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SERVING GLOBAL MARKETS

LEARNING MODULES CHAPTER SEVEN

International trade now accounts for at least 25 percent of the U.S. gross domestic product (GDP).  The top ten U.S. trading partners (with Canada, Mexico, and China being the largest) account for nearly 70 percent of U.S. imports and two-thirds of U.S. exports.  International trade can be divided into two categories:  exporting, or selling products outside of the home country, and importing, the purchasing of products outside of the home country.  International trade is vital to a nation and its marketers for several reasons.  It expands markets, makes production and distribution economies possible, allows companies to explore growth opportunities in other nations, and makes them less dependent on economic conditions in their home nations.


INTERNATIONAL MARKETS: SOME DISTINCTIONS   Module 7.1
Domestic Marketing—
developing marketing activities that focus on the market in the country of origin 

International Marketing—






              developing marketing activities across national boundaries 

Multinational Marketing—






         developing individualized marketing activities for different world markets; a customized approach 

Global Marketing—







          developing common marketing activities for a single world market; a standardized approach 

Note that the term international marketing has little meaning. On the other hand, note the important contrast in the meaning of the terms multinational and global marketing.  A multinational strategy attempts to recognize the important differences between different countries and cultures, designing a different marketing mix for each of these different markets in order to best meet the needs of a localized market.  A global strategy, on the other hand, attempts to recognize the commonalities between different countries and cultures, designing a single marketing mix that meets the needs of all areas, thereby ensuring consistency in brand perceptions and efficiencies in production.  Neither approach is universally best in all situations.  Most textbooks are not so specific with these definitions and are sometimes very loose in interchanging these terms; I believe, however, that it is important to distinguish strategies. 

The general perspective in this course is that "international" marketing is no different from "domestic" marketing.  Consider the case of a U.S. auto manufacturer who complained that U.S. sales in another country were unfairly being stifled because auto dealerships refused to sell the American made cars.  But then consider that the dealers could not sell American left-hand drive cars in a country which required right-hand cars.  This is not an issue of international marketing; it is an issue of belligerence and stupidity.  According to the notion of the marketing concept, you cannot attempt to sell things that people neither need nor want and expect to stay in business very long. 

In practice, however, there are some very special problems with marketing across domestic borders which create severe barriers to entry in foreign markets.  Different languages, cultures, and political systems lead to different consumer needs and wants, different laws and regulations, and different channels for distribution and for marketing communications (promotion). 



THE IMPORTANCE OF GLOBAL MARKETING   Module 7.2
A look at Table 7.1 reveals that half of the world’s largest corporations are headquartered in the U.S.  For most U.S. companies—regardless of size—global marketing is rapidly becoming a necessity.  Companies are not only maturing in their markets, but the demand for foreign products in the fast-growing economies of Pacific Rim and other Asian nations offers one example of the benefits of thinking globally.  In a recent year, U.S. exports to Asia rose 37 percent to about $200 billion—almost twice its exports to Europe.  This surge is partly because Asian consumers believe American goods are higher quality and a better value than those made in their own countries.  The slogan “Made in the USA” yields tremendous selling power throughout the world.  As a result, overseas sales are important revenue sources for many U.S. firms.

Top five U.S. Exports—                






          1)  agricultural products,  







          2)  electrical machinery, 







           3)  computers and office equipment, 






            4)  general industrial machinery, and 






          5)  motor vehicle parts.

Table 7.1                                                                                                                                             The World’s Largest Marketers Ranked by Sales

	RANK
	COMPANY
	COUNTRY OF ORIGIN

	1                                              2                                              3                                              4                                              5                                              6                                              7                                              8                                              9                                             10
	Wal-Mart Stores     ExxonMobil                General Motors Royal Dutch/Shell Group       British Petroleum (BP)     Ford Motor Co. DaimlerChrysler  Toyota Motor Corp. General Electric Mitsubishi
	United States                                                        United States                                                    United States                                                          United States                                                 Netherlands          United States     Germany                 Japan                    United States         Japan


Other global statistics—                                                                                                            
· Leading U.S. firms in terms of revenue generated from exports are Boeing, Intel, Motorola, Caterpillar, and Sun Microsystems.  
· Wal-Mart is the world’s largest private employer (1.5 million people) and largest retailer (annual sales are 50 percent greater than Target, Sears, Costco, and Kmart combined).  And recently passed longtime leaders of ExxonMobil and General Motors as America’s largest corporation.  
· Wal-Mart is now devoting billions of dollars in expansion efforts abroad in Great Britian, the European mainland, Japan, and South American. 

Opportunities for smaller companies building Web sites— Beth and Lou Drucker began operating a wedding supplier referral service in 1996 with $3,000.  They went online recently at http://www.newyorkmetroweddings.com. The site was an instant hit receiving about 300,000 visitors per month.  Within 12 months, the company tripled in size.   

Top five U.S. imports— 







          1) computers and office equipment,






          2) crude oil,









              3) clothing,









          4) telecommunications equipment, and 






          5) agricultural products.

Service and Retail Exports—





                        1) Manufacturing no longer leads the way in terms of annual production output in the U.S. accounting for 40 percent of gross domestic product (GDP) or two of every five dollars.               

2) Services—banking, entertainment, business and technical services, retailing, and communications—accounts for 60 percent of GDP or three of every five dollars.                             

3) The U.S. is the world’s largest exporter of services and retailing.  Of the approximately $290 billion in annual U.S. service exports, over half comes from travel and tourism.  Tourism is the third largest U.S. industry, contributing $430 billion to the economy each year.  With 102 million tourists per year, the U.S. ranks second only to China in visitors. By 2020, tourists will spend $2 trillion during their international travels. 






            

4) The most profitable U.S. service exports are business technical services such as engineering, financial, computing, legal-services, insurance, and entertainment.    

· Financial services is expanding globally via the Internet with online stock trading and banking leading the way.  By 2005, nearly 60 million French, German, British, Italian, and Spanish consumers were banking online.  Take a glance at the New York Stock Exchange and you will see a growing number of foreign companies listed on the exchange. 

· A number of global service exporters are household names in the U.S.:  American Express, AT&T, Citigroup, Disney, and Allstate Insurance.  Others are smaller firms, such as the many software firms that have ventured abroad.

· Entertainment industry is another major service exporter ranging from Movies, TV shows, and music groups who travel the globe to entertain their audiences.  Some of the foreign markets are more receptive to American entertainment than others depending on their own culture and language barriers.  India and some Middle-eastern and Asia countries have their own entertainment industries, complete with stars, and are less interested in American entertainers and products.

· U.S. retailers, ranging from Victoria’s Secret, Foot Locker, and The Gap to Office Depot and Costco, are opening stores around the world at rapid paces.  


          1)  Amway Corp. opened about 100 retail outlets in china after its traditional direct-sales method was banned by the government.  Household and personal care products generate $700 million of annual sales in China.  





            2)  Krispy Kreme opened its first British store on the premises of Harrod’s department store. 3)  Starbucks’ has been aggressive by expanding hundreds of stores in Germany, Spain, Britain, and Japan.  








          4)  McDonald’s has 3,800 stores in Japan serving a rotating menu of more sophisticated offerings like ratatouille burgers, smoked beef sandwiches with onions and tomatoes, and tofu burgers—Hmmm!!  And coming soon to your local neighborhood McDonald’s store!!

Benefits of Going Global—






      

There are four major benefits for going global: 

          



          1) generate additional revenue, especially if U.S. sales are flat;



          2) gain exciting new insight into consumer behavior;




          3)  acquire alternative distribution strategies; and





          4)  gain advance notice of new products.  By setting up foreign offices and production facilities, marketers may encounter new products, new approaches to distribution, or clever new promotions that they may be able apply successfully in their domestic market or in other international markets.

A major key to achieving success in foreign markets is a firm’s ability to adapt its products to local preferences and culture.  For example, Toyota Motor Corp. recently had to withdraw magazine and newspaper ads it ran during a marketing campaign in China for its Prado Land Cruiser SUV.  Stone lions in the ads were “intended to reflect Prado’s imposing presence,” but they reminded some of lions flanking a bridge near Beijing where Japan’s invasion of China began in 1937.  And the word Prado can translate into “rule by force” or “overbearing” in Chinese.



THE INTERNATIONAL MARKETPLACE   Module 7.3
Those who venture abroad may find the international marketplace far different from the domestic one they are accustomed to.  Market sizes, buyer behavior, and marketing practices all vary.  To be successful, international marketers must do their homework, capitalize on similarities, and carefully evaluate all market segments in which they expect to compete.

Market Size—









      deals with population size and the growth of population.  By the 1800s the population grew to about 1 billion people.  It almost doubled by 1900, and today, over 6 billion people inhabit the planet.  According to Census Bureau projections, world population will increase to nearly 8 billion by 2025.

LESS DEVELOPED REGIONS ARE GROWING FASTER.  Ninety-six percent of the increase in world population occurs in less-developed regions such as Africa, Asia, and Latin American.  Population growth rates in affluent countries, however, have slowed to 0.4 percent annual—one-fifth the annual growth of less-developed countries.  Marketing implication:  marketers will be adapting their goods and services to meet the desires of growing young consumers in developing countries.

Market Size Statistics and Potential—







     

· One-fifth of the world’s population—1.2 billion people—lives in China.  Africa is growing fastest at 2.8 percent a year, followed by Latin America at 1.9 percent and Asia at 1.7 percent.  Birthrates are dropping around the world due to family planning efforts, but death rates are declining even more rapidly and people are living longer—European birthrates have fallen considerably, with couples averaging only one or two children.

· The global marketplace is increasingly an urban one.  Today, almost 50 percent of its people live in large cities.  Mexico City currently ranks as the world’s largest city with 31 million people.  Increased urbanization will expand the need for transportation, housing, machinery, and services.

· Another important influence on market potential is a nation’s economic development stage.  

1) Subsistence economy such as Nepal or Sudan, most people engage in agriculture and earn low incomes, supporting few opportunities for international trade of any magnitude.

2) Newly industrialized country such as Brazil or South Korea, where growth in manufacturing creates demand for consumer products and industrial goods such as high-tech equipment and raw materials.

3) Industrial nations, including the U.S., Japan, and countries in Western Europe, trade manufactured goods and services among themselves and export to less-developed countries.  The wealthy countries account for just a small percentage of the world’s population, but they produce over half its output.

· As a nation develops, an increasingly affluent, educated, and cosmopolitan middle class emerges.  For example, India’s middle class includes nearly 300 million people, which equals the entire U.S. population.  Marketer’s in India must overcome an underdeveloped infrastructure—the underlying foundation for modern life and efficient marketing that includes transportation and communications networks, banking, utilities, and public services. 

· International marketers see much growth in middle-income households occurring in the booming East Asian economies such as China, Malaysia, Singapore, South Korea, and Thailand, as well as Mexico, South America, and sub-Saharan Africa.  

    

Buyer Behavior—   








      

· differs among nations and often among market segments within a country.  Marketers must carefully match their marketing strategies to local customs, tastes, and living conditions.  For example, the sales of Cola-Cola in Japan have recently declined, and as the Japanese population ages, Coke may continue to lose customers.  Still, Coke commands about half the global soft-drink market and generates 60 percent of its sales from international markets by varying its product emphasis in different parts of the world.  Coke promotes Leaf in Japan, which is a new canned-tea product that is high demand there.  The reason for the shift:  Soft drinks make up only 20 percent of nonalcoholic beverage sales in Japan.

· Another example is the U.S. video store Blockbuster, which has decided to shut down all 24 of its stores in Hong Kong.  Citing high operating costs, Blockbuster may also jettison plans to enter the Chinese market due to rampant video piracy and the spread of bootleg copies that sell for less than a dollar.  Piracy overseas is fueled by a technologically sophisticated market eager for the newest films and video games.

· Differences in buying patterns require marketing executives to complete considerable research before entering a foreign market.  We focus on six different areas:  

          1) Demand.  Do foreign consumers need the company’s good or service?                               2) Competitive environment.  How do supplies currently reach the market? 

           3) Economic environment.  What is the state of the nation’s economic health?  
           4) Social-cultural environment.  How do cultural factors (local customers, tastes, living conditions) affect business opportunities?  





          5)  Political-legal environment.  Do any legal restrictions complicate entering the market?  6)  Technological environment.  To what degree are technological innovations used by consumers in the market?



THE INTERNATIONAL MARKETING ENVIRONMENT   Module 7.4

As in domestic markets, the environmental factors discussed in Chapter 3 have a powerful influence on the development of international marketing strategies.  Paying close attention to the dynamic nature of these factors is critically important for any company venturing abroad.

International Economic Environment—





     

· deals with a nation’s size, per-capita income (total income of population/total population), and stage of economic development.  The types of goods in demand, whether consumer-goods or capital-goods, very much depend on the magnitude of these variables.  Nations with low per-capita incomes may be poor markets for expensive industrial machinery but good ones for agricultural hand tools and consumer necessities.








· But some less industrialized countries are growing fast.  India and China, for example, may rival the U.S. in world economic importance in a generation or two.  Per-capita income in the U.S. is eight times that of China and about eleven times that of India, but the larger populations of these countries partially offsets the per-capita numbers.  In other words, these two countries can experience rapid economic growth (even greater than the U.S.) and close the income gaps with the U.S. with their ability to import technology and foreign capital, as well as to train scientists and engineers and invest in R&D.  China currently exports about $100 billion more goods and services a year to the U.S. imports.  China is the No. 1 in Web users with 153 million Chinese online.









· Infrastructure, discussed earlier, is another important economic factor to consider when planning to enter a foreign market.  An inadequate infrastructure may constrain marketers’ plans to manufacture, promote, and distribute goods and services in a particular country.












· Marketers expect developing economies to have substandard utility and communications networks.  China for instance, encountered numerous problems in establishing a modern communications industry infrastructure.  The Chinese government merely bypassed the need for landline telephone connections by leapfrogging technologies and moving directly to cell phones.  China has about 500 million cell phone users, and they pay only a nickel a minute—one of the cheapest rates in the world.

· The health-care infrastructure of many developing countries is also a concern for international marketers and their employees.









· Changes in exchange rates can also complicate international marketing.  An exchange rate is the price of one nation’s currency in terms of another country’s currency.  Fluctuations in exchange rates can make a nation’s currency more or less valuable compared with those other nations.  For example,  Americans traveling to Europe and exchanging dollars for euros experienced a strong euro (or weak dollar), which meant that it cost more and more dollars to purchase the European currency.  As a result, Europe became a more expensive place for Americans to visit—either as tourists or business travelers.  This impacted vacation travel patterns as U.S. travelers increasingly selected domestic destinations or traveled to Canada, Mexico, or the island nations of the Caribbean where exchange rates had remained constant.  











 

· And finally, the issue of soft currencies versus hard currencies from an array of countries will challenge marketers and the nature of the trade.  Hard currencies—where investors have confidence, low inflation, politically stable country, e.g., U.S. Dollar, Japanese Yen, Swiss-Franc, European Euro, British Pound, and German Mark.  Soft currencies—are not acceptable in exchange for currency or goods and services; high volatility, and where political, social and economic instability exists, e.g., Iraqi Dinars, Argentine Peso, Russian Ruble, Nigerian Naira.  International marketers doing business in these countries may resort to barter (simple or complex trades) accepting such commodities as oil or timber as payment for exports.



INTERNATIONAL SOCIAL-CULTURAL ENVIRONMENT   Module 7.5

Before entering a foreign market, marketers should study all aspects of that nation’s culture, including language, education, religious attitudes, and social values.  The French love to debate and are comfortable with frequent eye contact.  In China, humility is a prized virtue, colors have special significance, and it is insulting to be late.  Swedes value consensus and do not use humor in negotiations.  (Note:  refer to “Etiquette Tips for Marketing Professionals” on page 229 for more examples of cultural differences that arise in business dealings abroad.)

Language plays an important role in international marketing.  Table 7.2 lists the world’s 10 most frequently spoken languages.  Marketers must not only use the appropriate language for a country but also ensure that the message is correctly translated and conveys the intended meaning. 

Abbreviations and slang words and phrases may also cause misunderstandings when marketing abroad.  Some humorous—and disastrous—language faux pas (social blunders) by marketers are product slogans that are carelessly translated such as Kentucky Fried Chicken’s “Finger lickin’ good,” which was translated into Chinese as “Eat your fingers off,” and Perdue Farms, Inc.’s “It takes a tough man to make a tender chicken,” which in Spanish became, “It takes a sexually excited man to make a chicken affectionate.”

There is the story of an aspirin distributor who wanted to promote the benefits of the product to an area in his country where some people are illiterate.  Rather than use text advertising, the advertiser posted signs in stores with three pictures on a horizontal line: Going from left to right, first is a circle drawing of a sad looking face; second is a circle drawing of an aspirin; and third, a circle drawing of a happy looking face.  Why did people believe that it was strange to advertise a product which would make happy people sad?  Should you presume that prospective buyers in that culture would read the pictures from left to right.
Table 7.2                                                                                                                                              The World’s Most Frequently Spoken Languages

	RANK
	LANUGAGE
	NUMBER OF SPEAKERS

	1                      2                             3                      4                      5                      6                      7                       8                         9                    10
	Mandarin (Chinese) English              Hindustani       Spanish           Russian              Arabic                   Bengali            Portuguese        Malay-Indonesian French
	1 billion +                       508 million                      497 million                       392 million                     277 million                     246 million                      211 million                     191 million                        159 million                            129 million




INTERNATIONAL TECHNOLOGICAL ENVIRONMENT   Module 7.6

The Internet transcends political, economic, and cultural barriers, reaching to every corner of the globe.  It has made it possible for traditional brick-and-mortar retailers to add new e-commerce channels.  It also assists developing nations in becoming competitive with industrialized nations.  

Technology presents challenges for international marketers that extend beyond the Internet and other telecommunications innovations.  Genetically modified organisms (GMOs) are making news nearly every day and issues surrounding their safety are a source of ongoing bioethics debates in the food and biotechnology industry.  The acronym GMO can apply to plants, animals or microorganisms, whereas the term genetically engineered microorganism (GEM) refers only to bacteria, fungi, yeast or other microorganisms. In both cases, however, these terms refer to a living organism that has been genetically altered using molecular genetics techniques such as gene cloning and protein engineering.  

Although U.S. grocery shelves are filled with foods grown with GMOs, most Americans are unaware they are eating GMO foods because no labeling disclosures are required.  In Britain and other European countries, where GMO foods are often referred to as “frankenfoods,” the story is quite different.  Activists are pushing for labeling laws to inform shoppers that these foods are “not naturally grown” or to ban them altogether.  Gerber, for instance, recently reformulated its baby foods to remove all ingredients containing GMOs.



INTERNATIONAL POLITICAL-LEGAL ENVIRONMENT   Module 7.7
Global marketers must continually stay abreast of laws and trade regulations in each country in which they compete.  Political unrest in places like the Middle East, Afghanistan, Africa, Eastern Europe sometimes results in acts of violence, loss of property or even deaths from bombings or other terrorist acts.   

Political risk assessment (PRA)—is done by outside consulting services to evaluate the political risks of the marketplaces in which they operate.  

The Legal environment for U.S. firms operating abroad results from three forces:  
          1)  international law—







              

· emerges from the treaties, conventions, and agreements that exist among nations.  The U.S. has many friendship, commerce, and navigation (FCN) treaties with other governments.  For example, these agreements include the right to conduct business in the treaty partner’s domestic market, and set worldwide standards for various products, patents, trademarks, reciprocal tax treaties, export control, international air travel, and international communications.

· Europe, since the 1990s, has pushed for mandatory ISO (International Organization for Standardization) certification—internationally recognized quality standards. ISO 9000 series of standards—sets requirements for quality in goods and services.  ISO 14000 series—sets standards for operations that minimize harm to the environment.  The International Monetary Fund (IMF)—lends foreign exchange to nations that require it to conduct international trade.  There are no international laws for corporations—only for governments. 

2)  U.S. law—









· includes various trade regulations, tax laws, and import/export requirements that affect international marketing.

· Export Trading Company Act of 1982—exempts companies from antitrust regulations so that they can form export groups that offer a variety of products to foreign buyers.

· Helms-Burton Act—tried to impose trade sanctions against Cuba.  Under this law, U.S. Corporations and citizens can sue foreign companies and their executives for using expropriated U.S. assets to do business in Cuba.
· Foreign Corrupt Practices Act—makes it illegal to bribe a foreign official in an attempt to solicit new or repeat sales abroad.  The law also mandates that adequate accounting controls be installed to monitor internal compliance.  Violations can result in a $1 million fine for the firm and a $10,000 fine and five-year imprisonment for the individuals involved.  It’s a controversial law mainly because it fails to clearly define what constitutes bribery.
· Trade Law of 1988—amended the law to include more specific statements of prohibited practices.
3)  Legal requirements—

· of host nations affect foreign marketers by creating unexpected hurdles.  For instance, under new city laws in Beijing, China’s capital city, all companies must remove advertising signs that have been posted in pavement or on rooftops, which includes McDonald’s famous golden arches.  

· Sometimes marketing challenges arise because of laws in effect in the U.S.  For instance, it is technically illegal to import prescription medications into the U.S. for personal use.  With U.S. drug prices running at two or more times the amount people pay in other countries, the trickle of drugs from Canada in particular has recently turned into a flood.  (Note:  See Solving an Ethical Controversy on page 232 of your textbook for the Pros and Cons of this issue.)

· local content laws—requires foreign-owned firms to use locally-made components in products.


TRADE BARRIERS   Module 7.8

Assorted trade barriers also affect global marketing.  These barriers fall into two major categories:  tariffs—taxes levied on imported products—and administrative, or non-tariff, barriers.  Some tariffs impose set taxes per pound, gallon, or unit; others are calculated according to the value of the imported item.  Administrative barriers are more subtle than tariffs and take a variety of forms such as customs barriers, quotas on imports, unnecessarily restrictive standards for imports, and export subsidies.  The U.S. and other nations are constantly negotiating tariffs and other trade agreements.

Tariffs—

· have been the result of pressure being applied to U.S. legislators to protect domestic industries from troubles abroad.  But moves designed to protect business at home are often a double-edged sword.  They not only end up penalizing domestic consumers to pay higher prices under protectionist regulations, they also end up affecting your exports—cutting your imports will cut your exports or supply creates its own demand.  For example, the U.S. recently slapped a 30 percent import tax on frozen orange juice concentrate; duties on imported glassware, porcelain, and china as high as 38 percent; rubber boots and shoes, 20 percent; lugguage, 16 percent; and canned tuna, 12.5 percent.  






· Tariffs can be classified as either revenue or protective tariffs.

1) Revenue tariffs—designed to raise funds for the importing government.  Most early U.S. government revenue came from this source.

2) Protective tariffs—(usually higher than revenue tariffs) designed to raise the retail price of an imported product to match or exceed that of a similar domestic product.  The U.S. has protective tariffs on luxury items like Rolex watches, Russian caviar, which discourages certain consumption practices and thereby protecting those domestic industries respectively.  In 2002, the U.S. imposed tariffs on steel imports “to give our domestic industry an opportunity to restructure and consolidate and become stronger and more competitive”.
3) Tariffs were recently lifted when the World Trade Organization ruled that they violated global trade agreements.  The WTO authorized the European Union and Japan to retaliate with penalties on citrus fruits, apparel, rice, and apples exported from the U.S.

4) Omnibus Trade and Competitiveness Act of 1988—passed by the U.S. to remedy what it perceived as unfair international trade conditions.  Under the so-called Super 301 provisions of the law, the U.S. can now single out countries that unfairly impede trade with U.S. domestic businesses.  If these countries do not open their markets within 18 months, the law requires retaliation in the form of U.S. tariffs or quotas on the offenders’ imports into this country.








Administrative Barriers—







       exist in other forms in addition to direct taxes on imported products.  Governments may erect a number of other barriers ranging from special permits and detailed inspection requirements to quotas on foreign-made items—to stem the flow of imported goods or halt them altogether. 
1) Import license control—limits or restricts the importers and what they can import into their countries.  For example, Europe allows fewer bananas to be imported than people want to buy. Even worst, the European countries set up a system of quotas designed to support banana growing in former colonies in Africa and Asia, which restricts imports from Latin American countries.  This is why European shoppers pay about twice the price for bananas compared to U.S. shoppers.








2) Import Quotas—are trade restrictions that limit the number of units of certain goods that can enter a country for resale.  Since the 1950s, the U.S. has had quotas affecting the apparel industry, however, foreign companies often find loopholes in the quota systems and wind up not only with hugh profits but also plenty of jobs for their own workers.


3) Embargo—is a complete ban on the import of a product.  For example, since 1960, the U.S. has maintained an embargo against Cuban exports of cigars and sugar to enter the U.S., and they also apply to companies that profit from property that Cuba’s communist government expropriated from Americans following the Cuban revolution.  And more recently, Vice President Joe Biden committed the U.S. to enforcing new U.N. penalties against North Korea while acknowledging that "God only knows" what ruler Kim Jong Il wants from the latest showdown. The sanctions are aimed at depriving the reclusive communist country of the financing used to build its nuclear program. A new U.N. resolution also authorizes searches of North Korean ships suspected of transporting illicit ballistic missile and nuclear materials. 









4) Subsidies—another administrative barrier.  Airbus, the French, German, British, and Spanish aircraft consortium, often comes under attack from U.S. trade officials because it is so heavily subsidized.  The Europeans, on the other hand, argue that Boeing and Lockheed Martin benefit from research done by NASA, the Pentagon, and other U.S. agencies.  And still another way to block international trade is to create so many regulatory barriers that it is almost impossible to reach target markets.
5)   Exchange control—means that firms that gain foreign exchange (foreign currency) by exporting must sell foreign currencies to the central bank or other foreign agency, and importers must buy foreign currencies from the same organization.  

Dumping—









           is the practice of selling a product in a foreign market at a price lower than what it commands in the producer’s domestic market.  In retaliation for this kind of practice with trade, the U.S. adds import tariffs to products that foreign firms dump on U.S. markets.  U.S. firms can file complaints with the U.S. International Trade Commission (ITC), which rejects about half the claims it receives.  U.S. shrimpers recently filed a complaint with the U.S. ITC and the Department of Commerce asking for protection from six countries they say are dumping seafood in the U.S. market.  Imports from the six countries—Thailand, Vietnam, China, India, Brazil, and Ecuador—have climbed 28 percent in the last few years and now make up three-quarters of the U.S.’s annual shrimp imports.  The U.S. shrimping industry is seeking tariffs between 57 and 267 percent.  Forrest Grump, you better watch out!!   Dumping can also occur when foreign producers introduce new products into foreign markets to get wide acceptance for their products.



MULTINATIONAL ECONOMIC INTEGRATION   Module 7.9
At the end of World War II, there has been a noticeable trend toward multinational economic integration.  Multinational economic integration can be set up in several ways.   We’ll define the three ways, and then proceed to show how this is being done since post World War II through a series of agreements and accords.

Free trade area—is a Region in which participating nations agree to the free trade of goods among themselves, abolishing tariffs and trade restrictions.


                  Customs union—establishes a free trade area plus a uniform tariff for trade with nonmember nations.









             Common market—extends a customs union by seeking to reconcile all government regulations affecting trade.  

GATT and the World Trade Organization—

1.  GATT (General Agreement on Tariffs and Trade)  
· Basic function of GATT?  To substantially reduce tariffs—major tariff negotiations

· GATT involves how many nations?  117nation trade accord.

· How long has it been in existence?  Since 1947—62nd birthday.

· What were some of its key victories?

1) Reduction of farm subsidies, which opened vast new markets for U.S. exports

2) Increased protection for patents, copyrights, and trademarks

3) Inclusion of services under international trading rules, creating opportunities for U.S. financial, legal, and accounting firms.

4) Phased out import quotas on textiles and clothing from developing nations.

2.  WTO (World Trade Organization)

· Basic function(s) of WTO?  Oversees GATT agreements, mediates disputes, and 

             tries to reduce trade barriers throughout the world.

· How Many member countries make up WTO?  136

· What is its relationship with GATT?  WTO succeeds GATT.

· Describe the trade agreements under WTO?  

1) Activities have focused more on complaint resolution than on removing global trade barriers.

2) U.S. most active plaintiff in WTO dispute courts.

3) U.S. tax breaks and software bundling for companies like Microsoft and Boeing.

4) Asian nations want trade barriers lifted on their manufactured goods and telecommunications companies.

5)   U.S. wants free trade for telecommunications, more controls on corruption, and international labor standards.

6)   Europe wants standard rules on foreign investments and removal of profit repatriation restrictions.
3.  NAFTA (North American Free Trade Agreement) 

· Launched on January 1, 1994.  The final provisions for NAFTA were fully implemented on January 1, 2008. 

· Basic function of NAFTA?  Removes trade restrictions among Canada, Mexico, and 

             U.S.  Removes trade restrictions over a 14-year period.

· Identify the member countries of NAFTA?  Mexico, Canada, U.S.

· How much GDP is brought together between the three member countries?  $7.9 

       trillion among 415 million people.

· What has happened to trade among the three countries?  Has succeeded in 

       promoting greater trade between the U.S. and Mexico.  Actually boosted jobs and cut 

       price inflation while not hurting wages.  Trade among the three countries more than 

       doubled—from $291 to $678 billion over the past 10 years.

· Is China the leading trading partner of the U.S.?  China receives more headlines for

      its international trade importance to the U.S.  U.S. first and second largest trading

      partners are Mexico and Canada.  U.S. businesses export nearly four times more to 

      Mexico and Canada than to China and Japan, and 75% more than to the EU.

· What was the end-result of the free trade agreement with Chile?  As of 2004, U.S.

      and Chile eliminated tariffs on more than 85% of trade.

4.  The Proposed FTAA (Free Trade Area of the Americas)

· Basic function of FTAA?   A proposed free trade area covering the entire western hemisphere.

· How many countries are affected in this proposed Free Trade Area?  34 countries

· What is the population size?  800 million

· Combined GDP?  $11 trillion

· What are some of the proposed benefits to the countries involved?  
1) The largest free trade zone on earth.

2)  Would offer low or nonexistent tariffs, streamlined customs, and no quotas, subsidies, 

or other barriers to trade.

· Why are some countries holding back?  Countries wrangle for conditions that are 

most favorable to them.

5.  The European Union (EU)

· Basic function of EU?  A customs union whose goal is to remove all barriers to free trade among members.  Customs Union—free trade area plus a uniform tariff or trade with nonmember nations.

· How many member countries currently?  25 countries.

· What is the population size?  500 million.

· What’s the goal of EU?  Eventually remove all barriers to free trade among members, making it as simple and painless to ship products between England and Spain as it is between New Jersey and Pennsylvania.  

· Is it making progress?  Some examples.  

1) Standardization of regulation’s and requirement’s that businesses must meet.

2) Drafting standardized eco-labels to certify that products are manufactured according to certain environmental standards as well as creating guidelines governing marketers’.

3) Mexico has successfully negotiated a trade agreement with the EU that makes it easier for European companies to set up their operations in Mexico.

· What are some of the problems it currently faces?

1) Customs taxes differ.

2) No uniform postal system.

3) No standardization of the 1-800 toll free number for several countries.



GOING GLOBAL, THE FIRST STEPS   Module 7.10  

Why do companies go global?   Figure 7.6 identifies six reasons.  What are the strategies for entering international markets?  Once the support of top management for going global is secure, and the research is done on the export process and potential markets, there are three strategies to choose from for entering international markets:  1) importing and exporting; 2) contractual agreements like franchising, licensing, and subcontracting; and 3) international direct investment.   

Figure 7.6                                                                                                              Why Marketers Decide to Go Global?

	What Drives Globalization?
	Order of Importance (%)

	1)  Globalization of customers                         2)  New customers in emerging markets     3)  Globalization of competitors                   4)  Reduced trade barriers                                              5)  Enhanced customer responsiveness      6)  Technology advances
	31%                                             27%                                                                             16%                            10%                                8%                                8%


Two factors are important in deciding which strategy to choose—Degree of control and Degree of risk.  Figure 7.7 shows the level of risk and the firm’s degree of control over international marketing increase with greater involvement—direct investment.   On the other hand, if a firm reduces its level of involvement, its level of risk and degree of control is lowered—exporting and importing. So there is a direct relationship between the 1) level of involvement, and 2) the level of risk and degree of control a firm has in going abroad, as Figure 7.7 clearly shows.

Figure 7.7                                                                                                                                            Levels of Involvement in International Marketing

	Strategy
	Degree of Control
	Degree of Risk

	Exporting and Importing
	Low
	Low

	Contractual Agreements      – Franchising                          – Foreign Licensing                – Subcontracting               
	Moderate
	Moderate

	Intl. Direct Investment
	High
	High


The Three Strategies—

1)  Exporting and Importing—






                       A. Importing—to bring goods in produced abroad to sell domestically or to be used as components in its products. Making import decisions depend upon the following factors:  

          1) ability of the supplier to maintain agreed-to quality levels, 



          2) capability of filling orders that might vary considerably form one order to the next, 
          3) response time in filling orders, and 






          4) total costs—including import fees, packaging, and transportation—in comparison with costs of domestic suppliers.

B.  Exporting—selling your goods abroad.  You can reach foreign customers through one or more of three alternatives:  








                                              1)  Export-trading company (ETC).  The ETC buys products from domestic producers and resells them abroad.  This is a relatively simple and inexpensive channel for the exporter.            2)  Export-management company (EMC).  Provides the first-time exporter with expertise in locating foreign buyers, handling necessary paperwork, ensuring that its goods meet local labeling and testing laws, as well as assistance with administrative needs (financing, proposals and contracts).  









          3)  Offset agreement.  Teams a small firm with a major international company.  The smaller firm essentially serves as a subcontractor on a large foreign project.  

2)  Contractual Agreements—







          A.  Franchising—is a contractual arrangement in which a wholesaler or retailer (the franchisee) agrees to meet the operating requirements of a manufacturer or other franchiser.  The franchisee receives the right to sell the products and use the franchiser’s name as well as a variety of marketing, management, and other services.   One advantage of franchising is risk reduction by offering a proven concept.  McDonald’s, Pizza Hut, and Domino’s are all expanding into India with special menus that feature lamb, chicken, and vegetarian items consistent with the religious beliefs.
B.  Foreign Licensing—grants foreign marketers the right to distribute a firm’s merchandise or use its trademark, patent, or process in a specified geographic area.  Disney and Harley- Davidson are excellent examples of foreign licensing of their trademarked products.  Licensing allows a firm to quickly enter a foreign market with a known product or concept.  It also provides access to partners’ marketing information and distribution channels and protection from various legal barriers.
C.  Subcontracting—assigns the production of goods or services to local companies.  Using local subcontractors can prevent mistakes involving local culture and regulations.  Manufacturing within the country can provide protection from import duties, and may be a lower cost alternative that makes it possible for the product to compete with local offerings.  For example, Sears subcontracts with local manufacturers in Mexico and Spain to produce many of the products—especially clothing—sold in its department stores.
3)  International Direct Investment—involves the direct investment in foreign firms, production, and marketing facilities.  Foreign direct investment in the U.S. has grown to over $2.1 trillion.  Three of every four dollars of foreign investment in the U.S. came from Europe and Canada, but China is picking up steam quickly into U.S. companies and assets.

Direct investment can take several forms—  





          1) A company can acquire an existing firm in a company where it wants to do business.           2) It can set up an independent division outside its own borders with responsibility for production and marketing in a country or geographic region.  Japanese and German auto companies are examples of this approach.  





          3) Foreign sales offices, overseas marketing subsidiaries, and foreign offices and manufacturing facilities of U.S. all involve direct investment.



          4) Finally, forming joint ventures, in which companies share the risks, costs, and management of the foreign operation with one or more partners.  Service companies often find that joint ventures provide the most efficient way to penetrate a market.



DEVELOPING AN INTERNATIONAL MARKETING STRATEGY   Module 7.11
International marketers can choose from among five strategies for selecting the most appropriate product and promotion strategy for a specific foreign market.  As Figure 7.8 indicates, the strategies center on whether to extend a domestic product and promotional strategy into international markets or adapt one or both to meet the target market’s  unique requirements.  

Figure 7.8                                                                                           Global Product and Promotional Strategies
	
	Same Product
	Product Adaptation
	New Product

	Same 

Promotion

	Straight Extension

Wrigley’s gum

Coca-Cola

Eastman Kodak
	Product Adaptation

Campbell’s Soup

Exxon gasoline
	Product Invention

Nonelectric sewing machines

Manually operated washing machines

	Different Promotion

	Promotion Adaptation

Bicycles/motorcycles

Outboard motors
	Dual Adaptation

Coffee

Some clothing
	


Straight Extension strategy--
· One-product, one-message (without any change) straight extension strategy as part of a global marketing strategy.

· Like Pepsi-Cola, Wrigley’s gum, Eastman Kodak—cameras and film

· Permits economies of scale in production and marketing 

· Creates universal recognition of a product for consumers from country to country.

· Matel Inc. sells its blonde, blue-eyed Barbie dolls just as well in Asia as it does in the U.S. thanks to the rapid expansion of cable and satellite TV channels that expose millions of children to the same iconic figures.

· The ad campaign for Rapunzel Barbie, with her ankle-length blonde locks, was broadcast around the world in 35 different languages, and Mattel’s Bargie Web site features eight language options, but the doll is the same everywhere.
Product Adaptation--
· Altering the product to meet local conditions or preferences.  There are several levels of adaptation.

· Produce a regional version of the product.  Nokia customized its 6100 series phone for every major market.  Raised the ring volume so the phone could be heard on crowed Asian streets.  Exxon and Campbell’s soup.

· Produce a country version—in Japan, Mister Donut’s coffee cup is smaller and lighter to the hand of the average Japanese consumer; even the donuts are a little smaller.  Kraft blends different coffees for the British (who drink their coffee with milk), the French (who drink coffee black), and Latin Americans (who want a chicory taste).

· Produce a city version—for instance, a beer to meet Munich tastes or Tokyo tastes.

· Produce different retailer versions—such as one coffee brew for the Migros chain store and another for the Cooperative chain store (more natural, organic tastes).
Promotion Adaptation—

·    Or communication adaptation

· The company can use one message everywhere, varying only the language, name, and colors.  Exxon used “Put a tiger in your tank” with minor variations and gained international recognition.  Colors can be changed to avoid taboos in some countries.  Purple is associated with death in Burma and some Latin American nations; white is a mourning color in India; and green is associated with disease in Malaysia.
· May use the same theme globally but adapt the copy to each local market.  For example, a Camay soap commercial showed a beautiful woman bathing.  In Venezuela, a man was seen in the bathroom; in Italy and France, only a man’s hand was seen; and in Japan, the man waited outside.  The positioning stays the same but the ad copy reflects local sensibilities, as with Unilever.

· Developing a global pool of ads, from which each country selects the most appropriate one—Coca-Cola and Goodyear have used this approach.

· Some companies allow their country managers to create country-specific ads—within guidelines.  Kraft uses different ads for Cheez Whiz in different countries, given that household penetration is 95 percent in Puerto Rico, where the cheese is put on everything; and 65 percent in Canada, where it is spread on morning breakfast toast.  In the U.S., it is considered a junk food.

· The use of media also requires international adaptation because media availability varies from country to country.  Norway, Belgium and France (and now in the U.S.) do not allow cigarettes and alcohol (except for beer in the U.S.) to be advertised on TV.  Austria and Italy regulate TV advertising to children.  Saudi Arabia does not want advertisers to use women in ads.  India taxes advertising.  Magazines vary in availability and effectiveness; they play a major role in Italy and a minor one in Austria.

· Marketers must also adapt sales promotion techniques to different markets.  Several European countries have laws preventing or limiting sales promotion tools such as discounts, rebates, coupons, games of chance, and premiums.  In Germany, Land’s End could not advertise its money-back guarantee, although it does accept returned merchandise.  American Express could not award points based on charges to its card for redeeming merchandise.  A German store could not advertise that it would contribute a small sum to the fight against AIDS for each transaction; a German law limits discounts to 3 percent of list price.  However, these restrictions are under attack and are beginning to crumble.

· Personal selling tactics may have to change too.  The direct, no-nonsense approach favored by Americans, may not work as well in Europe, Asia, and other places where a more indirect, subtle approach can be more effective.  With younger, more worldly employees, however, such cultural differences may be less pronounced.

· Global marketing powerhouse Unilever decided to base the positioning of its detergent brands around the world on the consumer insight that parents universally saw dirty clothes and stains as a favorable sign of their children’s experiences.  The pitch in Europe for Omo detergent was a sentimental 60-second spot themed “Dirt is Good” that exhorted viewers to love their dirt (like saying, “let your children have fun, and we’ve got you covered”).  In North America, a different pitch was used.  The ad slogan for Wisk detergent was “Go Ahead.  Get Dirty,” and communications featured a sponsorship with baseball legend Cal Ripken (an opinion leader). 

Dual Adaptation—

· Change both the product and the promotional message to meet the unique needs of specific international markets.  Coca Cola develops new drink flavors.  In Turkey, the firm now offers a pear-flavored drink, and in Germany, consumers are treated to a berry-flavored Fanta.

Product Invention—

· Creating something new.  It can take two forms.

· Backward invention—National Cash Register Company reintroduced its crank-operated cash register at half price and sold substantial numbers in Latin America.

· Forward invention—An enormous need in less-developed countries for low-cost, high-protein foods. Quaker Oats, Swift, and Monsanto are researching these countries’ nutrition needs, formulating new foods, and developing advertising campaigns to gain product trial and acceptance.  Toyota produces vehicles specifically designed, with the help of local employees, to suit the tastes of these markets.
THE END
