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Case 6 Carrefour’s Misadventure in Russia

“In the space of just four months, Russia has gone from a “strategic priority” to an afterthought at Carrefour,

the giant French retailer.

»l

—New York Times, in October 2009.

“Carrefour’s pending exit underlines the fact that Russia remains a highly challenging market despite its fundamental
draw. Although MGR (Mass Grocery Retail) sales are forecast to strengthen by a dynamic 66.4% to RUB 1,423bn
(US$ 48.53bn) through to 2014, the country’s business environment is among the least forthcoming in emerging Europe.
Despite topping our Q110 food and drink regional business environment ratings, Russia’s market risks score (encompass-

ing regulatory environment and barriers to entry) is the region’s second lowest behind Ukraine.

CARREFOUR EXITS RUSSIA

On October 15, 2009, just four months after opening its first
store in Russia, France-based Carrefour SA (Carrefour), the
second largest retailer in the world, announced that it planned to
exit the Russian market. The company announced, “Carrefour
has decided to sell its activities in Russia and pull out of the
market, given the absence of sufficient organic-growth pros-
pects and acquisition opportunities in the short- and medium-
term that would have allowed Carrefour to attain a position of
leadership. This decision is consistent with the Group’s strat-
egy which aims at building leadership positions that will en-
sure strong and lasting profitable growth.”*

Carrefour started the groundwork to enter the Russian
market in 2007, looking out for suitable locations for opening
its stores. It opened its first store in the country, a hypermarket,
in June 2009. Its second store was opened soon after. It also
procured a location for its third store, which was to open by the
end of the year. However, in a move that took industry analysts
and observers alike by surprise, Carrefour announced its exit
from the country in October 2009.

Analysts opined that Carrefour’s failure to acquire Russia-
based grocery chain Sedmoi Kontinent® (Seventh Continent)
and shareholders’ pressure on the company to focus on its core
business were the main reasons for the exit decision. They
were of the view that the bureaucracy, complicated legislative
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—Business Monitor International’, in October 2009.

framework, corruption, and red tape that existed in the coun-
try were factors that could have influenced Carrefour’s deci-
sion to quit Russia. Some of them opined that Carrefour had not
given enough time for its operations to stabilize in the market.
Viktoria Sokolova, Senior Analyst at Troika Dialog.’ said the
company’s strategy was flawed and had come too late. She said,
“Carrefour simply failed with its strategy to enter Russia. There
are plenty of growth opportunities out there. Its nearest com-
petitor, Auchan, has opened its 34th hypermarket in Russia, and
continued its opening program, even during the crisis times.
Carrefour came to Russia a little bit too late, and was talking,
perhaps, not to the best operator in the market, without the dis-
tribution reach, to acquire them, as a means of an entry point.”’

Industry analysts, who had observed the Russian market
closely, said that Carrefour’s exit could affect the entry of other
international retailers such as Wal-Mart and Tesco, which had
plans to enter the country. According to New York Times, “It
also indicates that a good deal of the shine has come off the
Russian retail market, in recent years one of the fastest growing
in the world because of trickle-down oil wealth that helped lead
a consumer boom built on decades of pent-up demand from the
bleak Soviet era.”®

BACKGROUND NOTE

Carrefour was founded in 1960 by two entrepreneurs—Marcel
Fournier, a textile retailer, and Louis Defforey, a wine and food
wholesaler from Annecy in Eastern France. The first two stores
that they opened were highly successful. In 1963, a 2,500 square
meter store was opened in Sainte-Genevieve des Bois, a Paris sub-
urb. It occupied an area of 2,500 square meters and had enough
space to park more than 400 cars. The store provided a wide

5 Sedmoi Kontinent or Seventh Continent is a Russia-based grocery chain. As
of December 2009, it operated through nine hypermarkets and 130 supermar-
kets in Russia. Its revenues for the year ending 2008 were 43.8 billion Rubles.
® Troika Dialog is one of the largest private investment banks in CIS. Its main
lines of businesses include capital markets, investment banking, asset manage-
ment, personal investments, and finance. About 33% of the equity stake in the
company is owned by the Standard Bank Group and the rest is owned by 109
employee partners.

7 “Retail Market Fight Too Tough for Carrefour,” http://rt.com, October 17,
2009.

8 Matthew Saltmarsh, Andrew E. Kramer, French Retailer to Close Its Russia
Stores, www.nytimes.com, October 16, 2009.
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range of items, including self-service grocery at discount prices,
and clothing, sporting equipment, electronic goods, and auto ac-
cessories. The store was inaugurated in June 1963 and its huge
size earned it the name “hypermarket” in the media. Carrefour
offered products at the lowest prices as compared to its competi-
tors by negotiating with wholesalers and suppliers. The concept
of a hypermarket found instant acceptance among the younger
people, suburban dwellers, and price-conscious consumers.

In 1966, a 10,000 sq. meter hypermarket was opened
in Lyon and a 20,000 sq. meter hypermarket was opened in
Vitrolles. In 1967, Carrefour opened an office in Paris to coordi-
nate the activities of its various stores in the country. The com-
pany began to enter international markets after a law was passed
in France in 1963 to restrict the development of large stores.
Its first international venture was in Belgium, where it opened
an outlet in association with Delhaize Fréres-Le-Lion,’ in 1969.

In 1970, Carrefour’s shares were listed on the Paris stock
exchange. By 1971, Carrefour was directly operating 16-wholly
owned stores, with an equity interest in five more stores. It also
operated through franchises. In its first venture outside Europe,
Carrefour opened a hypermarket in Brazil in 1975.

In 1978, Carrefour developed a hard discount store'® for-
mat under the banner “Ed” in France. The stores offered a lim-
ited range of products at very low prices. By 1985, Carrefour
was operating in ten countries and had introduced private-label
products that were priced 10-20% lower than branded products
and were said to be of superior quality. In 1988, Carrefour en-
tered the U.S. market by opening a 330,000 sq. ft. hypermar-
ket in Philadelphia. Another hypermarket was set up in 1991."!
In 1991, Carrefour acquired the French hypermarket chains
Euromarche and Montiaur. In 1992, Carrefour reported sales of
€ 17.86 billion and a net income of € 271 million.

In the early 1990s, Carrefour concentrated on estab-
lishing larger stores (with an area of more than 2,500 square
meters) in France and sold off its smaller stores. By the mid-
1990s, Carrefour’s European operations were spread across
Italy, Spain, Turkey, Greece, and Portugal. In 1996, Carrefour
opened 30 hypermarkets across the world, of which 15 were in
South America. By 1997, the number of stores in South Amer-
ica had increased to 60. (Refer to Exhibit I for the timeline of
Carrefour’s entry into international markets.)

Carrefour operated through franchises in the UAE,
Saudi Arabia, Oman, Qatar, Egypt, Tunisia, Algeria, and the
Dominican Republic. In 1998, it acquired Comptoirs Modernes
SA, which brought 790 supermarkets into its fold. In 1999, it
acquired Promodes SA,'?> which owned several hypermarkets,

° Delhaize Fréres-Le-Lion is a part of The Delhaize Group, a food retailer
headquartered in Belgium. The group was founded in 1867 and operates food
supermarkets in North America, Europe, and Southeast Asia. In 2008, its
revenues were € 19.02 billion and profit was € 467 million.

10 Hard discount stores sell products at prices that are even lower than those
in traditional discount stores like Wal-Mart. They are small in area and sell

a limited assortment of products.

! Subsequently, Carrefour suspended the U.S. operations in 1993, as the
stores were not profitable.

12 Promodes SA was established in 1950, and played a major role in promot-
ing supermarkets in France. During the 1960s and 1970s, the group expanded
rapidly in other countries in Europe and South America. In 1999, Carrefour
purchased Promodes SA to become the second largest retailer in the world.

EXHIBIT I Carrefour—International Expansion

Year Country

1969 Belgium

1973 Spain

1975 Brazil

1982 Argentina

1989 Taiwan

1991 Greece, Cyprus

1992 Portugal

1993 Italy, Turkey

1994 Mexico,* Malaysia

1995 China

1996 South Korea,* Thailand, Hong Kong*

1997 Singapore, Poland

1998 Chile,* Colombia, Indonesia

1999 Czech Republic,* Slovakia

2000 Japan,* Dominican Republic

2001 Romania, Switzerland**

2002 Egypt

2004 Saudi Arabia

2005 Algeria

2006 Cyprus

2007 Jordan, Kuwait

2008 Bahrain

2009 Iran, Syria, Morocco, Bulgaria,
Russia

*By 2006, Carrefour had exited from these countries.
**By 2007, Carrefour exited Switzerland

Source: Compiled from Carrefour’s Annual Reports and
other sources.

supermarkets, convenience stores, and discount stores. The ac-
quisitions helped Carrefour become the top retailer in Europe
by the late 1990s.

As of 2008, Carrefour was the second largest retailer in the
world and the largest retailer in Europe. (Refer to Exhibit II for
the list of global powers of retailing.)

By the end of 2008, it was operating 15,430 stores glob-
ally. It operated through different store formats such as hyper-
markets, supermarkets, convenience stores, hard discount stores,
and “cash & carry” outlets. (Refer to Exhibit III for Carrefour’s
store formats.)

Carrefour’s revenues were at € 108.629 billion for the year
ending December 2008. (Refer to Exhibit IV for Carrefour’s
country-wise sales.)

CARREFOUR’S PLANS FOR RUSSIA

In every international market in which Carrefour operated, it
essentially focused on becoming one of the top three players in
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EXHIBIT Il Top Global Retailers (2009*)

Rank Company Country Retail Sales (US$ Million)
1 Wal-Mart Stores Inc. USA 374,526
2 Carrefour SA France 112,604
3 Tesco Plc UK 94,740
4 Metro AG Germany 88,189
5 The Home Depot Inc. USA 77,349
6 The Kroger Co. USA 70,235
7 Schwarz Unternehmens Treuhand KG Germany 69,346
8 Target Corp. USA 63,367
9 Costco Wholesale Corp. USA 63,088

10 Aldi GmbH & Co OHG Germany 54,847

*For the fiscal year ended June 2008.
Source: Deloitte, Global Powers of Retailing, 2009.

EXHIBIT Il Carrefour—Store Formats

Format

Description

Hypermarkets

Supermarkets

Hard Discount
Stores

Convenience
Stores

Cash-and-Carry
and Food Service

Offers a wide range of food and non-food products

Offers about 80,000 items.

Floor area of 5,000 square meters to 20,000 meters.

Services like Carrefour travel, Carrefour insurance, Carrefour bookings
Banner: Carrefour, Atacado

Offers a wide selection of mostly food products

Offers about 10,000 items

Floor area of 1,000 to 2,000 square meters

Banner: GS, GB, Carrefour Express, Carrefour Market, Carrefour
Bairro

Offers products at low prices

About 800 retail branded food products

Floor areas of 300 to 800 square meters

Banner: Dia, Ed, Minipreco

District or village shops

Products covering all the food requirements

Offers a wide range of services like home delivery and ATMs
Banner: Shopi, Marche Plus, 8 & Huit, DiperDi, Proxi, Carrefour City,
Carrefour Express, Carrefour 5 Minut

Wholesale and retail self-service

Food products for businesses

Banner: Promocash, Docks, Super Gross

Source: www.carrefour.com.

terms of market share. Commenting on the criteria for entering
new markets, the Chairman of the Management Board of Car-
refour, José Luis Duran, said, “We’ll look toward new markets.
That means local acquisitions in countries where we currently
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operate, but it also includes the possibility of establishing a
presence in new countries, such as Russia and India. However,
any such store openings will have to satisfy three criteria: we
must be able to capture a leading market position within the
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EXHIBIT IV Carrefour—Sales Country Wise (2008)

Country Sales (In € Million) No. of Stores
France 47,119 5,517
Spain 15,527 3,073
Italy 7,806 1,608
Belgium 5,269 627
Greece and Cyprus 2,944 888
Portugal 989 498
Poland 2,424 330
Turkey 1,641 760
Romania 1,190 41
Brazil 8,218 536
Argentina 2,647 589
Colombia 1,228 59
Taiwan 1,361 59
China 3,464 456
Thailand 584 31
Malaysia 326 16
Indonesia 893 73
Singapore 94 2
Partners Franchisees 4,905 267
Total Group 108,629 15,430

Source: Annual Report, Carrefour, 2008.

medium term, establish our brand quickly, and secure a return
on investment. It is only under these conditions that we will
expand our scope of operations.”!?

Carrefour initially showed an interest in operating in
Russia during the mid-1990s and opened a representative of-
fice in Moscow. It also finalized two prime locations, one in the
center of the city and the other on the outskirts. However, dur-
ing the 1998 financial crisis,' it exited from the country.

In June 2006, Carrefour again started contemplating an en-
try into the Russian retail market. A delegation from Carrefour
toured across Russia looking for locations, met local officials,
and interacted with other retailers. After spending considerable
time studying the markets, Carrefour announced its intention of
entering the Russian market in June 2007. The retailer planned
to open only hypermarkets initially. It would then follow this
up with other store formats. At that time, it intended to open
its chain in 20 cities. A group of managers from France were
stationed in Russia to prepare for the launch of a new store by
early 2008.

13 “Interview with the Chairman of the Management Board,” Annual Report
2006.

14 The Russian financial crisis of 1998 was triggered by the Asian financial
crisis of 1997 and resulted in high inflation. The food prices went up by 100%
and with people stocking up essential items, shortages were witnessed. By
1999, the country recovered from the crisis.

Analysts were of the view that Carrefour had delayed its
entry into Russia. (Refer to Exhibit V for a note on the retail
industry in Russia.)

According to Maria Sulima, a retail analyst with Metropol,"
“They are rather late in coming. At this point, it would be more
effective to purchase a chain with already developed logistics
and distribution networks.”'® By the time Carrefour entered the
market, Auchan SA'7 (Auchan) and Metro AG'® (Metro) had
established a significant presence in the country. Auchan had a
presence in eight Russian cities, while in Moscow alone it had
20 stores. Metro had 74 stores across the country. Other com-
petitors included local players like X5 Retail Group NV" (X5)
and Mosmart CJSC* (Mosmart). On Carrefour’s delayed entry

IS TEC Metropol is a Russia-based investment and financial company. Its activ-
ities include corporate finance, debt instruments, equities, research, depository
services, and legal services.

16 «“Carrefour Opens First Russian Store,” www.russianamericanchamber.com,
June 19, 2009.

17 Auchan is a France-based multinational retail group. The group is controlled
by the Mulliez family of France. In 2008, its revenue was € 39.284 billion and
net income was € 744 million.

18 Metro is a Germany-based retail group. It was the fifth largest retailer in the world
as of 2009. In 2008, its revenue was € 67.96 billion and profit was € 403 million.

19 X5 was the largest retail group in Russia as of 2009. It operates through
three formats—hypermarkets, supermarkets, and soft discount stores. In 2008,
its sales were US$ 8892 million and EBITDA was US$ 803 million.

20 Mosmart is a Russia-based multi-format retail chain.
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EXHIBIT V A Note on Retailing Industry in Russia (2008-09)

As of 2008, the retailing industry in Russia was valued at US$ 480 billion, witnessing a growth of 27.5% over the previous
year. The growth was attributed to high oil prices and strong economic growth in the market. Food retailing accounted for
45.3% of total retail sales.

As of 2009, Russia was Europe’s fastest growing consumer economy and by 2012, it was expected to overtake the UK and
Germany in terms of retail sales, making it Europe’s second largest retail market after France. According to the Economist
Intelligence Unit, the retail market in Russia was expected to grow to US$ 745 billion by 2011. Moscow and St. Petersburg
were the two largest cities in Russia. About 14 of its cities had a population of over 1 million and were expected to account for
60% of the retail growth in the country by 2012.

The country’s retail industry began to grow after 2004 and the growth was mainly in areas like supermarkets, electrical
stores, fashion retailers, etc. (Refer to Table A for the major retailers in Russia and their turnover for 2008.)

Table A Major Retailers in Russia and

their Turnover (2008)
Turnover
Retailer (In US$ Billion)
X5 Retail Group 9.0
Magnit 5.0
M.Video 2.7
Kopieka 2.0
Lenta 2.0
Dixy Group 1.5
Seventh Continent 1.4

The growth in the retailing industry in Russia was fueled by high disposable incomes as most of the Russians, unlike U.S.
citizens were free of mortgages and lived in their family homes. As many Russians saw their savings being wiped out during
the crisis during the late 1990s, they preferred to spend money rather than save it. In 2002, people in Moscow spent 94% of
their monthly earnings. By 2007, per capita income in Russia, which was at US$ 1185 in 2001, had increased to US$ 4803.

However, non-Russian companies found it very difficult to do business in the country, due to the high degree of
bureaucracy existing there. Every activity, from obtaining permission for land, finalizing property deals, clearing goods through
customs, or obtaining visas, consumed a lot of time and effort. According to Chris Skirrow, Head of PricewaterhouseCoopers’
retail and consumer practice in Moscow, “It is the day-to-day bureaucracy that can grind people down. It sometimes seems that
if a comma is in the wrong place on an invoice you can lose the tax deduction. One of the biggest problems is unpredictability
and unreliability — including tax authorities and the judiciary. There is not only potential for corruption but also uncertainty,
which makes the operating environment a lot more difficult.”!

In several cases, companies opted to bribe the authorities in order to obtain the necessary permissions. Some of the
businesses hired a Krisha (security firm), which handled payments, etc. that enabled businesses to operate smoothly. Many
foreign companies opted to partner with a local company to lead highly complex negotiations or operate through a franchisee.
At the same time, there were retailers like Ikea, which from the beginning emphasized that it would work only with those local
governments that would agree to its no-bribery policy. Several local governments wanted Ikea to open stores in their region to
show that they were against bribery, to attract other investors.

Much of the retail activity in Russia was concentrated around Moscow, where the salaries were double that in other regions.
But the market was highly saturated with several retailers, both international and local, having a presence in these cities.

Another problem that investors faced in Russia was the crumbling infrastructure. Finding the right people to fit into retail
roles was also a major challenge. Though the country’s education system was highly sophisticated, it churned out more
scientists than management graduates.

(continued)

2! “Russia’s Retail Revolution,” www.managementtoday.co.uk, June 01, 2008.
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EXHIBIT V A Note on Retailing Industry in Russia (2008-09) (continued)

In mid-2008, UBS predicted that Russia’s retail sales would grow by 22% per year till 2010. But by early 2009, the global
economic crisis had started showing its impact on Russia and the retail sales slowed down after several years of growth. The
retail sales in August 2009 were down 9.8% as compared to retail sales in August 2008. The crisis showed that Russia lacked
good quality retail assets. In 2008, the top ten players accounted for only a 10% market share. The spending patterns of the
Russian consumers also underwent a change with consumers exercising caution on spending due to the economic crisis. The
growing unemployment rate also had an adverse impact on the retail sector in Russia. The Russian retail sector was estimated

to grow by 3% in 2010.

In the third quarter ending September 2009, the Russian economy witnessed a net capital outflow of US$ 31.5 billion. By
October 2009, with oil prices going up, the Russian economy showed signs of revival. In spite of all the problems, Russia, with
a population of 143 million, remained an attractive destination for retailing.

According to the analysts, the top five retailers had a share of 12% in the Russian food market, and this was expected to
increase to 14% by the end of the year. Consumers still preferred to shop at outdoor markets, street stands, and unbranded

shops but a gradual shift toward larger outlets was being seen.

Source: Compiled from various sources.

into the country, Thierry Garnier (Garnier), Group Executive
Director, Carrefour, said, “We were waiting for the best mo-
ment to enter the market. We are in Russia for the long term.”**

In order to step up its presence, Carrefour wanted to have
an association with a local partner, and intended to acquire lo-
cal grocery chain Seventh Continent, which operated through
140 stores.

In February 2009, Carrefour made a non-binding offer
to Seventh Continent valuing it at US$ 1.25 billion. On Car-
refour’s interest in Seventh Continent, Marie Lhome, analyst
with Aurel BGC? in Paris, said, “It is more expensive and dif-
ficult to set up operations in Russia. Some retailers, like Ikea,
have run into legal issues there. The interest in Seventh Conti-
nent comes from the company’s stores prime locations in the
center of Moscow.”** Analysts also expressed doubts about the
fit of Seventh Continent with Carrefour’s overall strategy, as
Seventh Continent was a luxury store. However, the offer was
rejected by the shareholders of Seventh Continent.

Carrefour persisted with its acquisition effort and in May
2009, the company signed a preliminary letter of intent to ac-
quire a 75% equity stake in Seventh Continent. Reports sug-
gested that both the companies were under the exclusivity
period” due to which Seventh Continent could not enter into
agreements or talks with any other potential buyers. Analysts
were of the view that after the acquisition, the Russian retail
market would account for 1% of Carrefour’s total sales.

But before Carrefour could conclude the deal, the owner
of Seventh Continent ran into financial problems. The com-
pany defaulted on bond payments in June 2009 and went in
for debt restructuring. Ultimately, Valdimir Gruzdev, who

22 «Carrefour Opens First Russian Store,” www.russianamericanchamber.com,
June 19, 2009.

2 Aurel BGC is the result of a merger between ETC Pollak, Aurel, and BGC.
The services provided by Aurel BGC include fixed income and equity deriva-
tives. It also conducts economic and financial research and provides forecasts.
4 Javier Espinoza, “Carrefour Flirts with Seventh Continent,” www.forbes
.com, April 20, 2009.

» During the exclusivity period, both Carrefour and Seventh Continent was
banned from negotiating with any other potential buyers. This, according to
analysts, showed that the deal was imminent.

controlled a 10% equity in Seventh Continent, decided not to
sell the company, citing that the time was not right to sell well-
performing assets.

OPENING STORES

In June 2009, Carrefour opened its first store in Moscow. Com-
menting on this occasion, Jacobo Caller, General Director
of Carrefour in Russia, said, “We are very happy to start our
business operations in Russia where we will follow our client-
oriented principles: offering quality products at low price, great
value, and high level of services to Muscovites. We believe that
the opening of the first Carrefour store in Moscow is an impor-
tant step for Carrefour’s development in Russia and will have
a positive impact on the economic development of the city.”*

At that time, Carrefour announced that it believed in the
long-term potential of the country and considered the Russian
market to be strategically important for the development of
Carrefour. According to Garnier, “As the second world and most
internationalized retailer, the Carrefour Group is now developing
its activities in a new country. Starting our operations in Russia
is an important milestone for our company. The Carrefour Group
believes that the Russian retail market has outstanding long-term
potential and considers it to be one of the strategic priorities for
the company’s international development.””” However, analysts
cautioned that it would be difficult for Carrefour to expand in
the country without acquiring an established player. According
to Mikhail Terentiev, analyst with Nomura International®® in
Moscow, “It is not very easy to establish a footprint in Russia. If
you want to expand in Russia rapidly it would be a good idea to
buy somebody else with a very developed market.””

% “Carrefour Starts Business Operations in Russia and Moves Forward with
its International Expansion,” Press Release, Groupe Carrefour, June 18, 2009.
27 “Carrefour Starts Business Operations in Russia and Moves Forward with
its International Expansion,” Press Release, Groupe Carrefour, June 18, 2009.
8 Nomura International is a part of Japan-based Nomura Group, which is an
industrial and financial conglomerate. The group has interests in oil and gas,
construction, chemicals, foodstuff, and finance.

% Javier Espionoza, “Carrefour May be Stumbling with Russian Dreams,”
www.forbes.com, June 18, 2009.



Carrefour’s first store was located in Filion Shopping Mall,
and occupied two floors with a sales area of 8,000 square me-
ters, 58 checkout counters, and 450 staff. It sold 15,000 food
items and 30,000 non-food items. Of the total 45,000 SKUs
on offer, over 5,000 were private-label products. Filion Shop-
ping mall occupied an area of 87,000 sq. meters and included
a 10-screen multiplex cinema and a theme park. The shopping
mall had facilities to park 3,000 cars. Carrefour had reportedly
invested € 8.8 million on its first store and its opening was a
grand event with the guests being entertained by mime artists,
musicians, dancing troupes, etc.

However, industry experts were not impressed with the lo-
cation of Filion Shopping Mall, pointing out that though it was
located close to the city center, it was not easily accessible, not
prominently visible, and was located among low-income group
families.

Carrefour instantly attracted customers who mostly shopped
there for food products. One item that proved to be highly attrac-
tive was the different varieties of bread that Carrefour sold. As
most of the customers were used to the French retailer Auchan,
they found shopping at Carrefour convenient due to the high ser-
vice standards, availability, and wide choice of products.

Just after the first store was opened, newspapers reported
that negotiations between Carrefour and Seventh Continent had
been stopped. Thus, Carrefour was not able to acquire Seventh
Continent on which it was banking for its expansion in Russia.

The second store was opened on September 10, 2009, at
Krasnodar in South Russia. For this store, Carrefour entered
into a Memorandum of Understanding (MoU) with the local
government to implement an investment project. As per the
MoU, the company planned to invest up to US$ 100 million
in the region, over five years. Carrefour was to be provided
with support in terms of business development, finding suitable
plots, infrastructure, etc. by the regional authorities.

On this store, Carrefour invested € 8 million. The store
had a sales area of 8,500 meters, and employed 350 people.
The company invested € 7.8 million on developing the store.
At that time, it announced that though Russia was under a
recession, for the first time in a decade, the crisis would not
change Carrefour’s plans for the market and it would open its
third store as planned. According to Jacobo Caller, Carrefour
Russia’s Director, “For Carrefour, (the) Russian retail market
has outstanding long-term potential. Despite the crisis, we are
not going to change our long-term vision of this country. With
Brazil, India, and China, Russia is one of the priorities in the
long-term expansion of Carrefour.”*" At that time, he also an-
nounced that in a few months’ time, Carrefour would come out
with its elaborate expansion strategy for Russia.

By the time the second store was opened, Carrefour had al-
ready announced its plans to open a third store in Lipetsk and
had also entered into a lease agreement to open its fourth store at
River Mall in Moscow. According to the analysts, Carrefour chose
these locations because the major locations such as Moscow and
St. Petersburg were stagnating and Krasnodar and Lipetsk were
some of the regions that were experiencing rapid growth.

30 «“Carrefour Says Looking at Acquisitions in Russia,” www.ibtimes.com,
September 10, 2009.
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....AND PULLS OUT

In September 2009, a report in Le Monde®' mentioned that
Carrefour was under pressure from top shareholders to pull
out of emerging markets. Carrefour, on its part, denied the
report. According to a Reuters report, “French retailer Carre-
four is seriously considering exiting Latin America, one of its
most lucrative markets, under pressure from top sharehold-
ers, Le Monde newspaper reported.... But the board of the
world’s second-biggest retailer has rejected the idea of aban-
doning all emerging markets including Asia as this would
give the impression the company was being broken up, the
newspaper said.”*?

However, on October 15, 2009, Carrefour announced that
it had decided to close down its Russian operations. The com-
pany cited inadequate growth and acquisition opportunities as
the reasons for its exit. It did not reveal details of total invest-
ments in Russia and said that the losses due to the exit were not
significant. Carrefour also said that there were no prospects of
its being among the top three retailers in the country, as it had
planned.

Carrefour also announced that the stores in Russia would
continue to remain open till the company found a buyer for
them, and that it would also open the third one as planned.
This was done in order to cut the costs of exit and also to re-
duce the penalties that it could attract for severing the contracts
with suppliers and landlords. Carrefour also looked around for
a franchising partner to operate the stores and to develop the
brand in the country.

Industry experts opined that it took retailers several years
to establish themselves in new markets, especially emerg-
ing markets like Russia that had high growth potential. They
were surprised that Carrefour did not stay long enough to test
the market. According to them, four months was too short a
time to gauge the potential of the market. They said that Car-
refour’s justification about lack of acquisition and poor sales
targets appeared more like excuses. The exit also made ana-
lysts question Carrefour’s commitment to countries with high
potential but short-term difficulties and problems. According
to Jaime Vazquez, an analyst at JPMorgan Chase & Co. in
London, “Turning around the hypermarkets in a deflationary
environment and with a weak price image is not going to be
easy. Stores in emerging markets are the only ones doing well
and offering good growth prospects,” so selling them makes no
sense other than making short-term financial gain.*®

Analysts also said that Carrefour had spent more than three
years studying and understanding the market and this time was
sufficient to understand the difficulties associated with the re-
tailing industry in Russia and also about the potential acquisi-
tion targets. As it knew the market well, it was not right for
Carrefour to expect positive results within such a short span of
time, that too when Russia was in the midst of recession, they
said. The analysts said Carrefour could have halted expansion

3! Le Monde is a French newspaper.

32 “Carrefour Mulls Exit from Latin America—Le Monde,” http://uk.reuters
.com, October 07, 2009.

3 Ladka Bauerova, “Carrefour Replaces Head of French Superstores, Exits
Russia,” www.bloomberg.com, October 15, 2009.
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and waited in the market for a few more years before taking a
final decision on its operations in the country.

According to industry observers, Carrefour’s failure to
acquire Seventh Continent was the main reason for its exit.
They said that without Seventh Continent, Carrefour did not
find enough scope to grow in the country, though the market
was highly lucrative. The retail industry in Russia was con-
centrated mainly around Moscow and St Petersburg, and in
these locations, retailers like X5 and Auchan were firmly es-
tablished and the markets were also oversaturated. With the
retail space in limited supply, it was not possible to establish
a significant presence in these markets without acquisitions.

(Refer to Exhibit VI for major retailers in Moscow and
St Petersburg.)

In spite of its high growth potential, there were several
obstacles which international retail companies had to face
in the Russian retailing industry. A complicated legislative
framework, bureaucracy, along with corruption hampered the
operations of several companies in Russia. Analysts said red
tape, poor economic conditions, etc. could have influenced
Carrefour’s decision to exit the market.

Carrefour was also caught up in bureaucratic hassles as its
first store in Moscow could not get a license to sell alcohol,
which cost it almost 15% of the stores’ revenues. Legislation in

EXHIBIT VI Major Retailers in Moscow and St. Petersburg (October 2009)

St. Petersburg
Retailer Brand Format No. of Outlets
XS5 Retail Group Perekriostok Supermarket 21
Pisterochka Discounter 278
Karusel Hypermarket 16
Okay Okay Hypermarket 14
Okay Supermarket 13
Lenta Lenta Hypermarket 14
Dixy Dixy Discounter 84
Auchan Auchan City Hypermarket 2
Metro Metro CC Cash & Carry 3
Moscow
Retailer Brand Format No. of Outlets
XS5 Retail Group Perekriostok Supermarket 76
Pisterochka Discounter 181
Karusel Hypermarket 10
Auchan Auchan City Hypermarket 9
Metro Metro CC Cash & Carry 11
Real Real Hypermarket 3
Alye Parusa Alye Parusa Supermarket 16
ABC of Taste ABC of Taste Supermarket 25
Sellgross Sellgross Cash & Carry 1
Spar Spar Supermarket 1
Seventh Continent Nash Hypermarket Hypermarket 4
Seventh Continent Corner Shop 30
Seventh Continent Supermarket 54
Seventh Continent 5 Stars ~ Supermarket 31
Mosmart Mosmart Hypermarket 4
Stokmann Stokmann Hypermarket 4
Billa Super Supermarket 3
Paterson Paterson Supermarket 20

Source: www.bordbia.ie.




Russia that aimed at increasing the competition in the country
was also cited as one of the main reasons for Carrefour’s plan
to exit.

Due to volatile economic conditions in the Russian mar-
ket, acquiring a Russian retailing company also proved to be
a tough task for Carrefour. Although due to the global finan-
cial crisis® the share prices of Russian retailers were down—
making them an ideal target for acquisition—the lack of credit
to the retailers for carrying out the acquisitions and the high
debt burden of the local retailers proved to be unattractive for
Carrefour. The acquisitions were also priced high. For example,
X5 with a share of 4% in the food retail market in Russia was
valued at US$ 7 billion. According to Datamonitor, “Facing
these challenges, Carrefour has probably made the right call in
making an early withdrawal from the market. A dire macroeco-
nomic environment and the strength of domestic discounters
in the current climate make breaking into Russia organically a
significant challenge. Furthermore, the difficulties in acquiring
a local player and other market hindrances would have made
Carrefour’s quest to gain scale and leadership in the country a
costly uphill struggle.”*

There were also reports that the company was under pres-
sure from key shareholders such as Colony Capital LLC*" and
Bernard Arnault,®® a French investor and Chairman of LVMH,
who insisted that Carrefour concentrate on its French opera-
tions and exit from the emerging markets including China and
Latin America after its global sales dropped by 2.9% in the
third quarter ending September 2009 to € 24 billion. Reports
in Le Monde suggested that the top investors were insisting
on Carrefour exiting China and Brazil too, in order to regain
their investment, after Carrefour lost 30% of its market value
between March 2007 and September 2009.

However, at the same time, other retailers in Russia were
performing well. The X5 Retail Group reported that its profits
had grown by 38% between January and September 2009, as
compared to the corresponding period the previous year. The
store count in 2009 was expected to increase by 25%. The net
revenues of another leading retailer Magnit increased by 31%
in the first nine months of 2009. As of September 2009, it had
2,981 stores in operation.

3% The new retail trade law in Russia was passed in December 2009. Accord-
ing to the law, the government can impose price ceilings on specific products
(whose prices have grown by 30% in a span of 30 days) for a specific time
frame (not more than 90 days). Limitations were set on bonuses suppliers
could pay to the retailers to stock their products, payment time frames within
which retailer had to pay suppliers, etc. The Russian government aimed to
increase the competition in the retail sector by passing the law.

35 The global financial crisis refers to the credit, banking, trade, and currency
crisis that emerged in 2007-2008. This was the result of the failure of several
U.S.-based investment companies, mortgage companies, and insurance com-
panies due to the sub-prime crisis in the country. The sub-prime crisis was the
result of mortgage delinquencies and foreclosures, which had an impact on
banks and markets around the world.

36 «Carrefour: Abandoning Russia,” Datamonitor, October 19, 2009.

37 Colony Capital LLC is an investment firm based in the U.S.

3 Bernard Arnault is the founder, Chairman and CEO of LVMH Moét Hen-
nessy Louis Vuitton SA (LVMH), which consists of over fifty luxury brands
such as Louis Vuitton, Mercier, TAG Heuer, Donna Karan, Dior, and Fendi.
He was the 15th richest person in the world as of 2009 according to Forbes.
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Many analysts opined that the withdrawal from Russia
meant that Carrefour remained committed to its goal of attain-
ing a leadership position in the markets in which it operated
and exiting the countries where it did not find the opportunity
to be among the top retailers in a span of few years.

Earlier, in 2005, Carrefour had exited from four countries,
namely Japan, Mexico, the Czech Republic, and Slovakia,
where it failed to make a mark, and decided to focus on Eastern
Europe and Latin America. Analysts pointed out that as far as
the Russian market was concerned, it had realized soon that
there were not enough opportunities for it to become the top
player in the country. According to Pierre Bouchut, Chief
Financial Officer, Carrefour Group, “It is precisely because
we are adopting a long-term stance that we are exiting from
Russia.””*® Carrefour, however, maintained that it would remain
committed to its expansion plans in other emerging markets
where it already had a significant presence.

Case Questions

1. According to Thierry Garnier, member of the Carrefour
Group Executive Committee, “We are confident that retail
business in Russia has considerable long-term potential,
and the market is strategically important for the develop-
ment of our company.” In light of this statement, what
were the factors that led to Carrefour’s sudden exit from
the Russian retail market?

2. According to Jamie-Vazquez, analyst at JPMorgan
Chase & Company in London, “Stores in emerging
markets are the only ones doing well and offering good
growth prospects, so selling them makes no sense other
than making short-term financial gain.” Do you agree with
this statement? Take a stand and justify it.

3. Critically analyze the Russian retail market in light of
Porter’s five forces model. Do you think the market is
lucrative enough to attract more foreign players? Explain.

Suggested Readings and References

1. “Carrefour to Approach from Regions,” www.kommersant
.com, November 09, 2006.

2. “Carrefour or Perekrestok—What will Russians Prefer?”
www.freshplaza.com, January 11, 2007.

3. “Russia’s Retail Revolution,” www.managementtoday
.co.uk, June 01, 2008.

4. “Carrefour Starts the Investment Programme in
Krasnodar Region (South Russia),” www.carrefour.com,
September 22, 2008.

5. Jess Halliday, “Russian Regions Present New Possibilities
for Food Firms,” www.foodnavigator.com, October 21, 2008.

6. “Carrefour to Open at Least Three Russian Stores in
2009,” www.reuters.com, April 15, 2009.

7. Javier Espinoza, “Carrefour Flirts with Seventh Continent,”
www.forbes.com, April 20, 2009.

3 «Carrefour to Exit Russia, Hit by Challenging Markets,” www.reuters.com,
October 15, 2009.



PC3-26

8.
9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

PART 3 ¢ COMPREHENSIVE CASES

“Carrefour Looks East to Russia,” Checkout, April 2009.

Javier Espinoza, “Carrefour Wants a Piece of Russia,”
www.forbes.com, May 05, 2009.

Javier Espinoza, “Carrefour May Be Moving to Russia
Soon,” www.forbes.com, May 05, 2009.

Lionel Laurent, “Carrefour’s Mission to Moscow,”
May 29, 2009.

“Carrefour Starts Business Operations in Russia and
Moves Forward with its International Expansion,” Press
Release, Groupe Carrefour, June 18, 2009.

Javier Espionoza, “Carrefour May Be Stumbling with
Russian Dreams,” www.forbes.com, June 18, 2009.

“Carrefour Opens First Russian Store,” www
.-russianamericanchamber.com, June 19, 2009.

“Carrefour Opens up in Moscow for the Longer Term,”
http://rt.com, June 19, 2009.

Maria Antonova, “Carrefour Opens First Russian Store,”
www.straightstocks.com, June 19 2009.

“Carrefour Says Looking at Acquisitions in Russia,”
www.ibtimes.com, September 10, 2009.

“Carrefour Mulls Exit from Latin America—Le Monde,”
http://uk.reuters.com, October 07, 2009.

“Carrefour Says Looking at Acquisitions in Russia,”
www.reuters.com, October 09, 2009.

“French Hypermarket Chain Carrefour Leaves Russian
Market,” http://en.rian.ru, October 15, 2009.

Ladka Bauerova, “Carrefour Replaces Head of French
Superstores, Exits Russia,” www.bloomberg.com,
October 15, 2009.

“Carrefour to Exit Russia, Hit by Challenging Markets,”
www.reuters.com, October 15, 2009.

Scheherazade Daneshkhu, Jonathan Birchill, “Carrefour

Beats Hasty Russian Retreat,” www.ft.com, October 15,
2009.

“French Hypermarket Chain Carrefour Leaves Russian
Market,” http://en.rian.ru, October 15, 2009.

Lionel Laurent, Robin Paxton, “Carrefour to Exit Russia,
Hit by Challenging Markets,” www.reuters.com,
October 15, 2009.

Ladka Bauerova, “Carrefour Replaces Head of French
Superstores, Exits Russia,” www.bloomberg.com,
October 15, 2009.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42,

43.

44.

45.
46.

Matthew Saltmarsh, Andrew E. Kramer, “French
Retailer to Close Its Russia Stores,” www.nytimes.com,
October 16, 2009.

“Carrefour to Quit Russia,” http://store.businessmonitor
.com, October 16, 2009.

“Carrefour Reports Challenging Q3, Exits Russia,” www
.igd.com, October 16, 2009.

“Carrefour Abandons Russia,” www.fis.com, October 16,
2009.

“Carrefour to Quit Russia,” ehttp://store.businessmonitor
.com, October 16, 2009.

“Retail Market Fight too Tough for Carrefour,” http://
rt.com, October 16, 2009.

“Carrefour to Exit Russia, Hit by Challenging Markets,”
www.reuters.com, October 16, 2009.

Jennifer Creevy, “Carrefour to Pull out of Russia,” www
retail-week.com, October 16, 2009.

“Retail Market Fight too Tough for Carrefour,” http://
rt.com, October 17, 2009.

“Carrefour: Abandoning Russia,” Datamonitor,
October 19, 2009.

“Carrefour Turns its Back on Russia’s Promise—Fast,”
www.worldfinance.com, October 19, 2009.

“Carrefour to Keep Operating in Russia Until Selloff
Complete, http://en.rian.ru, October 19, 2009.

Maria Antonova, Carrefour to Leave Russia 4 Months af-
ter Opening,” The St. Petersburg Times, October 20, 2009.

Jason Bush, “Russia’s Foreign Investment Revival?”’
www.forbes.com, October 20, 2009.

Greg Hodge, “Carrefour’s Retreat from Russia a Mysterious
Move,” www.retail-week.com, October 23, 20009.

“Carrefour Abandons Russian Food Retail Market,” www
.stat-usa.gov, November 03, 2009.

Tim Gosling, “Russian Supermarket Chains—Seats
Reserved at the Top Table,” http://businessneweurope.eu,
November 3, 2009.

Deloitte Global Powers of Retailing, 2009.
Carrefour Annual Reports, 2005-2009.

www.carrefour.com.



