
Navigating the Future

7

THE FMCG IMPERATIVE
Adapting business models in response to global trends

FMCG?
Every day, 3.6 billion individuals around the
planet use “Fast Moving Consumer Goods,”
better known as FMCG products. The FMCG
industry encompasses household and personal
care items, packaged foods and beverages, as
well as alcohol and tobacco products. The
latter category being the largest one in the
overall $4Tn industry accounting for $450bn of
annual revenue (1). The industry as a whole is
currently projected to grow at a rate of 4% over
the next few years, exceeding the overall global
growth rate of 3.1% (2).

Despite the positive growth rates, the FMCG
industry is impacted by a number of key trends
that are forcing the industry to rethink its
strategy. First, changing lifestyles and ever
increasing consumer demands have pushed
FMCG companies such as Nestlé, Mars,
Pepsico and P&G, amongst others, to adapt
immense product portfolios over time. L’Oreal
currently juggles with over 40,000 stock-
keeping units (SKU’s) in order to cater to
consumers all around the globe. This
tremendous product portfolio has allowed
L’Oreal to create “globally-local” expertise by
analyzing local consumer demands and
subsequently tweaking its standard product
offerings to accommodate local tastes. By
fostering this type of customer intimacy, these
once local brands have managed to create
dominant market positions via global flagship
brands across continents. Despite these
dominant positions and flagship brands, FMCG
companies fight for market share in a heavily
commoditized landscape. As a consequence,
they have been forced to adapt a business
system that is characterized by: 1) mass
production supply chain configuration reliant
on economies of scale, 2) vertical integration of

raw materials access and production, 3)
centrally organized marketing operations, 4)
significant R&D spending. The combination of
these elements has allowed FMCG companies
to remain profitable by creating locally
“tailored” products that try to induce brand
loyalty while at the same time minimizing
production costs.

Second, many industries are impacted by
environmental, societal or regulatory changes,
and the FMCG industry in particular. On the
production/supply side, the industry is
becoming more resource constrained while
simultaneously facing tougher regulatory
conditions. The trend of resource scarcity is
pushing naturally endowed economies to
impose protectionist measures to ensure
national profit retention from these existing
imbalances. Moreover, increasingly educated
consumers in western economies demand
nutritional products that are more impact-
aware, examples include GMO’s free food
products and animal free testing on skincare
products.

The final trend significantly impacting the
FMCG industry is the evolution of global
income distribution driven by the rise of the
consuming class in the developing world. By
2020, more than 1Bn new consumers (with
disposable incomes in excess of $2,500 per
year) will be added to the global economy (3).
FMCG companies are well positioned to benefit
from these potential new customers, however
these customers exist in areas where FMCG
has not enjoyed historical brand strength or
brand awareness. To compete at this new
frontier FMCG companies will have to adapt
their go-to market strategies significantly.
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They will need to reduce package size,
economize input costs and speak the language
of the emerging consumer, as some
companies have already started doing. This
evolution will define success for FMCGs as we
move into the middle of the 21st century.
Accessing these new potential demand pools,
cannot be done profitably with the existing
FMCG business system.

Now on your plate, soon to
be found in a museum
The above quote by Belgian luxury chocolatier,
Dominique Persoone, paints a gloomy picture
of one of the most beloved FMCG products:
chocolate. Over the past six years, cocoa prices
have doubled and by 2020 the world will face a
cocoa shortage of an estimated 1 million tons
per year (4).

This is in part due to low efficiency production
methods at cocoa farms (only producing 10%
of the potential output), aging trees and tree
diseases. Increasing public visibility in the
supply chain has forced many chocolate
producers to approach the supply side
differently, incorporating certified sustainable
production methodologies and fair trade
practices with rural farmers. The resulting
relationships have improved land productivity
and farming practices, improving the tenuous
supply situation, though not solving it.
Chocolate manufacturers have taken multiple
approaches to dealing with cocoa shortages.
Belgium’s Pierre Marcolini and Dominique
Persoone have moved away from the
mainstream chocolate market, which they feel
will fade away, and have positioned themselves
in the hyper premium segment of the market
which is growing at 5.7% vs. 1.3% in the
mainstream market (5). One of the global
leaders in this latter segment, Mars, has set up
a large scale co-development program aimed

at providing 150,000 cocoa farmers with
knowledge, technology and fertilizer in order to
improve overall productivity and crop stability.
In doing so Mars has created a sustainable
ecosystem that allows farmers to obtain fair
prices for their produce and provides Mars with
a steady supply of high quality cocoa. Other
companies such as Cargill are tackling the
problem by vertically integrating or expanding
production capacity by looking at new
production sites. In reworking their existing
business system, chocolate producing
companies such as Mars are trying to avoid a
world where chocolate will only be served to a
happy few.

The case of skincare
An emerging consumer class at the base of the
income pyramid creates new opportunities for
companies. More than 75% of the world
population is situated at the base of the
pyramid earning below $10,000 annually (6).
This creates the challenge for FMCGs to
develop brands that match the key criteria of
affordability, acceptability, availability and
awareness of the target markets.

Unilever and P&G are both at the forefront of
developing alternative branding and
distribution strategies in new markets. For
instance to increase availability FMCGs are
forced to explore new distribution channels
because a large portion of consumers in
emerging markets don’t have access to typical
distribution channels such as supermarkets or
malls. P&G created the “Golden Store” concept
in Mexico that was aimed at developing a
network of local “mom and pop” stores that
sold smaller quantity packages more suited to
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low income families. The network has
expanded to more than 220,000 stores that
generate annual revenues of $16Bn.

Unilever on the other hand, increased
acceptability of its products via its Shakti
program which relies on female entrepreneurs
to market and sell local Unilever (Hindustan
Lever) products in rural areas. To date there
are approximately 45,000 such entrepreneurs,
making the venture a success measured by its
impact on local communities as well the
successful new market entry for Unilever (7).

The examples of P&G and Unilever show that
FMCG brands have to go beyond typical ‘’local
branding’’ of their products. Teaming up with
locals to sell products and introducing new
micro-financing schemes are two such ways of
coping with the challenges and opportunities
that emerging markets pose for FMCG
companies.

Conclusion
Future success in the FMCG industry relies on
fundamentally re-imagining the business
system that has been applied to date. A more
sustainable ecosystem at the production end of
the spectrum combined with locally adapted
brands that evoke trust and credibility at the
consumer side will allow FMCG giants to
remain profitable in the foreseeable future.
Rather than going for the typical mass

produced one-size-fits all approach, the
industry should rethink the current supply
chain model. FMCGs must allow for local
production to be tailored to the needs of people
in emerging markets, as the majority of future
profit potential stems from those economies.
Companies such as P&G and Unilever have
shown that strategies aimed at activating low
income consumers are both profitable and
sustainable. By being local, FMCG corporations
will be able to both contribute to and tap into
the local community and, at the same time,
have a better control over critical resources
that are vital to sustained success.

FMCG shows to be an industry where certain
players have been responsive to the global
trends that are threatening to undermine their
current business systems. When companies or
industries in general are faced with these type
of trends and challenges (changing consumer
behavior, increased regulation, resource
scarcity etc.), the responses all too often
originate from the conventional economic
dictionary: vertical integration, cost cutting,
acquisitions etc. While those might work for
some, the examples of Mars, P&G and Unilever
clearly show that when less conventional paths
(ie. an FMCG company engaging in micro-
financing) are explored, the actions can lead to
new profit pools and competitive positions
rooted in sustainable business systems.
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