








DOING BUSINESS

Figure 17: The attractiveness of factors to retailers doing business in the GEMS 16

Country Transparency in Economic stability Import taxes Ease of foreign
real estate ownership & operations

Argentina
Brazi ) b ) Bl
Chile D) ) ) )
China ) ) ) p
India ) ) ) )
Indonesia D D D D
Malaysia D D D )
Mexico D D D )
Pakistan D) D D) D)
Russia ) ) ) J
South Africa ) D D )
South Korea ) ) ) )
Thailand ) ) ) )
Turkey J J J p
Ukraine ) b ) )
Vietnam J b ) )
[SOURCE[SZTS

™ eme “CHINA, INDIA, MEXICO
) AND SOUTH KOREA
o ARE SEEN AS HAVING
™ THE MOST STABLE

) ECONOMIES

) ) Highly attractive
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PARTNERING UP .

Franchising is an important consideration for international retailers. Given the
challenges for retailers identified in ‘Doing business’, many decide not to enter
emerging markets alone. Numerous major retailers have used franchising and joint
ventures to establish presence in the GEMS 16 (Figure 18). Identifying suitable
partners is in many cases a priority for retailers looking at emerging markets, and
ranked second in the importance of operational factors.

Two thirds of our survey respondents use franchise partners in at least some
markets. We wanted to use GEMS to highlight what they look for in these
relationships. We asked respondents why they use partners, how easy it has been to
select them, and how satisfied they have been with the relationship.

® Franchisees enable retailers to penetrate a market rapidly. This is the most important
reason cited by retailers to partner up. They also appeal because they take on much
of the perceived risk.

* Two thirds of retailers that have used franchise partners in emerging markets are
happy with their performance.

* A poorly operated overseas business can damage a brand, so retailers prefer to
retain a level of control. This particularly applies to finding real estate in emerging
markets, where 54 per cent of franchisors remain involved.

. Figure 18: Routes to market

Wholly owned Tesco (Turkey), Marks & Spencer (China), Carrefour (India —
wholesale only), McDonalds’s (Ukraine), Wal-Mart (Argentina, Brazil,
China)

Franchise Debenhams (India, Indonesia, Russia, Turkey), Marks & Spencer
(India, Indonesia, Malaysia, Russia, South Korea, Thailand, Turkey,
Ukraine)

Joint venture Tesco (China, Malaysia, South Korea, Thailand), Wal-Mart (India,
Mexico), McDonald’s (Russia)

PARTNERS
PRIORITY



PARTNERING UP

WHY RETAILERS USE FRANCHISES

Figure 19: Why retailers use franchises

Figure 19 shows the importance retailers
place on factors associated with the use
of franchise partners:

Speed of access to market was given
as the most important reason. Some
retailers typically spend two years
researching a market and building
infrastructure before opening their first
stores. Others do not want to invest
this time or money, and prefer to
leverage their growth off the insight and
knowledge of local partners. Speed is
of particular importance in the least
developed markets. When few
international retailers are trading, there
is a window of opportunity to establish
market share.

The scale of rollout is also
incorporated within our top ranked
factor. Some retailers insist on an
immediate large-scale rollout for brand
impact. In the experience of a
supermarket retailer we spoke to,
organic growth is too slow to produce
the critical mass of stores needed to
establish the brand. In emerging
markets particularly, factors such as
planning, imports and fresh food
logistics can divert a retailer’s attention
and slow the growth of the store
portfolio.

Removal of risk is the second most
important factor. Retailers often prefer
not to risk having to write off their initial
investment or run a loss-making
business. This particularly applies in an
emerging market, where the stability of
its economy can have a large effect on
profitability.

Franchising reduces the need for
capital expenditure. Access to a
partner’s capital is the chief reason for
some retailers to seek franchisees. We
spoke with one such retailer, a
specialist in luxury menswear. It relies
fully on its partners to build
infrastructure and develop its brand
overseas. It did not consider ‘Removal
of risk’ to be as great a benefit
because the large number of countries
in which it operates diversifies this risk.

Speed of access to market

Most important

Removal of risk

Limits their own capital expenditure

Access to real estate

Access to capital

Least important

The importance of the partner having
sufficient capital. Partners’ access to
capital is important for other reasons,
too. A clothing retailer spoke of their
concerns that financially poor franchise
partners would not make short term
financial sacrifices that strengthen the
brand in the long term. Examples it
gave included dumping an
unsuccessful range or closing bad
stores.

Access to protected markets.
Franchising gives retailers the
opportunity to trade in markets in which
foreign ownership is difficult or
impossible. But this can present its
own challenges. For example, current
law requires that retailers of multiple
brands can only enter India through a
local partner. To do that, companies
have to share intellectual property,
which some retailers are reluctant to
do. Several retailers have publicly said
that they will not enter India until 100
per cent foreign direct investment is
permitted.

* Flexible working arrangements.

Franchising does not mean having to
surrender control. We asked retailers
how much they relied on partners to
select real estate. 54 per cent said they
remained involved themselves, with 10
per cent taking full responsibility. The
level of geographic coverage given to
a franchise varies, with some retailers
looking for partners able to operate at
a pan-regional level, such as Al Shaya;
on the other hand, a luxury clothing
retailer we interviewed still prefers to
select the most appropriate partner at
city level despite the presence of such
international franchise operators,
believing this gives them the best
opportunity to manage local customs
and branding.

ABOVE January 1990: a supply truck ready to roll outside the factory of the first McDonald’s restaurant in
Moscow, a joint venture between McDonald’s Canada and Moscow City Council
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PARTNERING UP

REACTING TO APPROACHES
FROM FRANCHISEES

Retailers do not actively need to seek
a partner in order to expand.
Depending on how well the brand is
known internationally, retailers can
expect to be approached by potential
partners. For example, a luxury goods
retailer to whom we spoke follows the
traditional path of identifying markets for
expansion then approaching operators
in half the cases, and otherwise reacts
to approaches from potential
franchisees. Another high-end fashion
retailer we interviewed almost always
waits for potential partners to make
contact first, seeing their interest as
indicative of consumer demand in that
market. An international grocer raised
the effect a retailer’s size has on its
ability to secure appropriate franchise
partners. It acknowledged that it is
easier for large firms to identify partners,
given the strength of their brands.
However, it asserted that large retailers
often had specific working practices,
which made it harder for them to
integrate their operations with partners.

Shopping centre owners and
developers provide introductions to
attract international anchors.

A department store retailer we
interviewed spoke of partner interest
generated by developers in emerging
markets. The developers promise to find
franchise or joint venture partners in
return for the retailer anchoring a new
scheme.

KEY CONCERNS WITH
FRANCHISING

Damage to reputation. Several
interviewees commented that while
franchising reduces risk, there is always
a danger that a poorly operated
overseas business could damage their
reputation. Joint ventures, or taking
equity in the franchise partner, give the
retailer some control in how the
business is run.

Franchising is not the most profitable
option. In a broker note in 2007, Morgan
Stanley warned that expansion through
franchising was short-termist, with
retailers missing double or triple the
profits through owning overseas stores
directly. This tallies with our survey
where, despite the importance of
franchising as an entry strategy,

respondents generally prefer to operate
stores themselves where possible. Half
of all franchise agreements arranged by
our respondents now have a buyback
clause in place to enable this to happen.
Similarly, retailers have already been
buying out their joint venture partner
stakes in emerging markets: for
example, Tesco in South Korea, and Dior
and Chanel in Russia.

Management responsibility. One high
end clothing retailer we spoke with
admitted to problems with past franchise
operations in emerging markets. A
particular relationship had failed
because that partner had overestimated
the scale rollout it was capable of; in
another case, the retailer was unable to
collect licence fees from its partner, and
in a third case, the partner’s retail offer
was so removed from the original
concept it generated negative press at
home. The retailer is now looking for
franchisees that could operate across
multiple markets, since managing
individual partners has become too
much of a drain on resources. The
business also buys minority stakes in
these partners to give it a level of control
over the operation.

L) 2] Tesco Lotus Green Store, Bangkok, originally a joint venture between Tesco Plc and the Charoen Pokphand Group.
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LAV IE The interior of a National supermarket. Wal-Mart owns and operates nine brands including National in Brazil. (Wal-Mart)

ALDO: HOW WE SELECT A
FRANCHISE PARTNER

The ALDO Group is a leading global
footwear and accessories retailer with
approximately 1,300 stores in over 35
countries across North America,
Europe, the Middle-East, Africa, Asia,
Australia and South America.

“We have a disciplined approach to
screening and selecting franchise
partners. First, we apply a scoring
grid to evaluate numerous potential
partners across the various criteria

that we look for in franchise partners.

Based on these results, we will then
narrow the universe of candidates to
two or three final candidates. We
then visit and meet with these
candidates as part of a market visit.
We also examine the business plans
that these candidates have
presented us. Ultimately, we select
the franchisee based on a
combination of their ability to
execute our brand in their market,
their ability to access real estate,
their retail infrastructure and, most
importantly, the overall business and
cultural fit between our respective
companies.”

How satisfied have you been with y

SOURCE[CSVS

“THE
RELATIONSHIP
BETWEEN
RETAILERS AND
THEIR
PARTNERS HAS
BEEN A
SUCCESSFUL
ONE. ”

chise partners?

M Very satisfied
I Satisfied
M Neither satisfied nor dissatisfied

Dissatisfied

THE SUCCESS OF FRANCHISING
The relationship between retailers and
their partners has been a successful
one. Despite the risks, two thirds of
survey respondents using franchisees
say they are at least ‘satisfied” with their
performance (Figure 20). In emerging
markets, using partners is a low-risk way
— sometimes the only way — of entering
a market, finding appropriate properties
and quickly establishing a presence,
without draining the balance sheet.
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On entering any new country, a retailer faces the challenge of tailoring its concept to
fit the local market. Through GEMS, we sought ways in which retailers have adapted
their approach to suit each country. Language and cultural differences, planning laws,
trademarks, the timing of the seasons in different hemispheres and existing local
competition may all require changing an offer that is successful at home — plus there
is the challenge of securing appropriate premises that suit the concept.

* Products from developed markets have a varying degree of fit with consumers from
emerging markets. Figure 21 shows where our respondents expect their product to
work the best. Western retailers expect Latin America and Russia to have a better
cultural fit with their product than South East Asia. This is important, as many
retailers are unwilling to adapt their product or tailor their range in the new markets.

® Mexico has the greatest cultural match, due to its geographic position bordering the
US. Russia, in second position, benefits from a tradition of craving western-branded
products brought about by a lengthy period of consumer isolation from the West.

® Many retailers still require a consistent worldwide format, even in emerging markets.
This means that cities without suitable modern formats will often not be considered
by major retailers.

® Income levels in emerging markets are typically lower than in mature markets.
Retailers that choose not to adapt their product or tailor their range will therefore
typically be targeting a higher income bracket within an emerging market than they
would domestically.

Figure 21: How much cultural fit retailers expect their product to have with
emerging markets

1 Mexico Greatest fit
2 Russia

3 Argentina P
4 Brazil

5 South Korea

6 China

7 Vietnam

8 Ukraine

9 Turkey

10 Chile

11 Malaysia

12 Thailand

13 India

14 Indonesia {

15 Pakistan

16 South Africa Least fit



ADAPTING FOR THE NEW MARKET

ADAPTING REAL ESTATE

The availability of the right real estate
in an emerging market should not be
taken for granted. We asked retailers
how much the format of available retail
estate (such as big box, out of town mall
or premium city centre) affected their
decision to enter markets. Those
targeting a specific emerging market
might be expected to settle for an
alternative format. However, our results
prove this is not the case, with retailers
highlighting how the importance of a
consistent worldwide format applied
equally in emerging markets. 40 per cent
of retailers will only adapt in exceptional
circumstances, or never at all, in
emerging markets, compared to a

similar 38 per cent in developed markets
(Figure 22). Such a requirement tends to
focus retailers’ interest on new schemes
in these markets. It also means that
cities without suitable modern formats
will usually not be considered by major
retailers.

Four out of five retailers may decide
not to enter a market if their preferred
format is not available. One retailer we
spoke with was prepared to
compromise but only in specific
circumstances. As long as flagship
stores in capital cities and main tourist
destinations were consistent with the
worldwide brand, it was comfortable with
less typical stores elsewhere.

THE
IMPORTANCE
OF A
CONSISTENT
WORLDWIDE
FORMAT
APPLIES
EQUALLY IN
EMERGING
MARKETS

Figure 22: How does the presence of your preferred retail format influence your decision to enter a market?

Emerging markets

[SOURCE[e2TS

Developed markets

Response

I None: we decide to enter a market then adapt
to whatever format is present

Small: prefer consistency in format but prepared to adapt
B Large: only adapt in exceptional circumstances

I Very large: do not adapt

RETAILERS THAT CHOOSE NOT
TO ADAPT THEIR PRODUCT WILL
TYPICALLY BE TARGETING A
HIGHER INCOME BRACKET WITHIN
AN EMERGING MARKET THAN THEY
WOULD DOMESTICALLY
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ADAPTING FOR THE NEW MARKET

ADAPTING PRODUCT AND
BRAND POSITIONING

Retailers have the option to
manipulate their brand positioning
when they enter an emerging market.
Incomes are lower in emerging markets,
which means a product that appeals to
consumers from a middle-income
bracket in a developed country will need
to attract customers from a higher-
income bracket in an emerging market.
The alternative is to tailor the product or
price point to suit the market. We spoke
with one retailer that keeps a broadly
consistent range across its international
stores. Its product sits comfortably within
the midmarket in developed countries,
but is positioned around upper middle
or premium in emerging markets. Other

retailers take account not just of local
demographics, but also competition: a
retailer we interviewed targeted Mexico
with a high end approach and luxury
price point once it had researched the
market, whereas its brand position is
merely seen as upper middle in other
markets.

Local shopping habits are diverse and
can affect the expected brand
position. A survey by the consulting firm
McKinsey (How half the world shops,
Nov 2007) showed shopping habits to
be more diverse than a simple
emerging-developed market split. In
India, most people shopping for clothes
are planning for a special occasion,
whereas in Brazil, shoppers are looking

ABOVE pyeTen girls dressed in the Japanese-influenced Pokemon style gather at the Eurocentro
shopping mall in Santiago.
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for casual eveningwear. The survey
found stark differences between how
locals positioned foreign brands: for
example, only one quarter of Chinese
consumers see western brands as
superior, compared to 50 per cent in
India. McKinsey'’s survey found that
Chinese shoppers relied more heavily on
price to form their perceptions of a
product’s quality than shoppers in Brazil,
India or Russia. A multinational coffee
shop chain we spoke with deliberately
targeted an exclusive image when
entering China. Their price point was
partly forced on them by high import
costs, but the positioning is seen as
strategically beneficial due to the size
and rapid growth of the market.

A brand names or logo may need to be
adapted for local markets. In Russia,
international retailers are expected to
show respect to their consumer by
embracing the Cyrillic alphabet.
Although it has yet to enter the country,
Wal-Mart has patented several
alternative brand names such as
BonmapTt and Banmaprt given that there
is no letter-W equivalent. Similarly, a lack
of the letter Q was reportedly
responsible for Kingfisher introducing
Castorama to Russia rather than its
larger DIY brand B&Q. A trademark
dispute will force the US retailer Target
Corp to use a logo different to its classic
bullseye should it enter Europe, and also
in Europe, US-based T.J. Maxx
rebranded as T.K. Maxx reportedly
because market research showed their
US brand would be confused with a
British department store chain.

WESTERN
RETAILERS
EXPECT
LATIN AMERICA
AND RUSSIA TO
HAVE A BETTER
CULTURAL FIT
WITH THEIR
PRODUCT THAN
SOUTH EAST
ASIA



ADAPTING FOR THE NEW MARKET

L) 5 starbucks, Seoul. Western retailers see their offer as having a better cultural match with South Korea than any other Asian GEMS nation.

COSTCO: ADAPTING TO THE LOCAL MARKETS WE WEREN,T

Costco is a US-based chain of over 500 membership warehouse clubs, trading in EXPECT ING

the US, Canada, the UK, Taiwan, Korea, Japan and Mexico To SELL MORE
“Our business model is dependent upon the internal configuration of our real PIZZAS PER
estate, with steel racking and concrete floors. But we can compromise on the CUSTOM ER IN
external appearance: for example, in January we opened a building whose sales SOUTH KOREA

floor was constructed entirely underground in lisan, an affluent district of Seoul.
We certainly don’t expect to equip our stores with bomb shelters, which until THAN IN

recently was a planning requirement of our Taiwanese units. However, we ANY OTHER

successfully managed to integrate these into our car parks to the satisfaction of

local cities and authorities. INTERNATIONAL
MARKET

Our Korean venture is one of our most successful, and growing fast. The winning
angle has been creating an international/American theme as a selling point
against the competition — in other words, adapting less than we expected. Our
signs still say “Costco,” “Bakery” and “Delicatessen” in the Latin alphabet and not
in Korean hangul. Adapting the product to fit the local market isn’t always logical.
For example, we knew that in rice-loving Korea, cheese, bread and tomatoes
wouldn’t be big sellers. So we weren’t expecting to sell more pizzas per customer
than in any other international market. Working to the local seasons is also
important: for example, mooncakes are a big seller in Asian markets during Moon
Festival.”
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We have in previous chapters identified many factors retailers need to consider when
looking to open in an emerging market. We also wanted GEMS to capture current
retailer decision making, to see how retailers’ reactions to the challenges in these
markets had translated into end decisions of whether or not to enter. Which emerging
economies are of most interest to retailers now, and which have been passed over for
entry?

To establish this snapshot of the current market, we asked respondents to identify
which of the GEMS 16 they had ever considered operating in, and what their
operating status of each market was now. We analysed the results to find current
retailer hot spots of activity (Figure 23), markets that are rejected the most often
(Figure 25, overleaf) and markets that have been looked at most often over time
(Figure 26, overleaf).

India, Ukraine, Russia and Malaysia are the most active markets for new
entrants (Figure 23). Over a quarter of retailers surveyed opened their first store in
India within the last year or are planning to do so imminently. India is attractive
because of the size of its market compared to its low volume of multiple retailers.
Foreign ownership rules there are gradually being relaxed: FDI is now possible up to
49 per cent ownership for a single-brand retailer, although by definition this excludes
department stores and supermarkets. 100 per cent is only allowed in wholesale (as
Carrefour operates in India). Other retailers must find franchise partners.

Ukraine currently enjoys a slightly greater retailer focus than Russia. Moscow was an
early priority for international retailers due to its consumer spend, whereas focus has
more recently shifted to secondary Russian cities and also Kyiv, 750 kilometres away.
McDonald’s, one of the earliest international entrants, opened in Moscow in 1990 but
not in Kyiv until 1997. For clothing retailers, Ukraine is now top priority.

Malaysia is a logical next step for a retailer already present in South East Asia, and
particularly in Singapore, which How Global is the Business of Retail? showed to have
the 13th highest penetration of international retailers (see Figure 3 in ‘Introduction’).
Malaysia’s foreign ownership regulations are seen as highly attractive (see Chapter 3,
'Doing business’).

Retailers from the Americas are currently focusing on a different set of markets.
Mexico, where many US retailers entered in the 1990s, remains a favourite, while
Turkey has recently become of prime interest. Starbucks entered Istanbul in 2003,
followed by Polo Ralph Lauren and Tommy Hilfiger. There were also several reported
US attempits to take over the largest Turkish supermarket chain Migros Turk, before it
was bought in 2008 by a UK private equity firm.

South Africa is currently of greatest interest to retailers from Asia-Pacific.

It benefits from being in the same hemisphere, meaning summer and winter ranges
can be synchronised with the home market. Australian retailer Just Group first opened
a Jay Jays in South Africa in 2006 and now has 9 stores, and Hong Kong retailer
Esprit recently opened in Cape Town and Kwazulu Natal.



THE KEY EMERGING MARKETS

Figure 23: Active markets

Rank Country
Most active among Americas retailers 1 India 279, Most active among department stores
1 Turkey 1 India
2 Mexico 2 Ukraine 24% 2 Ukraine
3 South Korea 3 Russia 22% 3 China
4 South Africa 4 Malaysia 19% 4 Russia
5 India 5 Turkey 15% 5 Malaysia
6 South Africa 13%
Most active among EMEA retailers 7 Thailand 12% Most active among clothing retailers
1 India 1 Ukraine
2 Ukraine 8 China 1% 2 Malaysia
3 Russia 9 Mexico 10% 3 Russia
4 Malaysia 10 Indonesia 8% 4 India
5 Thailand 11 Pakistan 6% 5 Thailand
12 Vietnam 6%
Most active among Asia Pacific retailers 13 South Korea 6% Most active among luxury goods retailers
1 South Africa . 1 India
2 Malaysia 14 Brazi 6% 2 Brazil
3 Turkey 15 Chile 2% 3 Turkey
4 Russia 16 Argentina 2% 4 Mexico
5 Ukraine 5 Russia

Proportion of respondents that are actively looking in a market

or first opened there in 2007

ABOVE jaVielS Metropolitan Mall, Gurgaon, New Delhi. India was ranked as the most active market among our respondents.

 MAKRSE
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THE KEY EMERGING MARKETS

Figure 24: AT Kearney’s Global Retail Development Index, 2007

Rank Country GRDI Management consultant AT Kearney

ALMOST ALL

1 India 92% produces an annual Global Retail
) Russia 89% Development Index (Growth RESPON DENTS
3 China 86% Opportunities Fgr Global Re?ai/e.rs, 2007).
4 T = Itfstiores emrterg.ltr;g ecanofrfmesf in tetrrrjls THAT
of the opportunity each offers for retai

5 Ukraine 69% development, based on measures of CONSIDERED
6 Chile 69% country risk, maturity of the retail sector, CHINA HAVE
7 Malaysia 68% lack of saturation in the market and DECIDED
8 Mexico 64% urgency/speed of development of the
9 Turkey 62% market. The ranking generally tallies with To OPEN

; . our measure of activity in Figure 23. The
10 Thailand 59% exceptions are Chile and Vietnam, which THERE
U e 297 score highly in the AT Kearney report but
12 Indonesia 52% have low levels of retailer activity
13 Argentina 50% according to GEMS.

m South Africa, Pakistan, South Korea not currently included in index

Of the GEMS 16, retailers rejected Pakistan the most often
(Figure 25). 38 per cent of respondents that considered the
market decided against opening there, citing corruption, lack
of economic stability, import taxes and real estate opacity as
negative factors (see Chapter 3, ‘Doing business’). Recent
political events have further destabilised the country. In spite of
this, retailers that operate there include Bata, Benetton, KFC,
McDonald’s and Next.

Many retailers dismiss Chile and Vietnam despite both
scoring highly in the AT Kearney report (Figure 24). GEMS
shows that retailers are not ignorant of these opportunities, but
instead make a concerted decision to operate elsewhere.
Chile, the second most rejected market in our survey, fails
many retailers’ criteria because of its low population. There is
also concern over high profile international retailer departures,
including Carrefour, JC Penney, Home Depot, Royal Ahold and
Sears, that each made the strategic decision to withdraw from
Chile. They left behind a strong set of Chilean retailers that are
experienced at trading in international markets, such as
Cencosud and Falabella.

Vietnam is the third most rejected nation by GEMS retailers.
This is likely to change once restrictions on foreign investment
are relaxed. In January 2007, Vietnam joined the World Trade
Organisation, and in January 2009, foreign investors will be
permitted to operate directly. Presently this is possible only
through minority stakes in joint ventures with local partners.
Casino, Metro and Esprit are already present, while other
major retailers are reportedly waiting until the relaxation of
restrictions before they enter.

China, Thailand and Malaysia represent a compelling
opportunity. 19 out of 20 retailers who first consider these
markets later choose to open stores. Almost all respondents
that considered China have decided to open there or plan to in
the near future. China joined the World Trade Organisation in
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Figure 25: Most rejected

Rank Country

1 Pakistan 38%  Most rejected
2 Chile 29%

3 Vietnam 27%

4 Mexico 23%

5 South Africa 19%

6 Argentina 16%

7 Ukraine 16%

8 South Korea 12%

9 Brazil 12%

10 Indonesia 11%

11 India 8%

12 Turkey 8%

13 Russia 7%

14 Thailand 4% '
15 Malaysia 4%

16 China 0%  Least rejected

2001 and fully opened its retail sector to foreign investment in
2004, with its size and forecast growth making it very attractive
to international retailers. Similarly, Thailand and Malaysia have
long encouraged international entrants. In both countries this
has led to a backlash from local independent retailers, resulting
in a tightening of planning laws and increased capital
investment requirements, but this has clearly had little effect on
their appeal for international retailers.

Brazil has historically been the least investigated of the
Brics. Figure 26 shows the proportion of respondents that had
considered each of the GEMS 16. It shows the importance size
and potential spend in a market has on gaining a retailer's
attention, with Russia, India and China all high on the agenda at
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Figure 26: Considered most often

1 Russia 78%  Considered most often
2 China 73%
3 India 71%
4 Turkey 70%
5 Ukraine 63%
6 Malaysia 53%
7 South Korea 52%
8 Indonesia 52%
9 Brazil 51%
10 South Africa 50%
11 Mexico 50%
12 Thailand 45%
13 Argentina 37%
14 Chile 34%
15 Pakistan 33%
16 Vietnam 30%  Considered least often

some point in the past if not now. But the trend for international
retailers to prioritise Asia over the Americas, as witnessed in
Chapter 2, ‘The race for market share’, has resulted in fewer
retailers ever shortlisting Brazil.

By way of comparison, Figure 27 shows the results of
CBRE's earlier How Global is the Business of Retail? study
into 250 international retailers worldwide. Its ranking of retailer
presence can be compared with the GEMS rankings to show
how interest in these markets has translated to retailers
opening stores. For example, we can see how Russia has
been considered more often than China by retailers (Figure
26) but also rejected more often (Figure 25) making it rank
below China in terms of current retailer presence.

India is interesting: while it is often considered and rarely
rejected by retailers, this has yet to translate into on-ground
store presence (only 16 per cent of international retailers have
opened there). This implies that most of the retailers ‘active’
in the market are still on the lookout for suitable real estate.
On the other hand, Ukraine is considered less and rejected
more often than India, but has the same level of presence,
suggesting that ‘active’ retailers have been far more
successful finding appropriate sites there.

FORECASTING FUTURE HOT SPOTS

While Russia and China were once the most active emerging
markets for new entrants, the spotlight has now moved to India
and Ukraine. We expect this shifting of focus to continue. At a
regional level, as international retailers take increasing
advantage of the potential in Asia, they will seek additional
growth in Latin America and Africa.

The relaxing of restrictions on foreign investment is making
new markets attractive. India will maintain its high position in
the activity ranking as further restrictions are lifted. Similarly,

we expect Vietnam to rise in the ranking once the anticipated
relaxation of FDI rules takes place, given its ideal location near
retailers’ existing manufacturing hubs. Even Pakistan, the least
attractive of the 16 to do business in, is well located to
welcome retailers who operate in India and will eventually
benefit once its economy and political climate settle.

In the same way that Ukraine and Malaysia are now benefiting
from retailers’ early interest in Russia and Singapore, retailers
will again soon be looking to expand to adjacent markets.
Early indications are that Kazakhstan (bordering Russia and
China), Peru (Brazil, Chile) and Botswana (South Africa) will be
part of this next wave of international interest.

CONCLUSION

The survey confirms that all of the 16 markets we considered
are of interest of retailers, with a third or more respondents
having considered each country. Some of the GEMS 16
already show strong evidence of international retailer presence,
and our survey indicates that others are about to show a rapid
increase in new entrants.

Retailers need to consider many factors when looking to open
in an emerging market. However, as GEMS has shown, the
challenges can be managed. Even factors that have
historically been seen as barriers to entry, such as economic
stability and ease of foreign ownership, are now encouraging
retailers to consider emerging markets. The number of
domestic-only retailers is rapidly falling. Experienced global
retailers are focusing their expansion plans in emerging
markets, and are being joined by new retailers considering
these markets for the first time. As current retail hot spots
mature, new retail markets are taking their place. The
importance of emerging markets to the global retail economy
is set to escalate.

Figure 27: Highest penetration of international retailers
Rank Country

1 China 36%  Highest penetration
2 Russia 35%
3 Turkey 31%
4 Thailand 27%
5 South Korea 24%
6 Malaysia 21%
7 Mexico 20%
8 Indonesia 20%
9 Brazil 17%
10 Ukraine 16%
il India 16%
12 Chile 14%
13 Argentina 11%
14 South Africa 10%
15 Vietnam 8%
16 Pakistan 5% Lowest penetration
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