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Emerging markets give flight to
new industry champions

Businesses that have survived extremely tough economic conditions at home have valuable
lessons for western managers, says Donald Sull

oes China’s
remarkable
economic rise
threaten the

dominance of western
corporations? For some, the
answer is emphatically No.

China’s success, they
argue, resembles that of
Japan in the 1980s. In this
view, the recent failure of
CNOOC, the Chinese oil
group, and Haier, the
Chinese appliance maker,
to acquire western
companies shows that, like
their Japanese counterparts
before them, Chinese com-
panies are overpaying for
damaged assets in their
naive zeal to go global.

The reassuring implication
for western managers is
that executives have no
more to fear from
expansionist Chinese rivals
than they did from the
supposed menace posed by
Japan.

The immense
hardship of doing
business in emerging
markets serves as

a rigorous training
ground for companies

The analogy to Japan is
reassuring - but flawed.
Recent Chinese bids reveal a
much broader phenomenon:
the rise of fiercely

competitive companies from
the crucible of emerging

markets, including India,
Brazil and Mexico as well as
China. These emerging
market champions pose a
much greater threat than
most western managers
recognise.

Comfortable myths

The success of companies
from developing countries is
of ten at tributed to low
labour costs. Of course,
many emerging market
producers compete only on
price, but they are not the

ones western managers
should fear.
The most successful

emerging market companies
start with low costs, but
differentiate themselves on

speed to market and inno-
vation. Haier, for example,
enjoys a reputation for
rapidly launching high-
quality new products
tailored to the needs of local
consumers.

Innovations include
washing machines that
clean vegetables as well as
clothing for sale in some
rural provinces. Haier has
extended its new product
development to western
markets, featuring wine
coolers, mini refrigerators
and freezers in the US and
Europe.

Government support is
another reason given for the
rise of emerging market
champions. Yet political
intervention is a mixed
blessing: politicians can
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provide tariffs, quotas and
access to low-cost capital,
but in exchange they may
meddle in decision-making,
often imposing non-
economic objectives includ-
ing local job creation and
regional development.
Many emerging market
champions, such as Mittal
Steel and Brazil’s Embraer,
rose to global leadership
only after freeing assets
from the heavy hand of
government ownership and
running them as private
enterprises. Most Chinese
companies have worked
strenuously to  reduce
government ownership
through successive rounds
of refinancing.

Of  course, emerging
market governments set



policies that benefit specific
companies. But this is not
limited to emerging
markets: recall the heavy-

handed intervention of
George W. Bush, US
president, to protect

American steel producers or
simmering trade tensions
between Airbus and Boeing
over government subsidies.
Finally, like their Japanese
counterparts before them,
emerging market companies
are sometimes accused of
snapping up western assets
using cheap capital. Such
deals are the exception.

Most companies in
emerging markets endure a
cost of capital that is

significantly higher than
that faced by businesses in
countries that are part of
the Organisation for
Economic Co-operation and
Development. Embraer,
AmBev and CVRD, for
instance, rose to prominence
during a decade when real
interest rates in Brazil often
topped 20 per cent. Even
expensive capital can dry up
during currency crises, such
as that in Asia in the late
1990s.

The real story
If conventional wisdom does
not explain the rise of

emerging market cham-
pions, what does?
First, the immense

hardship of doing business
in emerging markets serves
as a rigorous training
ground for companies. The
high cost of capital, for
instance, forces the best
companies to do more with
less.

The volatility of emerging
markets also  provides
excellent training in risk
management. Cemex and
CVRD, for example, compete
in many emerging markets,
but manage their risk
through a sophisticated
strategy of geographic diver-
sification and hedging.
Consumers in emerging
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markets are discriminating
buyers, despite their low
disposable income. To
succeed with these -cus-
tomers, companies must
relentlessly innovate to offer
desirable products at low
prices.

The best of the emerging
market companies excel at
fighting a two-front war:
holding local rivals at bay at
the low end of the market

while battling multi-
nationals at the high end.
Lenovo, for example,

emerged as China’s leading
PC maker by introducing
low-priced computers tail-
ored to local needs six
months before Dell and IBM
introduced their products in
China.

The harsh environment
overwhelms the majority of
emerging market com-
panies. The few that survive
the Dbrutal process of
Darwinian selection, how-
ever, emerge as fierce
competitors that excel at
efficiency, innovation and
risk management.

Having conquered local
markets, they have strong
incentives to expand abroad.
Global expansion allows
them to tap new markets,
spread risk geographically,
build economies of scale and
compete in many places
with multinationals. By
acquiring assets in Europe
and the US, Cemex had a
means to strike back if
developed-country rivals
attacked its profitable home
turf. Global expansion also
provides access to valuable
resources, including tech-
nology, expertise and
diversified sources of
capital.

If emerging market
champions have an
incentive to globalise, they
can nowadays more easily
raise the funds to expand.

When groups such as
Samsung and LG of South
Korea went global in the
1970s and 1980s, they relied

on government money to
fund their growth. Today
institutional investors and
banks are more willing to
back such moves by strong
management teams.

Private equity firms and
hedge funds provide another
source of funding and are
willing to bear big risks in
the hope of achieving
outsized rewards.

The most critical element
of these emerging market
champions is their diversity.
Here the facile analogy with
Japan is at its most
misleading. Japan’s push
towards globalisation was
co-ordinated by the govern-
ment’s trade ministry, tar-
geted at a handful of
industries, and pursued by
similar companies coming
out of the same cosy home
market. Emerging market
champions, in contrast, vary
in headquarter country and
industry as well as their
strategies to go global.
While early pioneers such as
Samsung built from scratch
their own research capa-
bility and brand, companies
including Mittal, Cemex,
Haier, Lenovo and BenQ are

EMERGING POWERS

M High costs of capital force
companies to learn to do
more with less

M Volatility of emerging markets
provides training in risk
management

M Champions must fight a
two-front war: holding local
rivals at bay at the low end
of the market while battling
multinationals

M Companies have strong
incentives to expand abroad
to spread risk geographically

M Unlike their Japanese
counterparts, emerging market
champions are not
concentrated around a
handful of industries

M Private equity firms and
hedge funds now willing to
bear big risks in the hope of
achieving outsized rewards.
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attempting to accelerate the

process by acquiring
western companies with
established brands, tech-

nology and distribution.
China’s Galanz, which
produces microwave ovens,
pioneered a business model
in which it would transplant
state-of-the-art production
equipment from western
Europe to China, and
manufacture microwaves in
China under established
western brands.
Consolidating production
for many of the world’s
leading branded suppliers in
China allowed Galanz to
build economies of scale in
sourcing and production,
keep its fingers on the latest
product and process inno-
vations and gain insights
into emerging consumer
trends around the world.
Obviously, many of these
experiments will fail. Recall
Acer’s struggle to build a
global brand from scratch
and Daewoo’s failed drive to
dominate small emerging
markets by partnering with

governments.
Some of these battle-
hardened management

teams, however, will evolve
winning strategies and find
investors willing to fund
their growth. And these are
the ones western managers
should worry about. Exec-
utives who lull themselves
to sleep with reassuring
bedtime stories about Japan
may sleep well for now. But
they risk waking up to a
very unpleasant reality.

The writer is an associate
professor of management
practice at London Business
School. He is the author of
Made in China: What
Western Managers Can
Learn from Trailblazing
Chinese Entrepreneurs
(Harvard Business School
Press, 2005) 1




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (ColorMatch RGB)
  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


