Entering a Foreign Market

Developing a Market Entry Strategy for TESCO to enter the Indian Retail Sector

Executive Summary

This case study highlights developing of market entry strategy for Tesco to enter in India market. Tesco which is one of the largest retailers UK based company with 30% market share and 2 billion sterling annual profits expand to enter in India In 2008 Tesco announced to enter with an agreement to set up cash and have stores with Trent which is part of Tata Group of companies.

The organised sector has 2.8% of Indian retailing and it presented big opportunities to enter in India. This case focuses on developing a market entry strategy of Tesco in fast moving and growth regulated market.. Since last decades four big companies Sainsbury, Asda, Tesco & Morrison are dominating highly in the market.

In conclusion, a strategic and financial analysis for Tesco shows the effectiveness of performance of the company in which they can enter in the Indian market for a partnership opportunity.

Tesco PLC Overview

Tesco plc (LSE: TSCO) is a British multinational grocery and general merchandise retailer headquartered in Cheshunt, United Kingdom. It is the third-largest retailer in the world measured by revenues (after Wal-Mart and Carrefour) and the second largest measured by profits (after Wal-Mart). It has stores in 13 countries across Asia, Europe and North America and is the grocery market leader in the UK (where it has a market share of around 30%), Malaysia, the Republic of Ireland and Thailand.

The company was founded in 1919 by Jack Cohen as a group of market stalls. The Tesco name first appeared in 1924, after Cohen purchased a shipment of tea from T.E. Stockwell and combined those initials with the first two letters of his surname, and the first Tesco store opened in 1929 in Burnt Oak, Middlesex. His business expanded rapidly, and by 1939 he had over 100 Tesco stores across the country. Originally a UK-focused grocery retailer, since the early 1990s Tesco has increasingly diversified geographically and into areas such as the retailing of books, clothing, electronics, furniture, petrol and software; financial services; telecoms and internet services; DVD rental; and music downloads. 

Tesco is listed on the London Stock Exchange and is a constituent of the FTSE 100 Index. It had a market capitalisation of approximately £24.4 billion as of 15 January 2012, the 15th-largest company of any company with a primary listing on the London Stock Exchange. Tesco's UK stores are divided into six formats, differentiated by size and the range of products sold. These are shown below:

Tesco Extra

Tesco Extra stores are larger, mainly out-of-town hypermarkets that stock nearly all of Tesco's product ranges. The first Extra opened in 1997 in Pitsea and more recently in 2009 Maldon. The 100th store opened on 29th November 2004 in Stafford. The number of these is now being increased by about 20 a year, mainly by conversions from the second category.

Tesco Superstores

Tesco superstores are standard large supermarkets, stocking groceries and a much smaller range of non-food goods than Extra stores. 

Tesco Metro

Tesco Metro stores are sized between Tesco superstores and Tesco Express stores, with stores averaging 11,000 square feet (1,000 m2). They are mainly located in city centers, the inner city and on the high streets of towns. The first Tesco Metro opened in Neston in 1980. Since then all Tesco branches with a high street format, including those that opened before the Covent Garden branch, have been rebranded from Tesco to Tesco Metro. 

Tesco Express

Tesco Express stores are neighborhood convenience stores averaging 2,200 square feet (200 m2), stocking mainly food with an emphasis on higher-margin products (due to small store size, and the necessity to maximize revenue per square foot) alongside everyday essentials. They are found in busy city centre districts, small shopping precincts in residential areas, small towns and villages and on Esso petrol station forecourts. The 1000th Tesco Express site opened in July 2009. Tesco have now started building Tesco Express stores with only 'Assisted-Service' tills, in which the customer scans all their own shopping and packs it, with the support of supervising staff when required.

One Stop

One Stop, which includes some of the smallest stores (smaller than a Tesco Express), is the only Tesco store format in the UK that does not include the word Tesco in its name. The brand, along with the original stores, formed part of the T&S Stores business but, unlike many that were converted to Tesco Express, these kept their old name. Subsequently, other stores bought by Tesco have been converted to the One Stop brand. Some have Tesco Personal Finance branded cash machines.

Tesco Home Plus

Stores offer all of Tesco's ranges except food in warehouse-style units in retail parks. Tesco is using this format because only 20% of its customers have access to a Tesco Extra, and the company is restricted in how many of its superstores it can convert into Extras and how quickly it can do so. Large units for non-food retailing are much more readily available.

Market Expansion – Opportunity / Challenge Scenario

India has a population of 1.2 billion and a fast-growing affluent middle class of 160,000 that is expected to grow to 267,000 within five years. The Associated Chambers of Commerce and Industry in India expects the country's retail sector to be worth $1.3 trillion by 2018. But access to country’s retail market, estimated to be worth £300billion a year compared to around £325billion in the UK, has until now been restricted by ownership laws. 

Foreign Direct Investment (FDI) in retail has been a contentious issue in India for years. International supermarket chains like Tesco, Wal-Mart and Metro have been pushing for restrictions to be lifted to allow them greater access to one of the world’s fastest growing retail markets. 

India allowed 51 per cent foreign investment in single-brand retailers and 100 per cent only for wholesale operations. However, recently, Indian cabinet approved 51 per cent Foreign Direct Investment (FDI) in multi-brand retail and increased the FDI cap in single-brand retail to 100 per cent despite much political resistance. Following is the overall description of the opening of the Indian Market.

1995
World trade Organization's General Agreement on Trade in services, which includes wholesale and retailing services, came into effect.

1997
FDI in cash and carry (wholesale) with 100 percent rights allowed under the government approval rout.

2006
•
FDI in cash and carry (wholesale) brought under the automatic route.

•
Up to 51% investment in a single-brand retail outlet permitted, subject to press Note 3 (2006 series)

2011
100% FDI in single-brand retail permitted.

Table 1: Overall description of the opening of the Indian Market

Even with the current policy change, the government is limiting the concessions to the 53 largest cities that have populations of over 1milion. It will then be up to individual states to decide whether they want to allow the stores, and to draw up planning and other regulations restricting their operations. At least 30% of goods will also have to be sourced from Indian small firms 

Industry bodies have widely welcomed the cabinet's approval, saying that foreign firms could provide a healthy dose of competition, provide investment, and help to smooth out bottle necks that have traditionally plagued India's vast supply chains. 

But this is a politically sensitive and divisive issue. Opposition parties and traditional local businesses are likely to try and block FDI in retail from being implemented.

Supporters of the move say it will increase competition and quality while reducing prices, which have been hit by close to double-digit inflation.

Opponents say the multi-nationals will squeeze out India's smaller and poorer traders and drive down prices paid to India's farmers.

Some more reviews are as below:-

David Strasser, an analyst at Janney Montgomery Scott LLC, talks about the outlook for the holiday retail sales season. He speaks on Bloomberg Television's "In Business with Margaret Brennan." (Source: Bloomberg) 

“This is possibly the most exciting thing that has happened in retail in India,” said Hemant Kalbag, who heads the consumer and retail practice for Asia at A.T. Kearney in Mumbai. “This is probably the next big wave of change in organized retail in India.” 

Justification of The Study

Though it is an opportunity for TESCO, it comes with some challenges. The Indian Government has insisted on the following conditions for FDI into retail sector:


Overseas companies must invest at least $100 million, half of which has to be spent on developing back-end infrastructure. 


Overseas retailers will be required to purchase at least 30 percent of goods sold in the ventures from small industries


Stores will be permitted only in 53 cities with a population of 1 million or more, and the government will retain the first right to buy farm products.

So far, though present in India in wholesale trade, TESCO did not want to commit heavy investment because they have not been able to invest in front-end retail shops, where the profits are, and because there have not been enough outlets to justify a supply chain. The government hopes that the 51% FDI limit in retail and 100% in wholesale will give sufficient incentive for foreign companies to invest heavily, building the linkages that India undoubtedly needs.

Importance of This Analysis

So as it can be seen from the above aspects, TESCO has an opportunity to enter the potential market. However, it has to address the following issues:


It calls for heavy investments into the back-end infrastructure with limited profitability as a pre-condition to open retail stores which are more profitable


The entry is restricted to limited cities (with population of over 1 million) and this restricts the market size


The competition in the retail sector in India is very different from UK and the strategy has to be reviewed in relation to the Indian Market


With the market open for other potential investors (like Wal-Mart, Carrefour) the overall competition in the market is expected to be severe, squeezing in the margins.


The political uncertainties and the overall opposition to “Foreign” stores among some of the strong political parties and the public needs to be effectively addressed to be successful in the Indian market

With the above opportunities and challenges facing TESCO, developing an integrated strategy for TESCO’s market entry into India is critical.

Some Financial and operational Summary Indicators

To understand the capabilities of TESCO to enter into the Indian market and compete with the local as well as international players, it is essential to understand some of its operational and financial strengths and operational capabilities which are illustrated below:

•
Store facts in Home Market

As of 18 April 2012, at the end of its 2011/12 financial year, Tesco's UK store portfolio was as follows. (http://en.wikipedia.org/wiki/Tesco)

Format
Number

Tesco Extra
230

Tesco Superstores
471

Tesco Metro
190

Tesco Express
1,427

One Stop
613

Tesco Home plus
13

Dobbies
31

Total
2,975

                                      Table 2: Tesco's UK store ortfolio

•
Overseas Operations

Table (1) shows the number of stores, total store size in area and sales for Tesco's international operations. The store numbers and floor area figures are as at 18 April 2012. This information is taken from the 2011/12 Preliminary Results analyst pack PDF (92 KB). (www.tesco.com/files/..../results/.../prelims_2011-2012_analystpack.pdf)

Country
Entered
Stores
Area ((M2)

China
2004
124
893,913

Czech Republic
1996
322
538,559 

Hungary
1994
212
678,285 

Republic of Ireland
1997
137
319,586 

Japan
2003
121
36,790 

Malaysia
2002
45
350,988 

Poland
1992
412
827,394 

Slovakia
1996
120
336,959 

South Korea
1999
458
1,166,026 

Thailand
1998
1,092
1,192,039 

Turkey
2003
148
337,052 

United Kingdom (for comparison)
1919
2,975
3,585,314

United States
2007
185
173,279 

Total (not including UK)

3,376
6,851,321

Total (including UK)

6,351
10,436,635

            Table 3: Tesco's overseas operations

•
Financial performance indicators

Tesco is listed on the London Stock Exchange under the symbol TSCO. All figures below are for the Tesco's financial years, which run for 52 or 53 week periods to late February. The figures in the table below include 52 weeks/12 months of turnover for both sides of the business as this provides the best comparative.

Year
Turnover (£m)
Profit for year (£m)

2011
60,931
2,671

2010
56,910
2,336

2009
53,898
2,138

2008
47,298
2,130

2007
42,641
2,130

                                             Table 4: Tesco's profit from 2007-2011

Despite being in a recession, Tesco made record profits for a British retailer in the year to February 2010, during which it’s underlying pre-tax profits increased by 10.1% to £3.4 billion. Tesco now plans to create 16,000 new jobs, of which 9,000 will be in the UK. In 2011 the retailer reported its poorest six-monthly UK sales figures for 20 years, as a result of consumers' reduced non-food spending. 

Tesco PLC has been counted as one of the largest diversified retailer industrial company in the United Kingdom. The company established its core business by selling food. Later on, the company has started selling other non-food products to make an advantage of the international diversifying market. The company has grown significantly and diversified internationally by opining branches around the world starting from 1992. Tesco has made over 50 percent of its floor space and 20 percent of its sales from outside UK by 2005. By the end of 2006, the company revenue was £39.5 billion and after tax profit was £1.576 billion.

Tesco’s core purpose was “to create value for customers to earn their lifetime loyalty,” its strategy is based on being flexible, acting locally, keep focus, to be multi format improve capabilities and build brands. Opening branches all around the world has increased Tesco’s market share. Asia market itself has gained revenue of £10,278 m in the year 2011.  In 2008, Tesco has made an agreement with Trent which is part of Tata group to start its business in India with an investment of 60 million pounds. This announcement has increased Tesco’s stock by 0.7% and Trent’s stock as well by 8.6%. In the same year (2008) Indian retail market was the fifth largest retail sector globally and was the second most attractive emerging market for investments; this is according to AT Keamey’s seventh annual Global Retail Development Index report 2008. The retail market in India has generated 8 to 10 % of the country GDP in 2007. The value of this sector is estimated to reach $8.7 billion by 2010. (IBS research centre). 


2011
2010

Profitability ratio



Gross profit margin
8.3%
8.1%

Return on Asset (ROA)
5.66%
5.08%

Return on Equity
16.07%
15.91%

Liquidity ratio



Current ratio (Current asset/Current Liabilities)
0.65
0.71

Quick ratio (Current asset Less inventory)/ Current Liabilities
0.47
0.54

Financial leverage ratios



Debt ratio (Total Liabilities (debts)/ Total assets)
0.65
0.68

Debt to Equity ratio (Total liabilities/Total Equity)
1.84
2.13

              Table 5:Tesco PLC financial ratios for the year 2010 & 2011

Comments on financials

Tesco is leading industrial sector to branding and innovation. They have developed this position since many years experiencing. They have built efficient supply chain to deliver best quality and brand to customers. Looking to financials of  Tesco’s for years 2010 & 2011 Tesco’s profitability in gross profit margin increased from 8.10% to 8.30% which is slight changes and increase, whereas in 2011 also assets increase to 5.66% . Increase in profitability is contributed to increase and improve its performance in UK stores in recent years. The liquidity ratios clearly indicate liquidity position is net very strong. A wide range products of Tesco’s which are spread globally make Tesco Global leader and gain trust from customer.

In Millions GBP

Market Cap
   37,627.70 
74.70%

ST Debt
     1,386.00 
3.20%

LT Debt
     9,689.00 
22.10%

Pref equity
                  -   
0.00%

Total
   48,702.70 
9.20%

                                                  Table 6: Capital structure of  Tesco Plc in 2011

Turnover ratios imply that the Tesco experienced a slight drop in demand for its products. Looking at Tesco’s profitability, gross profit margin increased slightly to 8.30% in 2011 from 8.10% in 2010, while return on assets also increased to 5.66% in 2011. Tesco’s return on equity also rose from 15.91% in 2010 to 16.07% in 2011. Increased profitability is attributable to improved performance of mature stores opened in the UK, in recent years. Looking at the liquidity ratios, it is clear that Tesco’s liquidity position is not very strong. Operating profit increased and rose by 10.2% whereas Returns of capital employed (ROCE) significantly increased by 12.9% which looks that the company has achieved its ROCE target.

The company’s performance shows sustainable growth opportunities in its brand building and profitability.

Different Approaches of Dealing With The Problem

From the previous illustration it can be seen that the problem that TESCO has to handle is multidimensional. Therefore, TESCO has to look at the problem in three different key aspects, which is as below:


TESCO needs to develop a detailed marketing strategy to ensure market shares in the highly competitive Indian market


The need to develop a “Corporate Branding Strategy” to communicate with the Indian market that strategy will help establish as a “Customer Friendly” “farmer friendly” socially conscious organization, so that will result in widely accepting the idea of TESCO exiting in India market. 


The need to conduct a detailed feasibility study to establish the level of investments and returns to the shareholders so they will be satisfy. Also, it is to be noted that TESCO has to work on the trade-off of between low return investment in the back-end infrastructure development operations vis-à-vis the investment and return in more lucrative front end operations.

Considering the complexities and difficulties causes by the Indian market as well as the strategies necessary to deal and address the challenges cause by the competition as well as social / political acceptance, it is important that for market entry strategy, TESCO should closely look into all the above dimensions and comprehensively address all the issues.

Indian Retail Industry 

Indian retail industry has been growing fast in last decade as the contemporary retail sector in India is reflected in sprawling shopping centres, multiplex- malls and huge complexes offer shopping, entertainment and food all under one roof, the concept of shopping has altered in terms of format and consumer buying behaviour, ushering in a revolution in shopping in India. This growth has contributed to large-scale investments in the real estate sector with major national and global players investing in developing the infrastructure and construction of the retailing business.  In regard to that fact, we can illustrate some trends which drive the growth of the retail sector in India, these trends are:


Low share of organized retailing 


Falling real estate prices 


Increase in disposable income and customer aspiration 


Increase in expenditure for luxury items 

Another important factor which improves retail sector in India is the increase in the young working population. In India, hefty pay packets, nuclear families in urban areas, along with increasing working-women population and emerging opportunities in the services sector. These key factors have been the growth drivers of the organized retail sector in India which now boast of retailing almost all the preferences of life - Apparel & Accessories, Appliances, Electronics, Cosmetics and Toiletries, Home & Office Products, Travel and Leisure and many more. With this the retail sector in India is witnessing rejuvenation as traditional markets make way for new formats such as departmental stores, hypermarkets, supermarkets and specialty stores. Therefore, all of the above factors encourage foreign investors to come and invest in India.

KEY TRENDS TO GUIDE THE TESCO'S STRATEGY

For designing the market entry strategy, TESCO has to understand and follow the below details in order to be successful in its strategy:


India is rated the fifth most attractive emerging retail market: a potential goldmine. 


Estimated to be US$ 200 billion, of which organized retailing , makes up 3 percent or US$ 6.4 billion 


As per a report by KPMG the annual growth of department stores is estimated at 24% 


Ranked second in a Global Retail Development Index of 30 developing countries drawn up by AT Kearney. 


Multiple drivers leading to a consumption boom: 

o
Favorable demographics 

o
Growth in income 

o
Increasing population of women 

o
Raising aspirations: Value added goods sales


Food and apparel retailing key drivers of growth 


Organized retailing in India has been largely an urban 


Phenomenon with affluent classes and growing number of double-income households. 


More successful in cities in the south and west of India. Reasons range from differences in consumer buying behavior to cost of real estate and taxation laws. 


Rural markets emerging as a huge opportunity for retailers reflected in the share of the rural market across most categories of consumption 


IT is a tool that has been used by retailers ranging from Amazon.com to eBay to radically change buying behavior across the globe. 


E retailing making its presence felt.

WHAT HAS BEEN LEARNT

This case helps us understand the components of developing a complex organizational market entry strategy which encompasses multifaceted problems and a range of tools and techniques. Also, This case  help us understanding the use of techniques and tools including SWOT analysis, Branding and Communication, Cost benefit trade off, Investments with variable returns . It is fact and need to be understood that for developing market entry strategy more than the components, it is the integration of these tools, techniques and concepts. Which is much more complex and the objective of the case study is making the trainees understand this. As explained above, there is no unique solution to the problem and the case solution should highlight some suggestion of the proposed strategy.
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Log Book

FM Group Assessment

In response to a query by one student at the beginning of the year and consistent with the university regulations, a proportion of the group assessment may be attributed to individual effort and contribution.

Each group will therefore be required to submit a logbook recording:

-
 the time of meetings

-
 who attended

-
 proportion of work allocation

-
overall contribution of each member to your final document

-
planning, ideas and literature review

-
literature preparation

-
data search and analysis

-
writing up and compilation

Your log-book can include an assessment for each student for each category and then an overall assessment between A and E.

All students should sign the logbook which should be submitted as part of the Group Assessment 2 (Include as an appendix). You can scan and save in “pdf” format for Turnitin.

Based on the information provided by your group consideration will be given for those students who have made a significant contribution and for those who have made little or no contribution at all!

Each student will be graded based on their individual contribution and on the group report.

Individual contribution will be proportional to 50% of the grade and the group report will be proportional to 50% of the grade for this assessment.
