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THE POWER OF

LOCAL DYNAMOS

I T’S AN ENVIABLE TRACK record: Indian
company Relaxo Footwears has seen a
nearly 12-fold increase in revenues in 12
years, while its margins continue to exceed
those of formidable multinational corpora-
tion (MNC) rivals. The key to that success is
providing great consumer value at competi-
tive pricing.

Relaxo’s success—and those of other
emerging-market players—bears watching.
These savvy local companies understand
their home markets and have built business
models and capabilities to capitalize on the
powerful forces shaping their regions. They
have experimented and innovated, honing
winning strategies on the basis of their deep
understanding of local preferences and
dynamics. And their success comes as
emerging markets, despite a slowdown in
recent years, continue to represent an
attractive opportunity for both local and
global companies. Much of this growth has
been fueled by a rising class of consumers,
buyers with increasing expectations of
product and service quality and ever-
expanding online access to such offerings.

To shed light on some of the biggest success
stories, we have compiled a list of 50 compa-
nies, a group we dub local dynamos. Local dy-
namos are high-performing private companies
in emerging markets that focus on their home
front. Though few of these companies are

widely known outside their home market,
they are outperforming both local state-
owned companies, which have built-in advan-
tages, and large multinationals, which have an
edge when it comes to access to resources and
scale. Our list of companies, of course, is by no
means exhaustive. The objective is to high-
light a robust representative sample of these
organizations, assessing the innovations and
business practices that allow them to succeed.
(See the sidebar “In Search of Dynamos.”)

Local dynamos outperform
both local state-owned com-
panies and multinationals.

This is our most recent report spotlighting
local dynamos. (See 2014 BCG Local Dynamos:
How Companies in Emerging Markets Are Win-
ning at Home, BCG report, July 2014.) Cer-
tainly the world has changed since our last
analysis four years ago—most notably, global
competition has experienced significant
shifts. Smartphones and other digital tools
are increasing global connectedness at break-
neck speed, despite the rise of economic na-
tionalism in many quarters. (See “Going Be-
yond the Rhetoric,” BCG article, April 2017.)
Not only do these forces impact both global
trade and individual country markets, but
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IN SEARCH OF DYNAMOS

Finding the 50 local dynamos for this year’s
list was a multistep process. We started
with a clean slate, looking for an entirely
new list of companies to spotlight. The first
step was to identify companies that
matched four quantitative criteria:

e A focus primarily on the company’s
home country, with the bulk of revenues
coming from that market

e Strong and stable revenue growth—a
compound annual growth rate that, at a
minimum, exceeded inflation

e A minimum revenue size of $100
million

they also have profound repercussions for lo-
cal dynamos. Economic nationalism within a
company’s home country, for example, can
give the organization a boost in selling to lo-
cal customers. And the proliferation of digital
tools can help local dynamos—as well as
their MNC rivals—expand their roster of
products and services with limited upfront
investment and operate in more cost-effec-
tive ways.

In this fast-changing environment, local dyna-
mos often exhibit a number of winning char-
acteristics:

e Identifying and meeting increasing
customer expectations about quality
earlier than many rivals

e Harnessing new technology aggressively—
often developing digital-first business
models

e Building digital ecosystems that expand
their reach and capabilities

e Moving from a slate of traditional product
offerings to a portfolio of products and
services

e Increasingly attracting and retaining
strong local talent
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e No base that gave the company a
significant advantage. (This means that
we did not include government-owned
companies, companies with a monopoly
in their market, or companies with large
inherited assets, such as land holdings.)

Companies also needed to meet some
qualitative criteria. They had to be agile
and employ an innovative business
model—factors reflected by the product or
service they offer, the customer segment
they target, or the way they carve out a
competitive advantage.

Relaxo’s story reflects a number of these suc-
cess factors. The footwear market in India
has long been dominated by unbranded, low-
priced offerings, with MNC footwear competi-
tors focused on the smaller, premium end of
the market. Relaxo, however, has zeroed in
on the underserved market in the middle.
The company moved beyond its traditional
offering of low-priced slippers to build a prof-
itable portfolio cutting across multiple foot-
wear categories, including sport shoes. Relaxo
concentrated steadily on great product quali-
ty, rationalized its portfolio, and invested in
creating new brands. It has built a dominant
position in the economy footwear segment,
where MNCs, due to their higher costs struc-
tures, do not participate. In the premium
sport shoe category, Relaxo’s products are
priced 30% to 50% below MNC offerings—a
compelling value for consumers. In addition,
unlike most local competitors, Relaxo has ex-
panded its reach by rapidly signing up large-
scale distributors, which has allowed the com-
pany to profitably service the thousands of
small retailers that dominate the market. At
the same time, Relaxo has expanded into
new channels, including its own chain of
more than 300 retail stores and e-commerce
marketplaces. Furthermore, Relaxo continues
to up its game, investing in digital solutions to
improve effectiveness and efficiency, espe-
cially in its front-end sales operation.



The success of the local dynamos serves as a
powerful example for any organization that
aims to compete in emerging markets—
whether it is an MNC, a company from an
emerging economy that is becoming a world-
wide leader (what we call a global challeng-
er), or a local business. (See 2018 Global Chal-

lengers: Digital Leapfrogs, BCG report, May
2018.) All these players should study the play-
books of the local dynamos to gain insight
about what it takes to compete and win in
some of the fastest-growing markets in the
world.
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THE RESILIENCE OF
EMERGING MARKETS

CONOMIC GROWTH IN EMERGING markets

has slowed in recent years, but it contin-
ues to exceed that of developed economies.!
(See Exhibit 1.) Foreign direct investment in
these economies has held steady, at roughly
$700 billion per year since 2010.

Divergent Stories Across
Countries

The story is hardly uniform across the emerg-
ing-market landscape, of course. Some emerg-
ing economies perform much better than oth-

ers: in recent years, for example, China and
India have been leading the pack in terms of
economic growth. Russia and countries in
Latin America, on the other hand, have post-
ed growth rates that trail even those of devel-
oped economies. That weakness stems in
large part from the end of the commodity
boom that had contributed mightily to the
growth of both regions.

At the same time, differences also exist at the
regional and sector levels. A country with
weak overall GDP growth may have regions

EXHIBIT 1 | Emerging Markets Continue to Outpace Mature Markets—but the Gap Has Narrowed

Annual GDP growth at constant prices, PPP (%)

12

Emerging markets

Developed markets

2008

2009 2010 2011 2012 2013
I

2014 2015 2016 2017

Economic crisis

Sources: Economist Intelligence Unit; BCG analysis.
Note: Emerging markets are classified according to the UN definition, World Economic Situation and Prospects (2016). GDP is calculated at constant
prices adjusted for inflation. PPP = purchasing-power parity.
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or industries that are growing robustly and
offer attractive business opportunities. Con-
versely, some regions and sectors may be
struggling in countries that are posting strong
economic growth overall.

For example, significant opportunities do still
exist within Latin America and Russia. In
Brazil, for instance, the overall economy con-
tracted from 2013 through 2015, but the im-
pact was not uniform across the country. An
analysis of actual consumer expenditures in
Brazil—more than 5 billion transactions an-
nually from 2011 through 2015—by BCG and
Cielo found that some regions, including the
agribusiness and export zone in the center of
the country and the northeast interior, fared
relatively well. (See Finding Islands of Consum-
er Spending Opportunity in Brazil’s Crisis, BCG
Focus, October 2016.) Meanwhile, a recent
BCG survey of 4,000 Russian consumers
found reason for optimism in certain consum-
er categories. (See Russian Consumers and the
New Economic Reality, BCG Focus, May 2018.)
Although consumers reported cutting back on
nonessentials, such as alcohol and ready-to-
eat foods, nearly half intend to spend more in
categories, such as fresh foods and education,
that contribute to the health and well-being
of their families.

While unforeseen events can quickly alter the
outlook for individual countries, in general it
is likely that emerging markets overall will

EXHIBIT 2 | Emerging Markets Are Expected to Continue Growing More Quickly Than Developed Markets

Compound annual growth rate of GDP at constant prices,

2017-2022E (%)

Developed
economies

Latin
America

Russia

Sources: Economist Intelligence Unit; BCG analysis.

Il“lll

Middle East
and Turkey

continue to outpace developed economies
and will account for a significant portion of
global economic growth. (See Exhibit 2.)

Four Powerful Trends in
Emerging Markets

Within this setting, a number of develop-
ments are rapidly altering life—and the busi-
ness landscape—in emerging markets. (See
Exhibit 3.)

Population Growth. Global population has
increased by 800 million people from 2007
through 2017, and it is expected to rise from
7.5 billion to 8.4 billion by 2030. What’s more,
these increases have occurred, and are
expected to continue doing so, almost entire-
ly in emerging economies other than China.

Rise of the Consumer Class. Private con-
sumption has been the primary driver of
growth in emerging markets, accounting for
at least 50% of GDP growth since 2010. From
2007 through 2017, that consumption jumped
by an estimated $7 trillion per year. That
private consumption has been fueled by the
growing ranks of savvy consumers with
purchasing habits consistent with the middle
class within their country. In 2017, an estimat-
ed 1.5 billion people around the world earned
more than $10,000 a year—more than double
the number in 2007. Apparel company Mavi,
for example, was quick to spot the growing

Africa Southeast China

Asia

Note: Emerging markets are classified according to the UN definition, World Economic Situation and Prospects (2016).
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EXHIBIT 3 | Four Powerful Forces Are Transforming Emerging Markets

POPULATION
GROWTH

RISE OF THE
CONSUMER CLASS

FAST
URBANIZATION

DIGITAL
FIRST

1.8 billion

additional internet
users
(since 2007)*

500 million

additional urban
population
(since 2007)3

900 million

additional people
in emerging markets
(in 2030)*

$7 trillion

additional spending
(since 2007)*

Most of these are
mobile natives

Population in developed
economies is expected
to remain stable

Spending is driven by
increased median
incomes

China is responsible
for almost half
this growth

Sources: Euromonitor; Economist Intelligence Unit; eMarketer; Forrester Research; Statista; World Bank; BCG analysis.

*Figure is calculated on the basis of the emerging-market population in 2017.

2Figure reflects household private spending in US dollars in terms of purchasing-power parity and estimate for 2017.

3Figure reflects World Bank estimates, and increase is based on 2017 data.

‘Internet users are defined as individuals of any age who use the internet at least once a month—via a desktop, laptop, or mobile device. Increase
is based on 2017 figures.

popularity of jeans in Turkey and has built a
fashionable and aspirational brand by linking
up with such top fashion models and design-
ers as Adriana Lima and Hussein Chalayan.
The company has also bolstered its brand
image by opening flagship stores in Berlin,
Frankfurt, New York, and Vancouver.

internet via a mobile device, and digital tools
are tightly integrated into day-to-day life.
Chinese consumers, for example, make
annual mobile payments that are about 50
times those made by US consumers. And the
explosive growth of digital technologies in
emerging markets will continue: emerging
markets are projected to account for 95% of

Fast Urbanization. Since 2007, the population
in emerging-market cities has surged by
about 500 million. As economic prospects
and jobs in urban centers improve, people
are leaving rural areas in search of higher-
paying positions. These growing population
centers are attractive markets for companies
across a variety of sectors, from consumer
goods to health care. Private hospital compa-
ny Siloam Hospitals, for example, is respond-
ing to the need for more health care resourc-
es in Indonesia’s expanding urban centers.
Siloam grew from just 4 hospitals in 2010 to
31 hospitals across 22 cities by 2017, with
plans to establish 50 hospitals in 34 cities by
the end of 2019.

Digital First. Smartphone penetration and
use in emerging markets exceeds that of
developed markets. In 2017, there were
roughly 2.4 billion internet users in emerging
markets, an increase of 1.8 billion since 2007.
Many of those users have always accessed the

8 | EMERGING-MARKET COMPANIES UP THEIR GAME

new internet users—about 900 million
people—through 2022.

This development creates a major opportuni-
ty for local companies that are digital na-
tives—companies whose business models are
primarily based on digital technologies. Cap-
itec Bank, for example, has disrupted banking
in South Africa by using digital technology to
create low-cost, paperless banking services.
This includes using biometrics to secure and
verify accounts and leveraging artificial intel-
ligence to make credit decisions.

NOTE

1. We use the United Nations definition of emerging
countries. See www.un.org/en/development/desa/
policy/wesp/wesp.../2016wesp_full_en.pdf.



THE 2018 LOCAL DYNAMOS

O COUNTRY OR REGION has a monopoly

when it comes to cultivating winning
local companies: the 50 that we identified
this year are emerging-market powerhouses
spread across various regions, including

EXHIBIT 4 | The 2018 BCG Local Dynamos

Access Bank (Nigeria)

AIER Eye Hospital Group (China)
Al Tayyar Travel (Saudi Arabia)
Alfamart (Indonesia)

Anhui Three Squirrels (China)
Avenue Supermarts (India)
Banco de Crédito del Perd (Peru)
Banregio (Mexico)

Capitec Bank (South Africa)
CarPrice (Russia)

Cashbuild (South Africa)
Industrial Bank (China)

Copag (Morocco)

Curro Holdings (South Africa)
Didi Chuxing (China)

Dis-Chem Pharmacies (South Africa)
Dr Lal PathLabs (India)

El Puerto de Liverpool (Mexico)
Entel (Chile)

Equatorial Energia (Brazil)
Fawaz A. Alhokair (Saudi Arabia)
IFLYTEK (China)

Intex (India)

JD.com (China)

JK Tyre and Industries (India)

Source: BCG analysis.

Africa, Asia, Latin America, and the Middle
East. (See Exhibit 4.) Local dynamos also
exist in a broad assortment of sectors and
have developed diverse business models to
succeed in their respective fields.

Guangzhou KingMed Diagnostics Group (China)
Kroton Educacional (Brazil)

Groupe Label Vie (Morocco)

Mavi (Turkey)

Megvii Technology (Face ++) (China)
Meituan-Dianping (China)

Mother and Child (Russia)

Movida (Brazil)

Olimpica (Colombia)

Padini (Malaysia)

Patanjali Ayurved (India)

Paytm (India)

Raia Drogasil (Brazil)

Relaxo Footwears (India)

Robinsons Retail (Philippines)
Sansiri (Thailand)

Siloam Hospitals (Indonesia)
SpiceJet (India)

TAL Education Group (China)
Toutiao (China)

Vingroup (Vietnam)

X5 Retail Group (Russia)

Yandex (Russia)

YY (China)

Zee Entertainment Enterprises (India)
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Overall, the companies on our list reflect an
evolution in emerging-market economies
away from low-cost manufacturers and to-
ward more sophisticated, digitally enabled
businesses. What’s more, this shift goes well
beyond the internet and high-tech categories.
Some 22% of the 2018 local dynamos are digi-
tal natives, and another 38% started out as
traditional companies but have aggressively
adopted digital technologies to enhance their
competitiveness. (See Exhibit 5.)

A key dnver of local
dynamos’ strong returns
was robust topline growth.

The local dynamos, as in previous years, have
posted strong financial performance—partic-
ularly impressive in light of the more chal-
lenging external environment. An index com-
prising the 38 publicly traded dynamos

generated total shareholder returns of 18%
from 2014 through 2017, more than double
the performance of the MSCI Emerging Mar-
kets (7%) and well above the S&P 500 (12%).
A key driver of local dynamos’ strong returns
was robust topline growth. From 2014
through 2017, that same group of local dyna-
mos generated compound annual revenue
growth of 15%, beating organizations on the
MSCI Emerging Markets Index (10%) as well
as the S&P 500 (2%). (See Exhibit 6.)

While our current group of dynamos has
posted strong performance over the past four
years, their objective, of course, is to build
businesses with staying power. It is worth not-
ing that a significant majority of the 2014 dy-
namos—some 82%—are still delivering great
results. (See the sidebar “Revisiting the Class
of 2014.”)

EXHIBIT 5 | Digital Companies Account for 60% of Local Dynamos

TRADITIONAL

Source: BCG analysis.

DIGITAL NATIVES*

i DIGITAL ADOPTERS?

Digital natives = companies that were created on the basis of digital technologies.
’Digital adopters = traditional companies that implemented digital technologies, which then became one of their key levers

for success.
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EXHIBIT 6 | BCG Local Dynamos Are Fueling Growth

Local dynamos generate strong total shareholder returns. ..

Index of total shareholder return,
2014-2017 (base = 100)

200

150

100

50

2014 2015 2016 2017

2018

_..and post fast revenue growth

Compound annual revenue growth,
2014-2017 (%)

15

2018 local dynamos
S&P 500

MSCI emerging markets

2018 local
dynamos

MSCI emerging S&P 500

markets

Sources: S&P Capital 1Q; Bloomberg; Datastream; BCG analysis.

Note: Total shareholder return is calculated on the basis of financial results of the 38 public local dynamos companies, using monthly share prices
from December 31, 2013, through December 31, 2017, and companies’ reporting currency. Compound revenue growth is for December 31, 2013,
through December 31,2017, and is calculated on the basis of companies’ performance in their reporting currencies and converted into dollars

using historical year-end exchange rates.

REVISITING THE CLASS OF 2014

The 2014 local dynamos have racked up
impressive performance over the past
several years. (See the exhibit.)

Of the 50 companies on our 2014 list, 28
are still thriving in their home markets, and
another 13 have become either global or
regional players. Xiaomi, for example, is
now an international player and has joined
our global challengers list. And Air Arabia
has expanded into the Middle East and
North Africa. Four of the companies on our

2014 list have been acquired—some by
MNCs. Among the deals: Walmart is taking
a 77% stake in Indian e-commerce leader
Flipkart, a reflection of Flipkart’s enviable
leadership position in its home market.
Just five of the 2014 companies are no
longer performing well financially.

The local dynamo group generated a TSR
of 26% from 2009 through 2017, outpacing
both the MSCI Emerging Markets Index
(11%) and the S&P 500 (15%).

About 82% of the 2014 Local Dynamos Are Still Performing Well

Number of companies

50 40 30

20

10 0

100%

2 I

s I

Source: BCG analysis.

2014 Dynamos

Still thriving

Became global
challengers

Developed a strong
regional presence

s

4 D

=

Were acquired

Unable to deliver on
promise: underperforming
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SECRETS OF
LOCAL-DYNAMO SUCCESS

MERGING MARKETS ARE DYNAMIC and

hotly contested. So how, exactly, do local
dynamos win there, particularly against large
rivals with greater economies of scale and
resources?

Dynamos certainly have some institutional
advantages, including deep insight regarding
the regulatory and political landscapes within
their countries and how to navigate them to
their advantage. Because nonlocal companies
cannot easily replicate those advantages, we
examined other factors that distinguish the

dynamos—traits that both new entrants and
existing players in emerging markets can em-
ulate or adapt.

On the basis of our study of the 50 local dyna-
mos on this year’s list, we have identified five
traits that set up these companies for success.
(See Exhibit 7.) The traits reflect the ability of
local dynamos to assess and adapt to the com-
petitive environment. That means not only
capitalizing on the trends within their mar-
kets but also responding to changing global
dynamics. After all, although these companies

EXHIBIT 7 | Five Traits of the Local Dynamos Help Them Build Competitive Advantage

V/\N
i\ /4

=7

Fulfilling higher

consumer
expectations

Delivering
high-quality goods
and services to meet
emerging consumers’
expectations

Source: BCG analysis.
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Developing digitally

native business
models

v
Leveraging mobile
and digital
penetration to disrupt
markets and build
scale through new
business models

Creating digital
ecosystems

Creating or
participating in
ecosystems that fill
critical gaps and help
the company expand
its offerings

0
o ©

Expanding service

offerings

Generating new
revenue streams
through service
offerings—in some
cases by embracing
“servitization”

**A**
\_/
Add
Building
talent advantage

Using innovative
approaches to attract
and retain top talent



are focused on their domestic markets, the
shifts that are transforming global competi-
tion still have significant implications for
them. (See the sidebar “What the New Glo-
balization Means for Local Dynamos.”)

Fulfilling Higher Consumer
Expectations

The rising consumer class within many
emerging markets continues to expand. What
has changed over the past several years is
consumers’ expectations. Thanks to smart-
phones and online shopping, consumers have
access to more information about global
trends in areas as diverse as fashion, educa-
tion, and health. As a result, consumers in
emerging markets are increasingly demand-
ing access to the same high-quality products
and services available in the developed
world. Local dynamos have been quick to un-
derstand these demands, and they are able to
meet changing consumer preferences while
keeping costs low by adopting lean manufac-
turing and automation.

Local dynamos have been
quick to understand and
meet consumers’ demands.

Vingroup. Think of something that increasing-
ly demanding consumers desire, and chances
are that Vietnam’s Vingroup is already
offering it: Well-designed apartments—check.
Shopping malls with both local and interna-
tional brands—check. International schools
to educate their children and hospitals to
deliver quality health care—check, check.

The conglomerate was founded in 1993 by
Pham Nhat Vuong—Vietnam’s first billion-
aire. The vision: to deliver a modern, middle-
class lifestyle to Vietnamese consumers. The
company has launched projects with a total
of 10,000 affordable, high-quality apartment
units, with plans to bring a total of 300,000
apartments to the market within the next
five years. It has built 46 Western-style shop-
ping malls (another 45 are under construc-
tion), six hospitals, two clinics, four primary

schools, and 11 preschools. The company also
manufactures its own line of high-quality
food products—a well-received move in a
country where food safety is a major issue—
and sells those products through its chain of
supermarkets.

In the past two years, the company has ex-
panded its reach within Vietnam, moving be-
yond the largest urban centers to penetrate
some of the country’s smaller, fast-growing
cities. Next up: the development of a Vin-
group car designed for consumers who are
moving away from the country’s traditional
reliance on motorbikes.

TAL Education Group. This local tutoring
company has positioned itself at the nexus of
a powerful trend in China: the rising demand
for education services that middle- and
upper-class parents see as a way to give their
children an edge.

The company has built a growing business by
offering small classes and personalized tutor-
ing through its 594 learning centers in 42 cit-
ies, including Beijing, Guangzhou, and Shang-
hai. While the company continues to enjoy
the robust growth of student enrollment in its
physical learning centers, it is also leveraging
digital technologies to enhance its offerings.
TAL is using its well-developed dual-teacher
model as the company expands into lower-
tier cities, for example. The model calls for a
teaching assistant to be physically present in
the classroom while a more experienced in-
structor leads the class via live video. In addi-
tion, the company invests about 4% to 5% of
revenues annually to digitize and standardize
the business. This includes a centralized cur-
riculum development process, standardized
training for teachers, and adaptive learning,
an approach that uses computer-based les-
sons to assess student performance and tailor
the instruction plan accordingly. The compa-
ny’s model has allowed it to generate reve-
nue growth at a rate of almost 50% per year
from 2013 through 2017.

El Puerto de Liverpool. This Mexican depart-
ment store company, commonly known as
Liverpool, has delivered robust growth by
making high-quality apparel and goods
accessible to consumers in Mexico.

THE BOSTON CONSULTING GROUP | 13



WHAT THE NEW GLOBALIZATION MEANS FOR LOCAL

DYNAMOS

There are powerful new dynamics in global-
ization—and each has significant implica-
tions for local dynamos.

The first new dynamic is the growing wave
of economic nationalism. This surge can be
seen most readily in mature markets, such
as the UK (with Brexit) and the US (with
the recent moves on steel and aluminum
tariffs). Meanwhile, governments in a
number of emerging markets—including
China, India, Indonesia, and Nigeria—have
instituted local content requirement rules
to foster the development of domestic
industries. At the same time, there has
been a rise in state capitalism, under which
sovereign wealth funds and state sponsor-
ship are used to support local companies.
For local companies in emerging markets,
such shifts can lead to greater consumer
enthusiasm for locally made products as
well as new sources of capital. In fact, there
are signs that support for local brands is
building: from 2007 to 2015, Chinese
consumers increasingly preferred local
brands over international ones in such
categories as home appliances, digital,
fashion and apparel, and cosmetics. (See
The New China Playbook: Young, Affluent,
E-Savvy Consumers Will Fuel Growth, BCG
Focus, December 2015.)

The second new dynamic comprises the
ways in which digital technologies are
remaking global competition. Advanced
digital manufacturing systems allow
companies to operate smaller, more
flexible plants closer to end users. In
addition, companies can use digital
platforms to offer new, cross-border
services in a way that was impossible in the
past—think health and wellness monitor-
ing with devices such as Fitbit, entertain-
ment services through Netflix or Spotify,
and remote plant equipment maintenance
and servicing.

Such digital advances can cut both ways for
local dynamos. Digital technologies that

14 ‘ EMERGING-MARKET COMPANIES UP THEIR GAME

facilitate customer access, lower transac-
tion costs, and enable local distribution
capabilities, for example, erode the com-
petitive advantage that has typically been
built through scale. This helps level the
playing field for smaller local companies
that compete against MNCs. At the same
time, however, digital platforms can allow
large multinationals to penetrate emerging
markets with limited upfront
investment—a potential threat to local
dynamos. As a result, local dynamos must
think globally when assessing how digital
changes impact their business, including
understanding where global scale versus
local operations create competitive
advantage, how they should adjust their
offerings to meet rising global quality
standards, and where they should build
new connections with potential partners.

As a result of these shifting global dynam-
ics, companies are adopting new business
models to compete. (See “New Business
Models for a New Global Landscape,” BCG
article, November 2017.) Through “serviti-
zation,” a company can charge for the use
of a product rather than for the product
itself. Personalization allows companies to
curate their offerings to suit customer-
specific needs and tastes. And the growth
of powerful digital ecosystems helps
companies meet multiple customer needs
by creating a one-stop shop involving a
collaborative network of partners working
on a common platform.

Across all these developments, the com-
mon theme is the dramatic shift toward
focusing on customer needs and the
delivery of solutions. Local dynamos come
to this new playing field with inherent
advantages, including a deep understand-
ing of local customers and dynamics. That
position is likely to make them more
formidable competitors to larger rivals than
ever before.


https://www.bcg.com/publications/2015/globalization-growth-new-china-playbook-young-affluent-e-savvy-consumers.aspx
https://www.bcg.com/publications/2015/globalization-growth-new-china-playbook-young-affluent-e-savvy-consumers.aspx
https://www.bcg.com/publications/2015/globalization-growth-new-china-playbook-young-affluent-e-savvy-consumers.aspx
https://www.bcg.com/publications/2017/globalization-new-business-models-global-landscape.aspx
https://www.bcg.com/publications/2017/globalization-new-business-models-global-landscape.aspx

Like many of its competitors, Liverpool has
focused on wealthier customers in large met-
ropolitan areas. But the company has also
opened stores in smaller Mexican cities.
These outlets, under both the Liverpool and
Fabricas de Francia brands, give middle-
income consumers access to a wide assort-
ment of products—including apparel from
big-name companies, such as Gap and Ba-
nana Republic, and gourmet foods—at rea-
sonable prices. More recently, the company
acquired Suburbia, a clothing retail chain that
caters to younger, bargain-conscious shop-
pers, and has been aggressively opening
stores under that brand as well.

At the same time, Liverpool has taken aim at
the limited availability of consumer credit in
Mexico. In 2011, the company launched a
credit card operation focused largely on low-
and middle-income consumers. Today, that
business boasts 4.4 million cardholders, mak-
ing it the largest nonbank credit card issuer
in the country, accounting for about 45% of
Liverpool’s consolidated earnings before in-
terest and taxes.

Developing Digitally Native
Business Models

Local dynamos are often disrupters, entering
existing markets with new, digitally based
business models. And the high levels of mo-
bile-phone penetration in many emerging
markets allow them to scale digital businesses
quickly.

YY. Chinese player YY has developed its own,
wildly successful business model in the
live-streaming entertainment market. YY’s
roots date back to 2005, when David Xueling
Li started a gaming portal called Duowan
.com. YY now boasts an average of 117 million
Chinese users every month—making it the
largest live-streaming company in the world.

The company primarily streams performanc-
es by artists who are amateurs, running the
gamut from singers and dancers to comics
and self-made streaming personalities who
riff on life and love in China. But while com-
petitors primarily chase advertising dollars,
YY largely monetizes its content in other
ways—including through fees earned when

viewers buy virtual gifts (essentially a dona-
tion) for performers or purchase virtual
goods to use in online games. The company’s
gambit has paid off: revenues, on average,
doubled annually from 2010 through 2015
and have continued to grow in excess of 40%
per year since then. And the company has
ambitious growth plans for the years ahead,
including efforts to increase the number of
viewers making virtual gifts and to expand
into some markets outside China.

Local dynamos disrupt exist-
1ng markets with new, digitally
based business models.

CarPrice. The market for selling a used car in
Russia is large—Dbut it has not been overly
efficient. More than 5 million used cars worth
in excess of $30 billion—compared with sales
of just 1.6 million new cars—are sold in
Russia each year, according to recent esti-
mates. But owners looking to sell have
historically had just two options. The first is
to sell the car to buyers directly. This ap-
proach generally garners a good price but
requires a lot of time and effort, and it comes
with significant paperwork and some risk.
The other option is to sell to a used-car
dealer. This approach is fast and carries a low
risk, but the person selling the car typically
nets a payment for the vehicle that is lower
than market price.

Enter CarPrice. The company built the first
online, real-time auction for used cars. Car
owners fill out paperwork online and then
take the vehicle to one of CarPrice’s 80
branches, where the company inspects the
car, rates its condition, and checks that all the
paperwork is in order. (This prevents the all-
too-common problem of a buyer taking pos-
session of a car only to find that there are
liens or some other legal problems related to
the vehicle.) Once those boxes have been
checked off, CarPrice conducts a 30-minute
online auction for the car with about 23,000
participating auto dealerships. If the seller
likes the final price, the money is immediate-
ly transferred to his or her bank account.
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Yandex. Often described as Russia’s tech
giant, search engine company Yandex effec-
tively cemented its lead in Russia early and
has never looked back.

The company’s search engine was highly lo-
calized and easier for Russian speakers to use
initially than the search engines offered by
most of its rivals. And Yandex exploited that
first-mover advantage, keeping pace with
such search innovations as the development
of personalized new services and a popular
e-commerce platform. More recently, the
company has moved into the next generation
of search, launching an Alexa-like personal
assistant dubbed “Alice.”

Powerful ecosystems expand
and enhance local dynamos’
products and services.

Yandex has leveraged its dominance in search
to expand its offerings, including in transpor-
tation. The company’s taxi-hailing and map
apps are widely used in Russia. Indeed, Yan-
dex’s foothold in both businesses is so strong
that it created a formidable barrier to Uber,
which attempted to grab share in the Russian
market. As a result, Uber struck a deal with
Yandex in 2017 under which the two parties
formed a ride-hailing and food-delivery com-
pany, with Yandex holding a majority stake in
the new operation.

Creating Digital Ecosystems

A number of digitally native local dynamos
are building powerful partnership ecosystems
to expand and enhance their products and ser-
vices. These arrangements are a far cry from
the traditional partnerships that many compa-
nies have formed in the past to strengthen
their supply chains or gain access to new tech-
nology. These ecosystems typically involve
large and diverse sets of partners, outside the
company’s industry, that can help the compa-
ny rapidly develop compelling new offerings.

Indian e-wallet company Paytm has success-
fully cultivated a powerful digital ecosystem.
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Founded in 2010, Paytm allows a shopper to
scan a merchant’s QR code on his or her mo-
bile phone—and then simply enter the
amount needed to pay that merchant.

The company leveraged this model to build
relationships with millions of local mom-and-
pop retailers in India. At the same time,
Paytm created an online shopping mall that
allows small brick-and-mortar shops with no
internet presence of their own to advertise
and sell their goods. The company also struck
a deal with NPCI in 2017, under which Paytm
offers a digital debit card to its e-wallet cus-
tomers. Customers cannot use the Paytm
e-wallet to make purchases on some sites,
such as Amazon and Flipkart, so the new dig-
ital debit card fills in that gap.

The company’s links to local retailers in
particular positioned it to capitalize on the
government’s move in November of 2016 to
ban 500-rupee and 1,000-rupee bills. From
the autumn of 2016 to the autumn of 2017,
the number of offline merchant partners on
Paytm’s system skyrocketed from less than
1 million to 8 million, while the number of
users nearly doubled, from 147 million to
280 million.

Expanding Service Offerings Thanks to global
connectivity, the expanding abilities of digital
and analytics, and the growth of available
data, companies can provide compelling ser-
vices in addition to the products they offer.
Many companies develop a portfolio of ser-
vices around their traditional businesses, add-
ing value to their offerings, while others go a
step further and essentially offer access to
their core product as a service, often referred
to as “servitization.” Local dynamos are in-
creasingly tapping into opportunities in both
areas.

Intex. In recent years, Intex has undergone a
dramatic transformation. The company was
an early entrant in the mobile-phone market
in India, but intense competition for mobile
handsets from Xiaomi, among others,
prompted Intex to rethink its strategy. While
Intex is still a player in that market, the
company has built up a healthy new business
in televisions and IT accessories, such as
speakers.



A key part of Intex’s winning formula is its
focus on value-added services, including a
network of centers for the service and repair
of Intex products. Today, the company owns
50 of its own Master Care centers with anoth-
er 1,500 owned by independent operators.
The company struck a deal in 2016 with Tata
Teleservices to launch Intex MyWallet, a
mobile-wallet app that is preloaded on Intex
phones and available for free on all Android
phones, regardless of manufacturer. And the
company has expanded the health care apps
on its phones with features such as a daily
health tracker and live coaching. Intex ex-
pects value-added services, which accounted
for 10% of revenues in 2016, to grow signifi-
cantly in the years ahead.

In the competition for talent,
local dynamos are 1n no way
second-class employers.

Movida. The success of ridesharing compa-
nies reflects the servitization trend in trans-
portation—essentially replacing car owner-
ship with a service. Rental-car company
Movida has been riding that wave but has
adapted its offerings to the local Brazilian
market.

Many Brazilian drivers for services such as
Uber cannot afford to buy their own cars and
instead use rental cars. Movida saw this trend
and moved quickly to carve out a major
portion of the ridesharing car rental market.
The company expanded its fleet, adding a
large number of specific models popular
among Uber drivers. Other features—includ-
ing allowing people to rent for 27 hours in-
stead of 24 (effectively offering a discount for
drivers) and providing WIFI in the cars—
appeal not only to Uber drivers but to other
client segments as well. Such moves, along
with competitive rental prices, exclusive
partner-ships, and an efficient B2B team,
helped the company emerge as one of the
fastest-growing companies in Brazil, vaulting
from 29 stores and 2,400 cars in 2012 to 246
stores and more than 81,000 cars in June
2018.

Raia Drogasil. Created in 2011 through the
merger of two of Brazil’s largest drugstore
retailers, Raia Drogasil doubled its store
count and boosted its earnings before inter-
est, taxes, appreciation, and amortization
fourfold by 2017. That performance was
thanks to a number of strengths, including
the company’s popular brand, its prime retail
locations, a relentless focus on efficiency, and
overall excellence in the critical basics of
retailing.

Now the company is poised for similarly
robust growth in the years ahead. A key
driver is Raia’s bet on the growing consumer
demand for services and the corresponding
impact on customer loyalty, or stickiness—
critical in a sector where switching across
brands is still the norm. Raia Drogasil is
creating a special area within its stores, for
example, to help elderly customers—a pop-
ulation that is expected to nearly double in
Brazil in the next 15 years—with their
medical needs. In addition, the company is
building up a pharmacy benefits manage-
ment operation that confirms eligibility and
offers discounts to some 32 million employ-
ees at scores of large companies. And Raia
Dragosil has a growing specialty retail opera-
tion that provides patient monitoring and
patient medicine compliance for oncology
and hepatitis C patients. Through such
services, Raia aims to create a virtuous circle
in which customers embrace those offerings,
become more loyal to the retailer as a result,
and then increase their spending and
adoption of services.

Building Talent Advantage

Four years ago, we noted that local dynamos
were beginning to compete with bigger rivals
for talent. Since then, they have arrived—
shedding any sense that they are second-class
employers. They are able to attract and retain
top-tier talent in their markets, in part due to
their willingness to match the compensation
and benefits offered by MNCs. In addition,
many talented younger workers in emerging
markets are looking for excitement and op-
portunity in their careers—something local
dynamos can offer to them in their home
countries. Finally, local company employees
have the opportunity to rise to the top man-
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agement ranks—an attractive prospect be-
cause the highest positions in MNCs are often
held by individuals from the MNC’s home
country.

IFLYTEK. The intelligent-speech and -lan-
guage technology company has emerged as
the leader in its field in China, thanks to the
company’s deep bench of talent and its
partnerships with external research groups
and universities. IFLYTEK was founded in
1999 by six students at the University of
Science and Technology of China. The
company’s commitment to R&D is reflected
in iFLYTEK’s workforce: roughly two-thirds of
its 2,000-plus employees are researchers,
while one in four employees has at least a
master’s degree. And the company partnered
with the Ministry of Science and Technology
of China to build the country’s only national
intelligent-speech and -language laboratory.

The key to one turnaround:
a radical overhaul of the
workforce.

That investment in research talent has paid
off. IFLYTEK is best in class in terms of
speech recognition, with a 98% accuracy
rate—no small feat considering the complexi-
ties and nuances of the Chinese language.
More than 500 million people use the compa-
ny’s iFLYTEK Input speech translation app;
courtroom transcription services, hospitals,
and business call centers rely on its speech
technology. And iFLYTEK is now moving into
hardware: the company launched a smart-
home assistant called DingDong in 2015, and
a smart microphone, a device that can be in-
corporated into appliances such as air condi-
tioners and refrigerators, in 2017. In April
2018, it launched its updated smart translator
for consumers—iFLYTEK Translator 2.0,
which supports instant translation of all Chi-
nese dialects into 33 foreign languages.

Equatorial Energia. In the first decade of the
2000s, the Brazilian energy distribution
company CEMAR offered notoriously bad
service. Given that rates were set in part on
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the basis of service quality, that issue, along
with a bloated workforce and high debt levels,
translated into low profitability. A private
equity fund stepped in, bought the struggling
company, and created Equatorial Energia as a
holding company—Kkicking off what would
become an impressive turnaround.

The key to that rebound? A radical overhaul
of the workforce. About 25% of the staff was
let go immediately. That cleared the ranks of
low-performing, and often politically connect-
ed, employees. New talent was recruited from
outside the company as well as from outside
the industry. And new human resources poli-
cies were put in place, including performance-
based compensation under which a signifi-
cant portion of all employees’ pay was linked
to hitting specific targets. With new leader-
ship, operations dramatically improved,
thanks to moves such as an ambitious mod-
ernization of the company’s control systems,
and profitability rebounded. In 2012, Equato-
rial bought a second company and employed
many of the same turnaround techniques.

Toutiao. China’s Toutiao has brought the
power of artificial intelligence to the news
aggregation business, developing algorithms
that give consumers the news and videos
they want. Launched in 2012, the company’s
news app, Jinri Toutiao, is used by 120 mil-
lion people every day, during which the
average user spends about 74 minutes on the
platform—more time than on Facebook or
even WeChat.

To satisfy the company’s ambitions—which
include continued rapid growth and interna-
tional expansion—Toutiao aggressively hunts
for the best talent in the industry. The compa-
ny is known for paying top employees the
highest salaries in the market. Total annual
compensation for top performers often ex-
ceeds $3 million—well above the $1 million
to $2 million compensation that AI engineers
in China typically receive. And Toutiao isn’t
shy about going up against the largest and
most successful tech companies in China to
poach talent.
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IVEN THE AGILITY AND creativeness of

local dynamos, how can MNCs compete
successfully against these players? We have
identified three approaches for winning:

e Emulate the local dynamos. If MNCs
want to follow the lead of local dynamos,
they will need to deliver high-quality—
and, where possible, customized—prod-
ucts. They should make sure they are at
the forefront of harnessing new digital
tools and look for ways to expand their
reach and offerings through digital
ecosystems. They must also take a close
look at where local dynamos are finding
service opportunities connected to their
core business—and determine if similar
services fit with their own business
models. What’s more, they need to study
how the local dynamos are attracting and
retaining talent—and be sure they are
matching those efforts.

e Play to their own strengths and advan-
tages. MNCs need to fully exploit the
advantages they have. This includes
thoroughly leveraging any edge in scale
and resources, investing to maintain and
burnish their global brands, and using
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LESSONS FOR MNCS

their global reach—and the opportunities
that such a reach affords to employees—
as they compete for talent.

e Leverage partnerships and M&A.
Partnerships with both local and global
companies can help MNCs create power-
ful ecosystems. These alliances can reduce
market entry costs and allow companies
to hand off activities that are better
performed by companies with lower cost
structures or strong local presence. At the
same time, MNCs should look for strategic
mergers and acquisitions to fill in critical
local capability gaps or to establish or
enhance the company’s foothold in a new
market.

We have seen MNCs using a mix of these
approaches in emerging markets. (See “Why
MNCs Are Still Winning Big in Emerging
Markets,” BCG article, March 2018.) In some
cases, MNCs have had to fall back, reassess,
and adapt their strategies. But the ones that
are succeeding are the ones that were able to
leverage their own strengths while tailoring
their emerging-market strategies to local
conditions.
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