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Preface

I nternational marketing has become a necessary way of life for firms tha¢ wish to
survive and grow in the dynamic world economy of the new millennium. New mar-
kets are opening and old markets are evolving. New competitors are appearing and
old competitors are growing through alliances, acquisitions, and mergers. The
global village is becoming a global marketplace. To paraphrase the poet, “No com-
pany is an island unto itself.” This continuing globalization has forced both busi-
nesses and business schools to become more sophisticated about international
marketing. International Marketing has evolved accordingly.

The eighth edition reflects recent developments in the world economy and
their implications for international marketing. It continues to address the chal-
lenges and opportunities facing both small exporters as well as large multination-
als. This text has been used around the world and has been translated into Chinese;
there are new editions of it in Taiwan and Indonesia. The authors each have very
broad international experience. Between them they have taught on every continent.

CHaNGES T0 THis EDITION

All of the chapters and tables have been revised and updated. New examples are
given in each chapter to illustrate current practice and problems. The hundreds of
examples range from Avon, Amway, AT&T o Wal-Mart, Xerox, Yamaha, and Zenith.
New Global Marketing boxes are added to provide more extensive illustrations
than the shorter, in-text examples. There is coverage of such new issues and chal-
lenges as the Euro in the EU, a new chapter dedicated to the Internet, and the Big
Emerging Economies (BEMs). There are also cases dealing with the environment,
ethics, and the international marketing of cigarettes.

QOverall, we have included expansive references to current internatonal mar-
keting literature to help advanced students and practitioners pursue in greater
depth areas of particular interest to them. Supporting these new directions are sev-
eral cases, notably:

Agro Industria Exportadora, exporting agriculiural products from Mexico.

m Indorayon, about the international marketing of wood pulp and refined
wood pulp products from Indenesia.

m North American Watch Corporation, covering the development of an
extensive watch product line ranging from luxury to low-end watches
designed to address distinct market segments.

m Guci, describing the growing role of luxury-goods marketing in global
markets.

m The Indian automobile industry, about the spate of multinational foreign
direct investment in an emerging market of great future promise but with a
near-term threat of overproduction and saturaton.

vii
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® Sony, in 1996, an update of an earlier Sony case and analyzing the implica-
tions of both the line of business and cultural shifts in strategic focus at the
well-known Japanese electronics and entertainment multinational,

m Enron in India, about the risks inherent in multibillion-dollar. private-
sector participation in electricity infrastructure construction.

INsTRUCTIONAL RESOURCE PACKAGE

The learning supplements provided with this edition of International Marketing have
been updated and revised to provide instructors with effective and valuable teaching
tools. The following ancillaries are available to adopters of the textbook.

Instructor’s Manual

This comprehensive and valuable teaching aid combines the Instructor’s manual
which contains chapter summaries, chapter learning objectives, lecture illustrations,
questions and answers, case teaching notes, transparency masters, and transparency
teaching notes with a comprehensive test bank for instructors to draw from. The
instructor’s manual has been rigorously revised in this edition to provide profes-
sors with a thorough and up-to-date teaching tool.

Testing Resources

This valuable resource provides testing items for instructors’ reference and use.
The new edition of the test bank has undergone substantial changes.
Approximately one-half the questions have been edited or rewritten. The test bank
contains over 1,300 multiple-choice, true/false, short-answer, and extended-essay
questions varying in difficulty. The test items are also available in a computerized
format, allowing instructors to select problems at random by level of difficulty or
type, to customize or add test questions, and to scramble questions in order to cre-
ate up to 99 versions of the same test. DOS, Mac, or Windows formats are pro-
vided. The RequestTest phone-in testing service is also available to all adopters.
Individual tests can be ordered by question number via fax, mail, phone, or e-mail
with a 48-hour turnaround period. Finally, South-Western is able to provide
instructors with software for installing their own online testing program that allows
tests to be administered over a computer network or via individual terminals. This
program allows instructors to grade tests and store test results with greater flexibil-
ity and convenience.

Video Package

The video package has been prepared to provide a relevant and interesting visual
teaching tool for the classroom. Video segments on the European Union and its strug-
gle to develop into a global village and Pier 1 and its innovative relationships with the
Third World represent just a couple of the video cases that support this package.

South-Western may provide complimentary instructional aids and supplements
or supplement packages to those adopters qualified under our adoption policy.
Please contact your sales representative for more information. If as an adopter or
potential user you receive supplements you do not need, please return them to your
sales representative.

ACKNOWLEDGMENTS

Like earlier ones, this edition has benefited from the contributions of many peo-
ple. We thank the hundreds of American, Asian, European, and Latin American
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executives we have worked with consulting, researching, and at seminars over the
years. They have given us many practical insights and examples. Our students, both
in the United States and abroad, also have challenged and stimulated us to sharpen
our analyses.

Many faculty colleagues gave us cases, materials, and constructive suggestions
through the editions. We gratefully acknowledge some of them: Robert Ballinger,
Siena College; Andrew C. Gross, Cleveland State University; Donald G. Halper,
University of the Pacific; Basil Janavaras, Mankato State University; A. H. Kizilbash,
Northern Illinois University; J. Alex Murray, Wilfrid Laurier University; Philip J.
Rosson, Dalhousie University; John K. Ryans, Jr., Kent State University; Dharma de
Silva, Wichita State University; Steve Walsh, SUNY-Oneonta; John A. Weber,
University of Notre Dame; Attila Yaprak, Wayne State University; P. Everett
Fergusson, lona College; Allan P. Miller, Towson University; Sheb True, Loyola
Marymount University, Los Angelces; and Arturo Vasquez, Florida International
Universtty.

We also thank Professor Farok Contractor of Rutgers University for permission
to include the Metro Corporation case in this edition.

We want to thank the ninety-five professors who responded to the market survey
questionnaire with many helpful comments and suggestions for this edition.

Special thanks goes to Thomas Lloyd of Westmoreland Community College for
his superb revision of the instructor's manual, test bank, and transparency masters.

We wish to thank our book team—RBill Schoof, Senior Acquisitions Editor;
Rebecca Linnenburger and Jana Pitts, Developmental Editors; James McDonald,
Production Manager; Laura Miley, Project Editor; Linda Blundell, Permissions
Editor: Scott Baker, Senior Art Director; and Lisé Johnson, Executive Market
Strategist for their commitment 1o excellence. Finally, we always welcome comments
and suggestions from users of this edition, as it is through such feedback that we can
continue 1o provide an up-to-date and useful product.

Vern Terpstra
Ravi Sarathy
July 1999
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S N O E

I n Part 1 we look at the
world environment in
which the international mar-
keter must operate. The eco-
nomic, political, and cultural
dimensions of the world's
markets form a complex
mosaic that constrains the
practice of international
marketing.







Introduction
The Concept of Global Marketing

Learning Objectives

International marketing has hecome more inportant 1o companics around the world for
three reasons: Foreign markets constitute an increasing portion of the total world market,
forcign competitors are inereasing their inarket share in one another’s markets, and foreign
markets can be essential sowrces of low-cost products, technology, and capital, In a word, the
United States and other major cconomies are now more interdependent with world mmarkers.

The main goals of 1his chapter are to

1. Show how the United States and other nations are move interdependent with the world

CCONEMY.
2. Distingaish between international marketing and marketing in the domestic contextr,

3. Show the varieties of ways i which a fiem may practice international markering through
the examples of (irns such as Nintendo and Walt Disney.

4. Deseribe how large US multinationals mcreasingly imarker overseas through foreign
subsidiaries s well as through exports.

5. Frphasize that global nuwketing is o mater of perspective in which firms consider the
whole world as their market,
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Introduction: The Concept of Global Marketing

(44 he world is too much with us,” said Wordsworth. In a different sense, that

could be the complaint of many domestic firms that see themselves threat-
ened by imported goods. Import competition has been increasing. For example,
imports were only 1 percent of U.S. gross domestic product (GDP) in 1954; they
were 6 percent of GDP in 1964, 10 percent in 1984, 9.4 percent in 1991, and 11.9
percent in 1997. Exports and imports, as a proportion of GDP, have been increas-
ing in similar fashion in most of the world’s major economies. This book deals with
the significance of this international interdependence for the business firm.

As data in Table 1-1 indicate, U.S. imports have been steadily growing, contribut-
ing to a worsening balance of trade. Although U.S. interdependence with the world
economy is still less than that of many other nations included in Table 1-1, it is likely
to increase. Many more U.S. firms, whether they like it or not, will be forced to be-
come part of world markets and global competition. Meanwhile, other nations such
as South Korea and Germany have had open economies for some time. Their firms
are more accustomed to selling in international markets. Hence, U.S. firms have some
catching up to do to compete effectively and gain market share in world markets.

International marketing is best explained by first briefly reviewing marketing in
a domestic context. Although marketing can be defined in several ways, in this book
we define it broadly as the collection of activities undertaken by the firm to relate
profitably to its market. The firm’s ultimate success depends primarily on how well it
performs in the marketplace. This requires knowledge of the market. Therefore, the
first task of the firm is to study its prospective buyers. Who are they? Where are they?
What factors are important in their purchase (or nonpurchase) of our product? The
second task of the firm is to develop the products or services that satisfy customer
needs and wants. The third is to set prices and terms on these products that appear
reasonable to buyers while returning a fair profit. The fourth task is distributing the
products so that they are conveniently available to buyers. As its fifth task, the firm
must inform the market about its wares; it must use marketing communications to
get buyers interested. With the advent of the Internet, distance-mediated communi-
cation, sale and service become important even as they are facilitated.

Furthermore, the firm’s marketing responsibility does not end with the sale.
There is an implied warranty of satisfaction with the product; thus, the firm must
often reassure the buyer, and, in many cases, perform after-sale service. In addition,
firms must monitor the marketing activity of their domestic and international com-
petitors and develop appropriate long-term marketing strategies and competitive re-
sponses. Marketing management, therefore, is the planning and coordinating of all
of these activities in order to achieve a successfully integrated marketing program.

INTERNATIONAL MIARKETING: A CLOSER LoOK

The activities just described—market research, product development, pricing, dis-
tribution, and promotion—together constitute the essence of marketing. What then
is international marketing? International marketing consists of finding and satisfying
global customer needs better than the competition, both domestic and international, and of co-
ordinating marketing activities within the constraints of the global environment. Table 1-2
examines this definition in greater detail and breaks down the main components of
international marketing into five objectives: finding and satisfying global customer
needs better than the competition does, both domestic and international, and coor-
dinating marketing activities within the constraints of the global environment.

Identifying Global Customer Needs

Customer needs can be identified by carrying out international marketing research.
Such research helps the firm to understand customer needs in different markets
and whether they are different from those of the customers that it currently serves.
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International Trade Profiles, Selected Countries (5 Billions)

Gross
Domestic
Year Exports Impaoris Product Comments
United States . " Major ULS. erading partners: Japan, Canada, Mexico and
1996 $614 $803 $7,686 EU; major exports: capital goods and industeial supplies;
1904, 508, 689 6,734, major imports: capital gooeds, industrial supplies,
- consurmer goods, and automobiles.
1962 440 K37, 6,020,
Japan
1996 40 317 A 4620.0 Major trading patiner: U8, mujor exposts:
1994 37557 923 % 4,R08.0 automobiles; agjor imports: minerals and fuels.
1992 260.6 156.3 26055
Germany
loah 519 418 2361 Major trading partners: EU, U.S., and Japan; major
a e exports: machinery and vehicles: major imports: vehicles,
3 B EWILE J
1994 2611 282.7 2454 aircraft, and chemicals.
1997 2756 262.1 1,807.7
South Korea
1966 198 144 485 Major crading partners: US. and fapan; major exports:
- o " semicondnctors: major imports: machinery and ransport
1594 120.00 1278 381.5 equipment.
1992 48.2 104.8 3088
Brazi}
1966 48 55 G4 Major trading pactners: Latin America, L5, and Europe:
1994 485 33,90 481 |11f1_j0h|‘f:x‘ports: metallurgical products; major imports: raw
materials,
1992 36.1 20.6 4092
Sources: froneanist futelligenee Cni Countey Repon s varions issaes.
A US. company secking to sell washing machines in FKurope must know that Furo-

peans often wash their clothes with hot water at a temperature of 60° centigrade,
whereas in (he United States mose washing is done at lower temperatures. Gom pa-
nies also need to analyze market segments across countries in arder wo position their
products appropriately for eniry into international markets.

Satisfying Global Customers

H needs differ across countries and regions, a compuny must consider how to adapt
its products and the various elements of the marketing mix to best sitisty customers
around the world. H prices must be lowered., the company must consider how to
design a product to lower manufaciuring costs and decide whether to manufacoure
the productin a particular country to achicve lower manulacturing costs. A well-
articulated distribution and logistics sysiem s needed 10 make goods and services
available at the point of sale in sulficient quantities. Firms also need to develop
global customer didabases and information systems w understand and respond to
customer needs and purehasing decisions,

Being Better Than the Competition

Firms must contend with both domestic and global competitors, Global campetitons
could inchude Luge multinationals and state-owned cuterprises that might not be profic
oriented, as well as small local firms, Long-term suceess comes in part [rom assessing,
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BEXEEEM - :crnational Marketing: The Essentials

monitoring, and responding to actions by global competitors, especially through un-
derstanding the competitive and comparative advantages enjoyed by competitors.

Coordinating Marketing Activities

International marketing creates a new level of complexity because firms must co-
ordinate their marketing activities across countries. This can involve staffing and
allocating responsibilities across marketing units in different countries and decid-
ing which decisions to decentralize or to control from headquarters, whether to
develop standardized campaigns and plans, and how much local responsiveness is
appropriate.

Recognizing the Constraints of the Global Environment

As fjrms attempt to market in the international arena, they must cope with cultural
and economic differences that exist in the marketing infrastructure, such as the
structure and sophistication of the distribution system, the financial constraints
imposed by exchange-rate changes and varying inflation rates, and the impact of
government policies, especially protectionist and other policies that may unfairly
benefit competitors and create difficulties in market entry. We discuss each of these
issues in greater detail in the course of this book.

At its simplest, international marketing involves exporting products to a few
countries. A firm becomes more of an international marketer as it increases its di-
rect involvement in overseas markets by participating in pricing, promotion, after-
sale service, and ultimately, manufacturing.

The company may begin manufacturing overseas to lower its costs in order to
be able to match the lower prices of strong international competition. Sometimes
it might manufacture and sell in the same market. However, a firm may not find it
feasible to go alone into foreign markets. In this case, its international marketing
endeavor becomes more complex as it joins with a partner that has specialized
knowledge of a specific foreign market and its customers or, perhaps, good con-
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tacts i the local goverument. The partner may be needed 1o share risk and con-
tribute capital, products, or a disiribution channel, Sometimes the local govern-
ment may prohibic the foreigny company from operating in its country unless it has
a local pariner,

Companies unwilling to commit capital and munagement time to marketing in
foreign countries might be happy to scttle for less risk, less involvement. and lower
returns by licensing their product or technology to a forcign compuny. The goal is
still to carn prolits from foreign demand, but the approach is indirect. Manage-
ment is saying: "We'll take fewer headaches in return for lower profits.”

Some lirms lind that the only way 1o match [oreign competition in their home
marketis Lo sell foreign products imported either [rom factovics established and
operated overseas or from independent mannfacturers overseas who make prod-
ucts according o designs and specilications provided by the home company.

Foreign customers can force a company to change the ways it does business. A
{oreign buyer may insist that the selling Gro accept payment in kind: orange juice
or wine or chickens in retwrn for machinery. If the firm aceepts the oflter, 1t then
finds 1self peddling orange juice and chickens around the world, a consequence
of the growing trend toward countertrade in international marketing.

FThus, internaional m:n‘kcting can inclnde activitios such as:

Exporting.

Overseas manufaciuring,

Working with local partners {Joint ventures}.
Licensing and franchising overseas.

[uporting, sometimes from overseas subcontractors.
Countertrade.

INTERNATIONAL MARKETING IVIANAGEMENT

The complexity of international marketing is largely due o 1wo [actors; global com-
petition and the global environment. Competitors with different strengths now
come {rom all over the world, Likewise, the global covironment presents a bewil-
dering variation in national governments, culture, and income levels. As a resule,
domestic marketing management is eften portraved as the task of responding o
the uncontrollable factors in the firm’s environment while manipulating the con-
trollable [actors. Intermational marketing management has the same task hue with
the critical distinetion that both the “uncontrollables™ and the “controllables™ are
different internatoenally, ‘Fhus, price, product, channels of distribution, and pro-
matan vary across, say, France, Brazil, India, and the United States.

An added dimension of international marketing management is the coordina-
ton and integration of the {irm's many national markenng programs into an effec-
tve multinational program. Indeed, a principal rationale of multinasional business
operations, as opposed to the allernative of independent national companies, is
that the division of labor and the ransfer of know-how in international operations
enable the whole to be greater than the sum of its parts.

A practical result of these differences 1s that an international marketing man-
ager requires a competence broader than thar of domestic marketing managers or
miutagers of marketing in a specific foreign country. Failure o recognize this may
account for the fact that a majority of the blunders committed by American firms
abroad are in the field of marketing, _

[n other words, the international marketing manager has a dual responsibilicy:
foreign marketing {(marketing within foreign eountrics) and global marketing {co-
ordinating marketing in multiple markets in the face of global competition}. These
two aspects of global marketing management are discussed further in Chapter 6
and are illustrated rhroughout Part 2.
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It is interesting to consider what international marketing managers think are
the most important aspects of their duties and responsibilities. Professor Kashani
at IMD, Switzerland, conducted a survey of marketing and general managers.! The
sample was predominantly European (72 percent) and split among industrial prod-
ucts (45 percent), consumer goods, (21 percent), pharmaceuticals (14 percent),
and services (20 percent). Their main concerns are spelled out in Table 1-3.

THE GLoBAL MIARKETPLACE

Let us consider some examples of companies operating in the global marketplace
to get a sense of the range of activities that constitute international marketing. It is
helpful to see how different companies make decisions regarding their products,
prices charged, distribution channels, countries sold to, and partners chosen, all in
order to increase sales and profits.

Nintendo in America

Is there a teenager in America who has not played a Nintendo game? This 100-year-
old Japanese company of the same name that originally sold playing cards began
marketing the Nintendo game machine as “Famicom,” a family computer, in Japan
in 1983. The company test-marketed its computer in New York in 1984. By 1991 it
had achieved a greater penetration with its product than that had by any other
home computer or personal computer (PC): 30 million Nintendo machines had
been sold to U.S. consumers.

The Nintendo machine is simple and is designed to be hooked up to the home
TV set. The company calls it a “game” rather than a “computer” so as not to intimi-
date families. The first Nintendo machines did not have a keyboard, had no func-
tions other than to play games, and were sold through toy stores, priced at just
under $100 retail.

The United States had been through one video game craze with the Atari just a
few years earlier, with the market peaking at $3.2 billion in 1983. Therefore, Nin-
tendo carefully controlled the availability of games for its machines. It designed
the Nintendo machine with a proprietary chip so that the game software cartridges
would play on the Nintendo only if they had a complementary, compatible chip—
one that only Nintendo could insert. Therefore, anyone who wanted to sell a game
for Nintendo use had to license the game software to Nintendo, which then manu-
factured the cartridge.

Nintendo's licensing agreements also required that the software developers
not sell the same game to other video game manufacturers. Such control enabled
Nintendo to keep the games scarce and relatively high priced at $40 a cartridge. It
prevented a proliferation of shallow and repetitive games, which it saw as the cause
of the fading of the Atari-led video game boom in 1983.

As a result, Nintendo's U.S. sales increased from $800 million in 1987 to $1.7
billion in 1988, $2.5 billion in 1989, and $3.3 billion in 1990 before falling to $2.8
billion in 1991, with a U.S. market share of nearly 80 percent. Nintendo was able to
capture one of every five dollars spent on toys in the United States.

Since Nintendo sold about 6 to 12 games for each machine, it was slow to in-
troduce a technologically more advanced game machine. Meanwhile, its competi-
tor Sega had been unable to dent Nintendo’s hold on the marketplace. Hence,
Sega introduced a 16-bit system called “Genesis” in 1991, about a year before Nin-
tendo did. Sega also introduced a new CD-ROM add-on for Genesis, well ahead of
Nintendo's plans to launch a similar system. However, Sega did not achieve much
success until it introduced a new game, Sonic the Hedgehog, which was wildly at-
tractive to young game players.
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The Major Concerns of Marketing Managers

- Developing new products.

. Developing relationships with

suppliers, distribuors, even
CUSEOIMEeTs.,

. Fewer but soonger global

compctitors.

. Enhanced price competition.

Greater regional integration
and government regulations.

. Developing a marketing

cuiture,

The pace ef innovation is so high that every firm must e capable of launching new products in a
timely tashion; time to market is a critical variable in determining competitive advantuge.

Complexity of technology and markets demands that companies develop long-term partnership
relations with key suppliers to jointly devetop products and processes: with distributors to launch
detailed marketing campaigns in many countries; amd with custorners to learn about the ulity of
their products in use and cooperatively develop product modifications and new products,

The resource and scale necds of global markets are leading to mergers aud acquisitions and greater
concentration, resulting in fewer but targer competitors with greater resources and abilitics to
implement ghobal strategies over a longer time horizon; this places pressure on firms to grow
themselves, to seck alliances, and to constantly scout for partners or acquisition candidates; the
alternarive is to be swallowed up.

The faster commoditization of products, coupled with scale economies from being glabal, resudts in
severe price competition; firms must either reduce costs themselves to withstand lower prices or
innovate constantly to comnpete with differentiated products rather than price,

The European Union, NAFTA. and the ASEAN block are examples of the growing impact of
regionalization on international marketing. Government regulations affecting international market
eniry such as local content faws and nontarifl bareiers are also important influcnces on strategy.
Stresving that lstening to the customer is paramount, that enbancing and using communication
capabilities are essential to successful international marketing, and that beyond the customer are other
imporlant constituencies, such as the eavironmental lobby; and listening to their voices is much a part
ol the marketing funcdon.

Kource: K, Baslumi "Marketing Futres: Peiovities e s Tocbolent Fawiveamene,” fowg Bunge flanning S8 no- 0101 $7-08

Nintendo then developed a 16-bic "Super Family Computer™ as its next-
generation product. Because Sega had introduced its machine frst, and had en-
Joved some ume in the marketplace free from Nintenda's competing 16-hit ma-
chine, Sega and Nintendo split the emerging market for [6-bit systems, with each
firm having sold between 5 million and 6 rillion new svstems by 19920 As with the
sarlier generation of systems, sceding the market with the Li-bit systems fueled the
sale of a large number of relatively high-priced games (about $40 10 S50 cach).
The ntense cormmpetton led both Sega and Nintendo to cut prices on their 16-bit
systems from about $200 o around $100 by vear-cnd 1992

Competitive pressure is typical for profitable indusiries: Nintendo in 1980
carned profits of 5350 million on sales of $2.5 hillion. Such profics atract compe-
tition, and Nintendo, thercfore, later found i difficule to maineain its 80 percent
share of the market. Yet Nintendo has been remarkably successful in holding a
commanding share of the game computer market and in developing a strong
hrand image. Nintendo's success is due to its visien in seeing that middle-class
farnilies ir the advanced nations worldwide were ready for an unintimidating fam-
ily computer.?

Once Sega had begun chipping away at Nintendo’s monopoly with its 16-hit
Sega Genesis, Sony decided to enter the market with an even more advanced tech-
nology machine, the Sony PlayStation, which uses 32-hit graphics and plays games
from a CD-ROM. These two features allow for more complex and faster games with
breathtaking graphics, colors, and sound. Sega also launched a 32-bic CD-
ROM-based game machine, and Nintendo seemed to be lett hehind, particalarly
as Nintendo’s machines were sull the older 16-hit-based technaology, and it did not
have plans to launch a CD-ROM-based gune machine, Instead, it entered into a
partnership with Silicon Graphics of the United States, a manufacturer of advanced
commpitters used in indusiry for engineering and video applicadons. This parmer-
ship was 10 Iaunch a 64-bit game machine, but stll cartidge-based.
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By acting as a gatekeeper, deciding which games would be manufactured on
a cartridge for use with its machines, Nintendo was able to charge approximately
200 percent of the retail price as its fee. Not wanting to give up this lucrative prac-
tice, it eschewed the CD-ROM-based approach, which would have meant open-
ing up access to its audience to third-party games from independent suppliers.
Instead, it hoped that its advanced technology partnership would allow it to cre-
ate fast real-time 3-D graphics, allowing it to retain its lead in the marketplace.
Again, because Nintendo was slow to introduce a newer technology machine,
Sony was able to gain considerable market share with its Sony PlayStation. By the
end of 1998, there were over 500 games available for the PlayStation as compared
to less than 100 for the N64, and Sony had about a two to one lead in market
share over Nintendo. Sega had almost no sales as its machine was seen as less wor-
thy by game players.

As PCs gain market share in Japan, the threat exists that games will be played
on multipurpose PCs rather than on dedicated game machines. These technologi-
cal uncertainties coupled with Sony's strong performance with the PlayStation, and
Sega’s planned introduction of a 128-bit game machine, will affect the continued
ability of Nintendo to command the market profitably.

The game machine business is a fascinating example of how technology and
marketing can interact in forming a profitable worldwide consumer-oriented indus-
try and how environmental change can threaten market leadership. While competi-
tion and technological change challenge Nintendo in the dedicated game machine
market, it has some strong weapons with which to counterattack: notably, its large
installed base of users who continue to seek games for the machines they already
own; a loyal group of customers who are satisfied Nintendo users and see no reason
to switch; and its decade-long domination and swelling cash hoard, which allow it to
cut prices and spend heavily on Research and Development to keep up with com-
petitors’ moves and technological change.”

Disney with a Foreign Accent

With characters such as Mickey Mouse that have been known all over the world
from movies and cartoons shown for 50 years, Tokyo Disneyland was a logical cre-
ation. It began in 1983 as a joint venture between Mitsui Real Estate Development
Co. and Keisei Railway Co. Walt Disney Co., however, has no ownership share; it de-
signed the amusement park and supplies its managerial expertise, receiving in re-
turn royalties of 10 percent of gate and 5 percent of concessions.

Disney then began expanding into Europe. Construction of Disneyland Paris
began in the summer of 1989, 20 miles east of Paris, at a cost of $2.8 billion for its
first phase. The Paris location was chosen in part because 109 million people live
within a six-hour drive. A high-speed train enables visitors from Paris to reach the
park in 30 minutes. Unlike its stake in Tokyo Disneyland, Disney owns 49 percent,
the maximum permitted by the French government. Disney began by promoting
the Disney characters with corporate partners. Renault saluted Mickey Mouse in its
Champs-Elysées showrooms, and Banque Nationale de Paris featured Mickey in
promotions. Disney started a Disney Channel on European television in a joint ven-
ture with media entrepreneur Rupert Murdoch and aired Disney entertainment
specials in Europe. Disney adapted the park to European tastes. “Fantasyland” fo-
cuses on the Grimm Brothers’ fairy tales and Lewis Carroll's Alice in Wonderland. A
“Discoveryland” exhibit draws attention to European thinkers such as Jules Verne,
Leonardo da Vinci, and H. G. Wells. Signs are in multiple languages, and employ-
ees are expected to speak at least two languages.

In its first year of operations, attendance at Disneyland Paris was about 20 per-
cent lower than targeted. High European admission prices, about 30 percent
higher than at Disney World in Orlando, recession in Europe, and roads blocked
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by protesting farmers have been ciied as some reasons for lower-than-planned at-
tendance. Disney also encountered some labor problems because French workers
were less willing to comply with stringent Disney standuards pertaining to duess, hair-
stvle, and general appearance,

Disneviand Paris opened to bigh hopes i April 1992, bucincurred continuad
tosses for the next three vears prior to registering a minuscule profic of' 2 million
French francs before extraordinary gains on a debt restructuring,

Why did this park perform poorly when Disneyland operations in the United
States and Japan were such successes? Reasons include: (1) location—a S-minute
train ride from "aris with little clse in the area to hold teurists” interest; (2) high
prices; (3} a limited number of rides allowing tourists 1o see all of Euro Disnevland
in a day and providing them little incentive to stay overnight at Disney-ovwned ho-
tels; and (4) a Furopean recession that cut down the number ol visitors (atten-
dance dropped from around 9.8 million in the lirst vear 1o 8.8 million i 19493 o
1944, and about 9 million in ity third year of operations). Competitors alsa
emerged, such as Blackpool Pleasure Beach, Tivoli Gardens in Copenhagen., and
Anheuser-Busch’s Port Aventura in the sunnier climate near Barcelona, Spain.?
For all these reasons, the highly leveraged amuscement park, with over 534 bitlion
in debt incurred over $750 million in losses its tivst three yvears and was forced to
restructure its operations. (See Figure 1-1.) Disney had spent heavily on creating a
hotel complex around the park outside of Paris. However, since the park was only a
short train ride away [rom the center of Paris, many tourists avoided siaving at park
hotels, instead opting to combine a dav rip 1o the park with a howel stay in Paris.
This is quite unlike Orlando, where INsney is the major attraction, and tourists,
principully Americans, seem o ¢njoy stracturing their hotidays around entertaim-
ment provided by Disney.

Disnevland’s management postponed a sccond phase of expansion in which a
second park similar to MGM Studios in Florida was to be built. They lowered admis-
sion prices by 20 percent, reduced hotel rates, and cut costs, including reducing e
ployment fram 17,000 workers initally to about 12,000, of which 4,000 are scasonal
workers. Disney, the parent company, agreed to forego its rovalty fees on tdeket and
merchandise sales until 1998, as did the banks, who agreed to defer interest and prin-
cipal payinents until 1998, These charges together are estimated to add up to FFr 700
million a vear. Dropping them temporarily allowed the renamed Disneyvland Paris 1o
record a profir of FFr 170 million for the three wontbs ended June 1995, and allowed
it 1o nearly break even in the fiscal vear ended September 1995, Disney management
also added a new ride, Space Mountain, to attract teenagers, and obtained new equiry
from Prince Al-Walid bin Talal of Saudi Arabia, who contributed $430 million in eq-
uity, ind who would end up owning about 20 percent of the restructred operations.
The company’s stock price, which was offered initially at 72 (ranes and reached a high
of over 154 francs, dropped to about 7 francs when the operation seemed in danger
ol bankruptey hefore recovering to about 15 francs in mid-1998. Disnevland Paris con-
tinues to be mildly profitable but faces high interest charges once the banks begin de-
manding interest on the restructured debt, and it may be a long while before it be-
comies an economically attractive invesoment.

Some critics have claimed that Disney can never be a success in Europe be-
cause of the cultural differences between the Disney approach to amusement parks
and Eurepean consumers” expectations. What is clear is that even the beserun com-
panics can [ace problems in transplanting their entertaimment formulas to over-

seas locations.”

Table 1-4 compares attendance and spending-per-person ligures during the
first four years of operation for each of the three theme parks.

Spending figures are not strictly comparable as the Paris park opened in 1991,
while the Tokvo park opened in 1983, and the ULS. park in the 196805, What is ap-
parent is that the Panis park has not been ahle to attract the same number ol visi-
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FIGURE 1-1 Annual Attendance for Amusement Parks in Western Europe

Source: The New York Times, August 23, 1995, C-19.

tors as the other two parks, with a shortfall of about 2 million visitors a year. This
shortfall spells the difference between profit and loss and explains why the Paris
park has been beset by financial difficulties.

You See the Nicest People on Japanese Motorbikes

The Japanese have long appreciated that international marketing can be profitable.
In 1960 Japanese motorcycles were almost unknown in the United States, but Japan
was already the biggest producer of motorcycles in the world. Its small (125¢c)
bikes were made for narrow and crowded streets and were affordable given Japan's
low purchasing power. In the United States, motorcycles meant Harley-Davidson
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Attendance and Spending at Disney’s Major Theme Parks

Disney World

Tohyo Disneylond Disneyland Paris

(United Stutes) (fapan) {France)
Spending Spending Spending
Attendance jrer Aitendance - per Attendance per
Year { Thousands} person {Thousands) person {Thousands) person
1 10,700 313.08 3,68% 325,00 8,670 585,00
2 11,600 14.78 10,151 25.52 9,800 H8.70
3 10,000 18.68 10,700 25.34 8,800 53.30
4 12,500 18.90 10,950 30.00 9,000 NA

hogs ridden by the *Wild Ones,” made famous by Marlon Brando—definitely not
what the boy next door would ride. Japan set out to convince Americans (o buoy
small 125¢c motoreycles instead.

Beginning in 1960, Honda and then Yamaha and Suzuki began marketing mo-
torcycles in California. Ilonda’s ad, "You meet the nicest people on a Ilonda,” was
designed 10 change the image of motorcycles in general, Producing about 90 per-
cent of the world’s motorcycles, Japan enjoyed cconeinies of scale that allowed it to
price bikes at around $250, low enough to attract many new buyers who had never
owned a motorcycle before. In addition, California was relatively close to Japan,
and its citizens had a reputation for being willing to try new ideas and fads.

As sales mounted, the Japanese expanded distribution gradually across the
United States, plonghing back profits into distribution and advertising. They also
began producing and marketing larger motorcycles, convincing many of their cus-
tomers to trade up o more powerful models. By 1966 Japanese manufacturers
had about 83 percent of the U.S. market and were beginning o go alter Iarley-
Davidson, with large bikes of 750cc and up. They also intreduced new models of
motorcycles, off-roud bikes, and combination bikes for ouring. In 1983 Tlarley-
Davidson had to ask the US. government for protection as it tried wo recaver from
vears of losses and lost market share brought on by the inexorable march of Japan-
cse motorcycles. What is astonishing is that Japan began marketing these bikes to
the United Swates in 1960, at a time when few American compaunics took Japanese
firms seriously as tcomI:)etitf_n":-;.(i Large numbers of Americans were converted into
buyers of small motorcycles, a market scgment that had not previously existed.

Profiting from the Newly Rich

Succeeding in international marketing has much o do with forming and under-
standing consumer tastes in dilferent countries. Dickson Poon of ITong Kong has
made himself a foriune estimated at $1 billion by selling luxury brand-name goods
1o the newly rich from Japan and the fast-growing countries of Southeast Asia, namcly,
Hong Kong, Malaysia, Singapore, South Korea, and Taiwan. While working as an ap-
prentice in Geneva at Chopard, a jeweler and maker of fine watches, Poon absorbed
the ambicnce of high-fashion, high-price retailing. Stores were undersiated, refined,
luxurious, and there was no hard sell. He took this style back to ITong Kong, opening
a European-type store with fine interiors in Hong Kong'’s most upscale shopping cen-
ter. He emphasized attentive service and carefully selected inerchandise, concernttrat-
ing on brands such as Chopurd, Rolex, Hermes, and Audemars Piguet. 'The concept
worked, and he next obtained the Charles Jourdan fashion franchise, adding names
such as Polo/Ralph Lauren and Guy Laroche, and obtaining, in some cases, licens-
ing rights 10 manufacture and distribute franchise products in the Far East or even,
occasionally, worldwide. Tis signawre is an elegant shop in a prime locaiion; he now
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China has over 1 billion people, of whom about one-third
are between 3 and 16 years of age, toraling about 375 mil-
lion. Because population-control practices in China typically
restrict families to one child each, parents and grandparents
lavish much love and attention on the only child. Among
other things, this means that they are willing to splurge on
toys. Anthony Chirico, who founded Nanuet Entertainment,
had been selling to China such U.S. TV shows as “G.1. Joe”

- portunity to increase his markets in China by sellin,

and “Teenage Mutant Ninja Turtles.” He saw a potential op-

ern toys there, and he teamed up with a client who had bee: cen
marketing the;t!bbotech-'line of plastic figures in the United

|

SMes.'Ehines? children have traditionally played with toys
made of wood and metal, and the newer colorful plastic fig-
ures priced between $1.60 and $30, Chirico speculated,
might be attractive to them and their families.

The U.S. toy introduction was accompanied by an 85-
toon show for nominal fees and by persuading the Chinese
TV stations to allow his company to insert TV commercials
for Robotech toys in the middle of programs. (Chirico also

operates over 70 such stores. But his winning insight is the appeal of famous brand
names to newly rich customers. About one-third of Dickson’s sales are to traveling

Japanese businesspeople and tourists. In November 1987 he purchased 5. T. DuPont,

which makes luxury lighters and pens. His aim was to use the DuPont name to intro-
duce new lines of menswear, luggage, and watches. His business is vanity, making a
profit from it wherever it can be found.”

The Asian economic crisis that began in June 1997 hurt retail sales all across Asia
and Dickson Poon was no exception. Sales dropped sharply as the newly rich lost
their assets in the stock market and were threatened with job losses and recession.
Even so, Dickson Poon continued to expand in Asia, developing larger stores, focus-
ing on major brands such as Tommy Hilfiger and Ferrari and selling off a portion of
his ownership in major European luxury goods firms such as Austin Nichols (UK)
and DuPont (France). These equity sales allowed him to raise capital for further ex-
pansion in Asia at a time when the economy is reeling and competitors are running
for cover. What he is banking on is the long-term continued growth of Asia as the re-
cession winds down and incomes start rising again and new fortunes are made.

Korean Furs (for Less)

Similar thinking drives the world’s largest fur manufacturer, Jindo Fur Company of
South Korea. Jindo's goal is to develop a chain of stores selling furs worldwide. It
targets the low end of the market—furs selling under $2,000. This figure was chosen
because approximately 60 percent of all fur sales are at or below this price. In order
to sell profitably at this price, Jindo uses Korean labor and vertical integration. It
buys pelts at auctions in North America, Scandinavia, and Russia. Jindo then treats
and assembles the pelts in its Seoul factories before selling them in its worldwide
outlets. There are 45 Jindo fur salons, located in South Korea, Hong Kong, Europe,
North America, Hawaii, and Guam. Although tropical islands might seem like odd
locations, Jindo markets furs to tourists on vacation.®

Jindo began its worldwide marketing by selling in duty-free shops to Japanese
tourists and advertising in in-flight magazines. As Dickson Poon also discovered, its
discounted prices were appealing to Japanese tourists when compared with the
high prices charged at home. Recently a joint venture, Jindorus, was established

N
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had to overcome the Chinese preference for showing com-
mercials in 5-minute blocks at the end of programs.) These
negotiations took three years. The programs also were
dubbed into Mandarin Chinese and were attractive to Chi-
nese stations because their themes, family values, and world
cooperation against aliens are not in conflict with Chinese
values, A Hong Kong-based toy company supervised produc-
tion of the toys in China and also distributed them, Chirico
was able to convince the Chinese TV stations to start showing
the Robotech cartoon series shortly after the toys went on sale
in department stores.

The toys were first introduced into Shanghai and Guang-
dong, the most prosperous areas of China, and then inta

other provinces. As kids in Guangdong became exposed to
Hong Kong TV, however, their tastes evolved to the likes of
Batman. As a result, Robotech toys began to sell better in the
distant provinees in northeast China, where newer fads like
Batman had yet to catch on.

Chinese parents’ preoccupation with their sole chil-
dren is not limited to buying them toys. Chinese parents
play English-language tapes to their unborn child, hoping
to give the child a head start. Later, the child might hear
Tang dynasty poetry, music, and the Roman alphabet and
numbers, which could provide Western marketers new
global marketing angles.

Sowrces: Andrew Tanzer, “China's Dolls,” Fordes, December 21, 1992; and “Study This, Baby: Chinese Fetuses Bear Heavy Course Loads,” The Waif Street fournat,

February 8, 1994,

with Interlink of Russia. The first store was opened in the Intourist Hotel in
Moscow, with additional stores to be opened as the Russian economy improves,
jindo sees a huge untapped market potential for furs, but attention to both costs
and global marketing expansion is essential to its long-term success,

Where the Buyers Are

Sometimes foreign markets may be the only markets in which a company’s prod-
ucts can be sold. Take water desalinalon, for instance. About two-thirds of the
world’s water desalination plants used to convert saltwater into fresh water arc in
Saudi Arabia. These plants use considerable energy and are expensive to run. Saudi
Arabia has plentiful energy and high incomes, and it is a country where saltwater is
plentiful, while fresh water is scarce. lonics, Inc., of Watertown, Massachusetts, has
built its business around water desalination, with considerable sales coming trom
North Africa and the Middle East.

Where the ldeas Are

Overseas markets can also be a source of new product ideas. Environmentalists in
the United States and Europe have been pushing for cleaner, less-polluting electric
cars to replace gasoline-powered vehicles in order to reduce dependence on im-
ported oil. California has even mandated that 2 percent of cars sold in 1998 and
after be emission-free. The practical problem is that electric-car batteries retain only
enough energy to be driven about 60 miles before requiring a recharge. A battery
that promises extended ranges—180 to 250 miles—and that can be recharged in
minutes rather than hours is understandably generating much excitement. Its pro-
ducer is an Israeli company, Electric Fuel Corp.

Electric Fuel is running a two-year field test in Germany with the German phone
and postal services, car companies Mercedes-Benz and Opel, and Siemens. If the
tests are successful, about 40,000 phone and postal services delivery vehicles could
switch over to electric batteries, What’s more, recharging is quickly accomplished by
removing spent fuel cassettes and replacing them with new ones, the used fuel cells
being reprocessed chemically at regeneration plants. These batteries are also safe;
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Exporting Lumber
to Japan

In the depths of the recession in 1981, Webeo Lumber of Ore-

gon watched its sales drop 80 percent from the 1979 peak,
and over half of its employees were laid off or had left. Webco
decided to look for some Japanese business. Participating in
a two-week trade mission to Japan, led by Oregon'’s Depart-
ment for Economic Development, it met with 60 Japanese
companies. The trip cost $5,000. Barbara Webb, president,
told the wreasurer, Ronald Webb, “I don’t think we can afford
not to go.”

Within six weeks of the trip to Japan, several Japanese
companies sent representatives to the Webco sawmill. They
were careful buyers, with exacting standards. They wanted

‘hemlock, white fir, and Douglas fir grown in the Cascade
range, | harvested from the western slopes between altitudes
of 2,000 and 4;500 feet. Such trees grow more slowly, lead-
ing 1o a tightqr ring count and a more attractive grain.

Twenty rings an inch is considered ideal by Japanese buyers,
and eight rings are the minimum accepted. The Japanese
use a traditional post-and-beam method of construction,
which takes longer to build and is perhaps less strong than
the interlocking frame of hidden two-by-fours that the
United States uses, but requiring 20 percent less wood. More
wood is thus left exposed, in accordance with the Japanese

Electric Fuel's zinc-air batteries, for example, operate at ambient temperatures and
use a combination of zinc, zinc oxide, and air, instead of dangerous molten chemi-
cals used in batteries from other developmental efforts.”

How the World Would Like to Smell

Gillette wanted to create an “intentionally global” fragrance—that is, a line of de-
odorants, shaving gels, aftershave, and related products that would appeal to men
both in the United States and Europe. However, Carl Klumpp, Gillette's chief per-
fumer, knew that European men were heavier users of fragrances, starting with
shower gel, then deodorant body spray, and perhaps finishing off with eau de toi-
lette. American men own cologne and aftershave but don’t wear them routinely—
“less than one-quarter had a killer cologne for attracting women " and most felt that

the subject was too personal to discuss with friends.

1 Klumpp, who might begin the

day spending 30 minutes smelling different substances for practice, decided on a
citrusy chypre family of fragrances for starters; then he asked four of the world’s
major fragrance supply houses to come up with a formula with his preferred smell.
After much testing, Gillette launched the Cool Wave line of deodorants in 1992. It
and the similarly conceived and launched Wild Rain line were enormous successes
in both the United States and Europe. And while Klumpp swears by his nose, he
also uses a gas chromatograph to analyze the aroma molecules in different sub-
stances, making it easier to combine fragrances and copy specific smells.

Risks AND DIFFERENCES OF FOREIGN MARKETS: RussiA

Getting the product to the consumer can be quite a feat in emerging markets. Ben &
Jerry’s, the manufacturers of super-premium ice cream in unusual flavors, began a 70
percent joint venture with the company Iceverks, manufacturing and selling ice cream
in Karelia, Russia, 700 miles north of Moscow. The companies deliberately waited two
years before expanding into Moscow, as they did not want quality to suffer because of
poor logistics and supply problems: There were shortages of refrigerated trucks, which
had to be imported. Franchisees lacked freezers, and Iceverks had to sell or lease equip-
ment to them so that ice cream could be kept frozen. Franchisees and their employees




appreciation for arrractive wood grain. Hence, Weheo had
to be more carcful in harvesting lumber that was meant {for
sale to the fapancse.

The Japanese use different sizes of wood, 1oo. The
American mill would have to change its sawmill setup and
also its woodcutting process in the forest, where trees are
“bucked” to the appropriate length. The Japanese baver is
also insistent on oxact sizes, whereas in the United States
sawinifls cut large volumes that prodncee minor variations in
standard sizes.

When Webco began cutting its first major Japanesc
order, a Japanese reprasentative was on hand, and he would
periodically stop the cutling to measure the dimensions. An
order that would normally e cut in one aird a hialf days ook
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twice as long. Webco found that all of its Japanese customers
insisted on watching their orders being cut, so il actually con-
verted one of its buildings into a guesthouse for these buvers,
While the unfamiliar sizes took longer to cut, the volume of
Japanese vrders enabled the mill to grow again and begin re-
hiring workers,

The Japanese buyers wanted high guality and a long-
werm relationship, extending even alter the LS. trdusoy re-
covered and sales could be diveried back 1o LS bavers. In
the past, U.S. wills had used export orders as a way of sop-
ping up excess capacity, dropping them as soon as ULS. busi-
ness became availuble wrain, Weboo has not {ollowed that pat-
tern. The company’s export businegss from Japan, savs Barbara
Webl, “is the only reason we ave alive.”

Source: “Small Sawinill Survives by Setting e Blades ton Expocts ro ™ The Waddf Sereee fiacrnal, Mae ¥, 1982

had (o0 be taught to be polite 1o customers and to restock inventory belore completely
running out of certamn flavors. Franchisees themselves were selected based on personal
contacts and trust; leeverks chose asmall Moscow distributor, Vessco, because key nuan-
agers at the two companies had been classmates. Despite these elforts, continned Rus-
stun cconomic difficultics made profitable operation a distant dream leading Ben &
Jerev's 1o vestrucnare their Russian venture ane consider ULS. expansion instead.
Asomewhat different tack was taken by Mary Kav in selling cosmetics e Russia,
With cconomic liberalization, Russian women hegan 1o seck Wostern cosmeticos. Al
the same time, several Russian state-owned enterprises privatized, and Rosstan women
were often likely to get Laid off in the downsiving These women were secking new
Jjobs and stable income sonrees. Mary Kay thus tound a readv-made envirenment for
1% pmrlll(:t.s—r(';lsorl;ll)ly priced American cosmetcs— s well zs dor ity sales approach
of multibivered marketing. Relving on women acting as independent representatives.
buying cosmetics for themselves at 40 pereent off retail and then selling theny in small
groups of friends and acquaintances, Mary Kay founed Russian women aviel 1o take on
the job of selling its producrs, particulaly hecause a Mary Kav representative could
ewrn $500 o S0 omonth compared 1o an wverage salary Tor Russian women of u lit-
te over $100 @ month. Mary Kay has had 1o train its representanives, ol course, with
more expericnced representives naining new vecruits inarcas such as the quahity
and use of products, looking well groomed, being polite and complimentary to all po
tential clients, and even hasic bookkeeping. Representatives frean more distnt locales
lace turther difficulties, having 1o come to Moscow to replenish ther cosmetics sup-
plhics. Mary Kay expects to have around 17,000 reps in Russia by the end of 1885, 60
percent of whom are full-time, and the company expeets sales there of 336 muillion.
Barring political stumbles, cconomic growth and a large popualation make Russna

promising market lor consumer products such as cosmetics and ice ereaim.!

Grohe Faucets: When Exports and a Strong Currency
Do Not Mix

Grohe is Germany's market Ieader in kitchen and bathroom lancets, exporting
about twothirds of its outpnt. However, its 1S, sales wre only ubout 5 pereent of its
total. One problem is that Grohe concentraws on LEuropean design faucets that are
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solid brass, a segment that is only 2 percent of the U.S. market. Grohe also manufac-
tures mainly in Germany, where high wages translate to higher-cost products. The
appreciating mark makes the company’s products more expensive, giving an advan-
tage to Italian competitors, for example. Pricing its goods in dollars to make them
more attractive compared to the competition means reducing the sales price in
marks. Grohe can reduce the strong D-mark’s impact by buying materials overseas;
for example, it buys one-third of its brass abroad. It has also diversified by acquiring
German faucet maker Rost, whose faucets address different segments—commercial,
industrial, and institutional markets. A longer-term solution might be to move some
production out of Germany and to acquire U.S. plumbing fixture companies and
smaller faucet companies in lower-wage countries such as Portugal.'?

Piracy Lives On!

William Tay, owner of the Hye Mieko, saw his ship leave Singapore, headed for Cambo-
dia with photographic supplies and general cargo. He lost contact with the ship when
it was about 180 nautical miles from Cambodia. Having had another ship hijacked
earlier and $2 million of cargo stolen, he hired a Lear jet to search for his ship. Search-
ing in international waters off the coast of China, he found it 60 miles from Vietnam.
The ship, which seemed to have a naval vessel in its wake, did not respond to signals,
so Tay took some pictures and flew to Shanwei, 120 kilometers from Hong Kong,
where the ship was expected to land. The hope was that the Chinese authorities would
help recover the ship and its cargo. China launched a campaign against sea pirates
and in 1994 alone investigated 209 cases of piracy, recovering 22 ships.'3

Learning from the Examples

As our examples show, several reasons exist to market products internationally:

1. The most obvious reason is the market potential of world markets. Firms
such as Nintendo, Disney, the Japanese motorcycle industry, and Jindo
Furs have all benefited from exploiting foreign market potential.

2. Geographic diversification is another reason. Webco Lumber is a
firm whose long-run prospects are brighter for having diversified
internationally. (See “Global Marketing,” “Exporting Lumber to Japan.”)

3. Using up excess production capacity and taking advantage of a low-cost
position due to experience-curve economies and economies of scale are
other reasons, The Japanese motorcycle industry’s thrust into the United
States was aided greatly by its superior low-cost position.

4. A product can be near the end of its life cycle in the domestic market while
beginning to generate growth abroad. Dickson Poon'’s export of brand-
name luxury goods marketing to the Far East is an example of taking
advantage of the general rise in conspicuous consumption that
accompanies prosperity. Selling Robotech toys to China is an example of
responding to lagging product cycles in developing countries.

5. Sometimes overseas markets can be the source of new products and ideas.
Companies in foreign markets can become joint-venture partners,
providing capital and market access.

6. Tested market entry methods can work in emerging markets such as
Russia, as shown by Mary Kay. Emerging markets, however, require
patience and sometimes innovative market entry modes as in the case of
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Ben & Jerry’s in Russia. International marketing can bring risks, expected
ones as in the case of international currency risk for Grohe, but also
unexpected ones such as piracy in the China Sea.

7. One of the most difficult aspects of international marketing is developing
products with universal appeal, as illustrated by Gillette with its fragrances.
Lego is faced with trying to make its bricks appealing to children in the Far
East in the face of competition from video games. In addition, success in
one country does not always translate to success everywhere, as shown by
Disney’s woes with Disneyland Paris.

8. Any successful international marketing effort will attract competition.
Nintendo has seen its 90 percent video-game market share erode as
competitors innovate with new products, price cutting, alliances, and
persistence,

THE U.S. FIRM IN THE GLOBAL MARKETPLACE

Although the global market is attractive, U.S. firms have been slow to take advan-
tage of it. The United States has always been one of the world’s largest markets. Tt
is also a selfcontained, continentsized market, For about 20 years after World War
II, litcle foreign competition existed in the United States, but now foreign firms
from all over the world vie for a piece of the U.S. market. At the same time, other
countries have growm so fast and become so prosperous that their markets have be-
come more attractive than the U.S. market. Examples include the fax machine,
which initially grew rapidly in Japan, and only subsequently became popular in the
United States as the Japanese market was reaching saturation. Likewise, the market
for railroad cars now is small in the United States as compared to Europe, where
train transportation is more popular. Also, the building of nuclear power plants in
the United States has become strictly regulated, even though foreign countries
readily accept them as a source of energy. Ignoring foreign markets and foreign
competition has two dangers for U.S. companies: losing market share at home and
not profiting from higher growth in overseas markets.

Export Sales and Sales from Forelign Subsidiaries

Larger U.S. firms have generally been able to participate in global marketing due to
their superior financial and managerial resources. Table 1-5 lists U.S. companies
with the largest foreign sales from their overseas operations. Firms such as Mobil
{foreign revenues of $60 billion), Texaco ($59 billion), and Procter & Gamble ($36
billion) have insignificant exports compared to revenues earned by their sub-
sidiaries located in other countries.

For almost every company on the list, it is more efficient to sell from their for-
eign manufacturing subsidiaries than through exports. It may even be that exports
have no chance, either being too high priced in relation to local competition or
being kept out by government barriers. Most of the firms on the list could not main-
tain their market share in foreign markets without establishing a foreign subsidiary.

The question of how much a firm should obtain from foreign revenues and
how much it should export is unresolved. Is it better to be a Ford, with foreign
revenues five times that of exports, or an IBM, with foreign revenues nine times
that of exports, than to be a Boeing, which gets most of its overseas sales through
exports from the United States? As we shall see later in this book, as market condi-
tions and the product life cycle change, companies may find that effective selling
overseas requires foreign subsidiaries and that such foreign subsidiary sales may
replace exports.
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Foreign Sales of U.S. Multinational Corporations, 1997

Source: Forbes, July 27, 1998,

Importance of Foreign Direct Investment (FDI)

Companies can generate international sales from exporting or by selling goods made
by their subsidiaries in foreign countries. Over time, exports tend to be replaced by
sales from foreign subsidiaries for a variety of reasons: It is cheaper to sell goods made
in a foreign country because tariffs and transportation costs are avoided; making
goods in a foreign market slips by government protectionism and barriers to trade;
and goods and services can be more easily adapted to the tastes of foreign consumers.
Finally, exchange-rate effects can be avoided because goods are produced and sold
under the same currency regime.

Itis instructive to consider recent trends in foreign direct investment. The United
Nations Conference on Trade and Development’s (UNCTAD) 1994 World Investment
Report notes that trade within a firm, between a firm’s subsidiaries in several countries,
was $1.6 trillion in 1993, or about one-third of total world trade. A U.S. Bureau of
Economic Analysis (BEA) study also underlined the importance of trade by sub-
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sidiaries of multinationals.'! The BEA reported that for the United States in 1993, 30
percent of exports were made by American firms and by subsidiaries of foreign mult-
nationals, sending goods to their affiliates overseas. On the import side, about 37 per-
cent of imports were from related companies of multinationals with operations in the
United States. Moreover, U.S. multinationals earned $62 billion on sales made by their
foreign subsidiaries. Thus, the magnitude and growth of foreign direct investment is
just as significant in international marketing as are exports and imports from the par-
ent country. The UNCTAD report notes that the 260,000 foreign affiliates of 40,000
multinationat corporations had sales revenues of $5 trillion, or about three times the
exportimport transactions hetween such subsidiaries.

The total stock of FDI around the world was about $2.4 trillion in 1994, with the
United States accounting for about $610 billion of that investment, or about one-
fourth. Of the total stock of FDI in the world, roughly $580 billion has been invested
in developing countries, and this figure has been growing rapidly; 37 percent of
new FDI in 1994 went to developing countries as compared to 17.5 percent in 1988.

The United States is the single biggest recipient of FDI, with inward FDI stock
of $504 billion. Other countries that have auracted large amounts of FDI include
the United Kingdom—$214 billion—and France, Germany, Spain, and Canada,
each of which has received FDI in excess of $100 billion. Inward FDI is mainly a
function of the attractiveness of the country as a production site and as a local mar-
ket. Surprisingly, Japan has received very little FDI, less than $20 billion. Japan’s
large continuing trade surplus coupled with its low levels of inward FDI means that
Japanese companies face very little challenge for market share from their foreign
competitors. This is a tremendous competitive advantage because they can use their
domination of, and profits from, the Japanese market to fund and subsidize entry
into foreign markets. Japan, however, has been quite aggressive in investing in FDI
overseas and was the leading source of outward FDI between 1988 and 1990. This
may have been an attempt to avoid the effects of a strengthening yen and to deflect
trade pressures caused by a rising trade surplus. Since 1991, the United States has
been the leading foreign investor, investing $69 billion overseas in 1993 alone.

Among developing countries, China, Singapore, Indonesia, Mexico, and Brazil
have received the largest amounts of FDI, with their stock of inward FDI exceeding
$40 billion each. China has been an attractive market in recent years because it has
liberalized its economy and welcomed foreign capital. What the overall picture of
FDI suggests is a simple but fundamental lesson: A company that is sericus about
international marketing must inevitably move to investing in key markets. This is
horne out by the fact that FDI from developing countries is on the rise. Their share
of ousward FDI flows increased to 16 percent in 1997, from about 7 percent in 1989,
Cemex’s $2 billion investment in acquiring two of Spain’s largest cement compa-
nies to become a leading player in Europe’s cement market is only one example of
the growing trend toward FDI by all of the world’s leading multinationals, whether
{rom the advanced nations or from the emerging market countries.1?

INTERNATIONAL MARKETING:
THE TRADE BARRIER OF THE IMIIND

As its trade deficit shows, the United States lags behind other nations in the gen-
eral level of international trade activity. Then how does a U.S. firm approach over-
seas markets? In most cases, reluctantly.

As Kenneth Butterworth, chairman of Loctite Corp., puts it, “The problem really
lies in the mind. That is the greatest trade barrier in America.™® In other words, long
insularity and overdependence on the American market have made American firms
unsure about their ability to capture markets overseas. Culture, language, and environ-
mental differences are sometimes intimidating. Firms from other countries, however,
have certainly overcome such differences. And many U.S. companies are following
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Lego and Strategic Adaptation

Lego comes from the Danish words “leg godt,” or “play nicely.”
Lego toys seem out of place in today’s world of video games like
*Mortal Kombat,” where putting together colorful litte plastic
bricks to build castles appears childish. But Lego, founded in
1949, thrives, perhaps because young children like to put bricks
together to make pirate ships, bridges, and fortresses, which
they can then take apart or use in imaginary games. Parents also
like to buy Legos, finding them wholesome and something they

might have played with when they were children In fact, Lego
found that about 13 percent of Lego sets in the Netherlands
were bought for use by adults! About 80 percent of all children
who play with Legos are boys, and Lego has been experiment-
ing with pastel colors and themes that might appeal more to
girls, such as dollhouses and nurseries. (See the Web site at
http:/ /www.lego.com/scala/) The newer Mindstorm line in-
corporates motors and batteries so that Lego creations can be
programmed and made to spring into action.

Lego, which is a privately owned and secretive company,
is enormously profitable. Its Danish-registered companies
alone show profits after taxes of around $70 million on sales
of about $900 million. Lego has another 23 companies regis-

suit. Loctite Corp., for example, insists on looking like a local firm, rarely posting U.S,
executives overseas permanently. Over half of its employees are not from the United
States, and most of its top managers have foreign executive experience, which has
taught them the value of persistence and patience in approaching foreign markets.

Due to continued U.S. trade deficits, small and medium-sized businesses are
being urged, both at the federal and state levels, to export. They can get help by
signing up on trade missions sponsored by the U.S. Department of Commerce and
other organizations. Export finance is available to carry export receivables for
longer periods and to offer favorable interest-rate financing. The larger number of
foreigners and immigrants hired by these companies helps them learn about op-
portunities in foreign markets, as well as efficient ways to approach these markets.
A weaker dollar also makes exporting easier. From its peak in 1985, the dollar de-
clined by 60 percent in 1995 against currencies such as the yen, the German mark,
and the Swiss franc, before appreciating once again through 1997. Dollar deprecia-
tion makes U.S. products more competitive and allows U.S. firms to raise prices
while offering goods and services priced lower than those of foreign competitors.

Ultimately, international marketing is a matter of perspective. The term global
marketing'” best captures this perspective of the world as the market, with individ-
ual countries being submarkets. For those who hold such a view, the distinction be-
tween domestic and international marketing disappears, and the focus is on mar-
ket opportunities, wherever they may be.

THE APPROACH OF THIS Book

The sources of the differences between international and domestic marketing are
to be found not in the functions themselves but in the parameters that determine
how the functions are performed. Therefore, students of international marketing
should be able to identify the relevant parameters and understand how they affect
the marketing program. This book assumes that readers have that ability from their
background in other marketing courses. Part 1 discusses the world environment in
which international marketing is practiced. Part 2 analyzes the management of
marketing in this multinational context. Part 3 deals with planning and coordinat-
ing the international marketing program.




tered outside Denmark, about which information is scant.
Haowever, Lego is finding that markets in Europe and the
United States are mature. Sales grew in real terms by 2 per-
cent in Germany, while dropping by 8 percent in the United
States in 1994, A lower-priced U.8. competitor, K'nex, in part-
nership with Hashro, has been gaining share. Lego has natu-
rally turned w the East, with sales in Japan growing 14 per-
cent and in Korea 30 percent (though (rom a small base). As
familics in India and China reach the middle class, Lego
hopes they, oo, will buy Lego bricks for their kids. Counter-
feiting is a problem, though, because the bricks ure easy Lo
copy, and lower prices appeal to the generally lower-income
cansummers in Asia,
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Lego's Legoland theme park near its Billund, Denmark,
headquarters was opened in 1968 and attracts a million visitors
a year. The park features rainiature versions of famous land-
marks such as the Statue of Liberty, as well as animals and rides
all built from Lego bricks. More recently, Lego has begun
building a theme park near Windsor Castle in London, called
Legoland Windsor, which is entirely made of Lego bricks with
one attraction being the heart of Paris. It 1s airned ut children 2
to 13 years old and stresses that learning is fun. For examnple,
guests “ride” in cars built out of Lego bricks und focus on learn-
ing responsible driving. A similar theme park is scheduled to
open in 1999 in California.

Spurce: (. Davwent, “Lega’s Billioo-Dollar Brickworks” Mamagemend Today, Seprembenr T995: "Lego Dnerlocks Tow Bricks, Theme Parks™ She Walf Steeet Jorrnad,
Diecember 27, 19%4; "Plaving Well with Others/ MIT s Media Lub: Inteeview”™ Frefofogy Review, Mav 15, 1908; and Geeg Johson, “Legolund Contented 1o Baild
Slowly: Mew Thene Park Mot Billing Deself as Bival to Bigger Neighbors,” Loy Apgefes Tones, December 17, 14508,

Part 1: International Environment {Chapters 1-5)

[n domestic business studies, consideration of the environment plavs a critical though
somnewhat uvnrecognized role in the behavior of the firm A number ol "environmen-
tal” courses in the curviculum deal with topics such as husiness and socicty, business
and government, business conditions, and busiiess law, In the functional courses,
too, tmuch attention is paid (o the external environment of the firm, In marketing,
for example, there will be discussions of buver behavior, demographic trends, com-
petition, laws regulating pricing or promotion, developments in retailing, and so on,
Purt | of this text attempts to cover the same ground for international marketing.

Part 2: International Marketing Management (Chapters 6—16)

The various functions ol marketing as they are performed in the international en-
vironmentare discussed in Part 2. An examimation of the problems peculiar to in-
ternational marketing should help 1o broaden the student’s understanding of
marketing in general as well. The foreign envivonment dealt with in Parg 1will
then be scen to be the key variable in internadonal marketing, In addidon, Part 2
stresses the importance of an overall marketing strategy (o shape and guide the
[ormulation and implementation of specific international marketing tasks.

Part 3: Coordinating International Marketing (Chapters 17-19)

A second critical international aspect of marketing management, considered in Part
3. i1s the task of integrating and coordinating many individual national marketing pro-
grams into an effectve mulinational operation, A Targe part of owr discussion centers
on interuational marketing by manufaciurers, However, the specific international
marketing problems of service industries are covered in Chapter 16, We disenss and il-
lustrate with many examples the Ioge multinational firms” marketing practices. By
this we do not mean to exclude small firms, Mucl of the discussion applbes equally as
well to small firms as to large ones. Many of the problems pecultar 1o small firms inin-
cernational marketing are covered in the discussion of exporting throughout the ¢hay-
ters o Pare 2. Another major influence is the spread of the Internet und of glohal
computer networks, linking firms with cheir customers and Lu-flung operations ol a
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SUMMARY

QUESTIONS

ENDNOTES

firm with all of its internal divisions. A separate chapter focuses on how the Internet is
changing customer-firm relationships and how the Internet and global networks may
be used to communicate with customers, learn from them, and market to them. Such
global networks also facilitate communication within the globally dispersed mulitmna-
tional firm, a possibility that enhances its international marketing capabilities.

As foreign economies continue to grow and account for a larger portion of the
total world market, and as foreign competitors actively seek market share in the
United States, many U.S. firms are being forced into some degree of international
marketing. This may extend to foreign manufacturing, carrying out joint ventures
with local partners, licensing, importing, and taking part in countertrade transac-
tions. The varied strengths of foreign competitors and the ramifications of dealing
with different national governments and economic and cultural differences in for-
eign markets contribute to the complexity of international marketing.

Companies compete globally because (1) strong market potential exists over-
seas, (2) selling internationally allows them to enhance their long-run profitability,
(3) low-cost production and quality are critical to successfully competing in global
markets, and (4) they can achieve success by carefully choosing certain market seg-
ments, as witnessed by Dickson Poon'’s success in profitably marketing luxury goods
to the growing numbers of newly rich in the Far East.

Large U.S. multinationals are more likely to get more of their foreign revenues
from sales of their foreign subsidiaries than through exports. This can be a key ele-
ment of strategic success in international marketing. More important, though, is a
global marketing perspective of the world as one market, with individual countries
treated as submarkets and the focus on exploiting market opportunities wherever
they may occur.

1.1 What is international marketing, and 1.5 How do large U.S. multinationals
how does it differ from domestic compete in the global marketplace?
marketing? Why do most of them sell more from
1.2 Why is international marketing their foreign subsidiaries than through
important to most U.S. firms? exports?
1.3 Consider the examples described in 1.6 “The greatest trade barrier to
the section “The Global Marketplace.” exporting lies in the mind.” Explain.
Compare and contrast the inter- 1.7 “Global marketing is a shift in
national marketing actions of these perspective,” Explain.
firms. Focus on their choices in the 1.8 Choose a prominent, publicly held
areas of products, market segments, the company in your city and find out what
sequential choice of countries to sell to, its total foreign revenues have been for
pricing, and the use of licensing and the past five years. Also study the
joint ventures. comments about international markets
1.4 Why did Webco decide to export made by the chair of the company in its
lumber to Japan? How did Japanese annual report. How important is
buyers differ from U.S. buyers? international marketing to this firm?
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‘.nst, andrm 19781 declded to uy ou .theromgmal owners, a
process that was completed in 1982. At this point, however, the
Mexican economy was in a parlous state, with the peso being
heavily devalued after a long period of being tied 1o the dollar
at a fixed parity of 12.5 per dollar. The difficult economic situ-
ation led Mr. Gonzalez to cease operations.

However, given Mexico's potential in agriculture and
agribusiness, the International Finance Corp. (IFC), which is
a division of the World Bank, decided to make agribusiness
investments in Mexico. IFC invited a Mexican national, Mr.
Ojeda, who was also a director of Banamex, to become in-
volved in such a venture. He in turn contacted Mr. Gonzalez
1o restart operations, with a greater focus on exporting.

The reborn company slowly found its feet and, in 1986,
Mr. Ojeda quit Banamex to become a partner in the company,
with additional capital investment from the venture capital
arm of Banamex. The company decided to focus on export-
ing frozen vegetables and sought another partmer, Mr. Polari,
a big grower of vegetables. Mr. Polari’s association with the
company lasted three years, until 1989, when he sold his share
in the company. By then, Al had its ownership divided as fol-
lows: Mr. Gonzalez held 25 percent, Mr. Ojeda had 35 percent,
with the balance held by an investor from Mexico City. IFC,
which had held an ownership stake in the company during its
difficult years, sold out, as is its custom once the company
seemed to be on an even keel and did not require continued
IFC capital or support.

Initially, the company had canned Anaheim chilies for
export to the United States. Once the United States opened
its market to the import of fresh Mexican chilies, however,
prices shot up and selling canned chilies was no longer viable.
Hence, Al had to find another product line for its canning
plant, which had started initial operations in 1987,

Mr. Gonzalez had been invited to Japan and in scouting
business opportunities there noticed that the Japanese were
heavy users of grapefruit segments, in jellies, cakes, pies, and

pmcessqs. Its lmﬁal wcpom tojapan were of poor g
shipments suffered from spoilage. Consequently, Al
request time from its Japanese clients to solve its pi n
problems.

In 1990, Al decided to change over to using imported
U.S. cans. The cans needed a special enamel coating to ac-
commodate citrus products. Further, the Mexican cans oxi-
dized easily, even before use, and were not of uniform qual-
ity, as different kinds of steel imported from Spain, Venezuela,
and so on were used in production. Consequently, Al decided
to import cans from Florida, even though this meant paying
for transporting empty cans that were being shipped to the
Al plants, But the U.S. cans were of superior quality, and soon
Al stopped experiencing problems with exploding cans and
other problems of uneven quality. Al had learned that the
Japanese were continually seeking quality improvements, and
at continually lower prices.

At first, Al exported on an exclusive basis to Marubeni
Corp. However, when Marubeni began lowering the quanti-
ties it purchased, Al began to seek additional Japanese dis-
tributors, including additional Japanese trading companies
Mitsui and Toshoku. Because Al had established a good name
in Japan, it had actually been approached by Marubeni about
becoming a distributor. Al's competition came from Mexico,
Israel, and South Africa. Al had the best quality (or so it
claimed), though its prices were slightly higher. Al felt that it
was too difficult to sell directly to the final Japanese consumer
firms, who numbered about 50 in all: major grocery chains,
food processors, and others.

Al typically processed the fruit in Mexico, packed it in
cans without labels, and used a Mexican shipping line for
transportation to Japan. It shipped about one container every
10 days to Japan, with the final customer price about double
the FOB Manzanillo price.

A critical point in export success is the quality of the raw
material, that is, the produce. Al took care in its purchasing.
Japanese customers wanted the grapefruit segments to be all



of the same size. Hence, Al had twe people permanently sta-
tioned at the growers’ sites, where they made commitments to
purchase fruit at the bloom stage, picking producers based on
raste, freshness, and fruit size. Once fruits were ready to pick,
picking was doneg every day, with Al's two people on flat-out
supervision. Once the fruit was received, it was graded by size,
with the smaller units sold off to juice firms. Only fruit of the
requisite size was exported (o Japan, On average, for fruit with
avalue of 100 pesos, ransportation costs added another 120
pesos. Imported cans were stored in-bond, to avoid duties,
since the cans were destined for re-export. Most of the fruit
exports to Japan were in #10 cans, containing 2 kilograms of
praduct and 1 kilogram of syrup. Asis to be expected, Al faced
seasonal cvcles and had to develop maultiple frait lines to keep
themselves busy year round. For example, in the 1992 fiscal
year, Al exported:

Grapefruit Angust-December 1575 million

ponuds
Valenciana oranges  [anuwarv—March 1.4%0 million
pounds
Lemons Mav—August A4 million “cell
sacks”

(that is, lemon juice in
lemon-like containers)

Al felt that it had to pick produce lines for its plant that
were not chosen by its competitors. [ts most recent produce
addition is strawberrics, with a targer ol 7 million pounds an-
nually. To enter this line, Al made an agreement with Conge-
ladora de Samora, whereby it tock over operations ol their
factory in return for a 50-50 split of the prolits. Strawberrics
are generally sold in 30-pound plastic pails, in Pure-Pak car-
tons, or in 423-pound drwms for use by jam manufacturers,

Foreign Markets

Al has a U.S. food broker, World Food Sales, which it owns.
World Food's sales director was a former partner of Al in its
carlier incarnation, and has over 30 years of experience in
frozen produce. Al pays a § porcent sales commission to
World Food. World Food also represents other Mexican food
produce companies, such as growers of broccoli and cauli-
flower. Sometimes the U.S. bhroker served as an allternative cx-
port conduit to Japan, enabling Al to export incremental
quantities il demand lrom its {then) exclusive distribution
arrangement in Japan was low. As part of operating proce-
dures, all sales are made on lewers ol credit, and quoses 10 all
international customers are priced in U.S. dollars.

in addition to Jupan and the United States, Al also sells
to Europe, principally to Germany. Like Japan, Germany re-
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quires quality and is willing to pay a higher price if necessary.
Mr. Gonzalez’ wite is German and was instrumental in helping
break into the German market, achieved gradually by re-
peated visits to the World Food Fair, held every third year in
Cologne, Germany. German exports are to 1C Frozen Foods,
the German distributor, who also exports to Sweden and Den-
mark, where it has representatives.

The United Kingdom is a more difficult market, as lower-
quality, highly discounted products compete with Al's pro-
duce. Al has also considered Korea as a market though a 1991
visit indicated that while Al quality was considered superior,
its prices were held 1o be high.

New Directions

Al's goal is o diversify its export markets. In 1990, its export
sales were 70 percent 10 the United Siates and Canada, 25
percent 1o Japan, and 5 percent to Europe. In 1992, the re-
spective percentages were 60, 30, and 10, For 1993, wrgeted
percentages were ), 40, and 10, Al notes that each market
has peculiaritics and presents a different ser of challenges,
For the U5, markct, Al is cxperimenting with new lines such
as broccoli, cauliflower, romancsco {a hybrid ol cauliflower
and broccoli}, Brussels sprowts, and cucumbcers, both pickled
and fresh, Cueumbers represent its latest success, which it
buys from 92 growers who devote 205 hectares to the crop,
with total exports being 4.4 million pounds. Al 15 renting a
plant 1o process cncumbers. It houses shree grading ma-
chines, where the cucumbers arc first sorted by size. They are
then hydrocooled, loaded onto 40-ton trailers in green plas-
tic rags, along with 2 1ons of ice, and then exported ara tem-
perature of 38 degrees 1o the United States, with more ice
added after crossing the border. The cucumbers conftinue on
to Colorado, where they are washed, packed, and sold as fresh
produce. The entire cycle averages 17 hours [rom reccipt ol
cucumbers to the crossing of the border, with a total elapsed
timc of 24 hours to Colorado. The central and critical ele-

ment is lreshness.

Role of Logistics

Logistics are extremely important. Al uses the Mexican car-
rier Aguilas de Oro with a handoff at the border 1o Middle-
ton Trucking, which has a fleer of 110 trucks. The crossing
point is Laredo, Texas, which is exuremely hot. Therefore, the
produce has a high risk of perishability. Success is partly a
riatter of minimizing transportation costs. In July and August,
at the height of the cucumber-pickling season, trucking ratcs
are seasonally low due to excess capacity, and Al is able to ne-
gotiate yates averaging one cent per pound for ordinary carge
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 United States for further processing washmg, shcmg, and
~ then sale to clients such as McDonald's or to major pickling

- cent, and on average, about 13 percent of shipment val
the passage of NAFTA, these tariffs will be lowered but
disappear. In comparison, Central America enjoys d

companies such as Vlasic Foods, Al cucumber sales reached
2.75 million pounds of brine pickles in 1992,

For shipment to Europe, the company contracts for a
certain number of containers each month to transport its
products, currently 10 to 12 containers a month, on terms
typically set out separately as FOB plant, plus freight, in-bond
expenses, transloading and ocean freight. For 1993, shipping
estimates were at 150 containers of produce, split 70 percent
broccoli and 30 percent romanesco, which is gaining a mar-
ket. Three hundred tons of romanesco were shipped in 1992,
with an estimated 1,000 tons to be shipped in 1993. Ro-
manesco is costlier to grow, however, with a pound of seed
costing $2.500 versus $200 for a pound of broccoli seed. Al
buys the seed and provides it to the better growers who are
more likely to grow a crop from the expensive seed.

Costs and Regulations

AT’s food processing is labor intensive though seasonal. For
example, the grapefruit segment preparation requires an as-
sembly line of about 2,250 women who cut, peel, segment,
and can the grapefruit. A key is intelligent buying of raw ma-
terials, signing contracts with growers in advance, and never
growing one's own produce. For 1992, Al sales were $16
million, yielding a profit of $1.5 million. For 1993 estimates
were for sales of $27 million, with a net profit target of about
8.5 percent.

As a Mexican company, capitalization is also critical,
especially in export markets where working capital require-
ments are higher. To enable Al to take a longer-term perspec-
tive on export markets, Al's partners contributed an additional
$1.5 million in capital in order to reduce borrowing costs (over
30 percent on an annual basis on peso-denominated debt in
Mexico).

A complication is divergent agricultural standards in dif-
ferent export markets. Regulations differ across countries
about permissible levels of chemical additives and fertilizers.

cess to Europe and the United States, a considerable ﬁdvin
tage over Al produce. Similarly, in Japan, there is a 17 percent
duty on products in a sugarcane-based syrup, but syrup with a
corn base can enter duty free. At the same time, quality stan-
dards are such that exports to Japan must meet higher quality
standards than exports for the market in the United States.

The Future

Al is serious about expanding its export business. Its owners
believe that in international business, once they make a deal,
they must honor it. In one case, they bought lemons out of
season at six times the regular price, and air-freighted the cell-
sack product in order 10 meet a commitment Lo a customer.
The customer's satisfaction led to a large order the next year.
The partners are convinced that Al can only succeed by build-
ing up long-term relationships in export markets. Timely de-
livery is also a must, given the perishable and seasonal nature
of the products. Third, there is no question that Al must de-
liver the best-quality products, both to win customers and to
get repeat orders.

Questions

1. How did AI first enter export markets? What factors
enabled it to compete in the U.S. marker?

2. How did Al enter the Japanese market? What were the
challenges in exporting to Japan?

3. Trace the evolution of Al's expansion in international
markets, in terms of product lines and geographic
market scope.

4. Would you consider that Al has been successful in
entering international markets? What are the factors
critical to Al's success?

5.  What are the challenges facing Al as it seeks to continue
expanding internationally? Do you have any
recommendations for Al in terms of products, markets,
and the way it conducts international business?

Source: Case prepared by Professor Ravi Sarathy, Northeastern University, for use in class discussion. © 1996, all rights reserved.
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CASE 1.2

Commodore International

Product Line

Commodore's product ling consists of three distinet lines: the
C64/128 home computer, the [BM PC-compaltible, and the
Amiga professional line, the newest. The Amiga line repre-
sents the "new” Commodore, and the company’s future de-
pends on how well Amiga does in glabal markets. Table 1

swmmarizes the sales of cach of these product lines.

The Amiga Line

its most innovative product. The city of Atlanta used Amigas

This is Commaodore’s flagship line and

in preparing trs winning proposal to bring the Qlvmpic games
to the citv, The proposal allowed Olvinpic committee mem-
bers ta see how the Glvinpic games and facilities might look
in Atlanta.

The Anigais a mulumedia compurer intended for use
i applications requiring intensive use of video, graphics, and
sownd. As of June 1992, 3.7 million Amigas had been sold,
with unit sales up 26 percent in tiseal 1990 and 38 percent in
[iseal 1991 Amiga revenues increascd at a slower rate, 11 per-
cent in 1990 and 23 percent in fiscal 19491,

The IBM-Compatible Personal Computer Line
Buased on the M5-DOS operating svstem, these are lower-
priced IBM clones meant for use tn homes and businesses ane
in laprop models. These IBM-compatible clones have a negli-
gible market position in the United States but are strong in
Eurape. They accounted for 24 percent of worldwide sales in
1992 as against 20 percentin RS and 10 percent each in
1987 and 1986

Commuodore International is a ploneer in home comput-
ers. Over 12 million of its CHd/ 128 model had been sold by
June 1992, muking it one of the most widels distributed, inex-
pensive honte computers. Despite s pencuation into the
home market, Commodore does not have a significant post-
tion in the US. computer industry less than 10 percent of s
total sales come from Narth Ameviea, which includes the
Lnited States and Canarta.

As Table 2 reports, Commodore’s market share in Europe
ks been increasing. Teis number twoin the PC (personal com-
puter) business in Enrope, behind TEM but ahead of Compag.
It is particularhy strong in Germany, where icis namber one in
the home computer market. In Germany, its computers have
heen sold to major corporations such as BMW and Thyssen, as
well as 1o the German governnient, anny, and national rathva.

Case prepaned Tn Rand Sananhe For wse die rhasaroon eliscussion, 35108

TABLE 1

Revenues from Commodore’s Product Lines?

28 29 24 20 10 1%
39 70 80

IBM-compalible 24
Ce4/128 13 16 18 2t

Figures represend the pereentage of tond workdwide sales,

Its Armniga 2000 was used 1o help position the Lainch of the Ari-
ane 3 rocket, which carried two commercial satelliies into orbit
Commodore has a strong brand image in Germany, having
spoensored the popular Bavern Miinchen soecer teann B imany
years; this has helped it in selling Commaodore computers wo
Germany's 60,000 sports clubs, Sinlarly, ithas supported soc-
cer teams and Olympie athletes in the United Kingdom, and
sponsored the sailboat Commodare Rucenorin an around-the-
world race. However, 1ts total worldwide sales prew liude from
1986 16 1992, Comnusdore has been experiencing fulling sales

in the United States, unlike its growth in Farope.

The C64/128 Line

connted for 13 percent of sales 0 1992 as against 31 pereent

This matare home comnputer lie ae-

ol revennes in 1989, and B0 percent of sales i 1936, Although
sales ave declined bom T omillion anits in T9EY and 19849 10
TOO000 i 1990, S00.000 10 1991, and 630,000 in 1992, 12 mil-
lion units had been sold v 1992 Oreer 10,000 software pack-
ages are avatlable for the C6E/ 128 line, making it an attord-
able and versatile enirvlevel home computer, Commodore
uses promotions that bundle rew software packages. such as
a Terminator I, with the compurer, Potential new markets
for this manire line could open up in Germany aid Fastern

Furopean countries.

The CDTViine

which is aimed at consumer and professional inarkets, Com-

This is Commodore’s newest product,

niodore’s CLYTV packages a CD-ROM drive with an Aaniga
compurter that can be attached 1o a TV set and conwrolled by
an infrared remote device or a kevboard, When attached 1o
computers, CI-ROM devices con store enornmous quaitities
(abour B0 megabytes) of data, inclueding text, graphics, full-
motion video and animation, and sound files. CD-ROMs can
bring mndtimedia to users. whether it be high-tech enevelo-
pedins, auto-repair manuals, or interactive ginmes, Other
companies such as Sony and Philips have also eontered this
new market sepment. Commodore has entered into an agree-
ment with a Japanese consortium to develop applications
and promote this product, which is still early i the product

life evele stage. in Japan.
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