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Promising prospects for market expansion services in Asia

1. Summary
Although the sales markets in the United States and Europe are slowly
recovering from their lengthy downturn, Western companies continue
to turn to emerging markets and Asia in particular for accelerated growth
opportunities. In many Asian economies, domestic consumption has also
increased significantly, making it an attractive market not only for Western
but also Asian products. Consequently, intra-Asian trade has picked up
substantially, stimulating additional market growth in the region.
Companies entering any Asian country are nowadays faced with a variety
of challenges along the value chain. These include high risk, market entry
costs and a lack of local expertise and infrastructure when interacting with
customers. Local knowledge of the customer and familiarity with cultural
peculiarities has become even more important. Managing these challenges
is not only crucial for long-lasting success, but can also unleash untapped
potential.
Additionally, the global economy has become less linear over the past few
years and is turning into a complex adaptive system. Today's companies
operate in a world where VUCA (Volatility, Uncertainty, Complexity and
Ambiguity) has become the norm. Asia in particular is currently being
shaped by a high degree of volatility and uncertainty. So far, the global
markets have not lost faith in the Asian growth story, but an escalation
of political unrests in the region or a global economic shock could alter
forecasts considerably.
Given these developments and related uncertainties, trustworthy market
expansion services providers play an even stronger role to support companies
entering new and growing existing foreign markets with less capital
investment, low risk and maximum efficiency.
A long period of excessive enthusiasm for emerging markets has given
place to rather undifferentiated emerging markets bashing (in media and
investment circles) by market commentators − the third edition of the
report on the development and growth expectations of market expansion
services in Asia aims at addressing mid-term trends and development with
a clear and differentiated view on the following geographic areas: Southeast
Asia (ASEAN), Northeast Asia (including Japan) and Greater China. As in
the previous reports, we look at four key industries for market expansion
services: fast moving consumer goods (FMCG), healthcare products,
specialty chemicals and engineered products.
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Overall, the forecasts for the market expansion services industry remain
positive despite recent signs of an overall economic slowdown. The total
market for these services in Asia is expected to grow 7.8% annually over
the next five years. The 8.3% growth forecast in last year's report has been
revised slightly downward. Long-term drivers and stabilizers of growth
include a still-healthy Asian economy, government reforms to boost domestic
consumption, investments in infrastructure and an overall increasing
population. A fast-growing middle class with a high share of disposable
income is pushing the trend toward urbanization, premium products and
health-consciousness. An even stronger focus of companies on their core
competencies, cost pressure from fiercer competition and an intensification
of the local regulatory environment are pushing demand for market
expansion services further. With increased complexity in the markets
and uncertainty among market players, market expansion services are
becoming even more attractive.
Key developments vary by geographic region. In China, the government's
plan to become less dependent on export-driven growth and provide
full healthcare coverage to the country's population by 2020 is having a
positive impact on the FMCG and healthcare segments. Less developed
countries such as Laos, Cambodia and Myanmar have recently become a
center of attention for foreign investors. Vietnam and the Philippines are
attracting more and more manufacturing business as cost levels have not
yet reached those of neighboring countries. Growth of intra-Asian trade
will be additionally fueled by the establishment of the ASEAN Economic
Community (AEC) in 2015, a project to foster economic integration among
the Southeast Asian nations. And Japan's economy has returned to normal
after the natural disaster of 2011 as well as decades of economic stagnation
and growth is being further fueled by "Abenomics".
This study concludes with detailed tables on market size, potential market
share for market expansion services and growth expectations for 2013-2018.
The figures, which are based on data and reports from leading institutions,
can offer valuable insights not only for market expansion services providers
but also for their clients.
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2. Market expansion services in Asia
A. Introduction
With this issue, we are publishing the third version of our report on the
market expansion services industry in Asia. Once again it is time to reflect
on the overall development of the industry, highlight current trends and
review the predictions made in our last report. Particular attention is paid to
the impact of gradually revised economic growth rates on the advancement
of the market expansion services industry. While current outlooks are
positive, it is important to note that uncertainty about future global – and
especially Asian – economic development has increased significantly. This
development not only adds complexity to the forecasting process but also
increases the volatility of the results. The figures of this report should
therefore always be viewed with caution and under consideration of
recent developments in the region.
While Asia has long been considered the "extended workbench of the West",
the perception has changed significantly over the last few years. Countries
in Asia are pushing to strengthen domestic consumption and reduce their
dependency on exports. The recent economic boom has led to the gradual
emergence of a strong middle class, increased educational levels and a rising
share of disposable income. With Western economies recovering from the
recession more slowly than expected, companies are showing more and
more interest in Asia as an attractive sales market for their products. Even
though growth dynamics slowed somewhat in 2013, they are expected
to pick up in the long run and opportunities for market expansion services
providers remain promising.
As in the earlier publications, this market report focuses on three regions:
Southeast Asia, Greater China and Northeast Asia (see Figure 1). Excluded
are Australia, New Zealand, India, North Korea and Southeast Asian
countries that are very small in terms of GDP or population (such as Brunei
or East Timor). The regions covered in this report generated USD 18.4
trillion in GDP for 2013.
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B. Definition, scope and key industries
Definition of market expansion services
The aim of market expansion services providers is to enable companies in
expanding their products to new geographic regions or in growing their
business in existing markets. Market expansion services providers generally
support companies at different steps along the value chain, including
marketing, sales and distribution as well as customer service and support.
The combination of local experience and focus on front-end processes allows
market expansion services providers to reduce complexity and costs for
clients wishing to expand their products or grow their market share
(see figure 2).
The landscape of market expansion services providers is still quite diverse.
While some specialize in specific regions or steps in the value chain, others
offer integrated services across multiple regions. The offering can range from
standardized services to highly customized solutions which are tailored to
the individual client's or customer's need.
Since the industry for market expansion services is still rather young,
providers are often compared to single-service contractors. These contractors
are generally engaged by companies to fulfill a specific service or function –
oftentimes marketing, logistics or maintenance. Market expansion services
providers, by contrast, offer their clients end-to-end solutions, reducing
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complexity and coordination efforts significantly. Their ability to provide
support along the entire primary value chain further enables them to
channel useful feedback from markets and customers to manufacturers.
This study explicitly excludes single-service contractors and focuses on
market expansion services providers.
Key industries for market expansion services
Demand for market expansion services is driven mainly by two factors:
i) The need of an industry to have a local sales and marketing platform as
well as a strong capillary network, and ii) how much product customization
and technical know-how is needed along the value chain.
i) N
 eed for a local sales and marketing platform as well as a strong
capillary distribution network
The key driver of demand for market expansion services remains the
need for companies to have a local sales and marketing platform. Different
companies pursue different goals when they turn to market expansion
services providers. For example, large companies look to market expansion
services providers to reduce costs and realize efficiency gains. Multinational
enterprises are increasingly focusing on their key competencies, rigorously
outsourcing not only manufacturing and information technology but also
front-end processes.
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Small and midsized companies, on the other hand, often do not possess
the expertise, experience or resources to enter remote markets on their
own. With their local knowledge and bundled resources, market expansion
services providers can offer SMEs a virtually no risk and cost-efficient way
to expand their products to customers outside their normal scope.
The most demand for market expansion services is seen in industries such
as consumer goods, healthcare, engineered products and specialty chemicals.
Products from these industries require a strong local sales and marketing
platform as well as specialized services. Other industries, such as fresh
food with little need for nationwide distribution or tobacco with frequently
government controlled distribution are less attractive for market expansion
services providers.
We do not look at basic chemicals in this study as they are something of
a special case: They are usually sold bulk and without additional services,
and have dedicated distribution networks (pipelines, vessels, trains).
However, we do look at specialty chemicals such as pesticides, surfactants
and food additives. As a rule, these products are sold in low volumes
and at high prices. They also require a capillary network and specialized
services, including formulation, testing, product innovation and compliance
management – making them an interesting target for market expansion
services providers.
ii) Level of product customization and technical know-how
The demand for market expansion services for a specific product type is also
affected by its unique character and properties. Products that require a high
level of customization or in-depth technical know-how are more likely to
be handled in-house (e.g. plant engineering). They are usually developed in
close collaboration with the customer and successfully aligning the product
configuration to customer requirements is perceived as a key competitive
advantage. The industries for this type of product are not discussed further
within this report. Standardized products, on the other hand, offer great
potential for market expansion services since their functionality is less reliant
on a customer's direct input. As a general rule, the more standardized a
product the greater the demand for market expansion services.
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C. Market structure and size
The selected industries vary considerably in terms of their overall market
size and potential for market expansion services.
The total market for fast moving consumer goods (FMCG) was estimated at
USD 1,185 billion in 2013, making it the largest market in this report. One
quarter of that (USD 268 billion) is potentially suitable for market expansion
services.
The second largest source of demand for market expansion services is the
engineered products sector. With overall sales of USD 1,123 billion in 2013
(imported goods only; see Section 4.D), the market offers great potential
in terms of absolute size. The 10% market penetration rate for market
expansion services, however, is the lowest of the four industries under
consideration.
The market for healthcare products, defined as the total of prescribed drugs,
over-the-counter products and medical devices, is estimated at USD 323
billion. With a penetration rate of nearly 50%, the potential for market
expansion services is USD 159 billion, making it the second biggest market.
The specialty chemicals sector generated sales of USD 183 billion and a
market expansion services penetration rate of 11% in 2013. With a potential
of USD 20 billion for market expansion services, specialty chemicals is the
smallest market analyzed in this report (see figure 4).
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Greater China and Northeast Asia are still the biggest regions in terms of
absolute market size, resulting from the clear dominance of China and Japan
as two of the world's largest economies. Greater China accounts for USD 1.4
trillion, with a 10% increase compared to 2012 figures.
The market size for Northeast Asia is estimated at USD 979 billion while
Southeast Asia yields USD 452 billion. The penetration rate, however, is
highest in ASEAN countries across all industries, confirming the supposition
that foreign companies still perceive those diverse and fragmented markets
as complex, risky and difficult to access and therefore prefer to enter with
an outsourcing partner. Hence, companies tend to rely on market expansion
services provider with a regional coverage in these markets.
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3. Outlook and trends in the market expansion service
industry
A. Growth prospects in market expansion services
Recent developments, such as high uncertainty about China's future as a
global growth engine, the peaking indebtedness of certain Asian countries and
the political unrest in Thailand, have made forecasting future growth rates
even more challenging. Furthermore, the Fed has started to taper its stimulus
program ("Quantitative Easing") which is likely to lead to an increased
volatility and devaluation of emerging market exchange rates against the US
dollar. In the short term (1-2 years), growth rates are expected to decline
noticeably; however, market experts and global institutions (IMF, World Bank)
believe growth dynamics will be maintained over the long term (3-5 years).
Against this backdrop, the overall five-year growth forecast for market
expansion services remains positive, despite a small decrease in growth
rates. Since last year's report, forecasted annual growth for market expansion
services across all industries has been revised downward from 8.3% to
7.8%. Yet the picture varies depending on the industry: growth prospects for
the fast moving consumer goods industry improved from 7.5% to 7.7%, a
development explained mainly by the recovery of Japan's domestic economy.
In Japan, household spending has surged as prime minister Abe's policy of
fiscal spending, monetary stimulus and structural reforms – also known as
"Abenomics" – is gaining momentum. Growth forecasts for the healthcare
sector remain stable at 7.5%. Growth expectations for specialty chemicals and
engineered products were adjusted downward in comparison to last year's
projections from 9.2% to 7.5% and 11% to 8.4% respectively. With industrial
output slowing down and exports recovering slower than anticipated, demand
of industrial goods is expected to grow at a lower rate over the next five
years.
Taking a closer look at the regional level reveals that Greater China and
Southeast Asia remain attractive regions for growth. ASEAN countries are
currently in various phases of economic development. While market growth
of more developed countries has slowed down, emerging economies have
contributed significantly to the overall optimistic outlook. As in previous
years, Northeast Asia is seeing the lowest growth rates – unsurprising as
it is considered the most mature market.
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The total compound annual growth rates for the 2013-2018 period for
market expansion services are calculated from two factors: i) expected
growth in consumption and ii) expected increase in penetration rates for
market expansion services.
i) Expected growth in consumption
Economic growth projections for most Asian countries have been scaled
back several times over the past few years. The reasons for the slowdown are
varied. The global economic recovery has been more sluggish than expected
and uncertainty has increased among emerging Asian countries. Foreign
direct investments have been put on hold or retracted. The depreciation of
many Asian currencies as a reaction to the speculated tapering of the Fed's
simulative quantitative easing program upped the pressure on imports.
Other sectors (e.g. luxury timepieces) appear to have become more mature
although growth remains still on a high level.
Still, the overall economic outlook remains positive, with high single-digit
to low double-digit growth rates in most regions. Thanks to local reforms
(e.g. social services and infrastructure reform pushed by president Aquino
in the Philippines or the managed flotation of Myanmar's currency),
domestic consumption has stabilized growth and partly offset the decline
in exports. The key driver is a still growing middle class with an increasing
share of disposable income. This trend, enhanced by the effects of increased
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education, will cause purchasing to shift away from necessities and low-cost
products toward optional and high-quality products. The shift will boost not
only FMCG and healthcare sales, but also industrial goods such as specialty
chemicals and engineered products needed to produce these consumer
products.
The growth drivers described apply for most Asian countries. In Indonesia,
Malaysia and Thailand growth rates declined slightly, resulting primarily
from increased short-term uncertainty. The decline has mainly taken place
in the engineered products, specialty chemicals and consumer goods sectors,
while healthcare was not as affected. A lot of funds have flowed into these
countries over the last few years, but investors are currently holding back
in order to monitor political and economic developments. If the current
uncertainty were to continue, long-term growth rates would potentially
also be negatively affected.
On the other hand, Cambodia, Laos and Myanmar – though small in
absolute size – show high or even increased growth rates. In Myanmar
especially, reforms have boosted the local economy and attracted foreign
businesses. Vietnam and the Philippines have benefited from the current
weakness of more-developed Asian countries, higher cost levels in China
and economic reforms by the government.
Indicators in China are mixed: while the consumer goods industry is
prospering, the investment goods sector is affected by overcapacities,
a slowdown in exports, a more restrictive credit policy and temporary
stagnation in some industry sectors (e.g. wind power). The magnitude and
duration of these risks can have significant additional effects on the five-year
growth rates. Additionally, the Chinese luxury timepiece market has been
influenced by the introduction of anti-corruption laws which altered growth
forecasts to some extent. In Northeast Asia, the economic situation has
returned to normal after the triple tragedy in 2011 in Japan as well as
the subsequent economic recovery in 2012. Growth in Japan is being
further fueled by fiscal spending, monetary stimulus and structural
reforms associated with "Abenomics".
ii) Increase in penetration rates
Asia will continue to be an attractive sales market for Western companies.
Additionally, local Asian companies are expected to increase their geographical reach. As traditional Western export markets no longer show
growth potential, Asian companies turn to neighboring countries in the
search for new expansion opportunities and therefore require the support
of a market expansion services provider. This, together with the fact that
multinational companies further shift production for the Asian market
to Asia, is boosting intra-Asian trade.
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This development, together with the increased pressure on companies
to improve efficiency in order to stay competitive and the more complex
and uncertain market environment will lead to greater demand for market
expansion services. A consistent focus on core competencies will require
outsourcing non-core competencies along the value chain to integrated
market expansion services providers.
B. Competitive dynamics
In our last report, we predicted further consolidation for the market
expansion services industry. The acquisition of Primatek by DKSH is just one
examples of how this trend is continuing. Drivers of further consolidation
include the ongoing professionalization of market expansion services,
manufacturers' need for fully-integrated service providers to ensure the
integrity of the value chain and the ability to provide market feedback
from customers. Manufacturers also expect to achieve additional efficiency
gains and reduction of complexity by combining market expansion services
agreements from many local providers into a cross-regional single point of
contact. Pan-Asian cross-industry providers of market expansion services
are best positioned to service the new needs arising from consolidation
and benefit from it.
Generally, the market expansion services industry can be divided into
four different types of service providers:
Pan-Asian cross-industry market expansion services providers: These
providers have operations in several countries and offer their services
to several industries. Their value proposition is rooted in their regional
coverage and the ability to realize synergies. In this market, they are the
only providers that can benefit significantly from economies of scale (e.g.
investment possibilities and relationship networking) and offer their clients
solutions for an entire region. Since these attributes are difficult to replicate,
entry barriers are relatively high.
Pan-Asian single-industry market expansion services providers: These
providers operate in several geographic markets but in only one specific
industry. Their value proposition is their industry specialization coupled with
cross-border activities. It is for them very important to achieve a critical mass
in each country. Otherwise, an inability to exploit economies of scale will
hinder their efficiency.

15
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Local cross-industry market expansion services providers: These providers
operate in only one country but cover several industries. They are much
smaller than broad-based pan-Asian market expansion services providers
and are usually family-run. Their focus is geographically limited due to a
lack of regional market knowledge and insufficient financial resources to
build up additional infrastructure abroad. Their distinctive value proposition
is a strong local foothold and access to local customers.
Local single-industry market expansion services providers: Local niche
players are active in a single country and provide services in one specific
industry. Similar to local cross-industry players, they lack the regional market
knowledge needed to build up additional infrastructure abroad. Though
negligible on an international scale, niche market expansion services
providers can still grow to a respectable size in large countries such as
China and Japan.
Since the last report, there have been no major changes to the competitive
landscape. DKSH continues to be the leading player among the pan-Asian
cross-industry market expansion services providers in terms of transaction
value and service sophistication. LF Asia, Jebsen & Jessen and the Getz
Group are companies of similar scope, with partial regional and crossindustry coverage. Other pan-Asian market expansion services specialists
continue to focus on a single industry, including Zuellig Pharma
(pharmaceuticals), Brenntag (specialty chemicals) and Connell Brothers
(specialty chemicals). Some smaller competitors have been absorbed as part
of the industry's consolidation trend; for example, the takeover of Primatek
by DKSH mentioned above.
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4. Market expansion services in different industries
A. Fast moving consumer goods
The fast moving consumer goods (FMCG) industry covers products
characterized by large volume turnovers and a high purchase frequency.
They are also affordable by a large share of the population. Typical FMCG
products include foods and beverages plus non-food items such as personal
and beauty care products (cosmetics, lotions, shampoo, disposable paper
products, etc.), household care items and pet products.
Multinational consumer goods companies usually enter the markets with
global brands and compete against well-established local brands. Although
their brands enjoy strong recognition, the ten largest producers – including
Nestlé, Philip Morris, Unilever and Procter & Gamble – make up just over
10% of the global market.
Market structure and size
The Asia-Pacific region is home to 2.2 billion consumers. Traditionally,
purchases of day-to-day products have taken place at nearby wet markets,
mom-and-pop stores or small local supermarkets. During the recent growth
period, the market has allowed for the development of modern sales
channels. While tradition retail channels continue to dominate the market,
modern trade channels, such as supermarkets chains, hypermarkets and
convenience stores, are slowly growing.
These fundamentally different sales approaches pose diverse challenges
for producers of consumer goods. In order to reach the majority of the
consumers in Asian cities and rural areas alike, companies must broadly
combine effectively and efficiently modern and traditional trade in their
"go-to-market" approaches. A generally underdeveloped logistics
infrastructure as well as cultural diversity within the same country
(e.g. Indonesia) add additional complexity. Successful companies follow a
customized approach with different product formats for different channels,
strong local sales force, a capillary distribution network, specialized
marketing and individual point of sale (POS) support.
Adapting to local specifics and tailoring solutions to them are key success
factors in the Asian FMCG market. Market expansion services providers
with a top-notch local sales and distribution network are well equipped
to face these challenges since they are able to offer customized solutions
along the marketing, sales, distribution, logistics and customer service
value chains.
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We estimated Asia's market for expansion services in the FMCG industry at
around USD 269 billion, which represents 23% of the total FMCG market.
Southeast Asia's penetration rate is relatively high since its underdeveloped
sales networks require additional local knowledge and experience. The
potential for market expansion services providers is naturally limited due to
the large share of freshly produced and consumed products (e.g. vegetables)
and their nature (e.g. durability, handling, etc.). Other sub-categories such as
tobacco and alcoholic beverages are still largely regulated by the government
(see figure 6).

The market expansion services landscape in the Asian FMCG segment
remains fragmented. Very few large brands have built up their own
distribution networks, while smaller distributors generally focus on a
specific geographic region or product category. Most providers also offer
only a limited range of standardized services and generally concentrate on
single steps along the value chain. Manufacturing companies, however, are
looking more and more for integrated distribution partners in order to realize
efficiency gains. Only DKSH can cover most Asian regions and offer fullyintegrated market expansion services at the same time.
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Market outlook and trends
Despite a slowdown of overall growth in most Asian economies, the market
for fast moving consumer goods has remained strong. The outlook for
market expansion services in this segment remains very positive over the
next five years, with an expected growth rate of 7.7% across all regions. The
sector has been relatively immune to weakening growth prospects, and the
consumption market (especially in ASEAN countries) has still high growth
potential. Main growth driver remains an increasing middle class which is
further fueled by an increasing average wage and accordingly a higher share
of disposable income. Nevertheless, continued political unrest in Thailand,
re-elections, failure to implement announced reforms, slower-than expected
recovery of the export markets and a further devaluation of exchange rates
in Southeast and Northeast Asia as a result from US tapering could have a
negative effect on growth rates.
Projected rates are still highest for China with 11.2% per year, but a
correction is gradually setting in. In Southeast Asia, growth rates declined
from last year's forecast of 9.9% to 9.4%. The strong ongoing recovery of
the domestic market in Japan after recent political reforms ("Abenomics")
has raised Northeast Asia's growth rate to 1.4%.
Growth in consumption of fast moving consumer goods in Southeast Asia
and Greater China is driven mainly by an increase of population, declining
unemployment and a growing middle class with higher disposable income.
The pursuit of better quality products has led to a trade-up from standard
to branded quality products. A higher level of education has increased
awareness of and attention to health and wellness topics, which in turn
boosts sales of beauty and personal care products. As Asian megacities
mature, growth is shifting to second- or third-tier cities where urbanization
continues steadily.
Prospects of high growth continue to attract foreign and local companies
to expand their products in the Asian region. Market complexity and the
requirement of local knowledge have boosted the demand for market
expansion services in order for companies to drive expansion on a costefficient basis. Forecast changes in the penetration rate of market expansion
services range from 0.5% to 1.1% (see figure 7).
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Specific developments in some countries have had diverse effects on their
fast moving consumer goods sectors. While the effects of the RMB 4
trillion stimulus program launched by the Chinese government in 2008 are
slowly wearing off, policy makers are continuing to push domestic growth
with a series of reforms. The market for premium alcoholic beverages in
China has been hit hard by the government's decision to tackle corruption
and excessive spending. This drop is expected to be offset by consumers
switching from cheap alcoholic beverages to premium liquors. The FMCG
market in Hong Kong is stimulated by a still growing number of Chinese
tourist shoppers in search of cheaper prices and trusted product quality.
The Indonesian government's decision to raise the minimum wage 44%
in 2013 is expected to stabilize FMCG sales there by boosting disposable
income in the medium term. A 7% increase of the minimum wage in Hong
Kong and the 300-baht minimum wage policy introduced by the Thai
government at the beginning of 2013 are likely to have positive effects
on the FMCG market.
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Spotlight: Luxury timepieces
Between 2010 and 2012, the luxury market in Asia was booming with double-digit growth in
almost all major countries. While the market is expected to prosper further, growth is leveling
off on a still high level. The market for luxury timepieces has been influenced short-term
especially by Chinese anti-corruption laws banning extravagant spending on government
officials, introduced at the beginning of 2013. Gifts to officials made up an substantial
amount of the market for luxury timepieces. We estimate the total size of the market for
market expansion services to be USD 2.1 billion: USD 1.5 billion in Greater China, USD 0.4
billion in Northeast Asia, and over USD 0.2 billion in the three major markets of Southeast
Asia – Malaysia, Singapore and Thailand (see figure 8).

	The general outlook for market expansion services of luxury timepieces in major Asian
markets remains positive. The growing upper and middle classes in Greater China and
Southeast Asia are generating additional demand. This effect is stronger for ASEAN countries
where the market for luxury timepieces is not yet as mature and population is growing; in
China the growth of store openings has slowed down. The combination of high luxury taxes,
appreciation of the yuan and booming travel to Western countries further curtailed growth in
the Greater Chinese market. Neighboring countries that have benefited from Chinese luxury
shopping tourism – namely Hong Kong, Taiwan and South Korea – are also affected shortterm by the developments in China. Consumer confidence in Japan is slowly recovering after
a dramatic drop in luxury good sales resulting from the triple tragedy in 2011.
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B. Healthcare
The healthcare industry as defined in this report consists of three sub-sectors:
prescription drugs, over-the-counter (OTC) products and medical devices.
Prescription drugs cover all licensed products – including both patentprotected and generic drugs – that can be obtained only with a physician's
prescription. OTC products, by contrast, are available without prescription,
and include analgesics, digestive remedies, eye-care products, nutritional
products, vitamins, dietary supplements, allergy care products and traditional
healthcare products. While both classifications differ greatly in terms of the
regulatory requirements and reimbursement, in Asia they are generally sold
through the same channels: pharmacies and hospitals.
Medical devices include consumables (e.g. wound care products and
catheters), diagnostic devices (diagnostic instruments and X-ray apparatus),
dental products (drills and supplies) and orthopedic, implantable and other
devices.
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Market structure and size
The pharmaceutical industry has shown impressive growth rates over
the last decade. Aging patents, launch delays and non-approval of newly
developed products, however, pose a significant risk for a pharmaceutical
company's future revenues. In addition, government regulations in this
sector have intensified and are becoming less predictable by the market
players. Caps on drug spending enforced by governments worldwide,
difficult pricing and rising product development costs have put additional
pressure on margins. This increased uncertainty about the approval
and enforcement of prices for new drugs poses a significant risk for
pharmaceutical companies. All of the described developments force
companies to focus on their core competencies, such as research and
development and global marketing, and search for efficiency gains within
their existing business model.
Depending on the portfolio size within a country, sales activities can vary
significantly. Manufacturing and distribution processes, on the other hand,
do not offer room for differentiation. Western companies are generally
reluctant to invest in these areas of the value chain. While nearly onethird of manufacturing is already outsourced to third-party manufacturers,
pharmaceutical companies are increasingly looking into outsourcing their
sales and marketing activities in addition to their distribution. Moreover,
services such as regulatory services, product registration, cash collection
or invoicing are in high demand.
The unique characteristics of prescription and OTC drugs (challenging
standards in terms of lead time, strict corporate governance requirements,
pharmacovigilance [drug safety], product quality) make their distribution
rather complex. Asian markets vary widely with regards to their regulatory
environment, healthcare system, integrity of the healthcare value chain and
attitudes toward the protection of intellectual property. While healthcare
companies often lack the required capabilities and scale in such markets, are
market expansion services providers usually better equipped to cope with
these diverse challenges. They are able to bundle products from multiple
pharmaceutical manufacturers to reach economies of scale and efficiently
run distribution networks in Asia's highly fragmented markets. Additionally,
market expansion services providers offer an integrated approach including
regulatory services, marketing, sales and a closed distribution and logistics
network with invoicing and customer support.
We estimate the overall market size for market expansion services in the
segment for prescription drugs and OTC products to be around USD 147
billion. With about 50%, Northeast Asia holds the largest share of the
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total market. The size for market expansion services in Greater China was
estimated at USD 61 billion while the Southeast Asian market was valued
at approximately USD 13 billion (see figure 10).

Medical devices show a lower penetration rate for market expansion
services when compared to the market for prescription drugs and OTC
products. Manufacturers of medical devices often consider control over
the entire value chain essential for long-term success. Products are
technologically advanced and a potential third party would have to possess
detailed knowledge in order to offer services on a high quality level.
Additionally, interactions with the customers through after-sales services
and customer support can offer valuable insights that flow directly into
the product development process. The customer segment for high-tech
medical devices is much more concentrated, making market development
less capital-intensive. Larger, highly developed hospitals tend to be regular
consumers of medical devices, and can be handled by a smaller sales
force. In addition, hospitals increasingly turn to market expansion services
providers which are then managing the procurement and logistic flow of
medical devices within the hospitals.
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Nevertheless, the potential for market expansion services providers in this
area is growing. Increased cost pressure and competition forces companies
to reevaluate market access options. Improved product availability,
proximity to local customers and improved after-sales services can create
competitive advantages.
We estimated the overall market size for market expansion services for
medical devices in Asia to be around USD 12 billion with a penetration
rate of 20%. Northeast Asia again dominates the market with a size of USD
6.7 billion, followed by Greater China at 3.8 billion and Southeast Asia at
1.4 billion (see figure 11).

The market for market expansion services in Asian countries remains
fragmented. Fast growing and immature markets such as Cambodia, Laos
and Myanmar are dominated by a large number of local players, while in
China major government-owned companies are in the lead. Most market
expansion services providers concentrate on their domestic home markets
with a specific range of services. DKSH and Zuellig Pharma are currently the
only market expansion services providers offering their services across most
Asian countries. They thereby cover prescription drugs, OTC products and
medical devices.
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Market outlook and trends
Over the next five years, we expect the Asian healthcare market to continue
growing at strong rates, making it the fastest-growing healthcare market
in the world. However, market growth becomes more volatile as drivers
in the individual markets change. Government spending is gradually being
restricted in order to tame rising healthcare costs, whereas private spending
on healthcare products and medical treatments is quickly increasing in
line with a growing middle class. On the other hand, the Asian healthcare
market is still rather underserved when compared to Western markets. This
untapped potential offers leeway for companies to grow. In addition, the
increased penetration of government health insurance among the population
is creating additional demand for healthcare products all over Asia.
Chinese government officials have introduced stricter compliance standards
and healthcare reforms after the corruption scandals at multinational
pharmaceutical companies in 2013. Even though China is continuing with
its plan to provide the country's rural population with acceptable access to
healthcare by 2020, reforms to drug pricing and procurement practices have
increased pressure on prices and margins.
Governments are endeavoring to limit rapidly rising healthcare costs, while
private spending and medical tourism is pushing pharmaceutical growth.
Transfer of cost pressure on the medical device segment and reduced
investments into the healthcare infrastructure weaken demand for medical
devices. Emerging countries including Cambodia, Laos and Myanmar show
improved growth forecasts as initial investments into the healthcare system
(e.g. hospitals) are fueling demand for healthcare products. Overall, the
outlook for the next five years remains positive (see figure 12-14).
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Demand for market expansion services is expected to increase as
pharmaceutical companies streamline their activities. Companies intend
to scale back their operations while increasing the product portfolio at
the same time. From this, possibilities arise for outsourcing the sales,
distribution and after-sales process to market expansion services providers.
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C. Specialty chemicals
Specialty chemicals have a wide range of applications in industrial,
consumer and healthcare products. For example, they can be found in
fertilizers or crop protection for the agricultural sector, in sealants, coatings
and paint for construction or in perfumes and detergents in the consumer
goods segment. Electronic chemicals, surfactants, construction chemicals,
pesticides and specialty polymers make up around 40% of the overall
chemicals market.
The specialty chemicals industry differs significantly from the commodity
chemicals sector. Capital expenditure is usually lower, cash generation
higher and the switching cost for the customer sizable. It is characterized
by comparatively low turnover volumes, higher per unit prices and a
fair amount of customization. In recent years, overcapacity and a shift of
production to low-cost countries has increased price pressure in a rather
mature industry sector.
Growth is driven mainly by demand for variations on existing products.
While the specialty chemicals industry is a pure B2B business, it
depends heavily on trends in the end-user industries. Concerns about
environmentally friendly substances have increased demand for new
chemical applications such as biodegradable packaging and water-based
plastics. Greater health awareness demands emission-free building
materials and skin-friendly cosmetics.
Market structure and size
The unique characteristics of the specialty chemicals industry as well
as specific requirements of different customers bear potential for market
expansion services. Manufacturers of specialty chemicals normally manage
large accounts directly since they are perceived as crucial for overall success.
But at the same time, they often lack the critical mass to manage small and
midsized customers, which make up a substantial part of the local market.
They tend to rely on third parties who can not only manage the sales,
marketing and distribution process but also offer consultation and advice
on product development and innovation.
Specialty chemicals face a high degree of geographical customization:
they must be adapted to local product requirements and comply with the
complex regulatory environment in Asian countries. Market expansion
services providers can build on their extensive local knowledge and utilize
their existing distribution network to supply small quantities efficiently.
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Manufacturers are normally very specialized whereas market expansion
services providers can function as a single point of sourcing for the customer.
Additionally, market expansion services providers can support their clients in
dealing with the growing regulatory requirements in the respective markets.
We estimate the current size of the Asian market for expansion services
in specialty chemicals to be around USD 20 billion, with Greater China
accounting for the largest share with USD 11.1 billion. Northeast Asia
represents a market of USD 6.7 billion, and Southeast Asia a market of
USD 2.0 billion (see figure 15).

The competitive environment in market expansion services in the specialty
chemicals industry is highly fragmented, with more than 1,500 providers.
Most focus on specific products or sub-segments. Larger companies such as
Sumitomo Chemical or Nagase are focused primarily on their home markets.
Most international players – namely DKSH, Connell Brothers and Brenntag
– offer comprehensive solutions rather than single products across the
largest Asian economies.
Market outlook and trends
The market for market expansion services is driven by two factors: the
demand for specialty chemicals from industrial and consumer industries
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and the demand for market expansion services from specialty chemicals
manufacturers. While the latter is still growing, industry demand for
specialty chemicals in Asia has weakened in the wake of the slowdown in
China and other emerging economies. The slowdown in growth in industrial
markets has partly been offset by the increased demand of manufacturer
in consumer industries for innovative products. Depending on the
development of the industrial sector, market growth in specialty chemicals
could further decline. On the other hand, if market uncertainty prevails,
demand for market expansion services is likely to increase. Companies are
likely to avoid the risk of direct market investments under such conditions.
Estimated annual growth in the penetration of market expansion services
will be 0.7% in Northeast Asia, 1.4% in Greater China and 1.6% Southeast
Asia (see figure 16).

More and more, manufacturers are looking for integrated market expansion
services providers that not only service the entire value chain but also
offer additional value-added services such as formulation support, product
development and market intelligence. The focus of specialty chemicals
manufacturers has shifted toward developing new and innovative products.
The sales and distribution process is handed over to regional market
expansion services providers in order to realize efficiency gains and increase
professionalization.
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D. Engineered products
In keeping with the objective of this report, we define engineered
products as capital investment goods used in the industrial development
and production of goods. This definition comprises industrial devices,
instruments and equipment (e.g. photovoltaic equipment, analytical
instruments, life science instruments and environmental technology),
industrial machinery (food processing machines, handling equipment, textile
machines, metal working, machine tools) and power generation machinery
(engines, motors, small generators). Regarding plant engineering, it is
characterized by a certain degree of customization, high complexity and a
project-based planning approach. This limits demand for market expansion
services and is thus excluded from our analysis.
Unlike other industries, the engineered products sector consists of a wide
range of highly specialized sub-industries. Technological requirements,
product complexity and order magnitude vary considerably depending
on the customer's sub-sector. However, all categories are long lifecycle
investment goods, requiring a high level of customization and offering a
market for after-sales services. The market for market expansion services
is hence very granular.
The engineered products industry is highly fragmented with multinational
technology conglomerates (ABB, Siemens, General Electric, 3M, Schneider,
etc.) as market leaders in selected sub-industries. However, most subindustries also attract a large number of smaller specialized market players
(Trumpf, Georg Fischer, Sulzer, A&D, etc.). Increasing local competition in
Asia has put pressure on sales margins for conglomerates and niche players
alike. In response, companies are shifting their focus more and more to aftersales services and selling solution packages rather than single products.
Market structure and size
The demand for engineered products among Asian countries remains high:
import figures were USD 1,223 billion in 2013. In dollar terms, the market
stagnated at a high level; in local currency, the demand grew by 4.3%.
The overall penetration rate for market expansion services increased slightly
to 9.5%, although engineered products still has the lowest penetration
rate in this report. Multinational conglomerates are able to enter even
remote markets through their global, internal sales networks. Companies,
including small and medium-sized companies, challenged with entering
the Asian markets on their own have chosen to rely on exclusive agents
for sales and marketing and third-party service providers for maintenance
and service. While this mode of operation has worked in the past, the trend
of technological companies offering integrated solutions rather than single
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products will require that partners offer them support along the entire value
chain. The ongoing shift from local sales agents and service firms to market
expansion services providers is expected to accelerate with increasing market
maturity.
We estimated the market size for market expansion services in 2013 at
USD 23.8 billion for ASEAN countries, USD 66.3 billion for Greater China
and USD 18.3 billion for Northeast Asia. This forecast is based on the
assumption that it is still mainly foreign companies that take advantage of
market expansion services providers as local technology companies in general
utilize their own resource or engage local providers to manage their domestic
markets. However, Asian companies are starting to reach out to market
expansion services providers in order to bring their products to neighboring
countries. The forecasts are based on the USD import volumes for engineered
products and import quotas for the individual countries (see figure 17).

DKSH remains the leading market expansion services provider in a still
fragmented and competitive market environment. Local players continue
to operate solely in selected niche markets and countries. Japanese trading
houses (keiretsu) selectively provide market expansion services to domestic
manufacturers, while some providers focus exclusively on Chinese products.
Only a few companies, including DKSH, cover the entire Asian region with
market expansion services.
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Market outlook and trends
The market dynamics for market expansion services in the engineered product segment
are still intact: The shift from single-service providers to full-service contractors as well
as further consolidation among market participants are expected to continue.
After years of rapid economic growth in Greater China and Southeast Asia, growth
forecasts in engineered products have been adjusted downward over the course of the
past year. Adjustments are explained by a slower than expected global recovery and
maturing domestic markets. Foreign direct investment in Greater China and Southeast
Asia has dropped significantly due to increased political and economic uncertainty.
In the short term, companies are holding back investments and awaiting further
developments. The forecast figures are based on the assumption that confidence will
eventually return to the market and the engineered products market will stabilize. In
the event of ongoing uncertainty, growth rates could experience a further correction.
However, demand for market expansion services could increase based on the
additional complexity.
While these developments have led to a slowdown in private sector spending,
ongoing government investments into infrastructure and transportation projects have
a stabilizing effect on the industry. Continuing political unrest or upcoming elections
could potentially hinder growth rates. Imports of engineered products are expected to
grow at an annual rate of around 8.1% in Southeast Asia, 6.3% in Greater China and
8% in Northeast Asia. Market growth rates in Northeast Asia have remained stable.
The effects of extensive investments after the triple tragedy in 2011 in Japan are
slowly wearing off and the strong devaluation of the Japanese yen against the dollar
is hindering imports. With Japanese exports becoming cheaper, South Korea's imports
have jumped as both economies are very interdependent. The penetration rate for
market expansion services is set to grow by an estimated 1.4%. This growth rate
reflects the trends discussed above and is well above the growth rates expected
in the other three industries analyzed in this study (see figure 18).
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Appendix – Detailed tables at country level
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Methodology
For the purposes of this study, Roland Berger Strategy Consultants developed
a market model that covers four main industries (including over 70 subindustries and segments) in 14 Asian countries. The model provides a
market outlook through 2018.
Market sizing
The market model is based on industry-specific data and reports from
leading institutes in the industries covered. For each industry, we talked to
experts about which data source best fits our purposes. Wherever possible,
Roland Berger Strategy Consultants based its analysis on only one source
per industry. This was done to make the results across different countries
as reliably comparable as possible. However, for some industries (such as
specialty chemicals) and certain countries (especially peripheral countries
such as Cambodia, Laos and Myanmar), the chosen data source did not
provide all the information required. In these cases, the missing data was
either retrieved from additional leading data sources or modeled from the
best available proxies, using regression analysis based on the available data
set (e.g. GDP for consumer goods, national health expenditure for medical
devices, etc.). Macroeconomic data such as GDP figures and national
health expenditure were retrieved from sources in the public domain
(e.g. UNCTAD, World Bank, IMF, WHO and national statistical offices).
Figure 19 provides a detailed overview of the most important sources:
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Market breakdown
After calculating the size of the market for each industry, Roland Berger
Strategy Consultants estimated the size of the market for market expansion
services in a multi-step approach. The input for this market breakdown
conducted in the course of preparing the initial report in 2011 was a
combination of (quantitative) market data and (qualitative and quantitative)
expert opinions.

Market projection
Our market projections forecast both market demand and the penetration
rate for market expansion services.
All our market projections are reported in current prices and based on fixed
exchange rates (base: 2013), thus price changes as well as volume increases
are both considered in the forecast figures, although a differentiated
presentation of both effects is not included in this report. Where available,
future projections (for demand) were taken directly from market databases
published by the relevant research institutes (e.g. Euromonitor). Where
these leading sources did not provide the data needed for specific segments
or industries, future data was modeled based on the best available
macroeconomic proxies.
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Please note that in some cases, 'change in consumption' and 'change in
MES penetration' do not add up to 'Total compound annual growth rate'
due to rounding errors.
Validation
To validate the assumptions underpinning the market model and the
company-specific data, Roland Berger Strategy Consultants originally
conducted more than 100 interviews with industry leaders, experts and
academics. The current update was validated further by means of additional
interviews with various general experts on market expansion services and
the Asia Pacific markets.
Restrictions
As with any model, forecasting methodology or competitive analysis, our
analysis tool is subject to certain limitations. For the methodology described
above, the most important restrictions are as follows:
> M
 arket size: The market sizes are based on market data from leading
institutes. As explained above, incomplete data was modeled on the basis
of the best available proxies. However, the market sizes modeled are only
approximations and may differ from actual market sizes.
> M
 arket breakdown: The market breakdown is the result of our analysis of
quantitative and qualitative information consolidated from market reports
and interviews with experts. Qualitative information is necessary for a
realistic market breakdown. By consequence, however, estimates are
inherent in the methodology, resulting in best approximations that may
again differ from actual market sizes.
> M
 arket forecasts: The market forecasts are projections of the future and
can never fully take account of all eventualities. They remain predictions
– nothing more, nothing less. It follows that any unpredictable events that
impact economic developments cannot be mirrored in such forecasts. The
forecasts made in this report incorporate expected future market trends
based on the information available at the time of quantification. Certain
deviations are to be expected.
Despite these significant restrictions, we are convinced that our analysis
presents a true and fair picture of the markets analyzed.
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Disclaimer
To create transparency in an industry not yet researched by any independent
analysis, this report, commissioned by DKSH, has been prepared by Roland
Berger AG on a neutral, objective and independent basis.
The present report is provided by Roland Berger AG for information
purposes only. Each recipient should conduct its own analysis of the
information contained in this report. No recipient is entitled to rely on the
work of Roland Berger AG in this report for any purpose. No representation
or warranty (express or implied) is given as to the accuracy or completeness
of the information contained in this report. To the extent permitted by law,
Roland Berger AG, its members, employees and agents accept no liability,
and disclaim all responsibility for the consequences of the recipient or anyone
else acting, or refraining to act, in reliance on the information contained in
this report or for any decision based on it.
Any estimates or projections of future economic performance are influenced
by numerous factors that may impact the various components of the estimates
or projections. Although Roland Berger AG exercises reasonable care when
making forecasts or predictions, factors in the process, such as market behavior,
are inherently uncertain. As such, future events may not unfold as expected
and actual results achieved for the forecast periods covered may vary from the
information presented. Any estimates or projections will only take into account
information available to Roland Berger AG up to the date of delivery of this
report; hence, findings may be affected by new developments. Accordingly, we
do not guarantee that any outcome presented in this report will be achieved.
Further, events may have occurred since we prepared this report which may
affect it and its findings.
Roland Berger AG has indicated within this report the sources of the
information provided. We have not sought to independently verify those
sources unless otherwise noted within this report.
Roland Berger AG is under no obligation in any circumstances to update
this report, in either oral or written form, for events occurring after the
report has been issued in final form.
The recipient must not reproduce, disclose or distribute the information
herein without the express prior written consent of Roland Berger AG.
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