[image: image1.png]investment Policy PainéWCbbcr

MEMO

From:  Edvard M. Kerschuer 016
Date:  July 16, 1989

Branded!

Qi What do RIR-Nabisco, Pillsbury, Kraft, Coca-Cola and Walt Disney all have
in comnon?

Yes, the firsc three have been taken over. But the lest two have not.
And we certainly don't think they necessarily could be or would be. So,
"takeover plays” is not the answar. Yet, it is no coincidence that much
of the recent corporats taksover frenzy has been focused on stacks that
possess gasets that are virtually impossible to build quickly: a strong.
well-regarded consunex franchige. And while America’s best consumer
franchises all have mot been, nor will they be, subjects of takeovers,
some of the best managed seem do do pretty wall on thelr own merits,
Disney is up 62% in 12 monthst Goca-Gola Ls up 578,

Yade in Anerica: Americen brands dominste world brand recognition

America’s industrial competitiveness may have slipped, but

s . A fascinating study released
last Novenber by Landor Assoclates revealed that of the world’s 40 most
powerful brand names nearly half (19) were American, while 12 were European
and 9 were Japanese. And excluding the 13 autos In the top 40 branda (where
Japsu and Europe dominate), of the remaining 27, 17 are American. Qf the rop

six brande. four were Amerfcan -- Coca-Cola, I.B.M., McDonald’s, and Disney.
The Top Bxands

Rank Horldwide ns. Japan Eurcpe

1 Goca-Cola Goca-Cola Takashimaya Hercedes-Benz
2 en Campbell’s Coca-Cola Philipe

3 sony Pepai-Gola Nacional Volkswagon
4 Porsche ATET Matsushita Rolls-Royce
5 McDonald's McDonald’s Sony Porsche

6 Disney American Express Toyota Goea-Cola

7 Honda Kellogg’s NTT Ferrari

8  Toyota IBY Japan Alr Lines  BMV

9 Selko Levi’s ALl Nippon alr  Michelin

0 BW Sears Seiko Volvo

Sourco: Landor Associates
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Perhaps this dominance ia not so surprising. English {s the first or second
language Ln & majority of industrialized countries, and American culture has
wide acceptance around the globe. Jazz 1s more popular in Japan than it is in
the United States. It is estimaced that one million copies of an English
langusge textbook were illegally copied and distributed in China. So much
Americsn programming appears on European TV that efforts are under way to set
quotas, Brooke Shields, Mike Tyson and Sylvester Stallone appear on Japanese
TV pitching various products -- but you don't see many Japanese summo
wrestlers doing the same in Amerfcan TV commercials.

The table shows which brands are mosc popular in the world’s thres msjor
markets. Surprisingly, despite all the talk about "globalimstion® of the
world economy, Gocs-Gols {s the only true global brand. In addition to
being Number 1 in the U.S. by & very wide margin, Goke ranks Number 2 in
Japan -- ahead of such names as Matsushita, Sony, Toyota, and NTT -- and
Number 6 in Burope. Interestingly, the leading brapnda in esch country
Eepresent product categories in which the econemy. is most globally
competitive.

In the U.5., the leading brands are masa-market consumer products -« soups,
soda, burgers and the like: in Japan they are durable manufactures --
Retfonal, Matsushita, Sony, Toyota, Seiko; and in Burope they sre luxury
products, particularly autos. Mot colncidentslly, these are pracisaly the
product categories that each reglon has most successfully marketed in other
parts of the world,

The easiest way for investors to bensfit from Amerfca’s brand dominance is to
buy the leaders -- Coke, Disney, Kellogg, McDonald's, PepsiCo, ete. Powerful
global forces will help these Eirms prosper in the 1990s:

= EG 1992 {e bullish for large U.S. consumer firme, meny of which are alraady
dominant in Europe. The Landor study discovered that "Of the 100 most
powerful brand nemes in Eurcpe, 30 are American. They includa Coca-Cola
{6th), ESSO (15th), Colgate (18th), Levi’s (22), IBM (24th), Pepsi-Cola
{25th), Glllette (27th), Palmolive (40th), and Dis ey (52nd)." Reduction of
national trade barriers will enable such companies to rationalize their
Buropean oparations by serving the market on a continental rather than &
market-by-market basis.

» Living atandards ere rising rapidly abroad. In Japan, consumption rather
than saving is ieing encouraged by the government -- and while domestic
Japansse brands are supreme in durables, Amerlcan brands ramk high in
nondurables, g a

oca-Co d's . European
affluence will rise, aided by privatization of state-owned industry, and,
prospectively, EC 1992. In such Pacific Rim countries am Kores, Taiwan and
Thailand, growth s strong and labor shortages are starting to causa an
explosion of real wages. And 1f governments adopt a less statist approach
to economic management, living standards in Lacin Amerfca could alse begin
€0 tmprove in the 1990s.
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& tougher U.§, trade policy 1s protecting the intellectual property of
American £irms (including records, tapes, books, and consumer trade markets)
and 1s opening up once-closed markata such as the Japanese market for
tobacco and distilled apirits.

= The gravitation of the Eastern bloc from Karl Marx to Adsn Smith will

sventually boost living standards in Eastern Europe and the USSR (whose
populacion ia 123% as big as the EC). These trends ara also reducing the
amount of money that nations squander on weaponry. American branda. fxom

- . vy )

Leading U.S. consumer produccs firms have been moving to take advantage of
these trends;

Coke 13 it

Coca-Cola has been assiducusly building Lts marketing infrastructura in the
Pacific Rim. The market's potentlal is enormous because it combines a warm
climate, huge population (over 500 million excluding China), strong population
growth and rising living standards. Coca-Cola is also improving its position
in certain Buropean markets, such as France, that are under-devalopad. The
payoff from these efforts was evident in Coca-Cola‘s second quarter sarnings
release, which reported that foreign shipments were up 158,

ML C. K B Y --¥ 0 NEY

In 1992, Dismey will open & vast new theme park outside Paris on 4,800 acres
-- an area as large as one £ifth of downtown Paris. First year attendance at
Euro Disneyland ia comservatively estimated at Ll million people, and all of
the theme parks, golf courses, hotels, shopping malls, spartment buildings,
and factories in cthis vast project will not be finished until 2011, Lee Isgur
feels that as Lnvestors absorb the voluinous documentation for the offering
of Eurodlsney atock, they will raise their projections for Disney earning
power and growth rate. The Buropean cheme park will also boost the
gorporation’s brand 1.0, in the Eurcpean merkec, where it currently ranks just
52nd.

K. E. Double L. 0. Double Good -- the G's beginning to stand for global. too

Kellogg Ls the 7th most powarful brand name in the U.S, but doss not even make
the top 40 in the global standings. To change this, Kellogg has for many
years been laboring to convince forelgn consumers to atep up to Gorn Flakes
from aggs, crolssants, rice and soybeans. The company is making progress.
The ¥all Street Journal reports that in Japan, where Kellogg's share is o
shopping J0%. coreal sales shot up 60% last year as consumers, particularly
healch-consclous young women, "aet aside their rice, egg and formentad soybean
soup” in favor of grafn. Japanese per capita cereal consumption is still just
one-half box per year, versus 15 boxes in the U.S. Fully 528 of the overall
non-U.S, cereal market is controlled by Kellogg, and Roger Spencer expects
this business to grow better than 18% anmually in tha early 1990s.
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Invastors vho fret about McDonald’s slowing U.S. growth prospects are
forgetting that it still has the rest of the world to conquer. To be sure, Lt
has made & good start. In 1988, 2,606 (258) of McDonald‘s 10,513 restaurants
wers outside the U.S.; they contributed 333 of revenuss and 29% of oparating
income. Consequently, I ¢ 1s

ne: Lue unerf 1
The foreign country with the most HcDonald's Ls not Ganada, with 568, or
England, with 289, but Japan, with 653 -- just 223 less than gll of Western
Europe. And what {s happening in Japan 1s also ocourring, in many other big
Aslan markets, Including Hong Kong (37 atores), Singapore (28 stores), Taiwan
(25 stores), Malaysia (22 stores), Thailand (3 stores) and Korea (2 stores).
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In an sggrassive wove to axpand its role in the European snack food market in
edvance of 1992 tariff revision, PepsiGo recently acquired from BSN RIR‘s U.K.
snack food operations. Although PepsiCo paid a full price and the scquisition
Ls slightly dilutiva, it will enable PepsiCo to unleash its formidabls
packaging, marketing and distributional efforts in what Ls still a relacively
simple and under-developed market. With poverful brands in three differsnc
sectors - - beverage (Pepsi-Gola is the 13th stromgest brand globally snd drd
blggest in the U.S.), restsurants (Kentucky Fried Chicken is the second most
powerful American brand in Japan) and the supremely profitable Frito-ley
division, PepsiCo is undeniably one of the world's most potent consumer
compantes,

IThis memo was wricten with Tom Doerflinger]
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aid Volvo have mot been alasred for sale n Califernia and Horth Dakota.
EAL148 can only be offered 1u such staten ax may be legally perwisaible.
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