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CHAPTER 6

Entering Global Markets
“The multinational corporation knows a lot about a great many countries and congenially adapts to supposed differences..... By contrast, the global corporation knows everything about one great thing. It knows about the absolute need to be competitive on a worldwide basis as well as nationally and seeks constantly to drive down prices by standardising what it sells and  how it operates. It treats the world as composed of a few standardised  markets rather than many customised markets.” 

Theodre Levitt

Introduction 

Companies may enter overseas markets for various reasons. These include saturated and intensely competitive domestic markets, diversification of risk on a geographical basis, opportunity to realise economies of scale and scope, entry  of competitors into overseas markets, the need to follow customers going  abroad and the desire to compete  and learn in a market with sophisticated consumer  tastes. This chapter focuses on how global companies enter different markets across the world.  We will take up how companies operate in global markets in the next chapter and global branding in Chapter 8 as these topics deserve a separate treatment. 
Key issues in global marketing: 

Typically, marketing includes the following activities: - 

· Market research. 

· Concept & idea generation. 

· Product design. 

· Prototype development & test marketing 
· Selection of packaging material, size and labelling 

· Positioning 

· Choice of brand name 

· Choice of advertising agency 

· Development of advertisement copy 

· Execution of advertisements 

· Recruitment and posting of sales force 

· Pricing 

· Sales Promotion 

· Selection and management of distribution channels. 

Some of these activities are amenable to a uniform global approach.  Others involve a great degree of customisation. Again, within a broadly defined activity, some sub activities can be more easily globalised while others cannot. For instance, product development may be customised to suit the needs of different markets  but basic research may be conducted on a global basis. (In Chapter 5, we have already covered how global companies manage R&D). 
A global marketing strategy typically evolves over a period of time.  In the initial phase, the main concern for a global company is to decide which  market(s) to enter. Then comes choosing the mode of entry. A related decision is whether to expand across several markets, simultaneously or one at a time.  With growing overseas presence, global companies have to resolve issues such as  customisation of the marketing mix for local markets and in some cases,  development of completely new products. In the final phase, global companies examine their product portfolio across countries, strive for higher levels of coordination and integration and attempt to strike the right balance between scale efficiencies and local customisation. As mentioned earlier, in this chapter, we focus on entry strategies. Other issues relating to global marketing are covered in Chapter 7 and Chapter 8.  
Exhibit 6.1

Understanding overseas markets: The 12 C Analysis Model
Phillips, Doole and Lowe have suggested a model to help companies identify the information to be collected while entering an overseas market.  The 12 Cs of this model are:
· Country:


General information, environmental factors
· Choices:       

Competition, strengths and weaknesses of competitors
· Concentration:  

Structure of market segments, geographical spread.
· Culture:      

Major characteristics, consumer behaviour, decision making style.
· Consumption:   

Existing and future demand, growth potential. 
· Capacity to pay:   
Pricing, prevailing payment terms.
· Currency:    

Presence of exchange controls, degree of convertibility.
· Channels: 

General behaviour, distribution costs and existing distribution infrastructure.
· Commitment:  
              
Market access, tariff and non-tariff barriers.
· Communication: 

Existing media infrastructure, commonly used promotional techniques.
· Contractual obligations: 
Business practices, insurance, legal obligations
· Caveats:


Special precautions to be taken 
Dealing with cultural issues

Before entering a new market, companies must carefully understand the cultural environment, and avoid common pitfalls. Cultural anthropologist, J A Lee has used the term, Self Reference Criterion to describe the tendency of people to be biased by their own cultural experience and value systems while interpreting a business situation in an overseas environment. Managers must look at the business problem both in terms of the home country and host country cultures to minimize the cultural bias. They must avoid ethnocentricism, the tendency to view the home culture as being superior to the host culture. At the same time, cultural differences should not be overestimated. Sometimes it is the “foreign” element which appeals to local customers. 
Two commonly used examples in the literature on global marketing illustrate these points.   Procter & Gamble (P&G) introduced the Ace detergent in Mexico without modifying the chemical composition. P&G did not take into account that people used washing machines in the US while Mexicans washed clothes in rivers. Consequently the product failed to click. Later, P&G not only modified the chemical composition but also packed it in smaller sizes using plastic bags instead of cardboard to keep the detergent dry. In contrast, the leading toy maker, Mattel decided to customize its Barbie doll for the Japanese market. For eight years, sales did not pick up momentum. Only when Mattel reintroduced Barbie with more western looks, did sales take off. 

In his book, “Redefining Global Strategy,” Pankaj Ghemawat attributes the rampant copyright violations in China to the country’s Confucian values. One Confucian principle encourages replication of the results of past intellectual endeavours: “I transmit, rather than create, I believe in and love the antecedents.” Culture has an important influence on the marketing mix. Culture also determines buying motivation. For example, in highly feminine and low uncertainty avoidance cultures, people look for safety and value. Culture also influences pricing. Pricing is dependent on how willing customers are to pay for products. While in some cultures, high price may signal premium quality, in others, it can be interpreted as taking customers for a ride. Culture can also affect the distribution strategy. For example, in some cultures, direct selling is looked down upon. Avon, for example, had to reorient its direct selling approach in countries like China and Taiwan. Last but not the least, culture has a major influence on the communication strategy. Advertising campaigns that are highly effective in one culture may be counter productive in another. 

At the same time, global companies should always watch out for commonalities across cultures. An universal is a mode of behavior which spans cultures. For example, music as an art form is applicable across cultures. So the musical song type commercial can be used across cultures. However, the type of music used may have to be varied across cultures.  Because of greater travel and better means of communication such as satellite television and the Internet, trends in categories such as clothing and beverages are converging. Global marketers must look for universals so that they can standardise some elements of the marketing mix to cut costs and keep the price affordable to customers. 
To conclude this section, global companies, based on the cultural issues, can group markets logically and accordingly formulate their entry strategy. They can prioritize markets, decide which markets to enter simultaneously, which to enter sequentially and which not to enter at all. In some cases, it may also make sense to identify a beach head market, i.e.,  a small market which is similar to a bigger market. This way, the risks can be minimized and the learning from operating in the beachhead, applied to the larger market. 

Exhibit 6.2

Sundaram and Black’s three step framework for political risk analysis.

Step 1:

· Determine the critical economic/business issues relevant to the firm.

· Assess the relative importance of these issues.

Step 2:

· Determine the relevant political events.

· Determine the probability of their occurrence.

· Determine the cause and effect relationships.

· Assess the government’s ability and willingness to respond.

Step 3:

· Determine the initial impact of probable scenarios.

· Determine possible responses to the initial impact.

· Determine initial and ultimate political risk.




Understanding new markets 

While choosing new markets, global companies must consider various macro and micro factors. Macro level issues include the political/regulatory environment, financial/economic environment, socio cultural issues and technological infrastructure. At a micro level, competitive considerations, availability of manpower, local infrastructure such as transportation & logistics network and sophistication of mass media for advertising are important. It usually makes sense to do a preliminary screening on the basis of different criteria and then do an in-depth analysis of the selected countries. The factors which need to be examined carefully, include legal and religious restrictions, political stability, economic stability, income distribution, literacy rate,  education, age distribution, life expectancy and penetration of television sets  in homes. Political risks, especially the attitude of the local government and political parties need to be evaluated carefully, (See Exhibits: 6.2, 6.3, 6.4, 6.5, 6.6.).
Let us examine some of these factors with reference to India. India has attracted a lot of attention in recent years as the offshoring hub of the world. But India is also a very attractive market with millions of consumers with a pent up demand for goods and services which were not available in the country till recently. According to a study conducted by the McKinsey Global Institute
, private spending in India amounted to Rs. 17 trillion ($372 billion at the then exchange rate of Rs. 45.7/$). McKinsey expects this number to go up to Rs. 70 trillion by 2025. As incomes increase and population grows, marketers can look forward to some mouthwatering opportunities. 
Exhibit 6.3

The Economist framework for measuring political risk (1986)

Politics (50 points)

· Proximity to superpower or trouble maker (3)

· Authoritarianism (7)

· Longevity of regime (5)

· Illegitimacy of regime (9)

· Generals in power (6)

· War/armed insurrection (20)

Economics (33 points)

· GDP per capita (8)

· Inflation (5)

· Capital Flight (4)

· Foreign debt as a proportion of GDP (6)

· Food production per capita (4)

· High proportion of exports, accounted for by raw materials (6)

Society (17 points)

· Pace of urbanisation (3)

· Islamic fundamentalism (4)

· Corruption (6)

· Ethnic tension (4)

In the last 20 years, India has come a long way. In 1985, 93% of the population lived on $1 per day. By 2005, that number had come down to 54%. Extreme poverty in rural areas declined from 94% in 1985 to 61% in 2005. McKinsey expects the country’s urban population to expand from 318 million today to 523 million in 2025. Besides growing urbanization, another trend which will enthuse global marketers is the growth of the middle class segment with an income of Rs. 200,000 to Rs. 1,000,000 per year. This segment currently (in 2007) makes up 5% of the population. McKinsey expects that by 2025, this segment may make up 41% of the population. And for luxury goods marketers too, opportunities might open up as the segment earning more than Rs. 1,000,000, making up about 0.2% of the population today will grow to 2% by 2025! That segment of 24 million people will be larger than the population of Australia by 2025. These demographic trends would seem to indicate that while spending on necessities such as food will decline in relative importance, that in discretionary areas such as health care, education, personal transportation vehicles and various fashion/luxury goods will increase.
While all these are indeed exciting opportunities, global marketers must also take note of the various challenges involved while operating in India. To start with, there are regional disparities. The south and the west are doing well while the north (with the exception of Haryana, Himachal Pradesh and Punjab) and the east are lagging behind.  India’s urbanization is proceeding slowly (Some 29% of Indians live in cities compared to 40% in case of China and 48% in case of Indonesia). But even this modest growth has started putting pressure on infrastructure. Mumbai’s infrastructure problems are legendary and Bangalore and Hyderabad seem to be headed in the same direction. Meanwhile growing competition may put pressure on margins as more and more MNCs enter the country.
Star TV illustrates some of the key challenges involved while entering new markets. Rupert Murdoch took over the satellite network in 1995. Murdoch was attracted by Star’s focus on an elite segment of cosmopolitan Asians who seemed to be having a strong appetite for recycled English language programming. Only later, Murdoch realized that many Asian viewers despite knowing English, preferred local language content. Murdoch also failed to take into account the political dynamics in China. One of his statements, that satellite TV would be an unambiguous threat to totalitarian regimes everywhere backfired.  The Chinese government promptly imposed major restrictions on the operation of foreign satellite TV services in China.

Exhibit 6.4

The Business Environment Risk Intelligence (BERI) framework (1978)

· Internal Causes

Fractionalisation of the political spectrum

Fractionalisation by language, ethnic and religious groups

Coercive measures used to retain power

Mentality – xenophobia, nationalism, corruption, nepotism, willingness to compromise.

Social conditions, including population density and wealth distribution

Organisation and strength of forces for a radical left government.

· External Causes

Dependence on and/or importance to a hostile major power

Negative influences of regional political forces.

· Symptoms

Societal conflicts – demonstrations, strikes, street violence

Instability – non constitutional changes, assassinations, guerilla wars.

Entering new markets

Companies have to choose between simultaneous and incremental/sequential entry into different markets. Simultaneous entry involves high risk and high return. It enables a firm to build learning curve advantages quickly and pre-empt competitors. On the other hand, this strategy consumes more  resources, needs strong managerial capabilities and is inherently more risky.  

In contrast, incremental entry involves less risk, less resources and a steady and systematic process of gaining international experience. The main  drawbacks with this method are that competitors have time to catch up and retaliate.  Within a given market too, companies have to decide on incremental or phased expansion. Again, let us take the case of India. Setting up a national presence can take some doing. But the task looks easier when certain practical realities are kept in mind. While India is huge, much of the target segment for many global marketers lies in the mega cities of Delhi, Mumbai and the six largest urban agglomerations – Kolkata, Chennai, Hyderabad, Bangalore, Ahmedabad and Pune. By focusing on these areas, quicker results can be obtained more cost effectively.
Exhibit 6.5

The Political Risk Services (PRS) framework

The PRS framework considers various variables to estimate the probability of a major loss due to political risk. Most of the variables are related to direct government actions. These variables are:

· Equity restrictions

· Exchange controls

· Fiscal/monetary expansion

· Foreign currency debt burden 

· Labour cost expansion

· Tariffs

· Non-tariff barriers 

· Payment delays

· Interference in matters such as personnel, recruitments, etc.

· Political turmoil 

· Restrictions on repatriation of dividends or capital

· Discriminatory taxation 

Timing is another important issue while entering new markets. An early entrant can develop a strong customer franchise, exploit the most profitable segments and establish formidable barriers to entry. On the other hand, an early entrant may have to invest heavily to stimulate demand and build the distribution infrastructure, especially in developing economies. Competitors who enter the market later, may be  able to market their wares incurring relatively low promotional expenditure.  

The key questions while entering overseas markets
 include:
· Which product line/lines should be used as the launch vehicle for globalization?

· Which markets should be entered first?

· What would be the optimal mode of market entry?

· How rapidly should the company expand globally?
One of the best examples of a company which entered the right overseas market at the right time is Suzuki Motor of Japan. Suzuki looks well positioned today in emerging markets, even though it is small compared to Toyota, General Motors and Ford, thanks to the bold strategy pursued by Chairman, Osamu Suzuki. Suzuki chose to go to India instead of North America or Europe, at a time when India was still a “caged tiger.”  He saw the underdeveloped Indian car market as a great opportunity. After about 25 years of operations in India, Suzuki has a 55 percent share of the Indian car market. Suzuki’s venture in India called Maruti Udyog Ltd is the unchallenged leader in the Indian auto industry.

Choosing the mode of entry
While entering new markets, a company has various options. These include contract manufacturing, licensing, franchising, joint ventures, strategic alliances and wholly owned subsidiaries. 
Contract manufacturing 

A local partner can be appointed to manufacture the product. Contract manufacturing avoids the need for  heavy investments and facilitates a quick entry with a lot of flexibility. But, there can be supply bottlenecks in such arrangements if the partner does not make the necessary investments and  production does not keep pace with demand. It may also be difficult to maintain the desired quality levels, if the partner does not have the required expertise/commitment. 
Licensing 

Licensing confers the right on a local partner to utilize a specific asset such as patent, trademark, copyright, product or process for a fee over a specified period of time. Licensing is particularly advantageous for companies that lack the resources and expertise to invest in foreign facilities. Licensing not only allows a company to get around import barriers but also lowers exposure to political/economic stability in the foreign market. Except for the fluctuations in royalty income, all the other risks are absorbed by the local partner. 

Licensing of course comes with some disadvantages. Revenues from licensing may cannibalize those which were getting generated by exports earlier. It is quite possible that the licensee may not be fully committed to the agreement, especially in the long run. If the commitment/enthusiasm of the licensee is half baked, the revenues generated will be well below their potential. If a trademark is involved, any wrong or short term opportunistic moves by the licensee will end up tarnishing the trade mark.  Licensing builds up a  future competitor (if licensees decide to part ways) and restricts future market  development. Quality control is also  a source of worry in licensing. 
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Integrative and defensive strategies to manage political risk

Integrative approaches

· Develop good communication channels with the host government.

· Make expatriates familiar with the language, customs and culture of the host country.

· Make extensive use of locals to run the operations.

· Be prepared to renegotiate the contract, if the local government considers it to be unfair.

· Invest in projects of local importance, such as education.

· Use joint ventures to make the locals feel a part of the firm.

· Follow fair, open and accurate financial reporting practices.

Defensive approaches

· Source key components from outside to ensure continued dependence on the firm.

· Use as few host-country nationals as possible in key positions.

· Select joint venture partners from more than one country. The host government may be reluctant to offend many governments simultaneously.

· Make full use of intellectual property rights such as patents and copyrights to protect proprietary technology.

· Raise as much equity and debt as possible from the host country

· Insist on host government guarantees wherever possible.

· Keep local retained earnings to the minimum.

Source: Hodgett & Luthans, “International Management,” McGraw Hill, 1994.

Franchising 

Franchising is similar to licensing but more complex, with the franchisee being in charge of various managerial processes, typically including a strong service element. The franchisee gets the right to use the franchisor’s trade name, trademarks, and expertise in a given territory for  a specific period of time. In global marketing,  master franchising is often used. The franchisor appoints a master franchisee who in turn sells local franchises within the country/region.

Franchising involves limited financial investment. As in licensing, the investments and risks of the franchisor are limited. Since the profits of franchisees are directly related to their efforts, they can be highly motivated. But finding suitable franchisees is not easy. The franchisor may also find it difficult to exercise control over franchisees. Quality control is again an area of concern in  franchising. 
Joint Ventures 

In a joint venture, a company agrees to share equity/other resources with another partner(s) to establish a new entity in the market being entered. The partners are typically local entrepreneurs or local government agencies/government linked companies. For example, Suzuki the Japanese car maker established a highly successful joint venture with the Indian government in the early 1980s. The joint venture virtually redefined and significantly expanded the Indian car market. It helped Suzuki to deal with government regulations effectively. Despite occasional tensions, the joint venture survived for several years. Only a couple of years back, the Indian government began divesting its stake as part of its efforts to relinquish control on the economy.  Today Suzuki’s Indian subsidiary, Maruti Udyog Ltd sells more cars in India than the parent company sells in Japan. 
Joint ventures can be of two types.  A cooperative joint venture involves collaboration between the partners, without any equity investments. For example, the foreign party may bring to the table manufacturing expertise while the local partner may provide distribution support. Such joint ventures may also take the shape of strategic alliances. (This is covered in the next section). In an equity joint venture, the partners pool in capital too. Starbucks has taken the joint venture route for entering the Russian market. The partner is MH Alshaya, a Kuwait retail firm that operates Starbucks locations in the middle east.
Unlike licensing/franchising, the revenue potential in a joint venture is greater. So is the control over local operations. Joint ventures also generate more synergies. For example, the local partner can bring to the table expertise on the local environment, distribution network, personal contacts with government officials and close relationships with opinion leaders in the country. Full control cannot be exercised over a joint venture but a global company can call the shots by putting key people in critical functions.

A joint venture spreads risk, minimises capital requirements and provides quick access to expertise and contacts in local markets. However, most joint ventures lead to some form of conflict between partners. If these conflicts are not properly resolved, they tend to collapse. 
Differences between partners can arise in areas such as pricing, resource allocation and control over key assets. Often, the reason for such tensions is a clash of objectives. Unilever’s joint venture with AKI in South Korea, for example, had to be terminated after seven years, following disagreements in various areas-branding, resource allocation and new product development. Similarly the joint venture between Procter & Gamble and Godrej in India was terminated following major differences (Please see box item). Goldman Sachs, the global investment bank started off with a joint venture in India. After about 10  years, Goldman decided to go on its own, in a country with mouth watering prospects. India’s market capitalization recently touched
 $1 trillion, up from $280 billion five years ago. Goldman has quickly put together a team of expatriates who understand the company’s systems and cultures well. The team has got off to a flying start, being involved in two record breaking deals – Vodafone’s $11 billion purchase of Hutchinson Essar and ICICI Bank’s $4 billion public issue. 
Alliances

Companies may sometimes come together, in a more informal arrangement, to pursue important goals that are beneficial to both organizations. The nature of the alliance can vary depending on the objectives and the skills being pooled in. Sometimes, the partners may share technological expertise. In other cases, they may pool distribution assets. Alliances can be a useful tool to defend the existing market position, catch up with competitors and in some cases restructure. Alliances are not easy to manage. Often they collapse after a period of time. The ones which do well are characterized by top management commitment, clear objectives and cultural similarities among the companies involved. A dynamic approach is desirable as the scope of an alliance often tends to change over time. (Alliances are covered in more detail in Chapter  9). 

The P & G - Godrej split

In late 1992, the American FMCG (Fast Moving Consumer Goods) giant, Procter & Gamble (P & G) and a leading Indian business group, Godrej set up a marketing joint venture, P&G -Godrej (PGG) in which P&G held a 51% stake and Godrej the remaining 49%.  David Thomas, P&G's country manager in India was appointed as CEO while Adi Godrej, the head of the Indian company, became the chairman.  

P&G paid Godrej roughly Rs 50 crores to acquire its detergent brands,  Trilo, Key and Ezee.  Godrej became the sole supplier to the joint venture on a cost plus basis. P&G, on its part, gave a commitment that it would utilise Godrej's soap making capacity of 80,000 tonnes per annum.  Godrej was allowed to complete its existing manufacturing contracts for two other MNCs, Johnson & Johnson and Reckitt & Coleman, but could not take up any new contracts. P&G, on its part, would not appoint any other supplier until Godrej's soap making capacity had been fully utilised.  Godrej transferred 400 of its sales people to the joint venture. 

For both sides, the joint venture seemed to make a lot of sense. P&G got immediate access to Godrej's soap making facilities. It would have taken P&G at least a couple of years to implement a greenfield project.  Godrej also had expertise in vegetable oil technology for making soaps.  This expertise was useful in a country like India, where beef tallow could not be used and soap manufacturers had to depend on vegetable oil such as palm oil and rice bran oil.  P&G also gained immediate access to a well connected distribution network consisting of some two million outlets.  Even though P&G had been around in India for some time, its Indian operations were essentially those of the erstwhile Richardson Hindustan, which dealt primarily in pharmaceutical products such as Vicks. The non-pharma distribution network of Godrej, acted as a fine complement to P&G's existing pharma network. Godrej, on the other hand, was struggling with unutilised capacity.  Godrej also hoped to pick up useful knowledge from P&G, in areas such as manufacturing, brand management and surfactant
  technology.  In short, it looked as though the joint venture had created a win-win situation, with tremendous learning opportunities, for both partners.  

The P&G Godrej alliance became operational in April 1993.  Around this time, P&G increased its stake in its Indian subsidiary P&G (India) from 51% to 65%, while Godrej, after having operated for several years as a private company, went public.  P&G engineers introduced new systems such as Good Manufacturing Practices and Material Resources Planning in Godrej plants.  The two companies seemed to show a considerable amount of sensitivity to the cultural differences between them.  For about a year, it looked as though things were going fine.  Thereafter, elements of distrust began to surface and the two companies found the differences in management  styles too significant to be brushed aside.  By December, 1994, rumours were rife that P&G and Godrej did not see eye to eye on many key issues.  

One of the main problems that the joint venture faced was that performance did not match up to expectations.  In 1992, Godrej had sold 29,000 tonnes of soap.  After increasing to  46,000 in 1994 the figure declined sharply to 38,000 tonnes in 1995.  While sales volumes did not pick up as expected, costs began to rise.  Due to the cost plus agreement, Godrej had little incentive to cut costs.  Informed sources felt that Godrej was charging Rs 10,000 more per tonne than the accepted processing costs.  Godrej, on its part, was unhappy that P&G was not doing enough to promote brands like Key and Trilo that it had nurtured over the years. It was also uncomfortable with P&G's methodical and analytical approach as opposed to its own instinctive method of launching brands at breakneck speed.  P&G, on its part, felt that there was little logic or coordination in Godrej's brand building exercises.  Its multinational, worldwide policy set its own priorities, as explained by a P&G executive
: "We believe in introducing long-term brands with sustainable consumer propositions.  Without that, we just don't know how to sell." By mid 1994, sharp differences had developed between P&G and Godrej. A senior Godrej executive, H.K. Press, on deputation to the joint venture, was quietly eased out and sent back to a Godrej group company.  
A report in a leading Indian magazine
 aptly summed up the situation:  "In an atmosphere of fraying trust, the advantages of the alliance faded into the background.”  P&G realized it had gained distribution strengths but found itself locked into an unsustainable manufacturing agreement and a loss making joint venture.  Godrej felt let down on two counts.  “The capacity was not being utilised as guaranteed and more crucially, P&G's manufacturing process was not delivering any benefit to Godrej's painstakingly built portfolio of brands."

In late 1996, P&G and Godrej announced that the alliance was being terminated.  The two  companies would have little to do with each other, except for Godrej continuing to make Camay on behalf of  P&G for two more years and providing office space to P&G at its Vikhroli complex. PGG would be taken over by P&G, which would also retain the detergent brands, Trilo, Key and Ezee.  Most of PGG's  550 people and the distribution network consisting of some 3000 stockists would stay with P&G.  Godrej would absorb about 100 sales people and get back its seven  soap brands, which had been leased to PGG.

Both P&G and Godrej felt that the amicable parting of ways made sense.  Adi Godrej remarked
: "This will enable us to pursue business expansion opportunities that have occurred as a result of liberalization."  David Thomas explained that the parting of ways would enable2 "both parties to independently pursue the broad array of growth prospects offered by the strong pace of economic reform."

Wholly owned subsidiaries

A wholly owned subsidiary gives a global company full control over the operations. Marketing, operations, and sourcing can all be planned and executed exactly the way the company would like it to be. By setting up a subsidiary, the company also indicates its strong commitment to the local market. But the risks of this approach are also high. The company will have to bear the full burden of losses if things go wrong. Moreover, heavy resource commitments will have to be made in terms of management time and attention. Substantial political risks may also be involved. But in some cases, wholly owned subsidiaries may be unavoidable. Indeed, they  may make a lot of business sense. For example, many global  banks are setting up ‘captive’ off shoring centres in India. One of the key reasons for not using third party vendors is confidentiality of client data. Whenever there is a danger of leakage of proprietary knowledge, wholly owned subsidiaries may be the route to take.
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When local production is more appropriate

· The local market is larger than the minimum efficient scale of production.
· Shipping and tariff costs associated with exporting to the target market are high.
· The need for local customization of the product design is high.

· Local content requirements are strong.

· The company is short of capital.

· The physical, linguistic and cultural distance between the host and home country is great.
· The subsidiary needs to have low operational integration with the rest of the multinational corporations.
· Government regulations require local equity participation. 
Greenfield ventures vs Acquisitions
Greenfield  projects are time consuming and delay market access. They also involve big investments. On the other hand, the delay may be worth its while as greenfield  projects can be designed exactly the way the company wants and can incorporate state of the art technology and features which  maximise efficiency and flexibility. Greenfield projects can be structured as joint ventures or wholly owned subsidiaries.
Acquisitions are a faster way of entering a market, compared to setting up greenfield operations. By acquiring the US based General Chemical Industrial products for $1 billion, and earlier the UK based Brunner Mond Group, India’s Tata Chemicals has become the world’s second largest soda ash manufacturer. Acquisitions can give quick access to distribution channels, management talent and established brand names.  Acquisitions can also help companies consolidate an industry and thereby increase profitability as a result of greater bargaining power vis-a-vis buyers and suppliers. Lakshmi Mittal’s Ispat group is probably the best example. The group has masterminded acquisitions across the world leading not only to a global presence but also higher profitability for the industry as a whole. But acquisitions involve heavy risk. The valuation of the acquired company may be too high in relation to the benefits realized. Acquisitions also involve the integration of the acquired entity. Various factors especially the cultural issues can undermine the integration process. Unlike greenfield operations, acquisitions do not offer much flexibility in areas such as human resources, logistics, plant layout and manufacturing. This is probably why the share price of Tata Chemicals fell after the acquisition of General chemical was announced. 
The cement industry is a good example of how global companies are expanding their presence in emerging markets by acquisitions
.  In recent years, the big four cement manufacturers, Lafarge (France), Holcim (Switzerland), Cemex (Mexico) and Heidelberg (Germany) have been involved in 12 takeovers. Holcim alone has been involved in six. India has been one of the main scenes of action. Lafarge has acquired the cement division of Tata Steel as also Raymond Cement,  while Heidelberg has taken over Mysore cement. Holcim has taken over ACC and Gujarat Ambuja. These acquisitions have helped the global cement companies to establish themselves quickly in a market (without adding to the domestic capacity and thereby lowering cement prices)which has been growing at about 8% in the recent past and is expected  to grow even faster in the coming years, thanks to strong infrastructure spending. Indeed, India is the second largest consumer of cement in the world after China. Meanwhile, for these global companies, markets back home are increasingly saturated. But one challenge for the global companies is making these acquisitions profitable. Holcim has paid a substantial premium for its stake in Ambuja Cements which it has purchased in tranches. Doubts remain whether enough value will be created to justify this premium. 
Market Research 

Market research can help a global company to reduce its exposure to risk, identify the markets to enter and the mode of entry. In an existing market, research can help arrive at the optimal marketing mix. The basic principles of marketing research do not change when we move from domestic to international marketing. But the objectives in case of international marketing research tend to be more complex because of the various dimensions involved. At the same time, the implementation poses various challenges. Due to local cultural, economic, social and political factors, the research design cannot be standardised across markets. Survey methods may vary depending on literacy levels and the kind of communications  media available. 

Clearly, an optimal balance must be struck between centralisation which would facilitate easier coordination and control and decentralization which would mean greater adaptation to different local/regional environments. A key decision here is whether to use a large international research firm or several small research firms. Moreover, the research activities have to be carefully designed and organized, depending on whether it is necessary to examine the some market segment across many countries, a particular geographic region or specific sectors within particular countries. 

The research  design must take into account cultural differences across regions. Some  elements such as the sample to population ratio and the information to be  collected for each product category can be standardised. However, questionnaires  have to be carefully designed, taking into account the sensitivity of both the local government and the  local people. In particular, personal and embarrassing questions have to be  avoided in certain countries. Notwithstanding these difficulties, opportunities to globalise should  not be overlooked. For example, clusters of countries might need the same  questionnaire. 

Acer’s US foray runs into trouble

Acer, the Taiwanese computer maker illustrates the challenges faced by companies based in emerging markets while entering developed markets.  After developing a strong presence in south east Asia and Latin  America, Acer decided to target the US market with its popular Aspire Home  PC. Acer soon found itself being outmaneuvered by stronger rivals such as Dell with superior marketing capabilities. As the Aspire line began to pile up losses, Acer announced that it would concentrate on its Power PCs, backed by a $10 million marketing campaign to target small and medium businesses.  Acer also indicated that it might launch low cost computer appliances called XCs priced $200 or lower once they were  established in Asia. But Acer’s market share slipped from 5.4% (late 1995) to 3.2% (late 1998) and it began to make losses  in the US market. 

Part of the problems arose because customers for Acer’s contract manufacturing arm worried about spill over of business secrets to and cross subsidization of Acer’s offerings under its own brand name. In 2000, IBM cancelled a major order, reducing its share of contract manufacturing  in Acer’s revenues from 53% in the first quarter of 2000 to only 26% in the second quarter of 2001.

Founder Stan Shih had once told his executives that a strong presence in America was vital to the development of a global brand
: “It’s almost a mission  impossible but all of our people are ready to fight for that mission.” These  hopes however were belied and after losing $45 million in the US, in 1999,  Acer began to retreat from the US consumer market. 

Acer decided to target developed countries with contract  manufacturing and offer its own brands in the Asian region. The contract manufacturing activities were spun off into a separate arm called Wistron. Recently, Acer has made a bold move by announcing it will buy leading PC maker, Gateway for $710 million. This will not only significantly, strengthen Acer’s presence in the US, taking its market share  from about 5.2% to 10.8% but also make it the world’s third largest PC maker ahead of China’s Lenovo. After the acquisition is completed, Acer will generate sales of more than $15 billion and ship over 20 million PCs every year. But Acer will continue to trail well behind the market leaders in the US, Dell (28.4%) and Hewlett Packard (23.6%)
.

There are six steps in conducting global market research:
· Defining the research problem(s).
· Developing the research design.
· Determining information needs.
· Collecting the data (secondary and primary).
· Analysing the data and interpreting the results.
· Reporting and presenting the findings of the study.

Before beginning the research, a global company  must ask some basic questions:

· What information do we need? What will we do with the information when we get it?

· Where can we get this information? Is it available in files, in a library, or online from a database?

· Why do we need this information?

· When do we need the information?

· What is this information worth to us?

· What would be the cost of not getting the information?

It is always useful to start with desk research as it simple, fast and cost effective. Then information readily available from overseas sources can be tapped. The more developed the country, the greater the information available and better the quality of databases. After identifying the right source, the information must be collected and analysed. Common sense and logic must be used to evaluate the comparability and accuracy of the information obtained from overseas sources. 
There are two broad categories of information. Secondary sources provide information already collected by someone. Primary research means starting from scratch and collecting data specifically for the project or assignment being conceptualized. In most cases, a combination of primary and secondary research is involved.
Basic approaches to marketing research can vary across countries
. For example, Japanese market researchers rely far less on statistical tools than their counterparts in the US.  The Japanese are somewhat cynical about “scientific” research for various reasons: 

· Careless random sampling can lead to mistaken judgments as some people may be indifferent towards the product.

· Customers may not be genuine when talking.
· Customers may be conservative and react negatively to new products.
· People tend to exaggerate.
· Insufficient information is given to survey participants.

Instead of conducting surveys, Japanese market researchers often go to the field and observe how customers use the product. Such market research activities also go by the name of in situ surveys or anthropological studies.  For example, car maker Toyota found through observation that women with long fingernails had problems in opening car doors and handling various knobs on the dashboard. 
Market research is also more tightly integrated with product development in Japan. Market research teams include both product engineers as well as sales and marketing representatives. The insights engineers gain while interacting with customers are directly incorporated into the product. 

Companies in other parts of the world too are moving towards anthropological studies. Tesco the UK retailer seems to be following a similar approach in the US. The retailer has spent years doing painstaking market research in the US. Tesco’s representatives have spent time with American families looking into their kitchen cupboards, watching them cook and following  them as they shop.
Many marketers are realising that market research has to go beyond the obvious to the underlying subconscious  mind which is at work all the time whether people realise it or not. As a senior executive of Nokia recently mentioned
, “Of course the products have to be well engineered and you have got to give people rational reasons to buy something. But there are very few customers out there who buy only based on a rational, linear decision process. Emotional reasons – largely connected to the subconsious – play a critical role. This is especially true for items or objects that are consumed in the public domain. In these situations, people don’t buy just for rational reasons.” Similarly, a top official of Yahoo! recently remarked
, “We do a lot of ethnographic work, where we get out and observe customers in their environment – at home, at work. What we’re looking for, are pain points. What are they struggling with? Sometimes, that’s the most fertile area for real, breakthrough innovation.” 
Conclusion

While entering overseas markets, global companies must take into account various factors – social, economic, political and cultural. They must understand the local marketing environment, especially the local infrastructure and the cultural issues.  The risks involved with different entry options must be carefully evaluated. There is a well known saying, “Well begun is half done.” Similarly, the right entry strategy in an overseas market can generate tremendous competitive leverage for global companies. 

Bottom of Form

Top of Form







� Harvard Business Review, May-June, 1983.


� Eric D Beinhocker, Diana Farrell, Adil S Zainulbhai, “Tracking the growth of India’s middle class,” McKinsey Quarterly, No. 3, 2007


� Anil K Gupta, Vijay Govindarajan, “How to build a global presence,” Financial Times – Prentice Hall, Mastering Global Business, Pearson, 1999. 


� Time, October 15, 2007.


� Surfactant is a key chemical  ingredient in soaps and detergents to facilitate the cleansing action.


� “Why P&G and Godrej broke up”, Business India, July 15-28, 1996. 


� “Why P&G and Godrej broke up”, Business India, July 15-28, 1996.


� Business India, July 15-28, 1996


� Anil K Gupta, Vijay Govindarajan, “How to build a global presence,” Financial Times – Prentice Hall, Mastering Global Business, Pearson, 1999.


� Mahesh Nayak, “Holcim’s India Strategy,” Business Today, October 7, 2007. pp. 138-140.


� Business Week, October 12, 1998, p 23.


� According to IDC.


� “How does Japanese market research differ?,” Masaaki Kotabe and Kristiean Helsen, Global Marketing Management, John Wiley & Sons, 2001.


� McKinsey Quarterly, No. 3, 2007


� McKinsey Quarterly, No. 3, 2007





