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Learning Objectives

* Characterize and compare the management style in SMEs (small and medium-sized
enterprises) and LSEs (large-scale enterprises)

* Identify drivers of global integration and market responsiveness

» Explain the role of global marketing in the firm from a holistic perspective

* Describe and understand the concept of the value chain

* Identify and discuss different ways of internationalizing the value chain

» Explain the difference between the ‘product value chain’ and the ‘service value chain’

* Understand how ‘customer experience’ can extend the traditional value perspective.
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1.1 Introduction to Globalization

* World 1.0 - Distinct Nations and States
* World 2.0 - Stateless Ideal

* World 3.0 - Home matters, but so do

countries abroad.

The Warld Is Flat

A BRIEF HISTORY OF
THE TWENTY-FIRST CENTURY

Thomas L. Friedman

1.1 Introduction to Globalization

* Question and assignment:

How does the trade war between
China and US influence the
economy of China? What is the

world’s future?
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1.2 The process of developing the global

marketing plan
Part I: The decision whether to internationalize
Chapters 1=4

* The purpose of the I
1 i Part II: Deciding which markets to enter
marketing plan is create bl
sustainable competitive }

advantages in the global

Chapters 9=13

[Pan IV: Designing the global marketing programme

marketplace.

Chapters 14-17

!

Part V: Implementing and coordinating the global
marketing programme
Chapters 18-19

>

(Part Ill: Market entry strategies }

1.3 Comparison of the global marketing
and management style of SMEs and LSEs

* LSES - According to the EU definition, LSEs (large-scale enterprises) are firms
with more than 250 employees. Although LSEs account for less than 1 percent

of companies, almost one-third of all jobs in the EU are provided by LSEs.

* SMES - SMEs (small and medium-sized enterprises) occur commonly in the
EU and in international organizations. The EU categorizes companies with
fewer than 50 employees as ‘small’, and those with fewer than 250 as
‘medium’ . In the EU, SMEs (250 employees and less) comprise approximately

99 per cent of all firms.
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1.3.1 Resources

* Financial.

* Business education/specialist expertise.
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1.3.2 Formation of Strategy/decision-
making process

Figure 1.3 The intended and emergent strategy

Amount of change
Amount of change

ﬂ

Strategic drift

> >
Time Time
Environmental change Environmental change
Strategic change Strategic change
(a) Incremental change (b) Incr I change and gic drift

Figure 1.4 Incremental change and strategic drift
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Case Study: LEGO’s strategic drift

IDEAS”

1.3.3 Organization, Risk-taking, Flexibility

* The employees in SMEs are usually closer to the entrepreneur.

* Normally the LSEs will be risk-averse because of their use of a
decision-making model that emphasizes small incremental steps
with a focus on long-term opportunities.

* SMEs can react in quicker and more flexible way to customer

enquiries.
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1.3.4 Economies of scale and economies of

SCope

* Economies of scale - Accumulated volume in production, resulting
in lower cost price per unit.

* Economies of scope - Reusing a resource from one

business/country in additional businesses/countries.

1.3.5 Use of information sources

* LSEs rely on commissioned market reports produced by reputable
(and wellpaid!) international consultancy firms as their source of
vital global marketing information.

* SMEs usually gather information in an informal manner through

the use of face-to-face communication.
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1.4 Should the company internationalize at all?

Industry globalism
Potentially
Local e Global
3. Enter 6. Prepare 9. Strengthen
Mature new for your global
business globalization position
L B
-
o _E 2, Consolidate 5, Consider 8. Seek
2 -] Adolescent your export expansion in global
FE:] markets international alliances
§ E markets
5 E 1. Stayat 4, Seek 7. Prepare
Immature home niches in fora
international buyout
markets

Figure 1.6 The nine strategic windows

1.5 Development of the ‘global marketing’ concept

EPRG Framework:

* Ethnocentric : the home country is superior and the needs of the
home country are most relevant.

* Polycentric (multi-domestic): each country is unique and should
therefore be targeted in a different way.

* Regiocentric: the world consists of regions (e.g. Europe, Asia, the
Middle East). The firm tries to integrate and coordinate its marketing
program within regions, but not across them.

* Geocentric (global): the world is getting smaller and smaller. The firm
may offer global product concepts but with local adaptation (‘think
global, act local’).
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1.5 Development of the ‘global marketing’ concept

* Global marketing is defined as the firm’s commitment to coordinate
its marketing activities across national boundaries in order to find
and satisfy global customer needs better than the competition. This
implies that the firm is able to:

» develop a global marketing strategy, based on similarities and
differences between markets;

» exploit the knowledge of the headquarters (home organization)
through worldwide diffusion (learning) and adaptations;

» transfer knowledge and ‘best practices’ from any of its markets and
use them in other international markets.

1.5 Development of the ‘global marketing’ concept

Global marketing strategies
Globalization Localization

(Standardization) (Differentiation)
=t )—
100% 100%

Global low-cost
production and
selling

Global roll-out GLOCAL Flexible response

to local customer

of concepts/
o (Global + Local) needs

Culturally close
to consumer

Regional
and local market
penetration

l i!l”an The glocalization framework
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EXHIBIT 1.4 Helly Hansen is using ‘localization’ through geo-targeting technology

LG T HP

-v-‘axl‘ —

Brands are increasingly seeking to fine-tune their localiza-
tion strategies by using the newest technology. In June
2015, outdoor apparel maker Helly Hansen from Norway
revealed that it had grown sales in some countries by
using geo-targeting technology to locate potential custom-
ers and lead them to the right Helly Hansen website.

The company pairs local weather forecasts with spe-
cific on-site experiences. When rain was forecasted over
a five-day period in Germany, for example, the brand used
geotargeting to present a rainwear banner on the home-
page, rather than promoting winter skiwear. This resulted
in a 52 per cent uplift in conversions from awareness of  Source: Convery flowers/Alamy Images.
the brand to actual purchase.

Source: based on Bacon (2015).

1.6 Forces for global integration and market responsiveness

; I 1
kgl | A ‘glocal’
|
5 Past LSEs,  _Strategy
=5 @ ! 3> (‘Think global,
g %5 | A act local’)
o ‘é‘ ] |
St s SN PR R
[} -g ki |
8&o | SMEs
= £
eET :
8 |
o |
| ® past
Low |
Low High

Forces for national market responsiveness
(Localization)

The global integration/market responsiveness grid: the future orientation of
LSEs and SMEs

10
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1.6.1 Forces for global integration

» Removal of trade barriers (deregulation).

* Global accounts/customers.

* Relationship management/network organization.
* Standardized worldwide technology.

* Worldwide markets.

‘Global village’

* Worldwide communication.

Global cost drivers.

1.6.2 Forces for ‘market responsiveness’

* Cultural differences.
* Regionalism/protectionism.
* Deglobalization trend.
- Deglobalization Moving away from the globalization trends and
regarding each market as special, with its own economy; culture and

religion.

11
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Case Study: ZTE
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1.7 The Value Chain as framework for identifying
international Competitive Advantage

Firm infrastructure
Support : Human resource management : Value chain - A categorization
activities ! i e ! of the firm’s activities
' it ' providing value for the
i customers and profit for the
el EE o company.
‘
!

I
Primary activities I
I

=
Upstream value activities I Downstream value activities

m The value chain

12
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Research Sales
and Production Marketing and
development service
Technology Purchasing Marketing information ~ Sales force
Research Scale economies system management
Development Productive Distribution Merchandising
Patents capacity Prices Logistics/
Product features  Productivity Communication transportation
Technical Component parts Technical literature Terms of sale/
specification Assembly Packaging delivery
Product Material flow Product Terms of payment
performance Production argumentation Inventory
Design technology (versus Customer service
Engineering Quality competing (BDA service —
Product quality management products) before, during
Manufacturing Brand positioning and after
cycles Social media purchasing)
) Upstream Downstream
A simplified version of the value chain
1.7.1 Internationalizing the value chain
* The firm must decide whether
the responsibility for the single
, . , _ Sales and
value chain function is to be Home country Marketing )°C o™ ) Country
(head office or third country)
moved to the export markets or
. R&D Production
Is best handled centrally from ‘ > Marketing oty
head office. Principally; the value Sk S
functions
chain function should be carried Marketing )S3683d,  Gountry
ce c
out where there is the highest —
ng
competence (and the most cost- Aunctices
effectiveness), and this is not Conalkring the dpetistir actiniee sl decentraluing the do activties

necessarily at head office.

13
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1.8 Value shop and the ‘service value chain’

&ppoﬂﬁmmnrmhlrm:hn
Human resource

jE==r

WWTMW

The traditional value chain consists of primary and
support activities. Primary activities are directly
involved in creating and bringing value to
customers: upstream (product development and
production) and downstream activities (marketing
and sales and service). Support activities enable
and improve the performance of the primary
activities, e.g. procurement, technology
development, human resource management and
firm infrastructure.

Problem-
finding and P’_::'I‘”"
acquisition ng

Choice
Control
o H Execution

The primary activities of a value shop are:

1. Problem-finding: activities associated with the recording,
reviewing and formulating of the problem to be solved and
choosing the overall approach to solving the problem.

2. Problem-solving: activities associated with generating and
evaluating alternative solutions.

3. Choice: activities associated with choosing among alternative
problem solutions.

4. Execution: activities associated with communicating,
organizing and implementing the chosen solution.

5. Control and evaluation: activities associated with measuring
and evaluating to what extent implementation has solved the
initial statement.

Product value chain:

Support functions: Firm infrastructure
Human resource
management

Sales
R&D Production) Marketing) and
services

Support functions: Technology development
Procurement (buying)

Service value chain:

Problem-
Problem-
finding and  f==— e
acquisition solving
Choice
Control —
evaluation [ it

‘Moment of truth’

Seller

Buyer

By this service interaction new knowledge is created ==
Improvement of the existing products/services processes

Figure 1.14 Combining the product value chain and the service value chain

14
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1.9 Global Experimental Marketing

Customer experience - The use - I
of products in combination
with services to engage the
individual customer in a way -

that creates a memorable 3 oomice v

z
&
5

Aesthetic Escapist

High

(diff

Entertainment | Educational

g
2

Degres of intensity/connectios

Low High
Degree of involvement/participation

event. This can be £
. . k]
characterized into one of four g

. Providing product

groups: entertainment, 5 (product value)
educational, aesthetic or g

. 3
escapist. 38
3
- High g
(Premium)

Relative price level
(Pricing tactics)

Figure 1.15 Providing customer value — also through customer experience

1.9.1 Augmented Reality (AR)

* Augmented Reality (AR) - Augmented Reality is a live view of a physical, realworld
environment whose elements are augmented (or supplemented) by computer-
generated sensory input such as sound, video, graphics or GPS data. AR technology
allows consumers to virtually interact with three-dimensional product
visualizations displayed on users’ screens.

In the 2014 catalogue, IKEA has produced an interactive
online catalogue based on AR, in which viewers can actually
see a piece of furniture in their home before buying it.
Viewers can accelerate their decision-making by easily
dragging an item from the catalogue and placing it anywhere
in the simulated space on their smartphone or tablet
screen, and then immediately taking a screenshot of that
selection. Such technology allows for more personally
interactive catalogues and enhances playfulness and
convenience, as well as stimulating consumers buying
intentions and impressions of a brand.

15
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1.10 Information business and the virtual value chain

Physical value chain

R&D Production Marketing Sale§ &
service
\ A A
\ y
. Organize,
. Defmg select and Synthesize Distribute
information : 5 : 3
gather information / information
problem - i
information

Virtual value chain

Figure 1.16 The virtual value chain as a supplement to the physical chain

Value

Value

Virtual value chain

An extension of the conventional
value chain, where the
information processing itself can
create value for customers.

Four ways of using
information to create

business value:

(1) Managing risks

(2) Reducing costs

(3) Offering products and
services

(4) Inventing new products

Chapter 2 Initiation of
Internationalization

16
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Contents

* 2.1 Internationalization motives

* 2.2 Triggers of export initiation (change agents)
« 2.3 Internationalization barriers/risks

* 2.4 Summary

Learning Objectives

* Discuss the reason (motives) why firms go international

* Explain the difference between proactive and reactive motives

* Analyze the triggers of export initiation

* Explain the difference between internal and external triggers of export
initiation

* Describe different factors hindering export initiation

* Discuss the critical barriers in the process of exporting.

17
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Input o ] _ o ’ o
Proactive internationalization Reactive internationalization
motives (Section 2.2) motives (Section 2.2)
Y  /
Barriers hindering internationalization (Section 2.4)
| [ Internal triggers / \
Process (Seclona-d) Isrgcaa:g:_'a::g Informed on Internationalization
z : internationalization ready
External triggers translation
(Section 2.3)
[Exit the internationalization process)
Y
A
Output [Action: internationalization trial)
Dhamtar 2 lnt 43 am L $iman i oh o

2.1 Internationalization Motives

 Proactive motivesrepresent stimuli to attempt strategy change,
based on the firm’s interest in exploiting unique competences (e.g.
a special technological knowledge) or market possibilities.

* Reactive motivesindicate that the firm reacts to pressures or
threats in its home market or in foreign markets and adjusts
passively to them by changing its activities over time.

Table 2.1 Major motives for starting export

Proactive motives Reactive motives
e Profit and growth goals e Competitive pressures
e Managerial urge e Domestic market: small and saturated
e Technology competence/unique product e Overproduction/excess capacity
e Foreign market opportunities/market e Unsolicited foreign orders
information e Extend sales of seasonal products
e Economies of scale e Proximity to international customers/
e Tax benefits psychological distance

18
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2.2 Triggers of Export Initiation

Internationalization triggers -Internal or external events taking place to
initiate internationalization.

Triggers of Export Initiation

Internal triggers External Triggers

* Perspective management * Market demand

* Specificinternal event * Network partners
* Importing as inward internationalization * Competing firms

* Trade associations and other outside experts

* Financing

2.3 Internationalization barriers/risks

* Barriers hindering internationalization initiation
» Insulfficient finances
» Insufficient market knowledge
» Lack of foreign market connections
» Lack of export commitment
» Lack of productive capacity to dedicate to foreign markets
» Lack of capital to finance expansion into foreign markets
» Lack of foreign channels of distribution
» Management emphasis on developing domestic markets

» Cost escalation due to high export manufacturing, distribution and financing expenditures.

19
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2.3 Internationalization barriers/risks

* De-internationalization -
A process, determined by

internal and external
factors, where the

multinational company

shifts to a strategic

configuration that has a

lower international
presence.

ROI (Return on investment @ %)

Start of
internationalization

S

'Optimal’ level
lof internationalization
|

Level of internationalization
(increasing number of foreign markets,
increasing commitment to international markets)

m The inverted U-shaped curve of internationalization

2.4 Summary

High

Multiple withdrawal

Global strategy

Low

Interdependence between markets

Individual withdrawal

Multi-domestic

De-internationalization

Figure 2.5 Global strategy options

Internationalization

20
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Chapter 3
Internationalization
Theories

Contents

* 3.1 Introduction

* 3.2 The Uppsala internationalization model

* 3.3 The transaction cost analysis (TCA) model
* 3.4 The network model

3.5 Born globals

* 3.6 Summary

21
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Learning Objectives

* Analyze and compare the three theories explaining a firm's internationalization

process:
(i) the Uppsala internationalization model
(ii) the transaction cost theory
(iii) the network model

* Explain the most important determinants for the internationalization process of small
and medium- sized enterprises (SMEs)

 Discuss the different factors that influence internationalization of services

* Explain and discuss the relevance of the network model for an SME serving as a
subcontractor.

» Explain the term ‘born global’ and its connection to internet marketing

3.1 Introduction

* Historical development of internationalization
» The traditional marketing approach
» ‘Life cycle’ concept for international trade
»The Uppsala internationalization model
»The internationalization/transaction cost approach

»Dunning’s eclectic approach (Ownership-location-internationalization,

OLI)

» The network approach

22
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3.1 Introduction

* Cultural distance (discussed in Chapter 7) refers to the (macro) cultural level of a
country and is defined as the degree to which (factual) cultural values in one country
are different from those in another country, i.e. ‘distance’ between countries.

 Psychicdistance can be defined as the individual manager’s perception of the
differences between the home and the foreign market, and it is a highly subjective
interpretation of reality. ‘Psychic distance’ should consist of two dimensions of
‘distance’:

» Country characteristics distance: level of economic development,
communication infrastructure, marketing structure, technical requirements,
market competitiveness and legal regulations.

» People characteristics distance: per-capita income, purchasing power of
customers, customer lifestyles and preferences, level of education, language and
cultural values (beliefs, attitudes and traditions).

FDI (foreign direct investment)

Mode of No regular Independent _ Foreign
Market ~2peration export representatives | Foreignsales | oqyction and
(country) (sporadic export) | (export modes) subsidiary sales subsidiary
Increasing market commitment
Market A
Market B 3 \
g hofee
Market C a 's”'?‘g ;
o i
o s,
4 s,
g %,
Market D & &2
a e‘?f/
T @ {
| i
=1
| (=]
i L n
Market N Y \

Figure 3.1 Internationalization of the firm: an incremental (organic) approach

23
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Figure 3.2 Di

3.2.1 The Stage Model

Foreign operation
methods

How: Agents, subsidiaries,

licensing, franchising,
management
contracts
Sales objects Markets
What: ) Where:
Goods, services, Political/cultural/
know-how, physical distance
systems differences
Organizational
capacity
Organizational Personnel
structure International skills
Export department, and experience;
international division training

Finance

of internationali

The original stage model has been extended by
Welch and Loustarinen (1988) with six dimensions.
Cerrati et al. (2015) discuss the dimensions as
following:

1. internationalization from the demand side (ratio
of foreign sales to total sales);

2.resources located abroad (amount of resources
that go overseas);

3. geographical scope (number of countries or
regions in which the firm operates);

4. international orientation (percentage of
managers with international work

experience);

5. business networks (percentage of foreign sales
that go through external agents/distributors vs own
subsidiaries - FDI);

6. financial internationalization (share of foreign
ownership). The underlying assumption in the
Uppsala model is that internationalization

3.3 The transaction
cost analysis (TCA)
model

* Transaction costs - The ‘friction’
between buyer and seller, which
is explained by opportunistic
behavior.

* Opportunistic behavior - Self-
interest with guile - misleading,
distortion, disguise and
confusion.

» Transaction cost analysis -
Transaction cost analysis

Country A

Seller:

Producer

Country B
g g g Buyer: End-
S
Intermediary

| S —

‘Friction’ between _,
seller and buyer

Transaction cost:

« Ex ante cost - search costs
- contracting costs

« Ex post cost — monitoring costs
J, - enforcement costs

If ‘transaction costs’ are higher than ‘control cost’
through an internal *hierarchical’ system, then

|

concludes that, if the “friction’
between buyer and seller is
higher than through an internal
hierarchical system, then the

Country A ‘Forward integration’ Country B
nternal firm:
b | | Fore:gn
ProducerJ subsidiary customer

firm should internalize.

‘Internalization’

Figure 3.4 The principles of the TCA model

24



2018/10/8

Limitations of the TCA framework

* Narrow assumptions of human nature
* Excluding ‘internal’ transaction cost
* Relevance of ‘intermediate’ forms for SMEs

* Importance of production cost is understated

3.4 The network model

* Business networks - Actors are autonomous and linked to each other through
relationships, which are flexible and may alter accordingly to rapid changes in
the environment. The ‘glue’ that keeps the relationships together is based on

technical, economic, legal and, in particular, personal ties.

* Network model - The relationships of a firm in a domestic network can be

used as bridges to other networks in other countries.

25
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Country A

(home country) Country B

Subsupplier Governmental overnmental Subsupplier
head office organization organization subsidial
Production
Head bsidiary
office (upstream
functions)
To enter a network from outside Bank
requires that other actors be
motivated to engage in interaction,
something that is resource- Country D S
demanding and that may require
several firms to make adaptations
in their ways of performing
business.
Agent
Customers

Figure 3.5 An example of an international network

Hde’
3.5 Born globals g

* Abornglobal can be defined as ‘a
firm that from its inception pursues
a vision of becoming global and
globalizes rapidly without any
preceding long-term domestic or
internationalization period’ (Oviatt
and McDougall, 1994; Gabrielsson
and Kirpalani, 2004).

26
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3.5.1 Internet-
based born globals
are emerging

* New media: Social Media,
Internet, Mobile etc.

* The internet revolution
offers new opportunities
for young SMEs to
establish a global sales
platform by developing
e-commerce websites.

* Born globals are
challenging traditional
theories

Internal environment
External environment ¢ Firm's human and
* Favourable/unfavourable Managers’

financial resources
domestic/foreign market characteristics and ¢ Global management
conditions mindset competences

* Industry/sector trends * Global knowledge base

and learning

Decision to internationalize
Home market

Born global

Organic pathway
(Uppsala model)

Psychically
close

(Exporl market A) (Expon market N)

Time

Export market B

Export market A
Export market B
Most distant
k| Export market N e

m Two extreme pathways of internationalization: the organic versus born global

Chapter 4 Development of
the Firm's International
Competitiveness
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Contents

* 4.1 Introduction

* 4.2 Analysis of national competitiveness (the Porter diamond)

* 4.3 Competition analysis in an industry

* 4.4 Value chain analysis

* 4.5 The sustainable global value chain

* 4.6 Corporate social responsibility (CSR)

* 4.7 The value net

* 4.8 Blue ocean strategy and value innovation

4.1 Introduction

-
MACRO 7 Tranalty el
/ I Trveat of
/ substitutes
Section 4.2 7/
The Porter diamond . -

———

Figure 4.1 Development of a firm's international competitiveness
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4.2 Analysis of national competitiveness (the Porter diamond)

* Porter’s diamond - The characteristics of the ‘home base’ play a central role in explaining the

international competitiveness of the firm - the explaining elements consist of factor conditions,

demand conditions, related and supporting industries, firm strategy - structure and rivalry,

government and chance.
* Factor conditions
* Demand conditions
* Related and supporting industries
* Firm strategy, structure and rivalry
* Government

* Chance

Table 4.1 The five-sources model and the corresponding five forces in the Porter model

Porter’s five-forces
model

Market competitors

Suppliers

Buyers

Substitutes

New entrants

The five-sources model

Horizontal collaborations with other enterprises operating at the same
stage of the production process/producing the same group of closely
related products (e.g. contemporary global partnering arrangements
among car manufacturers)

Vertical collaborations with suppliers of components or services to the
firm — sometimes termed vertical quasi-integration arrangements (e.g. the
keiretsu formations between suppliers and assemblers that typify the car,
electronics and other industries in Japan)

Selective partnering arrangements with specific channels or customers
(e.g. lead users) that involve collaboration extending beyond standard,
purely transactional relationships

Related diversification alliances with producers of both complements
and substitutes. Producers of substitutes are not ‘natural allies’, but
such alliances are not inconceivable (e.g. collaborations between fixed-
wire and mobile telephone firms in order to grow their joint network
size)

Diversification alliances with firms based in previously unrelated sectors,
but between which a ‘blurring’ of industry borders is potentially occurring,
or a process (commonly due to new technological possibilities) that
opens up the prospect of cross-industry fertilization of technologies/
business that did not exist before (e.g. the collaborations in the emerging
multimedia field)
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Product benefits for customer: Service benefits for customer: )
*  Meeti equil * Product service and support
s Flexibility to meet changing * Customer support
customer needs = BDA-service (Before, During and After the actual
¢ Fitness for use buying of the product solution)
* |mproved efficiency in operation * Short lead time
= Better profitability * Sharing and leasing products and service
« Branding (trust in the brand, it provides ‘safe’ use, (see ‘The sharing economy’ on pages 120-1)
the product signals quality)
* Technically superior product
* Sustainable product solution (‘Green’ profile/CSR)
* Elimination of waste )
¥
CPV* = ‘Get’ _ Product benefits + Service benefits
NI 5 :
4.41 Customer Perceived Give Direct costs + Indirect costs
Value / N
Direct (monetary) costs for customer: Indirect costs for customer (customer participation
The customer’s overall * Price of product (paid to the supplier) in achieving the benefits):
* Lifetime costs (including financing) * G ion/negotiation with the
. . ¢ Quality assurance (transaction costs)
evaluation of the pl‘OdUCt/ p:}rl.;zlie:’\der * Spare part costs * Internal costs (administration, etc. in order to get
A . value the product to work)
service offered by a firm. « Long lead time from liers resulting in y

increased inventory of materials and final products
* Service costs
* Installation costs

m lllustration of customer value (perceived value)

Sources: adapted from Anderson et al. (2007, 2008); McGrath and Keil (2007); Smith and Nagle (2005).

4.4.2 Sharing Economy

* The sharing economy - An economic model in which individuals are able to lease assets
(products or services) owned by someone else, typically through an online marketplace.
The sharing economy model is most likely to be used when the price of a particular asset

is high and the asset is not fully utilized all the time.

A

Seller: Buyer: Seller: Buyer:
f \ Ee
[[he ) S
[ 1ong |! e
| sales | | sALES use }Value

‘T

I

i

i

l tunnei | | {
\ | !
\) 1/ ’
]

i

1

i

i

Traditional product
sales approach:

Seller says: ‘here are
the tools you asked for.
Good luck with them!

: Hilti's changing strategy from traditional product sales approach to a service-
Figure 4.3 £ :
oriented co-creation approach

Service-oriented
co-creation approach:

‘.\ / - g —

Sales approach

Customer says: ‘Thanks
for coming to show
us how to use the
tools to get the
job done’

Co-creation approach

The process lasts until the customer obtains the valus the salesperson promised them him or her.
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4.4.3 The Competitive Triangle

» Competitive triangle - Consists of a customer,; the firm and a competitor (the
‘triangle”). The firm or competitor ‘winning’ the customer’s favor depends on
perceived value offered to the customer compared with the relative costs

between the firm and the competitor.

Perceived value (compared to the purchase price)
Higher for A Higher for B
Lower for A | Il
Relative
costs
Lower for B n v

m Perceived value, relative costs and competitive advantage

4.4.4 The basic sources of competitive advantage

Resources

* VRIO analysis - VRIO is an abbreviation for the four questions that the firm asks about a

resource to determine its competitive sustainability :

V (Value): Is the resource valuable to the focal firm?

R (Rarity) Is the resource absolutely unique among a set of competitors?

I (Imitability): Is the resource difficult to imitate and will there be a significant
disadvantage to a firm trying to obtain the resource?

* O (Organization): Is the firm organized, ready and able to exploit the resource in order
to capture the value?
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4.4.4 The basic sources of competitive advantage

Competences
» Core competences - Value chain activities in which the firm is regarded as better than its
competitors.
Analysis of situation
Identification of competence gaps: how are
Easy COMPETITOR RESPONSE Hard Staced firm A's competences in relation to market
Hil (customers') demands for a supplier?
ligh Monopoly
A Core l
Scenarios

Stage2 | How will market (customers'’) demands for
a supplier look in, e.g., 5 years' time?

Profit Competitive
New product advantage l
know-how
Objectives
Price Stage3 | How does firm A want the competence
| Place profile to be in, e.g., 5 years?
Low Low l
Sources of market strength
Stage 4 Strategy and implementation
i 009 How should the objectives be reached?
Figure 4.8 llustration of the core competence

Model for development of core compstencies

Examples of value chain functions Customer Own firm (Firm A) Key competitor (Firm B)
(mainly i Is to How do rate How do customers rate
(key success factors) performance of our firm? | performance of key
competitor?
High Low
e oy . Good Bad | Good Bad
5| 4 3|2 1 5|4|3]2 1 5|4]|]3]|2 1
Uses new technology
High technical quality and competence
Uses proven technology
Easy to buy from

Understands what customers want

Low price

Delivery on schedule

Accessible for enquiries

Takes full responsibility
Flexible and quick
Known contact person

Provides customer training

Takes account of future requirements
Courteous and helpful

Specified invoices

Gives guarantees

IS0 9000 certified

Right first time

Can give references

Environment conscious
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CSR
value
added

Primary value drivers Secondary value drivers

[ Sales increase ]
CSR-induced revenue i )—E
CSR grants and subsidies

Internal cost savings

Savings from CSR-induced
cost decrease

Reduction of taxes and duties J

Primary value drivers Secondary value drivers
*{ One-time donations
One-time CSR costs )— (Invaslmenl costs
v—{omer one=time CSR costs

7[ Continuous donations

—(Feos
j_‘( Personal costs
‘( Material costs

Continuous CSR costs

S e es W W

Star Alliance members

Skyteam members

One World members

4 6 T h e Va ] u e n et Adria Airways Aeroflot airberlin/Niki
. Aegean Airlines Aeromexico American Airlines
Air Canada Air Europa British Airways
Air China Air France Cathay Pacific
Air New Zealand Alitalia Finnair
ANA China Airlines Iberia
Asiana Airlines China Eastern Japan Airlines
Austrian China Southern LAN
Avianca AV, TACA Airlines Czech Airlines Mexicana
] Bluel Delta Air Lines Qantas
The horizontal network Brussels Airlines Kenya Airways Royal Jordanian
SN Y Copa Airlines KLM S7 Airlines
' H Croatia Airlines Korean Air
y EGYPTAIR Saudi Arabian Airlines
Competiiors H Ethiopian Airlines TAROM
: ] LOT Polish Airlines Vietnam Airlines
. . i Lufthansa
Scandinavian Airlines
Singapore Airlines
South African Airways
SwWISS
TAM Airlines
TAP Portugal
THAI
— Turkish Airlines
United
V: l A ) 1 . ) US Airways
alue net . cor_npany S \_Ia ue creation in e e
collaboration with suppliers and customers = =
‘ounded in:
(vertical network partners) and 1997 2000 1999
complementors and competitors (horizontal Number of passengers (2011)
664 million 487 million 288 million
network partners). Total number of aircrafts in the alliance:
4,386 3,642 2,194
Number of daily flights:
21,230 14,500 8,760

2018/10/8
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4.7 Blue ocean strategy and value innovation

* Red oceans - Tough head-to-head competition in mature industries often results in

nothing but a bloody red ocean of rivals fighting over a shrinking profit pool.

* Blue oceans - The unserved market, where competitors are not yet structured and the

market is relatively unknown. Here it is about avoiding head-to-head competition.

* Value innovation - A strategic approach to business growth, involving a shift away from a
focus on the existing competition to one of trying to create entirely new markets. Value
innovation can be achieved by implementing a focus on innovation and creation of new

marketspace.

4.7 Blue ocean strategy and value innovation

Cost reduction
1. Which factors that the industry takes for granted
can be eliminated?
2. Which factors should be reduced well below the
industry standard?

Buyer value increase
1. Which factors should be raised well above the
industry standard?
2. Which factors should be created that the
industry has never offered? Buyer value

m Blue ocean strategy framework
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Average two-star  Average one-star Formule 1's
Eating facilities |- hotel value curve hcqelvabeﬁ value curve
Architectural aesthetics |-
Lounges |-
% Room size |-
g
% Availability of receptionist |-
=
g
Z Furniture and amenities in rooms |-
w Bed quality |-
Hygiene at the hotel and in rooms |-
Room quietness |-
Price |
Very Very
g Relative performance level
(perceived by the customers)
Chapter 5
Global marketing
research

B

ign market )
* Market potential * Market growth
® Market size « Profit potential
* Competition * Market access

(e.g. tariffs)
Buyer/decision-making unit
* Individual consumer Chapter 7
* Family Sociocultural
* Business fo
rces
* Government

J

Chapter 8
The international market
selection (IMS) process

l Regions/countries/markets
0OC0000000

screening

One specific market or a priori list of markets

Development of the
international marketing mix
(Part IV of this book)
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Chapter 5 Global Marketing
Research

Contents

* 5.1 Introduction

* 5.2 The changing role of the international researcher

* 5.3 Linking global marketing research to the decision-making process
* 5.4 Secondary research

* 5.5 Primary research

* 5.6 Other types of marketing research

* 5.7 Marketing research based on Web 2.0

* 5.8 Setting up an international marketing information system (MIS)
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5.1 Introduction

* Information is a key ingredient in the development of successful
international marketing strategies.

* The term ‘marketing research’ refers to gathering, analyzing and
presenting information related to a well-defined problem. Hence the
focus of marketing research is a specific problem or project with a
beginning and an end.

5.2 The changing role of the international researcher

* The role of international market research is primarily to act as an aid
to the decisionmaker.

 Earlier marketing research was regarded as a staff function and not a
line function.

* As the line and staff boundary blurs, marketing managers are
becoming increasingly involved in marketing research.
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Global marketing decision phase

1. Deciding whether to
internationalize

]

Deciding which markets to enter

®

Deciding how to enter foreign
markets

ES

. Designing the global marketing
programme

o

Implementing and controlling the
global marketing programme

w Information for the major global marketing decisions

Information needed

Assessment of global market opportunities (global
demand) for the firm's products

Commitment of the management to internationalize
Competitiveness of the firm compared with local and
international competitors

Domestic versus international market opportunities

Ranking of world markets according to market potential of
countries/regions

Local competition

Political risks

Trade barriers

Cultural/psychic distance to potential market

Nature of the product (standard versus complex product)
Size of markets/segments

Behaviour of potential intermediaries

Behaviour of local competition

Transport costs

Government requirements

Buyer behaviour

Competitive practice

Available distribution channels
Media and promotional channels

Negotiation styles in different cultures

Sales by product line, sales force customer type and
country/region

Contribution margins

Marketing expenses per market

2018/10/8

questions.

* Primary data - Information
that is collected first-hand,
generated by original
research tailor-made to
answer specific research

* Secondary data - Information
that has already been
collected for other purposes
and is thus readily available.

Internal data = J‘ » External data
Firm general data } Macroeconomic
(firm=context) | | data for country B
 Size I'| « GNP
« Product lines } « Stability of
» Financial | currency Industry
situation | | = Inflation ¢ Growth pattems
Secondary etc. . e of sectors Secondary
data | « Analysis of data
4 I imports A
» Characteristics
Problem of competition
* |s there a market for etc.
the firm's product A in
= e e T - — i e e -
« If yes, how large is it
and what is the Competitors
possible market share? Speciﬁs.:
Y 4
Primary Primary
data Str th k Int: diaries data

T
I
I
g |
profile (benchmarking) } End customers  Purchasing
Compared to main | Buying behaviour: behaviour
competitors: | | ® Threat of using * Financial
» Corporate level | substitute capabilities
» Product-line level | products o Access to
(SBU level) } = Consumption distribution
» Specific product level | patterns channels
etc. | | ete. etc.
I
Internal data 1 External data

Categorization of data for assessment of market potential in a country
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5.4 Secondary research

» Advantages of secondary research in foreign markets

»Secondary research conducted from the home base is less expensive and less
time-consuming than research conducted abroad.

»Secondary research can quickly generate background information to eliminate
many countries from the scope of enquiries.
* Disadvantages of secondary research in foreign markets
» Non-availability of data
» Reliability of data
» Data classification
» Comparability of data

5.5 Primary Research

* Quantitative research - Data analysis based on questionnaires from a large group of
respondents.

* Qualitative research - Provides a holistic view of a research problem by integrating
a larger number of variables, but asking only a few respondents.

Quantitative research Qualitative research
Variable no. Variable no.
12 3 4 - - - 12 3 4 - - -
1 1
2 2
3 3
Respondent 4 Respondent 4

no. no.

Figure 5.3 The trade-off in the choice between quantitative and qualitative research
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Comparison
dimension

Objective

Type of research
Flexibility in
research design

Sample size

Choice of
respondents

Information per
respondent

Data analysis

Ability to replicate
with same result

Interviewer
requirements

Time consumption
during the research

Quantitative research (e.g. a
postal questionnaire)

To quantify the data and
generalize the results from the
sample to the population of
interest

Descriptive and/or casual

Low (as a result of a
standardized and structured
questionnaire: one-way
communication)

Large

Representative sample of the
population

Low

Statistical summary

High

No special skills required

Design phase: high
(formulation of questions
must be correct)
Analysis phase: low (the
answers to the questions
can be coded)

Qualitative research (e.g. a focus
group interview or the case method)

To gain an initial and qualitative
understanding of the underlying
reasons and motives

Exploratory

High (as a result of the personal
interview, where the interviewer can
change questions during the interview:
two-way communication)

Small

People with considerable knowledge
of the problem (key informants)

High

Subjective, interpretative

Low

Special skills required (an
understanding of the interaction
between interviewer and respondent)

Design phase: low (no ‘exact’ questions
are required before the interview)
Analysis phase: high (as a result

of many ‘soft’ data)

Research problem/objectives
Determine the information requirements

|

Research approaches

[ Observation ][ Surveys ][ Experiments ]
. l &
Contact methods

Mail/internet/
[ o] ][ Telephone ][ Personal ]
l P
g ™
Sampling plan

Sampling Sampling Sample
unit procedure size

|

Contact medium
Design of a Formulation of
questionnaire questions
L l _
[ P ing/data collection/data analysis ]
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Problems with using primary research

* Sampling in field surveys
* Non-response
* Language barriers

* Measurement

v'Reliability - If the same phenomenon
is measured repeatedly with the
same measurement device and the
results are similar then the method is
reliable (the ‘how’ dimension).

v'Validity - If the measurement method
measures what it is supposed to

Situation 1 Situation 2 Situation 3
e, sane

measure, then it has high validity Neither refiable Highly reliable Highly reliable
(the 'What' dimension)_ There are nor valid but not valid and valid
three types of validity: construct, _ - S

: Figure 5.5 lllustrations of possible reliability and validity situations in measurement
internal and external.

5.6 Other types of marketing research

1200

* ad hoc research od F?’“"s‘ L
Sales § i
. . 900 { [
* Custom-designed studies | Foea 1L L
. . . ‘Convergent’ and ‘divergent’ forces T,+ 5 years
* MUItl'Chent StUdleS influence the outcome of the scenario

Scenario A

* Delphi studies

¢ Continuous research
Dimension
two

(longitudinal designs)

* Sales forecasting Scenario B

* Scenario planning

Dimension
one

Figure 5.7 Development of scenarios A and B over time
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5.7 Marketing research based on Web 2.0

Mobile data

* User-generated content and text mining
* Web browsing

* Social networks and online communities
* Customer decision-making data

* Consumer usage data

* Neuromarketing

5.8 Setting up an international marketing
information system (MIS)

* International marketing e FEED St
information system - An Macro- International
. . . . i rketi
interacting organization of ol el
people, systems and processes | Feonome sl
devised to create a regular’ ;:;::Dglcal STAGE | STAGE Il STAGE I STAGE IV re:iou;esn:;

. . . . internatio
continuous flow in information | cutwa o il St e markets)
essential to the international :‘:“ oy ol [Saarecg e ey information
marketer’s problem solving T pocgEiay frinlasnon cats 2 Informafion

s {3 information (5 . : L presentation ||
. . s _ags Sul = Marketing * Analysing

and decision making activities Em:rrr“r:xiariss o el ol e e jormTeien

around the world. Customers eamel « Records « Storing SRR -
Competitors SIS search data * Information knp;emen!a!r:onl

xecutio
Company internal « Analytical * Retrieving use
:::::':: S model data
Finance
Production
Accounting r
Human resources Control
Feedback

Figure 5.8 International marketing information system
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Contents

* 6.1 Introduction

* 6.2 The political /legal environment

* 6.3 The economic environment

* 6.4 The European economic and monetary union and the euro
* 6.5 BRIC - slow growth is hitting the emerging countries

* 6.6 ‘Bottom of pyramid’ (BOP) as a market opportunity
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6.1 Introduction
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6.2 The political /legal environment

THE GENERAL INTERNATIONAL ENVIRONMENT

Home country environment | Political/legal [ Host country environment
barriers
Exporting I ‘ Narker
firm ’ ‘

Figure 6.1 Barriers in the political/legal environment
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6.2.1 Home country environment
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6.2.2 Host country environment

* Political Risk
Google is experiencing political risk in China

> Import restrictions After a long period of planning and negotiating with the Chinese government,
> ] ] Google created its Chinese domain Google.cn in January 2006. At first, Google
Local-content laws was quite successful, quickly grabbing about one-third of the Chinese search

engine market. However, just a few years after Google’s entry, Google became

> EXChange controls unhappy with the Chinese

» Market control government’s censorship demands and suspected that the government might
be behind hacker attacks on Google originating from China.

> Price controls Google and the Chinese government were on poor terms almost from the start.
Shortly after the initial bargain was struck, Google indicated that it viewed

> Tax controls these terms of entry as temporary terms that would be revisited, perhaps with

Lo ‘guidance’ from the Chinese government. This was likely not received

> Labour restrictions favourably by the Chinese government, which views censorship as non-
negotiable. Furthermore, Google upset the Chinese government by explicitly

> Change of government party alerting users that their search results were being censored in accordance with
Chinese law.

> Nationalization (exproprlatlon) As the conflict escalated, Google took steps in 2010 to reduce its presence in

»Domestication China after threatening to pull out entirely. As a result, Google has seen its
market share in China plummet. After capturing approximately 35 per cent of
the market by the fourth quarter of 2009, Google dropped to under 2 per cent
of search engine volume in China by the start of 2014, falling into fourth place
behind Chinese competitors Baidu, Qihoo 360 and Sogou.
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6.2.3 Trade barriers from home country to host country

1SR EISRIE RN : LRV RTEE
* Trade barriers - Trade laws (often B4, HASERE!

tariffs) that favour local firms and
discriminate against foreign ones.

i B
L]

» Tariff barriers

» Non-tariff barriers
v'Quotas (FC&D
v'Embargoes (2%iz)
v/ Administrative delays (4R )

v’ Local-content requirements (243
I3ERD

BEEABCHWERL, 0, FRANBEZEREAENLESRR X
EHEESMAERTR SBE Rk

FRLVEREDE, ZENERETRNEZTAIN—FIN=8K. Appe
Watch. Air PodsF=RitiEHa RS, HABE, NEXHRE, BT
TEEEFRE, FERRATE, REMRNNAFEESHEEERH
nESL.

HFERO WG, BRAEELETOE. ERARNRBEERPEEOFR
MAERIEE, REZEEERANETTR.

6.2.4 The political risk analysis procedure

* Generally political risks are

ad(_jre_ssed thI‘OLl.gh th? i Step 1: Issues of relevance to the firm

building of relationships with Determine critical economic/business issues relevant to the
the various stakeholders of the firm. Assess the relative importance of these issues.
company: Y

Step 2: Potential political events
Determine the relevant political events.
Determine their probability of occurring.
Determine the cause and effect relationships.
Determine the government’s ability and willingness to respond.

» the government
» customers

» employees

Y

i @
> the local commumty Step 3: Probable impacts and responses

Determine the initial impact of probable scenarios.
Determine possible responses to initial impacts,
Determine initial and ultimate political risk.

&

Figure 6.2 Three-step process of political risk analysis
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6.3 The economic environment

* Economic development results from one of three types of economic activity:

* 1. Primary - activities are concerned with agriculture and extractive
process.

* 2. Secondary - manufacturing activities
* 3. Tertiary - activities are based upon service
20174 [ =Kk GDP L E

SHETMAHEEH: SRR R R RE
Gt S S IR . B T "

W, ARG RS TACRIER S, B e N
WML, KR RS R B BLACIR 5l pm—————
B LRI, R

O 22 W mAEFed (Z7)
-O- S—riugnEEXRit o
ol (25

6.3.1 How exchange rates
influence business activities

» Exchange rates affect demand for a
company’s products in the global
marketplace.

* When a country’s currency is weak (valued
low relative to other currencies), the price
of its exports on world markets declines and
the price of imports increases. Lower prices
make the country’s exports more appealing
on world markets. They also give companies
the opportunity to take market share away
from companies whose products are highly
priced in comparison.

BEEHH B2, +HEBRNES R RE. 75
fr, Bt ANRTICEARL: 1.4, WRFEHE AR
A, ATRASH14285.7 Ay M8H 105, Bk AR
ICFEAN1: 1.065, FJIC AR 187793 84, ZN
Ir4500 bz, HEFLIE LM,
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6.3.3 Big Mac Index/Big MacCurrencies

* ‘Big MacCurrencies’
exchange-rate
index is based on
the theory of
purchasing-power
parity (PPP), the
notion that a dollar
should buy the
same amount in all
countries.
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6.3.4 Classification by income

* GNP - Gross national product is the value of all goods and services produced by

the domestic economy over a one-year period, including income generated by the
country’s international activities.

* GNP per capita - Total GNP divided by its population.
* Less developed countries (LDCs) - less than US $3,000

* Newly industrialized countries (NICs) - ‘tigers’ of South-east Asia

» Advanced industrialized countries
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6.3.5 Regional economic integration

Forms of economic integration in regional markets

DR L2 E

L]

Lm0
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6.4 The European Economic and Monetary Union and the euro

Table 6.1 g:ﬁ') trading blocs as of 1 January 2015 (figures are from 2014 — World

Organization

European
Union

Type

Political and
economic
union

Members

Austria
Belgium
Bulgaria
Croatia
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland

Italy

Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden

UK

Total

Population
(million)

85
11.2
72
4.2
i)
10.5
5.6
1.3
55
66.2
80.9
11.0
9.9
48
61.3
2.0
2.9
0.6
0.4
16.9
38.0
10.4
19.9
5.4
2.1
46.4
9.7
64.5
508.3

GNI GNI per

(US $ billion) capita (US $)
427.3 50,390
528.0 47,030
53.6 7,420
55.2 13,020
225 26,370
199.4 18,970
345.8 61,310
24.3 18,530
266.0 48,910
2,851.7 43,080
3,853.5 47,840
2420 22,090
1329 13,470
208.0 44,860
2,102.8 34,280
31.2 15,660
45.0 15,380
38.0 69,880
8.9 21.000
863.0 51,210
521.8 13,730
221.7 21,320
186.6 9,370
96.4 17,810
478 23,220
1395.9 29,940
596.9 61,600
2754.1 42,690
18,133 35,673
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Four key elements to thrive in the low-
income market:

1. creating buying power;

2. shaping aspirations through product
innovation and consumer education;

3. improving access through better
distribution and communication systems;

4. tailoring local solutions.

Performances

Figure 6.4 The

Existing offering exceeds
mainstream market's
requirements a lot —
Some mainstream

e 5 customers may switch
Existing offering exceeds 4, disruptive offering
mainstream market's
requirements a bit

Existing offering’s
capabilities

Disruptive offering's
capabilities

Mainstream market's.
requirements

Low-end market's
requirements

A
B Disruptive offering just meets the low-end market's

Disruptive requirements, but not the requirements of the
innovation mainstream market
Time .

iple of disruptive i

o1
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Contents

7.1 Introduction

* 7.2 Layers of culture

« 7.3 High- and low-context cultures
* 7.4 Elements of culture

* 7.5 Hofstede’s model (the ‘4 + 1’ dimensions model) versus the
GLOBE model

7.6 Managing cultural differences
« 7.7 Convergence or divergence of the world’s cultures
* 7.8 The effects of cultural dimensions on ethical decision-making

7.1 Introduction

* A culture must have these three :';e l":'ob(:‘: gz‘:;;:;:a‘""“’

characteristics: - clothing

. - lifestyle
|
»Itis learned! ~ drinking and eating habits

>t is interrelated!

» It is shared! Values and social morals
e.g. — family values
— sex roles
- friendship patterns
* Culture - The learned ways in which a
Basic cultural assumptions

society understands, decides and e
. e.g. — national identity
communicates. - ethnic culture
— religion

The visible and invisible parts of culture
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National culture +

Business/industry culture

mmﬁtﬂl )
(organ re)

Individual
e —>|  behaviour/ < i

decision-maker

The different layers of culture

Case: Organizational Culture
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e
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Context

Low

Vi
Arabs
7

Latin Americans

7

Italians/

Spani
S panish
French
s
English
7
North Americans
7,
Scandinavians
7
Germans
2
Swiss
Explicit Implicit
Messages

Characteristic

Communication
and language

Sense of self
and space

Dress and appearance

Food and eating habits

Time-consciousness

Family and friends

Values and norms

Beliefs and attitud

Low-context/individualistic
(e.g. western Europe, US)

Explicit, direct

Informal handshakes

Dress for individual success,
wide variety

Eating is a necessity, fast food

Linear, exact, promptness is
valued, time = money

Nuclear family, self-oriented,
value youth

Independence, confrontation of
conflict

Mental process and
learning

Business/work habits

Egalitarian, chall authority,
individuals control destiny,
gender equity

Lateral, holistic, simultaneous,
accepting life’s difficulties

Deal-oriented (‘quickly getting
down to business’), rewards
based on achievement, work
has value

High-context/collectivistic (e.g.
Japan, China, Saudi Arabia)

Implicit, indirect

Formal hugs, bows and
handshakes

Indication of position in society,
religious rule

Eating is social event

Elastic, relative, time spent on
enjoyment, time = relationships

Extended family, other oriented,
loyalty and responsibility, respect
for old age

Group conformity, harmony

Hierarchical, respect for authority,
individuals accept destiny, gender
roles

Linear, logical, sequential,
problem-solving

Relationship-oriented (‘first you
make a friend, then you make a
deal'), rewards based on seniority,
work is a necessity
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7.4 Elements of culture

* Language

* Manners and Customs

* Technology and material culture
* Social institutions

* Education

 Values and attitudes

* Aesthetics

* Religion

iGu

-
3

L
-

:
h

¥

7.5 Hofstede’s model (the ‘4 + 1’ dimensions model)

* Power distance - degree of inequality between people in physical and educational
terms.

* Uncertainty - the degree to which people in a country prefer formal rules and
fixed patterns of life, such as career structures and laws, as means of enhance
security.

* Individualism - the degree to which people in a country learn to act as individuals
rather than as members of groups.

* Masculinity - the degree to which ‘masculine’ values, such as achievement,
performance, success, money and competition, prevail over ‘feminine’ values, such
as quality of life, maintaining warms personal relationships, service, care for the
weak, preserving the environment and solidarity.

* Time perspective

55



2018/10/8

7.5 The GLOBE model

* GLOBE is a long-term programmatic research effort designed to explore the
complex effects of culture on leadership, organizational effectiveness, economic
competitiveness of societies and the human condition of members of the societies
studied (House et al., 2004).

* GLOBE produced a set of nine dimensions:

uncertainty avoidance, power distance, institutional collectivism, in-
group collectivism, gender egalitarianism, assertiveness, future
orientation, performance orientation and humane orientation.

7.6 Managing cultural differences

* four-step approach to eliminate self-
reference criterion (SRC)

1. Define the problem or goal in terms of
home country culture, traits, habits and
norms.

2.Define the problems or goals in terms of
the foreign culture, traits, habits and norms.

3. Isolate the SRC influence in the problem
and examine it carefully to see how it
complicates the problem.

4. Redefine the problem without the SRC
influence and solve for the foreign market
situation.
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7.7 The effects of cultural dimensions on ethical decision-
making

* A classification of a company as ‘most ethical’ requires that the firm’s code of
ethics should address the following six major issues:

1. Organizational relations, including competition, strategic alliances and local sourcing.

2. Economic relations, including financing, taxation, transfer prices, local reinvestment,
equity participation.

3. Employee relations, including compensation, safety, human rights, non-discrimination,
collective bargaining, training and sexual harassment.

4. Customer relations, including pricing, quality and advertising.

5. Industrial relations, including technology transfer, research and development,
infrastructure development and organizational stability /longevity.

6. Political relations, including legal compliance, bribery and other corrupt activities,
subsidies, tax incentives, environmental protection and political involvement.

Chapter 8 The International Market
Selection Process
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Contents

* 8.1 Introduction

* 8.2 International market selection: SMEs versus LSEs

« 8.3 Building a model for international market selection
8.4 Market expansion strategies

* 8.5 The global product/market portfolio

8.1 Introduction

* Identifying the ‘right’ market(s) to enter is important for a number of reasons:

v'It can be a major determinant of success or failure, especially in the early stages of
internationalization.

v'This decision influences the nature of foreign marketing programmes in the
selected countries.

v'The geographic location of selected markets affects the firm’s ability to coordinate
foreign operations.
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8.2 International market selection: SMEs versus LSEs

* In SMEs, the IMS is often simply a reaction to a stimulus provided by a change
agent.

* In other cases, the IMS of SMEs is based on the following criteria:

» Low psychic distance: low uncertainty about foreign markets and low perceived
difficulty of acquiring information about them. Psychic distance has been defined
as differences in language, culture, political system, level of education or level of
industrial development.

» Low cultural distance: low perceived differences between the home and
destination cultures (cultural distance is normally regarded as part of psychic
distance).

» Low geographic distance.

8.3 Building a model for international market selection

The firm The environment
+ Degree of internationalization and » International industry structure
overseas experience + Degree of internationalization of the . . i
« Size/amount of resources market How do we define ‘international
« Type of industry/nature of the » Host country: " :
otientind A et markets’? The following approach
« Internationalization goals - competition suggests two dimensions:
 Existing networks of relationships — psychic/ raphic distance . .
g 3 T e s?,:f.’g,i; 1. the international market as a country
or a group of countries;
2. the international market as a group of
[lntemational merkel segmemanonj customers with nearly the same
characteristics.
According to this latter definition, a
INTERNATIONAL market can consist of customers from

MARKET several countries.

SELECTION
(IMS)

Figure 8.1 Potential determinants of the firm's choice of foreign markets

2018/10/8
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8.3.1 Presentation of a market-screening model

i

Selection of the relevant

Stepd segmentatlon criteria

segments

~ /S

Screening of segments to narrow
down the list of markets/countries
Choice of Target markets/countries

Step 2 [ Development of appropriate
Step 3 l

Mucrosegmentation:
develop segments in each qualified
country or across countries

Y

Market entry
How many markets?
When?
Sequence?

Figure 8.2 International market segmentation

Step 4

8.3.2 Steps 1 and 2: defining criteria and developing segments

* In general, the criteria for effective segmentation are as follows:
v measurability: the degree to which the size and purchasing power of

resulting segments can be measured;

v accessibility: the degree to which the resulting segments can be

effectively reached and served;

v substantiality/profitability : the degree to which segments are
sufficiently large and/or profitable;

v actionability : the degree to which the organization has sufficient
resources to formulate effective marketing programmes and ‘make

things happen’.
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General characteristics & Specific characteristics

General characteristics /\ High degree of measurability,
Geographic accessibility and actionability
Language

Political factors
Demography
Economy
Industrial structure
Technology

Social organization
Religion

Education

Specific characteristics
Cultural characteristics Low degree of measurability,
Lifestyle accessibility and actionability
Personality (however, high degree of
Attitudes and tastes \ relevance in specific situations)

The basis of international market segmentation

8.3.3 Step 3: screening of segments (markets/countries)

* The screening process can be divided into two stages (Gaston-Breton and Martin,
2011; Sinha et al,, 2015):

» Stage 1: Preliminary screening
* population size;
» gross national product (GNP) in total;
+ gross national product (GNP) per capita;
* restrictions in the export of goods from one country to another;
* share of population with access to internet;
* smartphones owned per 1,000 of the population;
* cars owned per 1,000 of the population;
+ government spending as a percentage of GNP;
* population per hospital bed.
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8.3.3 Step 3: screening of segments (markets/countries)

* ‘knock-out’ criteria - Screening Griteria included in the overall BERI index
crlterlz? that are used to eXClud_e Criteria Weights Multiplied with the score (
countries in advance as potential (rating) on a scale of 0-4°
future markets. Political stabilty 3
sas Economic growth 2.5
» The country must be politically Currerscy nvertiikty e
stable and not be too Labour cosﬂpr&)_duclivﬁy o)
conservative with regard to ki z
. . ) ong-term loans/venture capital 2
rellglon (Iran was ‘knocked out Attitude towards the foreign investor and profits 1.5
i Nationalization 1.5
on thlS). Monetary inflation 1.5
» The country must not already be Ea:ance Zf_l_payr{nems 1-:
. tract 1.
an established market for Bosch g ommraic doe L
fire detection (Egypt was Communications: phone, fax, internet access 1
I ) : Local management and partner 1
knocked out’ on thlS). Professional services and contractors 0.5
» BERI (Business Environment Risk Total 25 x 4 (max.) =

Index) - A tool used in the coarse-
grained’ macro_oriented Screening *0, unacceptable; 1, poor; 2, average conditions; 3, above average conditions; 4, superior conditions.

* Total paints: > 80, favourable environment for investors, advanced economy; T0-79, not sa favourable, but still an advanced economy; 5669, an immat

of international markets nvestment potential, probably a newly industrialized country (NIC); 40-54, a high-risk country, probably a less developed country (LDC) — quality of manag

superior to realize potential; < 40, very high risk — would only commit capital if there were some extraordinary justification.

8.3.3 Step 3: screening of

segme nts
(marke tS/ countrie S) Table 8.2 Dimensions of market/country attractiveness and competitive strength
* Stage 2: Flne'graIHEd SCTeenll’lg Market/country attractiveness Competitive strength
Highgts) 4 —— Market size (total and segments) Market share
(l i \ Market growth (total and segments) Marketing ability and capacity
[ { :
| et Dominatesdivest | (country-specific know-how)
| LAt / Buying power of customers Product'’s fit to market demands
- & A oountries Market seasons and fluctuations Price
E \ Average industry margin Contribution margin
g | B n B Competitive conditions (concentration, intensity, Image
ﬁ 5 l Selectivity entry barriers, etc.)
£ ' \\ SR Market prohibitive conditions (tariff/non-tariff barriers, Technology position
§ import restrictions, etc.)
% Government regulations (price controls, local content,  Product quality
& € countries ‘ compensatory exports, etc.)
23 ’ Infrastructure Market support
| Harvest/divest ) - o i g .
\' / combine/license ‘ Economic and political stability Quality of distributors and service
f [ / Psychic distance (from home base to foreign Financial resources, access to
] \_ \\i‘ _ N— market) distribution channels
5 4 3 2 1
High Competitive strength Low
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8.3.4 Step 4: Microsegmentation: develop subsegments
in each qualified country and across countries

* Once the prime markets have been ¢z _—
identified, firms then use standard o \\JJ
techniques to segment markets within

countries, using variables such as: % Cluster 1 "
@ demographic/economic factors
@ lifestyles
& consumer motivations
@ geography
@ buyer behaviour

@ psychographics Cluster5 &7

u Transnational clustering of the western European market

Markets
Pro= Country | Country | Country
duct A B (e}
output
= -
- -
L Z
Product a 5=
o -
-~
o -
= -
i s
- - P
o Product b ’
e = 7
T 7
-
/
’
Segment 1 Product ¢ v
Segment / ‘
2 7/
’
Segment s
et 4 ’ £ Chosen fields of operation of
693 // companies in product-country matrix
7/
Segment 5 Pt
s Chosen fields of operation of companies
4 based on a micromarket segmentation

Figure 8.7 Micromarket segmentation
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The international market
segmentation/screening process: an
example of the proactive and systematic
approach

Secondary data
(desk research)

Regional macroscreening
Based on e.g. the BERI model
A

Preliminary screening

General criteria:

= Market size/growth

* Buying power of customers

* Culturally similar markets
etc.

Highest market
=2 potential

Specific product/

market criteria

Which value-chain functions
do the customers rate as
important to them?

{} Harmony?

D = Germany
CH = Switzerland

1= haly The firm's competences
compared with strengths and

Cl = Cluster weaknesses of competitors

B.W. = Baden Wiirttemb. Highest sales

Bay. = Bayern =

S.L. - Saariand Y Pl

Segmentation by customer group

Possibly Target market: Y
ranked ‘Customer group m’iﬁ;ﬁNG ELAN Primary data
priority x in Bayern (field research)

Case: Bosch Security Systems:
detection systems

| market

IMS in the Middle East for fire

First screening

Preliminary screening based on
rules and regulations and political
conditions = knock-out criteria —
not shown here in detail

Second screening
Fine-grained screening based on
the MACS model: market
attractiveness/competitive

strengths

Ranking

1. UAE

2. Saudi Arabia
3. Qatar

for Bosch Security System: Fire Detection Systems in the

g

Inta: .
CEEEE Viddle East
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Case: Bo
detectios

Table 8.3 Classifical
Market attractivencliily ¢
Score

Economic position (

Market focus (quali
Construction — plan
(billion-dollar proje

Market size fire busi Co
Market growth fire k
Number of fire insta
Fire safety awarene
Top verticals® that ¢

Percentage of then Lo
CE*-certified produc
Mz

Exclusiveness of pa
Qu

Pre

Local fire experienc: Lo

Competitive streng
Score

Local market knowh Co
Quality of the local |
authorities To
Presence of a local
Local technical sup;  EXC
Contact details avai

Tot

* Verticals: Industry verticals s

High

Market attractiveness (MA) of Bosch fire detection systems

[ Direct investment
[ ] Partial investment
[ ] Noinvestment

5

4.2

1. UAE
-------- 2.8A
H
i uw
:
1
) (Jo)
i
]
1
!
328 1
Strong

Competitive strength (CS) of Bosch fire

* EN standards (European noms): Eurof
< CE, conformité Européenne, which me - - o .
* Local person avaiable witrn 1 year GRS CR-MIVIll Bosch Fire Detection Systems MACS matrix

detection systems

re

JAE
).75
.45
).60
.60

.00
).30

3.70
.20

.00

8.4 Market expansion strategies

* In designing their strategy firms have to answer two underlying questions:
1. Will they enter markets incrementally (the waterfall approach = trickle-down) or

simultaneously (the shower approach)? (See Figure 8.13.)

2. Will entry be concentrated or diversified across international markets?
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8.4.1 Incremental versus simultaneous entry

* The waterfall approach is based on the assumption that, initially, a product or a
technology may be so new or expensive that only the advanced (wealthy)
countries can use it or afford it.

* Alternatively, a firm may decide to enter a number of markets simultaneously in

order to leverage its core competence and resources rapidly across a broader
market base.

Waterfall approach

AN

High A Wy, /
& / /f// / l’ Shower approach f //
5 Advanced /’/ 7! / | / /
S countries / /
’g / f‘ / 11 l/
g &1y f
-] /‘
| a 0
c g Developing —_ |
',% ; countries |~ H//
g8 N
2 HA L | .
o
1] devLeelzsp - Advanced ’/ f Developing | de\lr_:I:Zed
ki countries [ | countries S

»

Time

Low
Figure 8.13 The incremental strategy (waterfall approach) and simultaneous strategy (the
) shower

8.4.2 The appropriate expansion strategy for the SME

The company strategy for
market expansion should
be concentrated on the
AP product-market segment
where the core
competences of the
company give it a
competitive advantage
Pre-exporting  Early exporting  Established exporting
Stages of the internationalization process (here prOduCt A’ B’ C and

: market 1, 2).
Figure 8.14 Appropriate global marketing strategies for SMEs

Sales

Market 2, niche 1

Product C

Product B

Product A
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8.4.3 Concentration versus diversification

Four expansion alternatives can be
identified:

+ 1. few customer groups/segments in
few countries;

* 2.many customer groups/segments
in few countries;

* 3.few customer groups/segments in
many countries;

* 4. many customer groups/segments
in many countries.

Market/customer target group
Concentration Diversification
Concentration 1 2
Country
Diversification 3 4

Figure 8.15

The market expansion matrix

tion versus market concentration

Table 8.5 International market di

Factors favouring country diversification

Company factors

High management risk consciousness (accept risk)
Objective of growth through market development

Little market knowledge
Product factors

Limited specialist uses

Low volume

Non-repeat

Early or late in product life cycle

Standard product saleable in many markets

Radical innovation can trigger new global customer solutions

Market factors

Small markets — specialized
Unstable markets

Many similar markets

New or declining markets

Low growth rate in each market

Large markets are very competitive

Established competitors have large share of key markets

Low customer loyalty
High synergy effects between countries

Learning can be transferred across markets

Short competitive lead time
Marketing factors

Low communication costs for additional markets
Low order-handling costs for additional markets

Low physical distribution costs for additional markets
Standardized communication in many markets

Factors favouring country concentration

Low management risk consciousness (risk-averse)
Objective of growth through market penetration
Ability to pick ‘best’ markets

General uses

High volume

Repeat-purchase product

Middle of product life cycle

Product requires adaptation to different markets
Incremental innovation — narrow market scope

Large markets — high-volume segments

Stable markets

Limited number of markets

Mature markets

High growth rate in each market

Large markets are not excessively competitive
Key markets are divided among many competitors
High customer loyalty

Low synergy effect between countries

Lack of awareness of global opportunities and threats
Long competitive lead time

High communication costs for additional markets

High order-handling costs for additional markets

High physical distribution costs for additional markets
Communication requires adaptation to different markets
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8.5 The global product/market portfolio

By combining the product and
geographic dimensions it is
possible to analyse the global
corporate portfolio at the
following levels

1. product categories by
regions (or vice versa);

2. product categories by
countries (or vice versa);

3. regions by brands (or vice
versa);

4. countries by brands (or vice
versa).

High

Market/SBU
attractiveness

Competitive
strength

F\uure L3I Unilever's global portiolio

High

Market
attractiveness

Low

PRODUCT DIMENSION

High

Market
attractiveness

Low

Brands
]
High
o
han Viennetta Calippo
Low’
High Competitive Low High Competitive Low
strength strength
2
1 4
3
Regions Countries
e
High
North —
[ Europe |
i Market Netherlands
Lt attractiveness
Alrica/
[Grose]
Low™l
High Competitive Low High Competitive Low
strength strength

GEOGRAPHIC DIMENSION

68



