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The shifting sands 
of going global

Executive summary
•	 Many	retail	and	consumer	
goods	companies	have	
engaged	in	a	“go	global”	
strategy,	but	politics	
in emerging markets is 
increasingly	impinging	on	
economic activity. 

•	 Domestically-focused	
governments may 
restrict	the	activities	of	
multinational	retail	and	
consumer	goods	companies	
in	order	to	boost	local	
businesses	and	appease	
domestic	constituents.	

•	 Being	aware	of	these	
policy	shifts	will	allow	for	
more	nuanced	investment	
strategies. 

Introduction
Retailing and consumer goods manufacturing are global industries. In recent years, 
more than 20% of revenues for the top 250 retailers in the world came from foreign 
operations. And in many cases, this means emerging markets. PwC’s 16th Annual 
Global CEO Survey showed that five of the top seven countries that retail and consumer 
goods CEOs identified as most important to their growth prospects were emerging 
markets, with China topping the list. 

The march to new markets is inevitable, but rising political temperatures in many 
emerging markets mean that global retail and consumer goods companies could face 
more government resistance. Retailers and consumer goods companies generally 
have not faced the extreme political risks that firms operating in more strategic 
sectors—such as oil and gas—have encountered. But this may be changing.

“In the past, some products, like soft drinks, could be sold 
virtually anywhere. Others, like fighter jets and heavy 
weapons, were transacted directly with governments. Today, 
between these two extremes is a fast-expanding variety of 
products and services that are drawing new levels of scrutiny 
from governments around the world.” 
— Ian Bremmer, Eurasia Group President
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“Many emerging markets are domestically volatile. Riyadh 
eyes the Arab Awakening warily, and Russia faces a 
thriving domestic protest movement. Indian governance is 
simultaneously sclerotic and chaotic, with the ruling Congress 
Party reliant on fickle coalition partners to maintain power. All 
of this fuels an insular domestic focus among the rising powers, 
who are more concerned with troubles at home than those 
around the globe.”—Ian Bremmer, Eurasia Group President

Companies face a 
range of potential 
restrictions
Governments that focus on domestic 
concerns often make restrictions on 
foreign investment, which are intended 
to garner support from local business 
leaders, employees of local companies,  
and nationalists of all stripes. India and 
Indonesia, for example, are trying to 
impose local sourcing requirements. 
In India, the restrictions are expansive 
enough that no new international 
multi-brand retailer has entered 
the market since the government 
announced it would allow 51% foreign 
ownership in the multi-brand retail 
market in September 2012. Indonesia 
also has strict franchising regulations.

demanding better public services 
such as electricity, healthcare, 
and education—as well as more 
accountable governments. And as the 
large, early summer protests in Brazil 
and Turkey demonstrate, there are 
political consequences when these 
demands are not met. 

These two macro trends are 
combining to prompt emerging market 
governments to turn their focus 
inward and intervene more directly 
in the economy to meet short-term 
demands for cheap consumer goods, 
high employment, and strong local 
businesses. This dynamic has meant 
more government intervention in the 
retail and consumer goods sector, 
including restrictions on FDI, domestic 
sourcing requirements and price 
controls. We can expect this to  
continue in the years ahead. 

Increased government 
intervention a result of 
new challenges
State capitalism occurs when a 
government actively manages and 
manipulates the economy for political 
reasons, and it is becoming more 
prevalent in emerging markets.  
Why is this happening?

The first reason is decelerating economic 
growth. After experiencing average 
annual growth rates of 6.1% in the 
ten years to 2011, emerging market 
economies grew by just 4.9% in 2012 
and are forecast to expand by about 5% 
this year. This is stronger growth than 
developed market countries are seeing, 
but the slowdown poses economic and 
political challenges. It hurts prospects 
for local business and stresses domestic 
labor markets, while also reducing 
government revenue. In addition, some 
emerging market governments—such 
as China’s—have relied on economic 
growth for their political legitimacy. 

The second reason is the rise of a 
new middle class. The share of the 
population in emerging market 
countries that lives on less than $2 per 
day has dropped from 65% in 1990 
to 41% in 2010. As more citizens of 
emerging market countries enter the 
middle class, they are more loudly 
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Governments can also impose 
protectionist trade measures to win 
domestic support. For example, while 
Russia joined the WTO a year ago, 
the government continues to enact 
protectionist measures. Its current 
aggressive stance in response to an 
EU complaint over the disposal tax on 
imported vehicles may signal future 
compliance issues for other industries. 

 Some governments have looked 
to price controls instead. In April, 
Argentina’s government froze prices on 
goods sold by the largest food retailers 
and appliance stores—both foreign and 
domestic—in order to keep consumers 
happy in the face of high inflation. The 
measure will likely increase corruption 
and black market activity as suppliers 
and wholesalers seek to cover their 
costs. In the UAE, the government—
worried about unrest in the wake of the 
Arab Spring—introduced an electronic 
system to monitor the prices of 200 
basic food commodities and ensure 
that retailers abide by the government’s 
price controls. 

Some emerging market governments 
are also imposing tighter product 
quality and safety regulations in 
response to demands of the new middle 
class. The most high-profile example 
of this has been in China, where the 
government’s recent anti-corruption 
and anti-trust investigations of foreign 
pharmaceutical companies are likely 

to spread across more sectors. The 
primary driver is the government’s 
need to demonstrate its commitment 
to tackling corruption and enhancing 
consumer protection. 

Not all governments 
responding the same 
Fortunately, not all emerging market 
governments are responding to the twin 
challenges of slower economic growth 
and increased middle class demands 
with greater state intervention. Some 
are actually opening markets to greater 
competition. Governments in Brazil 
and Turkey are liberalizing retail and 
consumer sector regulations, although 
in both cases these reforms have not 
produced results quickly enough to 
avoid large-scale middle class protests. 

In Brazil, the government began 
reversing October 2012 tariff increases 
meant to protect domestic industries 
after just a few months, lowering 
import tariffs on a variety of products. 
This turnabout was done to keep prices 
low and middle class consumers happy 
in the face of the high inflation. 

In Turkey, the government announced 
a package of investment incentives in 
April 2012, including a component 
that encourages investments—both 
domestic and foreign—made in 

underdeveloped parts of the country. 
Incentives are also available for all 
investments worth more than $28 
million. However, the investment 
environment has deteriorated since 
then, with authorities investigating 
individuals and companies thought to 
have supported or profited from the 
recent protests. Foreign companies 
may be named and shamed, but fresh 
restrictions on foreign investment are 
unlikely and this outburst of populist 
nationalism is unlikely to survive for 
long, because the economy needs 
external financing and the government 
owes its political standing to sustained 
economic growth.

Government officials in Nigeria are also 
seeking FDI though in their case it is in 
garment manufacturing and apparel 
sales in order to help meet growing 
consumer demand and provide jobs for 
Nigerians.
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By assessing the openness of current 
government policies and any indications 
of future policy direction, companies 
can begin to develop risk management 
and mitigation strategies. Although the 
results of these assessments may vary—a 
luxury goods manufacturer and a low-
cost retailer may have different concerns 
and risk tolerances—the planning 
process will remain the same.

Strategies for 
adapting to the new 
environment
Although the twin challenges of 
weakening economic activity and 
new middle class demands are fairly 
universal across emerging markets, the 
examples above show that government 
responses to these issues are anything 
but. Retail and consumer goods 
companies will want to carefully plan 
their market entry and, at the very 
least, accommodate planning to a 
riskier environment. 

Strategies for risk avoidance: 
Picking low-risk markets
Retail and consumer goods companies 
will want to assess which governments 
are likely to be more activist and 
take account of specific geopolitical 
considerations when planning market 
entry. The chart below gives a snapshot 
of the current and potential future 
risk situation in 15 emerging markets. 

“Driving growth in today’s 
business environment means 
having the right strategy 
to navigate the risks and 
uncertainty associated with 
entering a new market, but 
also being able to create 
and maintain a sustainable 
competitive advantage.” 
—Miles Everson, PwC US 
Advisory Leader

Government policies toward the retail and consumer goods sector

Policy trajectory

Improving Stable Worsening

Kenya 
Mexico 
UAE

Brazil 
Poland

South Africa 
Turkey

Nigeria

India 
Indonesia 
Russia 
Saudi Arabia

Argentina 
Egypt

China

Lo
w

M
od

er
at

e

Po
lic

y 
ri

sk
 le

ve
l

H
ig

h

This analysis enables retail and 
consumer goods companies to 
determine where they are most likely 
to face increasing state capitalism 
in emerging markets. For example, 
Kenya, Mexico, and the UAE offer 
comparatively little risk, while more 
challenges might arise in Argentina, 
Egypt, and China. Even though 
the policy environment may be 

challenging, the demographic and 
spending trends in certain markets 
may still offer promising opportunities. 
For instance, although companies 
operating in China may face higher 
regulatory risks, the chart on the next 
page shows that the country offers a 
huge consumer market with strong 
growth and spending power, especially 
for urban consumers. 
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Market dynamics affecting the retail and consumer goods sector

GDP  
(PPP billions) GDP growth Inflation Population 

(millions)
Urban 

population  
(% total)

GDP per capita 
(PPP)

2013 2013 2013 2013 2012 2013*

Argentina $776 2.8% 9.8% 41.5 92.6% $18,709

Brazil $2,467 3.0% 6.1% 199.9 84.9% $12,340

China $13,623 8.0% 3.0% 1,360.8 51.8% $10,011

Egypt $560 2.0% 8.2% 84.2 43.7% $6,653

India $5,032 5.7% 10.8% 1,239.3 31.7% $4,060

Indonesia $1,315 6.3% 5.6% 248.0 51.4% $5,302

Kenya $82 5.9% 5.2% 43.3 24.4% $1,885

Mexico $1,848 3.4% 3.7% 116.0 78.4% $15,932

Nigeria $488 7.2% 10.7% 169.3 50.2% $2,883

Poland $825 1.3% 1.9% 39.3 60.8% $21,005

Russia $2,641 3.4% 6.9% 141.4 74.0% $18,671

Saudi Arabia $962 4.4% 3.7% 29.6 82.5% $32,469

South Africa $609 2.8% 5.8% 51.8 62.4% $11,750

Turkey $1,181 3.4% 6.6% 75.8 72.3% $15,578

UAE $284 3.1% 1.6% 5.7 84.6% $49,884

 
Sources: IMF World Economic Outlook, World Bank World Development Indicators 
*Note: 2013 data are forecasts
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Strategies for risk mitigation: 
Operating within markets
Once a decision has been made about 
which markets to enter, or for companies 
already in market, four strategies can 
be employed to mitigate the risks of 
negative government actions. 

• Partner with local firms:  
When entering new markets, 
partnering with local firms can be 
a distinct advantage, particularly if 
the government is keen to develop 
the local industry. Having a local 
partner will make it easier to identify 
and manage the idiosyncrasies of 
operating in a new environment, 
as well as mitigate the risk of being 
targeted as a foreign agent in the 
future. Marks & Spencer, the British 
retailer, has employed a franchising 
strategy in markets with a higher risk 
of government interference; in India 
they have had a joint venture with 
Mumbai-based Reliance Retail since 
2007, opening six new stores in the 
country in 2012 alone.

• Hire and/or source locally: 
When a foreign company hires 
local employees or sources from 
local suppliers, the company seems 
less foreign to local governments 
and populations. This reduces 
the risk that it may be singled 
out by governments for scrutiny 

or burdensome regulation. To 
expand its business in Kenya, the 
international alcoholic beverage 
company Diageo developed an 
inexpensive beer for the domestic 
market. Diageo uses locally-grown 
barley and local labor at an in-
country brewery. This tactic has 
not only provided Diageo with 
inexpensive inputs, but also curried 
favor with local governments by 
creating jobs and reigniting an 
otherwise stagnant but important 
agriculture sector.

• Help the government set and 
enforce norms and standards:  
As the factory collapse in Bangladesh 
earlier this year demonstrated, it 
is critical for retail and consumer 
goods companies to be able to trust 
suppliers to uphold workplace safety 
and labor standards. Companies 
can work with governments in key 
markets to set and enforce such 
standards in order to avoid the 
political and reputational risks 
that arise from poor regulatory 
conditions. Both the European 
retailers’ Accord on Fire and Building 
Safety in Bangladesh and the US 
retailers’ Alliance for Worker Safety 
in Bangladesh include plans to 
work jointly with the Bangladeshi 
government to improve factory safety 
standards and their enforcement.

• Work with the government to 
achieve social goals: Retail and 
consumer goods companies and 
the governments of the countries 
in which they operate often have 
complementary goals. Identifying 
those goals and partnering with 
governments to achieve them can 
be a win-win strategy. One good 
example of this is P&G’s Children’s 
Safe Drinking Water Program, which 
works to provide safe drinking water 
in emerging and frontier markets 
around the world. This effort not 
only promotes public health, it also 
creates loyal customers. 
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