











Where Executives Are Looking for the Next Set of Growth Opportunities:

The Future 7 (F-7)

Against the backdrop of increasingly saturated BRIC markets,
we asked senior executives where they were looking for new
opportunities for outsized profit growth in 2008 and beyond.
The senior executives we surveyed rated 25 non-BRIC
markets on attractiveness of the foreign investment
environment' and the size of the market opportunity?, with
each factor given a rating from 1 to 5 for a maximum total
rating of 10 per country. Because, until now, foreign investors

have primarily focused on the coastal cities of Brazil and
China to the exclusion of smaller, inland cities, we included
Inland Brazil and Inland China among the 25 non-BRIC
markets we asked executives to rank. The results showed
seven key markets standing out above the crowd with ratings
of 7.0 or higher—Indonesia, Inland Brazil, Inland China,
Mexico, the Philippines, Turkey and Vietnam (see figure 3).
We call these markets the Future 7 or the F-7.

Figure 3: Executive Market Attractiveness Rating—The Top 15
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According to senior executives, these markets represent the
future of corporate profit growth for multinational
corporations in 2008 and beyond. As the rates of profit
growth in the traditional BRIC markets decline, companies
will increasingly turn to the F-7, which have many of the
same characteristics that initially put the BRIC countries on
the radar screens of multinationals—large, fast-growing
populations and economies, abundant labor forces and
increasing receptiveness to foreign investment.

The next section of the survey takes a more in depth look at
regional growth priorities, perceived threats to growth and
trends observed by the senior executives we surveyed.

' In considering attractiveness of the investment environment, we
asked executives to consider the following factors: foreign
investment restrictions, labor laws and workforce productivity,
corruption and government transparency, political stability and
legal dispute resolution

2 |n ranking the markets based on size of the market opportunity,
we asked executives to choose “the markets in which they would
be most interested in investing if attractiveness of the investment
environment was not a factor.”

Frontier Strategy Group | www.frontierstrategygroup.com

Emerging Markets Growth Survey 2007 | All rights reserved



Asia-Pacific (APAC): Maintaining Lofty Growth Rates by Moving Beyond

Coastal China and Urban India

Coastal China and Urban India: Two BRICs Set
to Peak

Up to now, Urban India and Coastal China have been the
focal points of almost every multinational corporation’s
APAC strategy. The key success factor for heads of APAC
seeking to meet lofty corporate revenue and earnings
growth expectations in 2008 and beyond is finding new
opportunities outside of these two markets. Of the APAC
executives we surveyed, 40% cited this as the number one
determinant of their success (see figure 4). When asked why
expanding into new markets is a top priority, one head of
APAC for a major automobile manufacturer noted that he is
“constantly facing rising corporate expectations in terms of
projected annual revenue and earnings growth” and that
such expectations “are increasingly difficult to meet as [the
company] faces more and more local and international
competitors in China and India.” Besides increased
international and local competition and lofty corporate
expectations, other common factors cited as driving the push
into new markets included:

1. Rising wage costs due to intense competition for
talent

2. Market saturation of up to 70% in key cities such
as Shanghai and Mumbai

3. Likelihood of declining economic growth rates as
governments attempt to contain inflation

CCWe are starting to see our core
markets in China’s urban centers be-
come highly saturated. I spend a lot
of my time looking for new market
opportunities with less competition
and new untapped consumers.))

—Head of APAC for major consumer products company

Figure 4: Most Important Success Factor Cited by
Executives in APAC
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Four Markets that Will Fill the Gap: Indonesia,
the Philippines, Inland China and Vietnam

We asked executives to identify the single Asian market that
they were most interested in expanding into and Indonesia,
the Philippines, Inland China and Vietnam topped the list
(see figure 5). All four are in the F-7. Overall, these markets
share common characteristics that make them highly
attractive to multinational corporations:

e large populations: each population is among the 15
largest in the world

e large and fast-growing economies: each economy is in
the top quintile in terms of size and together they boast
an average annual growth rate of 7.5%

® Increasing openness to foreign investment (with
Indonesia being the major exception)

Favorable geographic positioning: all are in close
proximity to some of the world’s largest markets—
Coastal China, Japan and India
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Figure 5: Number One New Investment
Destination Cited by Executives in APAC
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The two markets generating the most excitement among
APAC executives were Inland China and Vietnam.
Companies are expanding beyond China’s large coastal cities
and beginning to target smaller, inland cities, which are
severely underserved as incomes rise. P&G and Siemens, for
example, have aggressively expanded into China’s
hinterland, directly competing with local producers to sell
consumer products ranging from cosmetics to electronic
goods. Galanz, the worlds largest microwave manufacturer,
has focused its expansion efforts on smaller Chinese cities,
which now account for 80% of annual microwave sales
growth. Expansion into rural areas has been made possible
in large part due to the Chinese government'’s massive
commitment to improve national highway infrastructure
ahead of the 2008 Beijing Olympics (nearly $50 billion has
been allocated for highway expansion and improvement).
In Vietnam, companies such as Intel and Hewlett Packard
have invested in large-scale manufacturing operations to
take advantage of the country’s large and productive
workforce and a government that continues to reduce
barriers to foreign investment. According to one APAC
executive, “Vietnam is where India was five years ago
and China was ten years ago—reasonable wage costs,
high productivity and a government that is moving in
the right direction.”

The market that created the most disagreement among the
executives surveyed was Indonesia. It has the most market
potential due to its large population (over 230 million
people), robust economy (17th largest economy in the
world) and abundant natural resources (crude oil, palm oil

and natural gas). But, the reality is that the country
continues to be plagued by a number of problems including
rampant corruption, recent restrictions on foreign
investment and an unproductive workforce.

What Keeps APAC Executives Up at Night: The
Threats that Could Derail the Asian Miracle

While executives were generally optimistic about future
growth in the region, they noted a number of key risks to the
current boom. We asked APAC executives what they viewed
as “the biggest threat to growth in the region in the near
term.” The top threats cited were:

e Economic overheating and rising inflation (29%)
e Shortage of human resources (23%)

e Lack of access to natural resources (17%)

e Pollution/environmental degradation (12 %)

(see figure 6)

Figure 6: Number One Threat to Regional
Growth Cited by APAC Executives
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The emergence of pollution and environmental concerns
among the top four growth threats demonstrates the
growing awareness of the linkage between a potential
environmental crisis and negative impact on growth among
senior executives.

Frontier Strategy Group | www.frontierstrategygroup.com

Emerging Markets Growth Survey 2007 | All rights reserved



Eastern Europe, Middle East and Africa (EMEA): Why Turkey Is Putting The

Region on the Map

The EMEA Challenge: The Need to Identify
World-Class Markets

When it comes to corporate priorities and, most importantly,
budgets, executives in charge of EMEA often feel as though
their region does not get the same respect as APAC and
Latin America. Nearly 60% of the EMEA executives we
surveyed believe that their region is not getting sufficient
attention from decision-makers at the corporate center
when compared to APAC and Latin America. This is largely
a result of the fact that, outside of Russia, multinational
corporations (with the exception of natural resources
companies) have yet to identify major markets that rival the
largest Asian and Latin American economies. In fact, of the
four BRIC markets, Russia is the one that executives are most
pessimistic about, given the country’s uncertain political
trajectory and relations with the West.  As one retail
executive in the region added, “We, like most companies,
are still in the early stages of planning our Middle East
strategy, and have many serious questions about
scalable growth strategies in Africa outside of South
Africa.”

Putting EMEA Back on the Map: Why Turkey Is
the Region’s Rising Star

Turkey is seen by EMEA executives as the key to their profit
growth in the region and is one of the F-7 markets. When
asked to identify the regional market they were most
interested in expanding into, Turkey was identified by 36%
of executives, making it the most popular pick in the region
(see figure 7). Turkey displays the fundamentals that provide
companies with tremendous opportunities for growth:

e A fast-growing population of over 70 million people

e 21 straight quarters of growth at an average rate of 7%,
resulting in a doubling of per capita GDP over the period

* Anincreasingly stable political environment receptive to
foreign investment

e A thriving banking sector bolstered by the entry of
international players such as Citigroup and ING Group

Figure 7: Top New Investment Destination Cited
by Executives in EMEA
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Beyond Turkey: Accessing the Potential of
Other Key Regional Markets

Outside of Turkey, executives see significant potential in
other key markets in the region, but question marks remain.
In Africa, Nigeria and South Africa are the two countries that
generate the most excitement, but that excitement is
tempered by serious concerns over a number of
impediments to growth such as corruption, dilapidated
infrastructure and persistent and widespread poverty. These
factors coupled with Africa’s small economies (outside of
Nigeria and South Africa) create a scale dilemma for
companies. “The big question for us is how we grow
and get scale throughout the continent given the

¢CEMEA is a region in flux with
Russia deteriorating, the Middle East
opening up and Africa on the cusp
but still very much unproven...
Turkey provides a strong opportunity
for growth.d)

— Head of EMEA for major financial services company
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fragmented market landscape,” highlighted a food
executive responsible for the region.

The sustained run-up in energy prices over the last few years
has also created tremendous wealth and opportunity in the
Middle East. Executives view Egypt as the region’s most
exciting market opportunity, although the United Arab
Emirates continues to be seen as the key entry point into
other Middle East markets. Despite the enormous wealth
creation that has occurred, foreign companies continue to
be confounded by a number of region-specific challenges
such as the constant threat of both regional and country-
specific instability and a lack of clarity over which business
model is best-suited to the region.

Can EMEA Turn the Corner?: Executive Views
of the Biggest Threats to Growth Facing the
Region

We asked EMEA executives to identify the “biggest threats
to the region’s economic growth over the near term.”
Because EMEA consists of three relatively discreet sub-
regions—Eastern Europe/Former Soviet Union, Middle East
and Africa—we had each executive choose the single largest
threat to economic growth in each of the sub-regions.
Executives cited a number of common threats:

e High levels of government corruption
e Sharp decline in commodity prices
e Political instability

(see figure 8)

Figure 8: Top Regional Threat to Growth
Identified by EMEA Executives
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In general, executives expressed significant optimism
concerning the region’s potential. Eastern Europe gained
particularly high marks given the expansion of the EU and
broader economic and political integration on the continent.
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Latin America: Reviving Sagging Growth Rates through New Market Entry

Why Regional Growth Rates Are Lagging: The
Challenge of Moving Beyond Coastal Brazil

As revenue and profit growth have slowed in Coastal Brazil,
the top challenge facing heads of Latin America has become
how to diversify outside of a market that represents such a
tremendous portion of the region’s overall GDP. Of the Latin
America executives we surveyed, 47% cited expansion into
new markets as their top priority. Market expansion is
uniquely difficult in Latin America due to a number of
factors:

®  The sheer economic dominance of Coastal Brazil, which
represents 37% of the region’s overall GDP and 28% of
its population

e The relative maturity of other attractive markets in the
region such as Chile

e The existence of political instability and/or economic
nationalism in potentially attractive markets such as
Colombia and Venezuela

Making the Old New Again: Accessing New
Markets Outside of Brazil

Mexico and Inland Brazil are the two markets that spark the
most interest among Latin America executives (see figure 9).
These are two of the F-7 markets. As Coastal Brazil becomes
saturated and profits decline, companies are increasingly
marketing products that cater to the bottom of Brazil's
consumer pyramid, where demand is strong despite limited
incomes. Executives believe that, much like Brazil, Mexico
has the potential to become a global economic powerhouse
due to its large population and economy, improved political
stability and proximity to the United States. Such optimism
has been demonstrated by the surge in foreign investment
in the country, which reached $13.24 billion in the first half
of 2007, a 39.2% year-over-year increase.

Figure 9: Top New Investment Destinations Cited
by Executives in Latin America
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A Return to 1999?: What Executives Think
Could Trigger It

When we asked Latin America executives to identify the
“biggest threat to growth in the Latin America in the near
term,” the top threats cited were:

e Rising economic nationalism (28%)
e Significant downturn in the US economy (24%)
e A sharp decline in commodity prices (16%)

(see figure 10)

¢CIf you want to achieve outsized
growth in Latin America, you have to
have a strategy for how to tackle
Mexico. You just aren't going to see
consistent double-digit growth in
Brazil anymore.))

— Head of EMEA for major food service company
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Figure 10: Top Threats to Regional Growth Cited
by Latin America Executives
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Many of the executives we spoke to believe the region has
largely been ignored by the current US administration and
saw 2008 as a potential turning point in terms of foreign
policy and resources invested in the region.

Conclusion

Our survey of senior executives responsible for emerging
market growth shows that as the rate of profit growth
declines in the core BRIC markets, entering and growing
market share in “new” markets ahead of industry
competitors will be the key determinant of whether
multinational corporations successfully meet and exceed
their future growth targets. Executives identified seven
emerging markets—Indonesia, Inland Brazil, Inland China,
Mexico, the Philippines, Turkey and Vietnam—as critical
areas for new investment based on the attractiveness of their
investment environments and the size of the market
opportunities they present. We call these the Future-7 or
F-7 markets. Just as success in the BRIC markets
determined the winners and losers of the past, F-7 markets
will determine which multinational corporations win in 2008
and beyond.
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CONTACT US

Frontier Strategy Group
1150 18th Street NW, Suite 350
Washington, DC 20009
202-741-1333

Attn: Stephen Bailey, Senior Vice President
sbailey@frontierstrategygroup.com
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