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"At the very heart of Groupe DANONE, a core belief is that food plays a major role in promoting well-being and health in everyone. We believe that the food industry is an actor with a role to play in the field of public health. This is why we continually strive to enhance the nutritional quality of our products, to invest in research, and to develop information and educational programs aimed at promoting the virtues of physical activity and balanced diet. This conviction has always been at the heart of our group, its history and its brands. It gets stronger every year

and shapes our commitment to food quality, nutrition and health. It shapes the daily action of Groupe DANONE employees around the world and is the inspiration behind our Food, Nutrition, and Health Charter."

(Franck Riboud, Chairman and CEO Groupe DANONE)
Setting the Pace for 2008 and Beyond

The events of July 2007 will shape DANONE far into the future. Within the space of one

busy week, the company announces the intention to divest its entire Biscuits and Cereals

Division (16% of the annual sales in 2006) to Kraft Foods for €5.3 billion. Then it makes

an all-cash offer of approximately €12.3 billion to acquire Royal Numico, a global leader

in baby food and clinical nutrition (18% of the merged company sales). In a press release

on 9 July 2007, CEO Franck Riboud claims that with the acquisition of Numico, Groupe

DANONE is

"a unique food company – the one with the clearest and most powerful health positioning in the world".
One key driver and architect of this forward move is Antoine Giscard d'Estaing, executive

vice president and CFO in charge of finance, strategy and IT. In the course of two years

he and Debora Fang, corporate strategic planning director, have surveyed and evaluated

opportunities to steer DANONE on a growth path even more health driven than it was

already. The company's corporate strategy decisions of summer 2007 are an important signal

to the business world, because DANONE is in many ways a pacesetter for the consumer

foods industry.
Now Giscard d'Estaing is sketching strategy details for a new DANONE resulting from the

corporate portfolio swap of biscuits and cereals in favor of baby food and clinical nutrition.

Decisions must be made in the company on allocation of corporate resources such as top

management attention and financial capital. He will make suggestions to his colleagues, and

then allocate critical resources swiftly to the best opportunities among an abundance of growth

options. For that he has an array of questions to consider: How to assess opportunities, identify

associated risks, understand competitor moves, and anticipate stakeholder issues?
Special attention will be given to the growth options in emerging countries, where societies

and economies are developing at a fast pace – and where nutrition is a central concern.

Resource-constrained authorities in these countries often rely on the private sector, especially

multinational companies like DANONE, to support progress with technology and skills.

What does this mean for management, given their profile as "a food company with the most

powerful health positioning in the world"? What kind of partnerships will this require – which

business models will succeed, and how can they be developed?

Leading the Markets
DANONE's status as health and nutrition company is deeply rooted in its corporate genes,

developed and solidified in years of heavy investments in R&D, consumer understanding,

innovation and communication. The new DANONE will have four worldwide business

units: Fresh Dairy, Beverages, Baby Food, and Clinical Nutrition. Each of these units will

interpret the health and nutrition orientation in its own market sector and develop its own

expansion strategy. DANONE's remarkable baby food business in France, Blédina, will

become part of the Baby Food BU.
In fresh dairy products, DANONE's world leadership position is unrivaled, with a world

market share of 18% and four global brands with sales of close to or above €1 billion each

(the blockbuster platforms): Activia, Actimel, Taillefine/Vitalinea, Danonino. More are under

development, and since these blockbusters grow by 15% annually, the expectation is for fresh

dairy to expand from €7.5 billion sales in 2007 to €11 billion in 2011.
In waters the company fights a closely contested battle with Nestlé for the top position

(DANONE leading by volume, Nestlé by value). DANONE owns Evian, the best-selling

global brand of spring water, and well known brands such as Badoit, Volvic, Bonafont, or

Aqua, the market leader in Indonesia and the world's largest bottled water brand.

In 2005, Danone achieved 80% of its sales in markets where it occupied the #1 position.

Franck Riboud focuses on three core businesses: fresh dairy, beverages, biscuits
After heading the group for more than three decades, Antoine [Riboud] handed company leadershipto his son Franck Riboud in 1996. A former professional wind-surfing and skiing athlete, he entered the company in 1980 and earned respect for his own leadership qualities while

working his way up. The Riboud family by then owned less than 1% of the shares. Franck

Riboud lost little time and moved swiftly to reshape DANONE according to his vision of

where and how to achieve profitable growth. In 1997 the company announced the intention

to concentrate on three core businesses only: (1) Fresh Dairy led by the Danone brand, and

with the French baby food leader Blédina, (2) Beverages with Evian mineral water as the

main brand (initially plus the beer business), (3) Biscuits and Cereal products, with LU as

the major brand.
Building on its "genetic" strengths in health and nutrition, the company invested heavily

in these three cores, concentrating efforts on a few brands for which demonstrable health

benefits could be developed – resulting in the global blockbuster strategy. With the success

of this strategy, DANONE could fend off rising private label competition in the supermarkets

and maintain category leadership in all markets where it chose to be active. All activities not

related to the three cores were divested, among them brands such as Panzani, La Familia,

Maille, Amora, William Saurin, Agnesi, Liebig, Carambar, La Pie qui Chante, Pycasa, Marie

Surgelés, Générale Traiteur, Star S.p.A., and HP Foods Ltd. Divestment of the beer and

high-profit champagne businesses followed in 2000, and finally the Galbani cheese

divestment in 2002.
Focusing on few brands and carving out a functional food health orientation while staying

within the traditional supermarket scope was a bold move in the mid-1990s – a move that

paid well for DANONE during the following decade. Throughout the 1990s the industry

was reverberating from "Marlboro Friday", 2 April 1993, when Philip Morris announced a

20% price cut on premium cigarettes to halt its sliding market shares. Across all sectors, from

foods to luxury goods, the future of brand value was questioned. Supermarkets were investing

heavily in private labels, while second and third tier suppliers created products with the same

or better quality than established brand leaders. Advertising power and shelf space control in

the aisles were no longer sufficient to support the premium prices that A-brand manufacturers

like DANONE, Unilever, or Nestlé needed for their business models, causing operating

margins to decline across the board.
The large companies responded, each with their own strategy. Probably no competitor in

the food industry focused as radically on as few brands as DANONE, enriching the position

of these brands with as much nutritional science as possible. Underscoring the nutritional

science emphasis, DANONE increased visibility of its research, establishing:
· 17 DANONE Institutes (from 1991) for innovative research and dissemination of relevant scientific knowledge in the field of diet and nutrition 
· the DANONE International Prize for Nutrition in 1997

· the DANONE Vitapole in 2002, now renamed the Daniel Carasso Research Center (first instituted in 1983) as an international innovation catalyst for all group brands, with 500 scientists and engineers as well as 100 staff from purchasing and marketing.

Groupe DANONE supports an R&D community of 900 professionals. The company also

maintains the largest lactic bacteria bank in the world with 3600 strands, collaborating closely

with various universities and with the Japanese specialist in lactic bacteria Yakult (of which

DANONE owns 20.2% of shares). The R&D budget increased from €119 million in 2000

to €164 million in 2007. In total, 50% of this budget is spent on probiotics.
The Danone Institutes are non-profit organizations with no commercial ties to DANONE.

They do not conduct research on DANONE products. Their support of research projects

only concerns human nutrition, diet and health. In 2005, DANONE created and published

its widely circulated 'Food, Nutrition, and Health Charter', which was translated into several

languages and published its first 'Health Commitment and Fact Book'.

Danone’s Competitive Strengths

The history of one of DANONE's blockbuster products, the probiotic yogurt Actimel

generating more than €1 billion in sales in 2006 (up from €450 million in 2002) illustrates

the company's competitive strengths. Actimel was introduced in 1994 as a new product

in Belgium parallel to the launch of Japanese Yakult in the Netherlands and Belgium, and

Nestlé's launch of its LC1 in Germany and in France. Initially the launches of all three

probiotic yogurts were successful – with exploding sales performances and attractive price

premiums. Nestlé's LC1 originally took the lead, far ahead especially in Germany – but

ultimately lost the race against DANONE probiotic yogurts. Today Actimel dominates the

West European market with 65% market share. After several failed attempts to relaunch,

Nestlé sold production and logistics for LC1 to the German dairy Alois Müller GmbH in

2004 (including a Nestlé brand license) and exited most other probiotic yogurt markets.

The key success factor for DANONE blockbuster platforms is the marketing formula,

explains Debora Fang:

"Each of our brands is positioned for just one benefit, which is relevant to the consumer, proven by clinical studies, and communicated in a credible and relevant fashion through a wide array of channels. For Actimel that benefit is natural immune defense. This makes it an understandable proposition to the consumer. We also pay enormous attention to marketing basics, for instance taste of the product, size of the serving, shape of the container – we are most persistent and work patiently to get the approach right. We then transplant and adapt this approach to other countries. In every market that we enter, we find that this formula works."

DANONE supports Actimel's nutritional health performance claim with 25 clinical studies

proving the benefit of DANONE probiotic ingredients, which is a level of scientific back-up

the competition cannot match . The DANONE probiotic bacteria are patented and branded

either as L. casei defensis or L. casei immunitas (dependent on market). The international

Actimel website provides detailed information and scientific references explaining how

L. casei organisms promote the consumer's health.
The power of the probiotic functional performance creates substantial pricing margins for

these yogurts. A price check in German REWE supermarkets in August 2007 shows 100 ml

Actimel selling for 41 cents, compared to LC1 at 24 cents, with Yakult selling for 77 cents,

and a straight, no-function private label yogurt selling for 8 cents per 100 ml. In 2007,

DANONE's fresh dairy division gained 85 basis points operating margin despite a significant

increase in milk prices.
DANONE sells Actimel in more than 30 countries, continually entering new markets.

According to Euromonitor 2004, the West European market for probiotic dairy drinks like

Actimel amounted to $1700 million, of which DANONE held 65% followed by Yakult with

11%. In the $3245 million market in Asia, Yakult held 52% followed by numerous local

suppliers – indicating the global growth opportunity for further Actimel sales expansion.

Indirectly confirming DANONE's approach to combine science with marketing savvy,

Werner Bauer, chief of R&D at Nestlé is quoted in a Wall Street Journal article on the

phenomenon of flopped health-related consumer products:
"The science behind LC1 was perfect. But we realized that what we needed was more understanding of the consumer."

The more ultimate reasons of focus and commitment can also be assumed for the difference

in success. Versus a competitor such as Nestlé whose LC1 was just one brand out of more

than 8500, DANONE can focus on Actimel due to it being one of four blockbuster platforms

generating more than €1 billion in sales and therefore receiving corresponding support from

all corners of the company. Versus competitors such as dairy companies and private label

manufacturers for whom probiotic yogurt is a bandwagon to jump on with some off-the-shelf

ingredients achieving only minor market shares, DANONE is committed to Actimel with

patent and copyright protection, embedding it into an overall marketing and even corporate

strategy which is backed up by research and scientific understanding of lactobacilli that are

second to none.
The Activia brand, sporting the Bifidus regularis culture and positioned for improved digestive

transit, is even more successful than Actimel, with €1.3 billion in global sales 2006 (up from

€350 million in 2002). It was introduced in France in 1987 under the name "Bio", then

relaunched with a new marketing formula in 1997. Today it sells in 36 countries. In USA,

Activia reached $100 million of sales within the first year, 2006, making it one of the best

market introductions of any food product ever
.

Vitalinea, positioned as a weight management product, had generated €900 million in 1996.

The Danonino platform, positioned as a growth support product for children in 35 countries,

had generated €800 million of sales in 1996.
New concepts in the pipeline are poised to become the next platform blockbusters. In 2004

Danacol was launched, a dairy product that helps fight "bad" cholesterol. Two years later,

the product was selling in ten countries and generating revenues of over €100 million.

In 2006 DANONE launched Essensis in France, Italy, Spain and Belgium – a dairy

product that helps keep skin cells hydrated. A soy-based product is being test-marketed

in Spain (Savia) and France (Senja).
Global rollout of these platform products does not mean that the products are identical in

all markets. Activia varies from a kefir-type fermented yogurt in Russia to laban in Saudi

Arabia. Nutritional content in Danonino is varied to match specific needs in 14 different

countries. In Brazil, where anemia and malnutrition coexist with obesity, Danonino is

fortified with calcium, iron, vitamins A and D, and zinc to meet requirements of children

there. It is fortified with iron in Mexico, with vitamins A and D in Japan, with calcium in

Spain, and with vitamin D in France.

Innovating new business models in emerging markets

Although DANONE is a premium brand producer, affordability and fair pricing have always

been part of Franck Riboud's strategies. Ten years ago, Groupe DANONE recorded over

90% of its sales in the developed world. By 2006 emerging countries accounted for one third

of the business. The annual report 2005 notes:
"Fifty percent of the world population (some 3 billion people) live on less than 2 euros a day. According to the World Health Organization, over 2 billion people suffer from inadequate supply of vitamins or minerals, or other dietary deficiencies, a serious situation compounded by the fact that 300 million people around the world suffer from obesity and roughly one billion are overweight."
DANONE adapts its growth model when entering developing countries, as they are

generally characterized by lower consumer purchasing power. The focus is on high volume,

affordable prices and health benefits specified for local nutritional needs. In Indonesia

DANONE sells 2 million bottles a day of its Milkuat product priced at circa 10 eurocents

per bottle, with sales rising 70% in 2006. Milkuat contains 30% protein enriched with

calcium and five vitamins. Sixty percent of Indonesians live on less than 2.25 euro a day

and many are paid daily wages, so they buy small quantities. Comparable strategies are

applied in South Africa, Morocco, and Bangladesh.
Bangladesh is where DANONE launched a program in 2006 aiming to bring healthy daily

nutrition to low income, nutritionally deprived populations and alleviate poverty through

implementation of a unique proximity business model. For this program DANONE partners

with the Grameen Bank (of Nobel laureate Muhammad Yunus fame) and relies on creation of

independent business and job opportunities in farming, processing, sales and distribution.

The target of the Grameen Danone venture is to become a self-sustainable program involving

and committing local populations. To ensure sustainability of the initiative, special emphasis

is placed on appropriate micro-financing solutions and the relevant professional training for

local members of these communities who engage in business within the project. To maximize

the social impact of the project, Grameen and DANONE will reinvest their profits beyond

the cost of capital in up to 50 similar yogurt production plants and distribution networks

around the country.

The first plant started up in Bogra (150 km north of Dhaka) by year's end 2006. It is expected

to generate several hundred livestock farming and distribution jobs in the area. The yogurt

is branded Shoktidoi and was specially developed for the nutritional needs of children in

Bangladesh.
The initial success and interest that the Bangladesh project fosters have prompted the

company to establish a separately managed €100 million investment fund for this type

of projects, called danone.communities

Divesting the Biscuits and Cereals Division to Kraft Foods
Though sale of the Biscuit and Cereals Division and purchase of Royal Numico occurred

at the same time, they are two separate transactions, each with a distinct strategic logic.

DANONE's balance sheet is strong enough to purchase Numico without having to sell

the Biscuits (though receiving those €5.3 billion reduces the financial stretch).
The Biscuits and Cereal business in 22 countries achieved circa €2 billion in sales in 2006

with 36 factories located throughout the world and close to 15,000 employees working for

the division. Its EBITDA result was €390 million. Concerning the strategic fit with plans for

DANONE, Antoine Giscard d'Estaing explains:
"Our biscuits are a great business, growing well and with attractive margins. Nonetheless, one day it would have become a marginal business for us. Good companies change before they have to. They don't do it from a position when they are weak, they do it from a position when they are strong. We get a good price for the biscuits, because the asset is of great quality, so we should do it now."
Divestment of the Biscuits and Cereals Division has three underlying strategic reasons.

First, the structure of biscuits industry does not allow DANONE to achieve the same

profitable growth model that it has in other business lines. This is because barriers of entry are

relatively low in this sector and as a consequence competition is strong with numerous local

companies and some few global players. Secondly, it is harder to protect innovations. If one

manages to launch a successful product feature, private label manufacturers are able to copy

it far easier than if it were a dairy or water product. Without innovations, these markets have

less growth and profit potential than DANONE aims for. Thirdly, despite innovations such as

children's biscuits with higher levels of calcium and low fat content, the majority of the biscuit

business remains an indulgence category with limited scope for health orientation. For all of

these reasons, DANONE had already divested its biscuit activities in those countries where

it did not have a No 1 or No 2 position. With its identity as a health and nutrition company,

DANONE would inevitably drift further from this industry.

Adding a New Dimension of Growth: Acquiring Royal Numico
Franck Riboud in the press conference on July 9, announcing the Numico acquisition:
"With this project, we are designing a new Groupe DANONE, enhancing

dramatically its growth profile and its growth potential for the years to come." "We really think the history of this deal is more or less a top line growth story…these two companies are first of all thinking in the same way about the market in terms of marketing, branding, and health benefit. So, for us it is very important to understand that we are going to create the really purest healthy food company. This is not a marketing speech; it is reality."
Royal Numico builds on a tradition of science and research. The company started in 1896

when its founder Martinus Van der Hagen acquired an exclusive license for a method he

developed to produce infant formula from cow milk. The company introduced numerous

functional dairy products under the Nutricia brand, often developed in collaboration with

medical experts: milk with low sugar content for diabetes patients, for example.

Antoine Giscard d'Estaing explains the interest that DANONE developed in Numico:
"Three or four years ago, our internal vision on the nutritional foods offered by Numico was that this business was of little value for us, because people thought it was very remote from our core competences. It was perceived as specific nutritional solutions for people in hospitals and so on, no big brands, different business models, etc. When we

look at it today from our portfolio of the fresh dairy products business, we understand that health marketing is very important, that R&D is very important, and that we want to work on a number of new benefits. Given those, we realize that we will be much better supported if we can access the pool of research which has been done for years at Numico. This is not to say that these two markets are exactly the same, but we need that expertise if we want to make a difference in the future on themes, say for

instance anti-aging. Within the next five years some extremely interesting developments will take off from Numico's knowledge of diseases like Alzheimer's and several others, which they are trying to prevent, cure, or cure more speedily with clinical nutrition. We will try to leverage knowledge from this purely clinical nutrition business to normal consumer goods, and one day these technologies will also prove useful for other types of functional food."
One technology synergy could arise from combining DANONE knowledge of probiotics

(live cultures) with Numico expertise on prebiotics (nutrients for those cultures). Another

knowledge synergy lies in Numico's expertise in clinical testing. Beyond the scientific

discovery, documentation of scientific evidence is an important promoter for the launch of

functional food products. Expertise that Numico has developed in this field can be leveraged

to the dairy product development process at DANONE. Besides the knowledge and

technology sharing, synergies exist in marketing know-how and country presence.

Abundant Growth - Where to start?
In terms of competition, DANONE is a pacesetter in the industry, but certainly is not alone.

Opportunities the company does not seize now are likely to be taken by competitors that

are equally determined and could possibly have more resources than DANONE.

More broadly speaking, not only for Giscard d'Estaing but for the entire leadership of

Groupe DANONE, the biggest risk amidst all the opportunities might be to take the

success of past business models for granted. The health and nutrition environment is

undergoing very rapid changes in all countries of the world, but particularly in the

emerging economies where DANONE seeks much of its growth. Continued success

requires working and partnering with other parties and stakeholders in new arrangements

throughout the nutrition chain. Creating win-win relationships with these parties, and

maintaining true leadership such that others want to follow – those are significant inputs

toward innovating business models that succeed. What criteria should DANONE's

management apply when choosing their business partners and developing business models

with them?
