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Can the fmcg
giants handle
Brexit shock?

Alec Mattinson

The Brexit decision has stunned
already struggling global markets,
with the weakest post-recession
growth for the OC&C Global 50
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hose who remember physics lessons will

know nature abhors a vacuum. The same

is true of business — and a political vac-

uum is exactly what we have after a rud-

derless UK ejected itself from Europe,
sending the markets into a tailspin not seen since the
global recession.

For the globe’s biggest fmcg players, the economic
and political chaos unleased by Brexit could hardly
have come at aworse time as the industry has stumbled
to its weakest post-recession level of growth.

The OC&C Strategy Consultants/Grocer Global 50
rankings reveal headline growth fell to just 2.3% last
year from 3.5% in 2014, and Brexit only adds another
hefty obstacle on the road to recovery.

It may be an exaggeration to say a country of 60 mil-
lion has derailed a sector with a potential customer
base of more than six billion, but the aftershocks of the
Brexit earthquake look likely to be felt far and wide.

Most immediately the plunge in the value of the
pound — which at the time of writing has slumped
almost 12% against the dollar since the referendum
vote — builds existing currency headwinds into a gale.

“What Brexit has done in the near term is create
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heightened uncertainty and more wild currency move-
ments, which makes it harder to plan how you do busi-
ness, set pricing and know what your costs are going to
bein the next month or year,” explains OC&C’s head of
consumer goods Will Hayllar.

The quantifiable effects of the slump in the pound
are not wholly negative for these global giants — those
sourcing materials in dollars and selling in sterling (or
euros) will suffer, but big exporters like Diageo and
British American Tobacco are boosted by translational
impacts. The bigger issue is the global uncertainly
triggered by currency volatility coupled with politi-
cal instability — particularly the potential for more EU
states to follow the UK to the exit door and the general
growth of anti-establishment politics.

“The big concern is what Brexit means for European
and global GDP,” says Liberum consumer goods ana-
lyst Robert Waldschmidt. “The danger is the volatil-
ity and uncertainty mean consumer spending takes
a knock and companies become more cautious and
don’t invest, which has a feedback loop in terms of
global growth.”

While question marks will remain for years about the
nature of the UK’s trade relationship with the EU, the
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“If the world
becomes
less well
connected
and more
isolationist,
thatis
undeniably
bad news for
freetrade”

US is also facing its own anti-establishment political
insurgency in the form of Donald Trump and the threat
he poses to the era of free-trade through protection-
ism and trade barriers. “There is some genuine worry
around free trade,” says Hayllar. “If the world becomes
less well connected and more isolationist that is unde-
niably bad for business.”

Tectonic instahility
With the tectonic plates already destabilised by eco-
nomic downturns in many of the so-called BRIC
nations, to say nothing of the threat from global terror-
ism, it’s clear growthis anincreasingly rare commodity.

Indeed, strip out the distorting effect of last year’s
Kraft/Heinz merger, overall growth across the Global
50 fell to just 0.9% in the 2014/15 financial year, hav-
ingbeen as high as 7.3%in 2010/11and 5.6% in 2011/12.

That slump has been particularly felt among pure-
play food and drink players. Local currency sales
growth was just 0.4% among food and drink firms,
but 10.8% in companies with greater non-food sales,
like Unilever and Kimberly-Clark.

That’s partly because commodity deflation was
less significant in non-food and partly because ©
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THE GLOBAL TOP 50
1 - | Nestlé Switzerland 92,361 -3.1 15.1 20.6 149 19.3
2 - | Procter & Gamble us 75,813 -5.0 16.2 18.6 11.9 12.8
3 - | PepsiCo us 63,056 -5.4 13.2 14.4 149 16.7
4 - |Unilever UK/Netherlands 59,145 10.0 14.3 16.6 23.5 28.5
5 -|)BS Brazil 47,878 36.1 5.6 6.5 9.2 11.3
6| » 1 |Coca-Cola Company us 44,294 -3.7 22.2 20.0 12.5 11.2
7|v -1|ABInBev Belgium 43,604 -7.3 319 32.1 13.0 12.8
8 - | Tyson Foods us 41,373 10.1 5.3 3.7 10.9 6.6
9 - | Mondelez us 29,636 -13.5 30.0 9.5 17.8 6.2
10| » 1|LlOréal France 28,042 12.1 18.0 17.2 18.0 16.4
11| » 7 |KraftHeinz us 27,447 50.8 16.5 24.1 4.3 17.6
12 — | Philip Morris International us 26,794 -10.0 40.0 39.7 55.2 57.4
13| v -3 | Archer Daniels Midland us 25,217 -18.5 3.7 4.2 9.4 11.8
14| v -1 | Danone France 23,113 5.6 10.3 10.2 9.3 9.0
15| v -1|Heineken Holding Netherlands 22,772 6.5 15.8 15.2 11.0 11.0
16 | v -1 |British American Tobacco UK 20,031 -6.2 44.2 37.7 25.6 28.3
17 Suntory Japan 19,811 12.0 5.7 4.7 4.0 3.0
18| v -1 | WH Group China 19,147 -5.4 7.2 8.1 10.7 12.0
19| o 1|Altria Group us 18,783 5.4 47.2 47.8 40.6 35.3
20| v -4 | Japan Tobacco Japan 17,851 -7.0 25.1 27.0 19.0 21.2
21| v -2 | General Mills us 17,630 -1.6 12.3 17.0 12.1 16.0
22| v 3| SABMiller UK 16,534 -1.0 331 32.7 14.0 11.4
23| » 1 Diageo UK 16,529 5.4 30.9 30.2 15.8 16.8
24| v -1 | Colgate Palmolive us 16,034 -7.2 17.4 20.6 32.0 35.5
25| v -3 |ConAgra us 15,832 -0.1 21 5.8 2.5 6.3
26| » 1| Kimberly-Clark us 15,325 -5.9 9.5 13.8 19.7 30.7
27| v -6 | Kirin Breweries Japan 15,213 -1.6 1.8 5.2 2.0 4.8
28| v -2 | Asahi Breweries Japan 15,104 4.1 6.2 7.4 9.2 10.3
29| » 2| Grupo Bimho Mexico 13,845 17.2 6.5 5.6 111 9.0
30| v -1 |Reckitt Benckiser UK 13,565 0.4 25.3 42.1 20.3 33.2
31| v -1 Johnson & Johnson us 13,507 -6.8 28.0 28.3 18.9 21.2
32| v -4 | Kellogg Company us 12,344 -7.8 7.4 7.1 9.0 9.0
33 -|SCA Sweden 11,688 11.9 9.5 10.0 9.1 8.6
34| » 6 Estée Lauder Companies us 10,730 -1.7 149 16.7 26.2 31.3
35 Reynolds American us 10,675 26.0 65.1 30.3 15.0 25.4
36 » 8|LVMH France 10,125 15.6 15.8 26.2 12.0 18.7
37| » 1|Kao Japan 10,104 5.9 10.9 9.1 19.5 16.0
38| v -2 |ArlaFoods Denmark 10,026 -5.5 39 3.5 8.0 7.7
39| » 3 |Nippon Meat Packers Japan 10,021 8.1 3.8 3.3 9.2 79
40| v -6 | Royal Friesland Campina Netherlands 10,018 -1.2 5.2 4.4 11.7 11.1
41 - | Henkel Germany 9,959 9.8 14.5 13.4 17.0 15.7
42 | v -5 | Imperial Tobacco UK 9,823 -2.2 159 15.3 9.6 12.3
43| v -11 |Brasil Foods Brazil 9,819 11.0 131 12.0 14.0 12.4
44| v -9 | Carlsherg Denmark 9,728 1.3 -0.3 12.2 -0.20 7.5
45| v -2 |Pernod Ricard France 9,502 7.7 18.6 22.9 6.10 7.7
46| » 3| Hormel Foods us 9,264 -0.6 11.6 10.0 23.3 23.4
47| v -2 | Tingyi China 8,994 -11.1 5.9 7.2 8.1 10.7
48| v -1 |Dean Foods us 8,122 -14.5 1.2 0.1 5.5 0.5
49 | v -3 |Bunge Bermuda 8,092 -17.3 3.0 1.8 10.2 7.1
50 Campbell Soup us 8,082 -2.2 13.5 15.4 16.0 18.5
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competition from local brands is less fierce, says
Moody’s senior analyst Ernesto Bisagno. “The trend
for uptrading to Western brands varies across different
products, [but in general] competition is more fierce for
packaged food businesses where it is more difficult to
differentiate than, for example, tobacco firms.”

Another keyinhibitor of growth has been currencies.
Pre-Brexit the major Western currencies strengthened
significantly against a basket of other global curren-
cies (see box, right). Since global fmcg players are
more likely to be denominated in the currencies of
these stronger markets, it’s created huge headwinds in
reported figures, with grocery sales down 5.6% for US
firms — only four US fmcg giants increased sales — com-
pared with 2.1% growth in non-US based companies.

However, of most concern is the steady decline in
organic revenue growth among those companies that
havereported it for the past three years — dropping from
4% in 2013 to 3.8% in 2014 and 3.4% in 2015.

On the surface this appears currency related as
Unilever and LVMH, two euro-denominated stocks,
reported stronger organic sales growth. But it’s also
down to individual performance and the strength of
particular brands in a fast-changing world.

“Until a few years ago if you had the number one
or number two brands in a big category you could
always expect to at least match GDP growth,” says
Akeel Sachak, global head of consumer for Rothschild.
“You can’t make that assumption anymore as there is
areal issue for established brands to remain relevant
to the millennial consumer. You’re seeing that devel-
opment everywhere.”

This steady fall in organic growth is primarily driven
by weakening volume growth across the Global 50.
Those 18 players that split out volume growth reported
ameasly 0.3% average increase, with key players such
as Kraft Heinz (—2.6%), Carlsberg (—3%) and Mondelez
(—3%) reporting significant volume drops.

And this decline comes despite the growing global
consumer base. Indeed it’s worse than that, says
Hayllar. “The total volume of consumer products that
are being consumed in the world is growing faster than
the 1.2% population growth as people shift from sub-
sistence into active consumers, so these global players
are losing further share.”

Finding a way to drive volumes becomes especially
important given the underlying drags on growth from
currencies. And there are other factors to contend with.

Deflation

One of these is declining commodity prices over the
past four years — particularly the sharp 19% drop in
food commodity prices in 2015. Driven by falling oil
prices (see box, p31) this hasn’t necessarily led to defla-
tionin all markets (as it has in the UK) but it universally
helped dampen price inflation and that inhibited top-
line revenue growth.

At the same time, global fmcg players relying on
booming emerging markets sales to bolster perfor-
mance in recent years have been hammered by the
sustained slowdown. The trend for shifting from local
brands to premium brands in emerging markets has
been a key driver of growth across fmcg, particularly
in the alcohol sector. But economic downturns in

‘Currency volatility is the new reality’

The issue of currencies
looms large across the
0C&C/Grocer Global 50
2016 table. Although
clearly there are
differences in underlying
performance, most of the
major moves are driven
by currencies and the
strength of the US dollar.

LVMH’s rise of eight
places up the table was
partly driven by a 10%
revenue boost from
the effect of favourable
exchange rates, while
Carlsberg’s nine place fall
and Brazil Foods’ 11 place
tumble can be blamed on
their revenues appearing
much worse when their
sales are compared in US
dollars (15% lower for
Carlsberg and 20% lower
for Brazil Foods).

US companies saw
revenues fall 5.6% during
the year, while non-US
companies saw a 2.1%
rise in sales — something
OC&C’s Hayllar says is
almost entirely driven by
the strength of the dollar.

While companies
typically hedge currency
effects to an extent and
investors pay more

Change in annual exchange rates
against the US dollar (Jan 2014-date)

Euro -19.6%
Sterling -22.2%
Brazilian real -41.7%
Chinese yuan -9.6%
Russian ruble -49.2%
Japanese yen +4.3%
South African rand -29.6%
Ukraine hryvnia -66.9%

attention to underlying
performance, currencies
can have a material effect
on performance.

“There’s been high
volatility in FX markets
in the last few years,”
Moody’s Bisagno says.

“The effects are mainly
translational, which is
more of an accounting
issue than a material
impact on companies’
credit metrics. But for
those companies who
have commodity costs
or other costs in dollars
and revenues in devalued
currencies, the impact on
margins is real.”

Philip Morris said
in its annual report for
2015 that currencies had
impacted profitability
and hit revenues by 10%,

while Kellogg’s reported a
7.2% currency impact and
Kraft Heinz a 5.8% hit.
The above figures
have been adjusted
post-Brexit, which has
resulted in a further
weakening of the pound
and euro against the
dollar as investors see
the US currency as a
safe haven. As such, the
situation does not look
like resolving itself soon.
“Currency volatility is
the new reality for now
and is part of the issue in
terms of lower growth for
longer,” says Liberum’s
Waldschmidt. “The global
economic mess hasn’t
resolved itself and until
it does currencies won’t
be anything but volatile
across the basket.”
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Who’s buying what?

AB InBev/3G Capital
< Target: SAB Miller
< Value: $120.3bn

Dubbed ‘mega-brew’,

AB InBev owner 3G
Capital’s acquisition

of SAB Miller, when it
completes this autumn,
will be the biggest in
British corporate history.
The combo will make a
third of the world’s beers
(despite selling Peroni
and Grolsch in Europe to
Asahi for $2.9bn) while
giving AB InBev access to
two markets it’s currently
under-represented in:
Asia and Africa. The
Budweiser producer sees
the deal as an answer to
slowing growth in the

US and Brazil - its two
biggest markets.

Berkshire Hathaway/3G
Capital

< Target: Kraft

< Value: $54.5bn

A blockbuster merger
engineered in March last
year by Warren Buffett
and Brazilian private
equity firm 3G Capital
created Kraft Heinz,

one of North America’s
biggest food companies
with combined revenues
of $29bn, uniting a host
of household brands in
the US. The transaction
is also expected to start a
wave of consolidation in
a US food industry where
bigger groups, including
Kraft, have struggled to
keep up with demand for
healthier, less processed
foods.

China and South East Asia and recessionary pres-
sures in Brazil and Russia have slowed this trend.

The problems are perhaps best illustrated in China,
where fmcg growth of 3.5% is now significantly behind
the country’s 6.9% GDP growth, having been at 11.8%
compared with 7.8% GDP growth in 2012. Growth
has been steadily declining since 2012 with volumes
largely flat and alcohol in particular bearing the brunt
as anti-corruption crackdowns and increasing health
consciousness have sent alcohol sales down by 6.1%,
having been up by 15% in 2012.

Furthermore, it seems local Chinese fmcg producers
are coping better with the declining growth than inter-
national players. Domestic brands have grown twice as
quickly as global brands, with 70% of them in growth
compared with 50% of global brands in the country.

Onereason is because lower tiered cities are perform-
ing better than the high-tier cities typically targeted by
global fmcg players. The Global 50 are more targeted at
the premium end of the market, which has seen more
pronounced slowdowns than regional cities that are
boosted by migrants from rural areas.

The battle for consumers in many markets is often
characterised as David v Goliath, with the smaller,
more nimble local Davids outmanoeuvring their larger,

Japan Tobacco

< Target: Natural
American Spirit

- Value: $5bn

In September 2015,
Japan Tobacco agreed to
take over the rights to
sell fast-growing Natural
American Spirit brand

in all of its markets
outside the US, including
the UK, Germany,

Japan, Switzerland, the
Netherlands and France.
As well as tapping
developed markets

in Europe — where

the brand is seen as a
premium product - the
deal was used by the
tobacco giant as a way to
consolidate dominance
in its domestic Japanese
homeland.

“It’s about
getting
faster, leaner
and more
efficient tobe
competitive
inthe new
ABInBev/3G
world”

Coca-Cola Enterprises

< Target: Coca-
Cola Iberian
Partners, Coca-Cola
Erfrischungsgetraenke

< Value: $3.2bn

This three-way merger
between Coca-Cola
Enterprises, Coca-

Cola Iberian Partners
and Coca-Cola
Erfrischungsgetranke last
August was a significant
step in The Coca-Cola
Company’s strategy
towards combining its
bottling operations
while cutting costs and
focusing on profits. Coca-
Cola European Partners,
the newly formed bottler,
spans 13 countries and
has total sales of close to
$13bn.

JBS

< Target: Moy Park;
Cargill Pork

< Value: $3bn combined

The Brazilian meat packer
continued the overseas
expansion drive it has
been on since 2007 with
two big deals. A June
2015 deal to buy Moy
Park, the largest producer
of poultry in the UK,

has given JBS access to
fast-growing markets in
Britain, Scandinavia and
other European countries.
Weeks later it acquired
Cargill Pork, making the
group one of the largest
meat producers in the

US. JBS’s stated aim is

to grow its portfolio of
prepared and value-
added products.

less adaptable global rivals. Certainly these themes
remain relevant - from the growth of craft brewers and
healthier food and drink alternatives in developed mar-
kets as digital marketing opportunities decrease scale
barriers, to larger players struggling to adapt to pock-
ets of growth in local emerging markets.

However, Hayllar notes that domestic firms can often
be larger within their own markets than multination-
als and so can benefit from more scale and route-to-
market advantages.

So, with the Global 50 struggling to maintain global
share what is their response?

3G Capital’s influence

One increasingly influential approach is that taken by
3G Capital, owner of AB InBev and now Kraft Heinz.
3G has relentless focused on cost efficiencies — strip-
ping out $400m of cost from its 2013 acquisition of Heinz
by the end of 2014 and cutting jobs and manufacturing
sites to drive a six percentage pointincreasein EBITDA
despite a 5% year-on-year revenue slump.

This “zero-based budgeting” programme has contin-
ued with the acquisition of Kraft: 4,600 job cuts have
already been made in the combined group amid seven
plant closures. In the meantime, AB InBev boasts the
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best margins in the industry, after cutting more than
$2.25bn in costs from 2008 to 2013.

HSBC global beverage sector head Carlos Laboy
points to Coca-Cola as a company that has had to
change its behaviour to deal with the influence of ABI,
by disposing of company-owned bottling operations
and reducing headcount from 123,000 to possibly as
low as 20,000 by 2018, to increase its operating mar-
gins. Laboy argues AB InBev’s next acquisition target
could be Coke, forcing it to adapt to outrun the poten-
tially acquisitive beer giant.

“Coca-Colawas weighed down by a great deal of inef-
ficiency, an enormous asset base that was not produc-
tive and alegacy of being slow,” he says. “This is about
getting faster, leaner and more efficient to be competi-
tive in the new AB InBev/3G world.”

These margin-boosting efficiency programmes
have become widespread — notable adherents include
Reckitt Benckiser, Unilever and Danone. As a result,
and boosted by the tailwind of lower input costs, aver-
age gross margins across the Global 50 rose from 44.4%
in 2014 to 45.1% last year, with margins up in all sec-
tors except a minor contraction on beers and spirits.

Yet despite the gross margin growth, the Global 50
experienced a 0.6 percentage point decline in profit
marginsin2015t016.6% from 17.2%in 2014 and 17.1%in
2013. This suggests focus is beginning to shift from an
overriding concentration on the bottom line to driving
growth again —to address topline stagnation — through
investment in marketing spend and R&D.

Indeed the Global 50’s weighted average marketing
spend rose from 6.2% of revenue in 2014 to 6.9% last
year while weighted average R&D spend rose from 1.2%
to 1.3% of revenue. Notably, marketing spend growth
at 3G-owned AB InBev topped the list for those players
that split out spend, with a 1.9 percentage point rise as
a proportion of revenues.

Will Hayllar points to Reckitt Benckiser as a business
thatis successfully combining practical innovation and
strong marketing to drive better than average organic
growth. “Given the overall lack of growth for the past
several years, investors may be willing to absorb some
margin decline for a period of time if they’re confident
that investment has good growth prospects,” he says.

Mergers & acquisitions

While marketing purse-strings are being loosened to
counter the low growth environment, another lever
being strongly pulled is M&A. Total deal value across
the Global 50 was close to 2008’s all-time high, rising
to $226bn (from $54bn in 2014). Admittedly deal values
were distorted by the bumper $120bn AB InBev SAB
Miller deal, but there were seven deals over $1bn in
value. And deal volume was the second highest since
that 2008 peak, with the 51 deals during the year.

As to what’s driving these deals, more than 94% of
acquisitions (by value) were motivated by strength-
ening positions within existing sectors and markets,
rather than diversification or growing in new geog-
raphies, as potential synergies and cost benefits are
viewed as more helpful than hedging.

“Global consolidation will continue,” says
Rothchild’s Sachak, “especially in categories where
there are benefits from having a global or regional

Brent crude oil collapse depresses prices

Food commodities have
been falling for the

past four years, but the
collapse in the price of
Brent crude oil during the
year had a drastic effect
on commodities across
the board.

Oilis a big input into
agriculture prices and the
drop in the price of oil to
an 11-year low of around
$36 a barrel had a huge
effect on the price of raw
materials.

OC&C data shows
sugar prices dropped
21% during the year,
cereals and meats 15%
each, food commodities
19% and dairy plunged
28%.

The fall in dairy prices
was especially significant
and had a notable impact
in driving steep price
declines among global
dairy firms and hitting
revenues. Dean Foods

Food commodity
price inflation

2011 22%
2012 -7%
2013 2%
2014 -4%
2015 -19%

reported a 14.5% drop in
organic growth and price
falls of 11.5%, while Arla
Foods saw organic sales
fall 8.3% with prices
down 11.4%. Conversely
Danone saw 4.4%
organic growth with
prices up 3.5% because it
focuses more on premium
processed dairy products
and was more protected
from price declines.

In general terms, the
fall in commodity prices
was one of the drivers
behind the expansion
in gross margins in the
Global 50 as input costs
fell sharply.

OC&C’s Hayllar notes
that, although falling
commodity prices do
not help volumes, they
“help operation gearing
in these businesses and
give them more breathing
space with their top line”.

Since the end of 2015
the price of Brent crude
has returned to over $50
a barrel, creating a more
benign environment for
agricultural commodities
like sugar and oils,
though dairy continues to
fall partly due to EU and
US regulation helping
drive the oversupply of
dairy products.

Dairy producers
remain under the most
pressure as the long-term
decline in retail prices
is expected to continue,
compounded by the
removal of EU production
quota regulations in April
2015.

@ Get the full story at thegrocer.co.uk
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Suntory

< Sector: Beer, spirits & soft drinks

< Country: Japan

> Grocery sales: $19.8bn (+12%)

Roaring into the Global 50 on the back of a heady
binge of M&A activity, the Japanese drinks group
powered on with its global expansion. The group has
suffered from stunted growth in its domestic market —
which accounts for two-thirds of its sales — as volumes
in alcoholic beverages declined. Its most notable
acquisition was the $16bn swoop for Jim Beam distiller
Beam Inc to form Beam Suntory in 2014. It gave
Suntory exposure to the world’s largest spirits market
and made it the world’s third-largest distiller. Between
2009 and 2015, Suntory also picked up Australian soft
drinks business Frucor Group, Orangina Schweppes,
the rights to GSK’s Lucozade and Ribena brands and
Japan Tobacco’s soft drinks operations, as well as joint
ventures in India, China, Vietnam and Indonesia.

Reynolds American

< Sector: Tobacco

< Country: US

< Grocery sales: $10.68bn (+26%)

Reynolds ended its year-long attempt to consolidate
and reshape the US tobacco market in June as it
completed the $27bn takeover of Lorillard. The deal
saw the three main players in the US become two and
helped Reynolds close the gap on Marlboro maker
Altria (Reynolds has broken into the Global 50 at 35
while Altria sits at 19). It now holds more than a 30%
share of the $100bn US cigarette market. Part of the
rationale was to boost Reynolds’ geographic footprint:
its Camel brand is popular in the West of the country
and in rural areas while Lorillard’s main brand,
Newport, is strong in the North East and in urban
areas. However, Reynolds was forced to sell the Kool,
Salem and Winston cigarette brands and Lorillard’s
Maverick to Imperial Tobacco to get the deal past
regulators in a process that lasted a year.

Campbell’s Soup

< Sector: Food

< Country: US

> Grocery sales: $8bn (-2.2%)

Soup giant Campbell edged into the Global 50 in
50th place largely thanks to the $231m acquisition of
salad and houmous producer Garden Fresh last year.
The deal expanded Campbell’s into the deli section

of grocery stores, complementing its presence in the
produce section. The Garden Fresh deal follows other
forays into fresh foods in recent years, including the
acquisition of Bolthouse Farms in 2012 and buying up
Plum Organics in 2013. The promotion to the Global
50 comes despite a 2.2% revenue drop during the
year, but it recorded 1% organic growth driven by a
smallincrease in price and flat volumes. Campbell has
also looked to tap the increasingly health-conscious
trend in Western markets and became the first Global
50 company to declare it will be labelling products
containing GM ingredients.

“There is now a question
mark as to whether the UK
will continue to be regarded
asalaunchpadintoa
pan-European market”

footprint. There are a number of globally relevant
brands that have momentum but could benefit from
stronger local routes to market.”

Post-Brexit

The uncertainty created by Brexit is a double-edged
sword for European targets as the fall in the pound
and euro makes them cheaper to international buy-
ers, but Sachak warns there is now “a question mark
as to whether the UK will continue to be regarded as a
launchpad into a pan-European market”.

What scant organic growth there is has been driven
by price, with overall price growth of 2.9% across the
18-company sample, and only Arla Foods reporting
commodity-driven price falls.

Where there has certainly been more active invest-
ment to address flat-lining organic growth is in digital
- not just in terms of digital marketing, but direct-to-
consumer propositions like P&G’s dedicated Amazon
shop and I’Oréal’s own premium brand website.

Hayllar points out that digital has become a key bat-
tleground in the fight for young talent with graduates
now more interested in working for start-ups and media
and tech firms than consumer goods players. To this
end companies like L’Oréal and Pernod Ricard have
invested heavily in growing digital skills among staff.

Digital is another reminder (if it were needed) that
global fmcg giants cannot stand still or they will
become obsolete. And it is by no means Western com-
panies leading the digital charge — with Chinese com-
panies like Yili and Bright Food spending huge sums
on content marketing and digital sales channels.

The competitive pressures on the Global 50 are only
intensifying and the shock of Brexit has thrown up
a new set of regulatory and economic problems. But
those companies that can respond to increasingly frag-
mented global demands — be that through product mix,
route-to-market efficiencies or scale — will thrive. Those
that can’t will be replaced. (+]

Go to thegrocer.co.uk/finance to read more coverage of
the Global 50, including analysis of the M&A market,
the 3G Capital model and the growth of ditigal.

The Global 50 is supplied by OC&C, a consultancy
offering strategic advice to top management on
the most complex issues in FMCG. To find out
more about the Global 50 contact OC&C on 020
7010 8000 or visit www.occstrategy.com
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