738 1485 7% 4% 0%
28 Amazon.com U= 26491 - % 23% 45K
29 IKEA iweden 26,134 3N % 6% 22%
30 Sainsbury's u 25304 907 2% 6% 0%
31 Casino Frorce 24 868 6,554 5% 4% 30%
31 Supervalu Uz 23978 2436  19% o% 0%
33 Aldi Nord Germuny 22,727 5176 4% 3% 23%
34 Delhaize EBelgum 21,258 2,800 3% 5% 69%
35 Morrisons g 19,877 439 2% T 0%
36 Rite Aid s 19,504 4750 7% i) 0%
37_Publix Ui 19,408 173 3% 4% 0%
38 Macys us 19,304 855 -5% 4% 0%
39 Yamada Denki lapon  1&,439 586 15% 6% 0%
40 (BD Brozil 18,008 1,631 32% i 0%
41 Temgelmann Germary 17,455 5,653 “10% 2% d6H
a2 T s 17,007 2,849 6% 5% n%
43 UNY lagon 16,751 7,B45 2% 4% 0%
44 Apple us 15,585 315 30% 15% B%
45 Mercadona Swain 15,267 1,310 10% 4% 0%
45 Dito Group Germony 15,076 424 7% 4% 13%
47 Systéme U France 14,678 1,775 5% 2% 0%
48 Lowson lopan 14,410 9,854 8% 5% 0%
43 Gome China 14,394 1,799 248% 8% 0%
50 Lotte Southkoren 14,369 2,766 12% 9% 0%

Source: B 207 Kersor Betad § B1.520.4008 [ Custemerte racs@ HoebarRetahdl.com
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| dictanalyst Nazalia Grabow, "It will
also have to develep a cold supply chain to
deliver fresh foods™ But Anwazon’s inter-
net-only play is the kind of disruption that
could teansform markets, And others that
may yet emerge as global players inelide
Facebook and Ocado.

S0 how are the big supermarkets
responding? Roberts insists the lessons
of the past have been learnt. “Twenty
vears ago the global giants might have
taken a cookiv-cutler approach o open-
ing slores overseas, bul they're now muoch
more sophisticated. They know their scale
helps theny, but lh::}' understand Clhinese
of eastern European suppliers don’t neces-
Sa.[ii} care Li]t'."n: |1umb|:1' one inthe UK i

:'Itlll‘.lldt!p ha'l.u:: ch ang-:d dramatically, emd
each of the key grocery playvers has taken
significant strategic decisions. 5o which
countries have been selected for growth?
And how do the strategies differ?

Consolidation

The Game of Global Domination is a risky
business, and the worlds ]-arg:::t retailers

have increasingly been forced into embar-

rassing exits, Walmart quit Germany in

2006 and Russia in 2010, Last year the glo-

bal noz, Carrefour, retreated from Russia

and left Japan and Mexico in 2005,

Rumours abound that Tesco will fol-
low Carrefour in guitting japan immi-
nently; while Metro, having pulled out of
Moroceo last year, is now widely rumoured
ter be pulling the phog oo its UK Mako CaC
operations, Nor has new Tescn CEQ Philip
Clarke ruled out giving up on the U5-based
Fresh & Fasy venture - hardly surprising as
lasses already amaunt ta nearly tgoom,

Consolidation is taking many forms.
Some disposals are format or tascia-based.
Last month Carrefour won shareholder
approval to spin off its Spanish discount
chain Dia, which has outlets in southern
Furope, China and South America, Valued
at up ta §5.8bn by analysts, it's set to float
in Madrid on 5 July. “The move makes stra-
tegic sense,” says Grabov, "Carrefour is con-
solidating its brands under the Carvefour
banner but the Dianame has become suc-
cessful in its vwn right.”

"Carrefour is al a crossfoads” savs Rob-
erts. Profits in its core domestic markets
fell by 352 last year thanks o the dewntum
and fierce competition, but with a presence
in 31 countries, international performance
is more impressive. “At home it is stoog-
gling to revitalise its core Fretich hl.'pn:r-

markets buhmr_ha and tt 15 hamuhung b'.
exposure to the moribund non- CEE
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foodd sector. But its disappointing
performance at home is counterbalanced
by a cheerier outlook overseas.”

In Brazil, where sales account tor 8% aof
Carrefour's turnover, it 1s rumoured to be
planning a merger with the country’s larg
est retailer, Grupo Pas de Aghcar, which
could spark a battle in Bram] with French
archrrival Casino, But the whoele region is
ripe for consolidation, says Grabov, " South
America, eapecially Rrazil, is a very lucra-
tive market right now for grocery players
thanks to a rising middle class and surging
comsnmer spend. As A fragmented market,
large international retailers have plentyof
opportunity to consolidate the market.”

South Americaiscertainly a key focus for
Walmart, Tt plans to invest £75gm in S0 new
hypermarkets, discount stores and gro-
cery shops in Brazil and its presence con
tinues to grow in Chile, where it acquired

acontrolling stake in leading retailer Dis-
tribugion y Servicio DS in 2000

Supermarkets are not afraid to develop
new Tormats, however, Carrefour CEO Lars
Olofzzon believes a $2.2bn refit of abont oo
superstores acrnss western Furope could
transform its fortunes. The new concept,
Carrefour Planet, willoffer lower prices and
more white-label products, But not every-
one is convinced. In a recent note, Société
Giéncrale analyst Tim Atlenborough said
that Europe’s ageing, time-poor popula-
tion posed prablems for superstores. "It
implies a structural decline in hypermar-
ket trafific at large stores,” he said. "Flanet
doesn’t propose any radical solution”

Walmart's new Express and smaller-for-
mat stores arguably make greater sense.
Last vear Walmart International increased
its selling space by about 8%, generating a
1% improvement in sales, according to the
latest annual repart. In the U5, however,
shere Walmart has suffered eight consecu-

tive quarters of falling sales, its Express and
Market stores are being rolled out to fitinto

dense uthan areas or Serve mone remate
riral commurities. “Walmarl is obsessed
with small store formats, as evidenced by
the opening of Walmart Fapress in the 115
and buying Netto in the UK. They're alsa
apening small stores in China. [t become
aglubal strategy,” says Roberts

Whether a continued focus on a conven-
ience-led store rollout will work for Tesco
inthe UK is amoot point, As well as Asda’s
acquisition of Netto, and Saimshary’s grow-
ing convenienoe estate, Motrisons is also
promising to enter the fray viathe possible
acquisition of Ieeland, In the meantime,
sales at established K Tesco stores fell for
the second successive gquarter in fune,

But Philip Clarke’s focus is also one-com-
merce and Click & Collect in a challenging
UK market, and Walmart also plans to drive
online sales, especially in Brazil and China,
by consolidating e-commerce activities in
a single global divigion

But in terms of markets, it's the Fast that




holds the most attraction for the global
retail giants. At home in Germany, Metro
was stung by a fall in sales of 2.6% in the
first quarter but international turnover
rase 1.7%, helped by strong results in Asia
and Africa. “Long-term prospects look pos-
itive, particularly in high-growth global
markets,” says Boberts. Performance will
be broyed by the vpening of Metro's first
C&C in Tndonesia next year, he adds,

Staking its claim move recently has
een Tesco. It has nsed its vast resources
to develop a strong foothold in China and
the Far East. It 15 now the biogest retarler
in Korea and generating annual profits of
£300mm. In February, it agreed ajoint venture
to develop three Chinese malls anchored
b Teesco by permarkets, adding to over 1oo
sluges it already runs in the country,

The biggest untapped opportunity is
[ndia, however. Restrictive laws and end-
less bureaucracy have exasperated the
global giants, A= a result, Tesca's Indian

e

operations are restricted to wholesale ven-
tures, and operating the Tata conglom-
erate’s Star Bazaar hypermarkets under
franchise; while Walmart has opened
whaolesale outlets under the BestPrice Mod-
ern fascia. But after years of oppasition
from local retailers, in June the govern-
ment signalled plans to scrap the regula-
Lions b atirach overseas companies,

The Middle East is another interesting
market, Carrefour became the first multi-
national retailer to enter Trag since the war,
when it apenad an ontlet in the mare sta-
ble northern regiom with its local franchise
partner Majid al-Futtain Group last year,
MAF will open 11 moee Carrefour hyper-
markets across the Gulf this vear.

Walmarl has also turned ils altention
to Africa. In May, regulators Anally waved
through its plan te acguire 51% of South

Africa’s Massmart after the $2 4bn deal
was dogged by union resistance, Walmart

is expected to use Massmart, present in 14
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African states, as a skepping stone to fur-
ther growth in the continent.

Of course, retailers, more than most, use
sales as a shorthand for operational scale
and therefore profitability. But earnings
don't always follow from growth. That's
why operational improvements are just
as prominent as expansion. At Tesco, the
focus is as much on consolidating its assets
as it is further acquisitions, That's involy-
ing tweaking Fresh & Fasy in Lhe US, fu
example; and even the return of key exec-
utives to the 1T, “timarely, some co%
of Tesco's intermnational space is less than
Four years old,” says Shore Capital analyst
Darren Shicley. *The key will be to demon-
strate a return on capital investment.”

And never discount Walmarl. “IT any-
thing, Walmart's yrowth will be more
rabust than our estimate becatse it will be

diiven by new, inforeseen market entiies”
says Roberts. 5o long as it gets its frozen

food strategy right E



