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Although the obituaries of numerous dot-com companies were written during the 2001
tech-bust, the internet remains a technological marvel for global marketers. The
internet has reshaped the global marketplace for international marketers both on
the demand- and the supply-side. The web clearly provides a unique distribution and
communication channel to marketers across the globe. It is the ultimate marketplace to
buy and to sell goods and services. The challenge for many global multinationals is to
wring out the benefits that the web offers. For scores of internet startups that initially
focused on their home market, going global can provide an avenue for further growth.
Amazon foresees that Europe could ultimately prove to be a better place for doing
e-commerce than the United States for two reasons: with Europe’s high population
density (1) delivery is faster and (2) real estate prices are high in high traffic city areas,
leading to a cost advantage to virtual retailers over their brick-and-mortar competi-
tors." EBay has already planted its foot in thirty countries across the globe. Other web
firms are following suit. Small and medium sized enterprises (SMEs) also participate in

LJeff Bezos' Amazon Adventure,” Ad Age Global (February 2002), pp. 16-17.
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EXHIBIT 19-1
TOP 15 COUNTRIES IN INTERNET USAGE

Penetration

Internet Users % of World ~ (as % of country’s ~ User Growth
Country (in millions) Users population) (2000-2008)
1. China 253.0 17.3 19.0 1,024.4
2. United States 220.1 15.0 72.5 130.9
3. Japan 94.0 6.4 73.8 99.7
4. India 60.0 4.1 5.2 1,100.0
5. Germany 52.5 3.6 63.8 118.9
6. Brazil 50.0 3.4 26.1 900.0
7. United Kingdom 41.8 2.9 68.6 171.5
8. France 36.1 2.5 58.1 325.3
9. South Korea 34.8 2.4 70.7 82.9
10. Ttaly 34.7 2.4 59.7 162.9
11. Russia 32.7 2.2 23.2 954.8
12. Canada 28.0 1.9 84.3 120.5
13. Turkey 26.5 1.8 36.9 1,225.0
14. Spain 25.6 1.8 63.3 375.6
13. Indonesia 250 17 10.5 1,150.0 Source: http:www.internetworldstats.
Worldwide Total 1,463.6 100.0 219 3055 ~ com/top20-htm, accessed on March 9,

2009.

the flurry. In fact, for many SMEs, the internet has proven to be a welcome opportunity
for overseas expansion.

Although the internet originated in the United States, it has rapidly morphed into a
global phenomenon. The worldwide internet population surpassed the 1 billion milestone
in 2005 —up from only 45 million users 10 years earlier and 420 million in 2000. The total
number of users was nearly 1.5 billion in mid-2008. Exhibit 19-1 presents a geographic
breakdown of internet usage worldwide. As you can see, the internet population in China
is larger now than the number of U.S. internet users. Another notable fact is the rapid
increase of the internet population, with growth rates of around 1,000 percent for each of
the four BRIC countries (see last column of Exhibit 19-1).2

Until the early 1990s, the internet was primarily the preserve of the military and
academic researchers. However, the development of new software (e.g., Java, Netscape)
during the early 1990s has turned the internet into a commercial medium that has
transformed businesses worldwide. In the advent of the forces unleashed by this new
technology, this final chapter focuses on the role of the internet in global marketing. We
first highlight the main challenges that international marketing managers face with the
internet. The remainder of the chapter explores the impact of the web on global
marketing strategies.

BARRIERS TO GLOBAL INTERNET MARKETING L K R IR R R AR 4

Although most forecasts about the future of global e-commerce are rosy, there are
several structural barriers that might slow down its expansion. In particular, the following
hurdles might interfere: (1) language barriers, (2) cultural barriers, (3) infrastructure
(e.g., penetration of personal computers, broadband, or 3G), (4) knowledge barriers,
(5) access charges, and (6) government regulations. Let us look at each one of these
in turn.

When Avis Europe PLC set up its global car-rental website in 1997, clients couldrenta  Language
car almost anywhere in the world, as long as they spoke English. Avis soon found out Barriers

2Brazil, Russia, India, and China.


http:www.internetworldstats.com/top20.htm
http:www.internetworldstats.com/top20.htm
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Cultural Barriers

that its English-only website was not enticing to non-English speakers. To win customers,
it rolled out localized sites in the client’s language.> The multilingual sites were also
customized in other ways. For instance, the German site targets the business segment
whereas the Spanish site focuses on leisure bookings. Given the internet’s origins in the
United States, it is not surprising that much of the content is U.S.-focused and that the
English language has dominated the web so far. According to the latest data, English still
prevails as the leading language on the internet (450 million users), followed by Chinese
(321.3 million) and Spanish (122 million).*

One survey of 186 U.S. online merchants found that 74 percent use only English on
their sites and 79 percent present prices in U.S. dollars only.” However, more than 70
percent of the world’s internet population now lives outside English-speaking countries.®
A study by Forrester research found that business users on the web are three times more
likely to purchase when the website “speaks” their native language.” Hence, a company
that plans to become a global e-business player may need to localize its websites in order
to communicate with target customers in their native tongue. In some cases, companies
canstick to English, especially if they operate in an industry that is primarily Anglo-Saxon
(e.g., aerospace). However, in most cases translation becomes necessary if the firm wants
to sell to non-English speakers. As Willy Brandt, a former German Chancellor, once put
it: “If I'm selling to you, I speak your language. If I'm buying, dann miissen Sie Deutsch
sprechen” —then you must speak German.

Companies that want to localize their websites by translating the content into
other languages have several options. One approach is to hire a third party to do the
translation job. One example is Translation Services USA (http://www.translation-
services-usa.com/), which is a company that specializes in website translation. The
company, whose clients range from small businesses to Fortune 500 companies, translates
websites into 150 languages including dialects such as Creole, Corsican, Basque, and
Greenlandic. A second option is to use an online translation tool such as Yahoo! Babel
Fish (http://babelfish.yahoo.com/), which can translate blocks of text and also an entire
webpage. These tools are usually free but their results can be very inaccurate. Their range
of languages is also very limited. Another alternative is to use specialized software
to do the translation. A market leader in this area is SYSTRAN, a company head-
quartered in Paris. SYSTRAN develops software products that enable instantaneous
translation of web pages, internet portals into and from 52 language pairs. Several major
internet portals such as Yahoo!, Google, and AltaVista also use SYSTRAN’s translation
technology.®

Cultural norms and traditions can also hinder the spread of the internet. In Confucian-
based cultures (most East Asian nations), business is routinely conducted on a personal
basis. Networking and personal relationships play a major role in business transactions.
Nonetheless, Dell was able to gain a foothold in markets like China and Hong Kong
with its Dell Online business concept. One major impediment in numerous markets is
the lack of a credit card culture and security concerns. In many countries outside North
America, credit card penetration is still very low. In countries like Egypt, only the
upper-class people use a credit card to buy goods.” Companies that use the internet as a
distribution channel in such countries are usually forced to offer a range of payment
options such as cash on delivery, wire transfers, and e-money. China has about 50 online
payment systems now. The leader is AliPay, a service developed by China’s top auction
site, Taobao. With the AliPay system, the seller gets the money only after the buyer

3“Learning Local Languages Pays Off for Online Sellers,” Asian Wall Street Journal (November 24-6, 2000), p. 12.
4http://www.internetworldstats.com/stats7.htm, accessed on March 15, 2009.
5www.imediaconnection.com/global/5728.asp?ref:http://www.imediaconnection.com/content/6090.asp.
6http://www.internetworldstats.com/stats7.htm, accessed on March 15, 2009.
7www.internetindicators.com/global.html

8www.systransoft.com, accessed on March 15, 2009.

“Ibrahim Elbeltagi, “E-commerce and Globalization: An Exploratory Study of Egypt,” Cross Cultural Management:
An International Journal, 14(3, 2007), pp. 196-201.
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obtains the goods.'” Even where credit card penetration is high, online shoppers who
are worried about credit card fraud are reluctant to release their credit card number
and other personal data online. Instead, internet users end up giving the information
through fax or over the phone to the online merchant. Advances in encryption- and
smart card-technology should provide a solution on this front. However, even with all the
enhanced security features, many internet users still prefer to pay for their transactions
offline.

Culture sensitivity also matters in website design.'' Websites must include content
and have a structure that conforms to the cultural values, symbols, and heroes of the site’s
visitors.'? On the U.S. site of Amazon.com, book delivery is promised with “Usually ships
within 24 hours.” On the British site the wording is ““Usually dispatched within 24 hours.”
Books chosen go into a “‘shopping cart” on Amazon.com’s U.S. site and into a “‘shopping
basket” on the British site. These are subtle distinctions but they can be very important if
a global web marketer wants to lure foreign customers. By failing to respect the local
cultural norms, companies run the risk of antagonizing the customers they are trying to
attract. For instance, in the male-dominated Arab world, websites should avoid portray-
ing women in roles of authority. In countries with strong individualism (e.g., the United
States), the website should show how the product can improve the individual’s life; in
countries with a strong group-sense (e.g., many East Asian countries), a sales pitch may
need to reveal how the product can benefit the group as a whole. Attitudes toward
privacy vary widely, with Americans far less concerned than most Europeans and the
Japanese.

Patriotism is another important consideration. In China, several websites have
triggered public fury by, for instance, listing Taiwan and Hong Kong/Macao as
“countries” instead of as a province or territories, respectively. Being sensitive to
national identity could imply having a country-specific website for each country instead
of bundling smaller countries with larger ones (e.g., New Zealand with Australia,
Ireland with the United Kingdom). IBM, for instance, has a huge menu of country sites
including for tiny countries such as Montserrat and Bermuda. These are essentially the
same but they show that IBM is being sensitive to smaller markets."

Symbols very familiar in the home market do not necessarily have a universal
meaning or may even offend foreign customers. A thumbs-up icon would indicate
something good to U.S. consumers but would be insulting in Italy. Website colors also
convey different meanings. In Japan, soft pastels are effective, whereas in the United
States bold and sharp tones work better in connecting with consumers.

One concern is that managers may overlook the need for cultural alertness when
setting up a global online business operation. Traditionally, managers would scout local
markets and communicate with local partners to become familiar with the local culture.
With a virtual business, face-to-face contacts are minimal, especially for small and
medium-sized enterprises (SMEs). One suggestion here is for managers to join internet
discussion groups and bulletin boards to gain knowledge about cultural norms and
values in the foreign market.'* Global Perspective 19-1 discusses how Dell surmounted
cultural sensitivity issues for its websites.

In many countries, the local information technology (IT) infrastructure imposes con-
straints on e-commerce market opportunities. One measure of interest here is the
Economist Intelligence Unit’s annual ranking of e-readiness.'> A country’s e-readiness
measures the extent of internet connectivity and technology (ICT) infrastructure in the

]O“China’s E-tail Awakening,” Business Week International, November 19, 2007, p. 44.

<Global website Design: It’s All in the Translation,” International Herald Tribune (March 22, 2001), p. 17.
2David Luna, Laura A. Peracchio, and Maria D. de Juan, “Cross-Cultural and Cognitive Aspects of Web Site
Navigation,” Journal of the Academy of Marketing Science, 30(4), pp. 397-410.

13“Looking Local Can Make a Big Difference on the Web,” Financial Times, February 11, 2008, p. 2.

4 ¥ohn Q. Quelch and Lisa R. Klein, “The internet and International Marketing,” Sloan Management Review
(Spring 1996), pp. 60-75.

15http://graphics.eiu.com/files/ad_pdfs/ZOOSEreadiness_Ranking_WF'.pdf
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LESSONS FROM DELL’S WEB GLOBALIZATION PROJECT

In October 2003, Dell Inc (www.dell.com) launched an
enhanced global e-commerce site, followed by an upgraded
service and support site in July 2004. The project had taken 3
years to complete and involved the joint efforts of 30 business
teams. A key challenge of the web globalization project was
the creation of a global online brand communication. To
implement this task, Dell formed a core team, Global Brand
Management (GBM), in spring 2002 with participants from
the Americas, Asia, and Europe/Middle East. The main goal of
their assignment was to develop a coherent visual interface
design (VID) standard for Dell’s websites balanced with local
adaptations if necessary. The key issues in this endeavor
centered around five VID components: corporate logotype
and brand tagline; country names; national flags and country
selection menu; language selection.

CORPORATE LOGOTYPE AND TAGLINE

The first VID issue dealt with the degree of localization of Dell’s
corporate icon. For regions not using Latin alphabets, western-
ized corporate names are typically phonetically transcribed for
legal registration and to ease customer pronunciation. For some
languages, choosing a proper phonetic equivalent is rarely easy.
For instance, picking Chinese characters purely based on pho-
netics might lead to meaningless or even bizarre combinations.
For the Dell brand name, the following character groupings all
have a similar dai er sound: T, TH (idle pastry), 7 ]| (evil
child), and 5% " (imbecile two). In the case of Dell China, the
corporate name in local script was rendered by iﬁ IR dai er
(honor thus), which projects a positive corporate image.
Although localizing the corporate icon could have benefits, it
violates the spirit of a coherent imagery in terms of geometric
dimensions, color schema, and typeface. A well-recognized and
valued logotype can communicate a range of positive marketing
messages (e.g., trust, product quality, prestige). For that reason,
local Dell websites incorporate the blue corporate logotype with
an angled E character even in regions not using Latin alphabets.
Another important brand element is the brand tagline. In
October 2001, Dell had introduced the Easy as Dell slogan. For
the homepages of many countries, Dell simply settled on the

Sources: Leon Z. Lee, “Creating Worldwide Brand Recognition,”
Multilingual Computing & Technology 16 (1): 41-46; and Leon Z.
Lee, “Virtual Teams: Formation, Flexibility, and Foresight in the
Global Realm,” The Globalization Insider, www.localization.org,
accessed on April 16, 2005.

English tagline. However, for some countries, Dell opted to
create an equivalent localized tagline. This was not always an
easy task. For example, for the Japanese tagline, Dell’s team
came up with a pool of 60 candidates. In the end, the localized
tagline became 37L& I /27|25 /L Sinpuru
Anata ni Deru (Simple for you, Dell).

COUNTRY NAMES

Choosing the right country name for Dell’s websites was far
less trivial than it sounds. Part of the discussion centered on
using a country’s official name or its short-form equivalent.
The short form was chosen as the standard (e.g., México
instead of Estados Unidos Méxicanos). For some regions,
Dell also needed to navigate around delicate political issues.
For instance, to avoid controversy with Mainland China, Dell
chose for Taiwan the provincial name 5§ rai wan was
written in traditional Chinese characters, not the simplified
script used in Mainland China.

FLAG IDENTIFIERS AND COUNTRY SELECTOR
MENU

Another delicate issue is the usage of flag identifiers. Flags
carry many meanings. While for most countries flag identifiers
are not controversial, Greater China poses obstacles. Focus
group research showed that Mainland Chinese might lodge
objections over the display of the Taiwanese flag. As a result,
no flag identifier is used for the Taiwan website. Likewise, the
Korean website does not display any flag. A similar issue arose
with the design of the country selector menu. For markets like
Taiwan or Canada, the team inserted the phrase “Choose a
country/region” to take a neutral stance. For other regions, it
kept the original “Choose a country” phrase.

LANGUAGE SELECTION

Countries with multiple languages also needed a language
toggle. Toggle options were decided for the respective regions
based on socioeconomic factors. For instance, the Dell-Canada
website displays the “English/Francais” toggle, the Dell-Belgium
website contains a “Nederlands/Frangais” toggle. Given the
significance of English as a language of commerce, websites
for markets such as Hong Kong, Taiwan, and Switzerland also
include “English” as an option for the language toggle.

country. Obviously, a key component of the measure relates to the hardware infra-
structure: number of Wi-Fi hotspots, broadband penetration, security of internet con-
nections, and mobile phones in the country. The index also captures other elements such
as citizens’ ability to utilize technology skillfully, the transparency of the country’s
business and legal environment, the extent to which the government encourages the


www.dell.com
www.localization.org
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EXHIBIT 19-2
EIU E-READINESS RANKINGS BY COUNTRY, 2008

2008 e-readiness 2005 e-readiness

2008 e-readiness

Country rank rank score (max.=10)
USA 1 2 8.95
Hong Kong 2 6 8.91
Sweden 3 3 8.85
Australia 4 10 8.83
Denmark 4 (tie) 1 8.83
Singapore 6 11 8.74
Netherlands 6 (tie) 8 8.74
United Kingdom 8 5 8.68
Switzerland 9 4 8.67
Austria 10 14 8.63
Norway 11 9 8.60
Canada 12 12 8.49
Finland 13 6 8.42
Germany 14 12 8.39
South Korea 15 18 8.34
New Zealand 16 16 8.28
Bermuda 17 NA 8.22
Japan 18 21 8.08
Taiwan 19 22 8.05
Belgium 20 17 8.04

Unit, 2008.

use of digital technologies.'® Exhibit 19-2 shows the e-readiness rankings and scores for
2008.

Not surprisingly, the leading countries in this ranking have high per capita incomes.
Most emerging markets rank very low in terms of e-readiness. For instance, all four
BRIC countries’ e-readiness rank very lowly: Brazil comes 42nd, Russia 57th, India
54th, and China 56th. The bottom spots in the ranking are taken by Algeria, Indonesia,
Azerbaijan, and Iran. This split between rich and poor countries is often referred to as
the digital divide between rich and poor nations.'”

A critical component for international internet marketing is the digital literacy level of
the host country. Digital literacy is defined as the ability to locate, understand and create
information using digital information.'® Digital literacy matters both on the demand and
supply side. On the demand side, low computer literacy could limit consumers’ willing-
ness to engage in e-commerce transactions. On the supply side, setting up an e-business
often requires recruiting people with high computer literacy skills that in many countries
are often in short supply. Especially in emerging markets, scarcity of proper talent and
skills can restrain the development of a digital economy.

Governments around the world do recognize the crucial importance of having
digitally savvy human resources to compete in the global marketplace. Several govern-
ments have launched initiatives to improve digital literacy within their society. The
Philippine government, for instance, launched an ambitious project in 2008 to improve
the digital literacy skills of more than 100,000 teachers. The project is carried out with
the assistance of Intel, Microsoft, and the USAID, the U.S. government’s foreign
aid organization.'” Several non-profit organizations also help out in bridging the
digital divide between developed and developing countries. One example is Silicon

16The scoring criteria and weights are: connectivity and technology infrastructure (20%), business environment
(15%), cultural environment (15%), legal environment (10%), government policy (15%), and consumer/business
adoption (25%).

17http://news.bbc.co.uk/2/hi/technol0gy/4296919.stm

18http://en.wikipedia.0rg/wiki/Digital_literacy, accessed on March 16, 2009.

]gwww.pia‘gov.ph, accessed on March 16, 2009.

Source: Economist Intelligence

Knowledge
Barrier
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Access Charges

Legal Environment
and Government
Regulations

Valley-based Inveneo, a non-profit social enterprise that helps to provide access to
information communications technology (ICT) to underprivileged communities, primar-
ily in sub-Saharan Africa.*’

Early in 1999, the Campaign for Unmetered Telecommunications (CUT) organized a
web boycott in several European countries. Internet users in Belgium, France, Italy,
Poland, Portugal, Spain, and Switzerland were asked to go offline for 24 hours in protest
of high access charges. In October 1998, Italian internet users repeatedly downloaded
information from the website of Telecom Italia, thereby blocking access to the site for
other users. The move was organized to protest an increase in local telephone rates.
Similar campaigns have occurred in other countries as a means to protest against high
telecommunication charges.

In numerous countries, high internet access charges are a sore point. Until March
1999, the cost to Chinese internet users was 30 times higher than in the United States.
The cost of surfing the web typically consists of two parts: internet subscription rates
and telephone charges. While internet subscription fees are often low or free of charge,
telephone charges can be prohibitive. In markets with excessive access charges,
comparison-shopping becomes very costly. For instance, while eBay’s U.S. customers
may spend hours browsing the auction site, this is less likely in Europe where most
people pay per-minute phone charges for internet access.”' Furthermore, shoppers are
less likely to complete a purchase transaction.

Government deregulation, increased competition, and new access alternatives
(e.g., through cable TV) should put downward pressure on the cost of going online.
Internet users in Germany used to pay between $6 and $28 per month to their local
Internet Service Providers (ISPs), and then pay Deutsche Telekom 4 cents for each
minute on the phone to their ISP. Even for moderate users, these charges easily led to
bills of over $50 per month. New competitors now offer internet access at much lower
rates. Access to the web in Japan used to be dominated by NTT, which charged sky-high
fees. However, as new rivals entered the web access market in Japan, access rates have
been falling rapidly.*

The host country’s legal environment is another critical factor that affects international
internet marketing. Most governments are very enthusiastic about the internet and the
opportunities that the digital industry offers. Yet, red tape and government regulations
typically stifle the industry in dozens of countries. Regulations differ on issues such as
data protection, customs, acceptance of the use of digital signatures and e-mailed
contracts as legally binding.

E-commerce is global; the law, on the other hand, is mostly local. Hence, one of the
fundamental issues is the question of jurisdiction: Whose contract and consumer laws
apply? These issues remain largely unsolved. Problems related to national laws are
compounded by a shortage of legal precedents and experts who can interpret existing
legislation. In general, companies have two alternatives to handle legal concerns. They
can either set up separate websites that comply with local laws or one mega-site that
copes with every conceivable local legal requirement.”?

To see how fragmented government regulations and laws affect e-commerce,
consider the experience in Europe of Gateway, the U.S.-based PC maker.”* When
Gateway wanted to sell computers in Europe online, it initially planned to set up a
single electronic storefront with different views for each separate market listing a
different price. However, differences in value added tax rates, currencies, and culture in

20 .

http://www.inveneo.org/
21“EBay Steams Into Europe,” Business Week (Asian Edition) (October 16, 2000), p. 32.
22<Finally, Japan’s Netizens May Be Able to Afford the Net.” Business Week (November 22, 1999).

2«Global E-commerce Law Comes Under the Spotlight,” Financial Times (December 23, 1999), p. 4. Gateway
pulled out of Europe in the late 1990s.

24Gateway was acquired in October 2007 by Acer, the Taiwanese computer company.
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the end forced Gateway to create separate websites for each individual European
market.”>

Several governments have been trying to come to terms with global e-commerce
issues by enacting legislation that covers the various areas of concern. Legal conflicts
also arise about domain names. AOL, for example, was engaged in a lengthy legal battle
over the use of the “aol.com.br” domain name in Brazil with Curitiba America, a small
local internet concern.’® One attempt to resolve such domain disputes was the
establishment of ICANN.?’ This non-governmental body handles such disputes
through a process of mandatory arbitration.”®

Although government over-regulation can discourage the digital industry, some
amount of regulation is clearly necessary, especially to defend intellectual property
rights (IPR) and to stamp out cybercrime. Some countries have gone the extra mile to
defend IPR: Denmark, for instance, made history when a court ruled that local ISPs
must block access to The Pirate Bay website, a Sweden-based website that facilitates
illegal downloading.*

Apart from the barriers we discussed above, there are others. Geographical distances
can be a major constraint when goods need to be stocked and shipped. Shipping costs
easily become a major hurdle for many e-shoppers, especially for bulky items. Delivery
delays also increase with distance. Getting paid is another complicating factor. Credit
card fraud and lack of trust in general is another challenge. Several e-tailers have a
blacklist of countries to which they refuse to ship because of past fraud problems.

COMPETITIVE ADVANTAGE AND CYBERSPACE

The internet offers two major benefits to companies that use the tool as a gateway to
global marketing: cost/efficiency savings and accessibility (“‘connectivity”). Compared
to traditional communication tools (e.g., media advertising, catalogs) and distribution
channels, the costs of the internet as a delivery channel are far lower. The internet also
offers access to customers around the world. As a result, the value of some of the pre-
internet sources of competitive advantage has been deflated. One of these potential
sources is scale. Some observers have argued that one of the major consequences of the
internet is that small and large firms are on an equal footing now as far as global
competition is concerned. Barriers to entry due to size have been dismantled. The
advantages of size will disappear.® Barriers due to geographical space and time zones are
no longer relevant.”!

Although size-related advantages will probably lessen, claims that the internet
provides a level playing field to small and large global players alike are somewhat
overblown. Large multinationals will still maintain an edge in most industries over their
smaller competitors, especially in the global arena. Large firms still enjoy a substantial
competitive advantage because of larger resources and more visibility among prospec-
tive customers worldwide. Deep pockets allow them to hire the best talent and buy the
latest technologies in the area. Large multinationals can also tap into their global
expertise to cope with the countless challenges that going international poses: the
logistics of getting tangible goods to the customers, differing payment methods and
currencies, a maze of rules and regulations, coping with customs, and so forth. It is also

25“Net Marketers Face Hurdles Abroad,” Advertising Age International (June 1999), p. 42.
26<AQL Waltzes Into Brazil, Unprepared for the Samba,” The New York Times (December 11, 1999), p. B2.
?TInternet Corporation for Assigned Names and Numbers (www.icann.org).
28.. »
Global E-commerce,” p. 4.

29<Pirate Bay to Remain Blocked in Denmark,” http:/www.macworld.co.uk/digitallifestyle/news/index.cfm?
RSS&NewsID=23799.

30<The internet and International Marketing,” p. 71.
3lThe Integration of internet Marketing,” p. 13-14.
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more likely that target customers will find the website of a well-known large multi-
national rather than of a small upstart.*

Instead of size, technology is now being touted as a key source for competitive
advantage. Although technology matters, marketing skills will still play a major role in
global marketing: “A site with the latest technologies but one that doesn’t meet
customer expectations will not make the cut.”*

L 2R 20 2% 2% 28 2% 2 4

GLOBAL INTERNET CONSUMERS

One of the tasks facing global marketers who plan e-commerce endeavors is to gain a
solid understanding of their prospective customers. One question that arises is to what
extent online customers differ from offline ones. A second issue is to what degree
internet users differ across cultures or countries: Do global internet users prefer to
browse and buy from standardized global web sites or do they prefer websites adapted
to their local cultures? Do their preferences and buying motivations overlap or do they
differ and, if so, how? If they are indeed similar, companies can standardize their e-
commerce strategies on a global or pan-regional basis, except for a few minor changes,
such as language or shipping policies. If, on the other hand, there are significant
differences, then a standardized internet strategy might be a recipe for disaster.

Internet usage patterns clearly differ across countries. A survey conducted by the
Pew Research Center finds that internet use is on the rise in both industrialized and
developing countries. According to the study, most people in the United States, Canada,
and Western Europe are internet savvy. However, fewer than 10 percent went online in
Pakistan and Indonesia. Internet use was also relatively low in India, Russia, and
Turkey.>* Not surprisingly, in all the countries surveyed, internet use rises with higher
education and incomes.

Internet users also differ in terms of their online buying behavior. One study
sponsored by Accenture, an international management consulting firm, looked into
cross-country internet shopping patterns.® The study sampled 515 individuals from 20
countries. The key finding of the study was that there are enormous regional differ-
ences. However, differences between countries within the same region were minimal.
North Americans have a greater affinity for the web, more trust, less anxiety, enjoy
shopping more, and look for branded products more than internet users from most
other regions. They also showed the highest commitment to return to websites for
purchases. Asians had the least favorable attitude toward the web and the greatest fear
about internet shopping. Their intent to purchase through the web and to return to
websites was fairly low, despite their affinity for technology.

Consumers can also vary in the “perceived value” that they derive from visiting a
brand’s website. One large-scale study that involved 8,500 website visitors and 30
websites found that:

1. The most important driver of perceived value is the utilitarian experience associated
with the website. Companies can increase that experience by offering useful,
truthful, and new information about their products or brands. The second most
critical factor is the amount of pleasure provided by the site, with visual material
being a major component. Customization ranks third. Examples of the latter include
the ability for the visitor to personalize the content or look/feel of the site, online

2Saced Samiee, “The internet and International Marketing: Is There a Fit?” Journal of Interactive Marketing, 12
(Autumn 1998), pp. 5-21.

BThe Integration of internet Marketing,” p. 15.

34Www.pewglobal.org, accessed on March 16, 2009.

3Spatrick D. Lynch and John C. Beck, “Profiles of internet Buyers in 20 Countries: Evidence for Region-Specific
Strategies,” Journal of International Business Studies, 32 (4) (Fourth Quarter 2001), pp. 725-48.
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consultation, or personally addressing the visitor. Especially website visitors living in
more individualistic countries put high weight on customization.
2. The effect of privacy/security protection on perceived value is strongest for people
living countries high on individualism and where the rule of law is weak.
3. Not surprisingly, websites should be adapted to the local context for countries where
consumers take pride in their country’s symbols, culture, and language.*®
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EBAY —A GLOBAL FLEA MARKET

A New Yorker cartoon shows a woman driving a huge tractor
into her living room to show it to friends. Its caption: “I got it
from eBay.” An eBay search on the magazine’s cartoon-bank
produces five other cartoons. Clearly, eBay has become part of
the cultural landscape. EBay, the online auction group, was
founded in the mid-1990s by Pierre Omidyar, a young French
computer programmer. To most venture capitalists, the idea of
an online flea market was not exactly captivating. And yet, eBay
managed to do something that very few other dot-coms were
able to: it has always made a profit. Its business model is
basically very simple: match individual buyers and sellers online
and take a cut of the transaction. What is behind eBay’s profit
potential? A mixture of no cost of goods, no inventories, low
marketing costs, and no huge capital investments. EBay has
turned into one of the world’s most successful internet enter-
prises with 84 million active users. Meg Whitman, eBay’s former
CEO, managed to turn the firm from a purely domestic com-
pany with auctions in 300 categories into a global empire
spanning 21 countries and 16,000 categories. Categories now
include computers, used cars, time-share holidays. EBay has
truly become a global trading platform.

EBay’s biggest strength has been its willingness to its
customers incessantly. Early on, it introduced buyer and seller
feedback ratings and showed pictures of the goods being sold.
When the firm launched Billpoint, many customers resented
the new payment service. EBay quickly redesigned the site and
explained that Billpoint was optional. EBay also constantly
scans the site to see whether any new opportunities arise in the

Sources: “EBay, the flea market that spanned the globe,” Financial
Times (January 11, 2002), p. 18; “The community that listens to custom-
ers,” Financial Times (January 11, 2002), p. 18; “Success depends on
rapid growth abroad,” Financial Times (January 11,2002), p. 18; “EBay
Bids for a Piece of China,” Asian Wall Street Journal (March 18, 2002),
p. A12; “Auction Brawl,” Business Week (Asian edition) (June 4, 2001),
pp. 18-19; http://www.ecommerce-guide.com/essentials/ebay/article.
php/3578921; “How to Find Focus Online,” Media, October 20, 2006,
p- 27; “EBay Shifts China Strategy,” http://www.washingtonpost.com/
wp-dyn/content/article/2006/12/20/AR2006122000234_pf.html; and
“EBay Returning to China,” http://www.iht.com/articles/2007/06/21/
technology/ebay.php.

miscellaneous category. EBay users also have an emotional
attachment to the site; a community sense which translates
into strong site loyalty. As one eBay customer explained:
“There a lot of people who are afraid to take the chance of
leaving eBay because they have built up thousands of positive
recommendations from buyers which they cannot transfer to a
competitor.” The company bills itself as “a community by
nature, not by design.” It imposes very few restrictions on the
merchandise being traded. For instance, it stopped the auction
of a human kidney and has banned the sales of guns, alcohol,
and tobacco.

EBay has patched together a global empire via a string of
acquisitions (e.g., Alando in Germany, France) and start-ups
from scratch (e.g., Japan, the U.K.). It dominates most of its
markets. Not all overseas forays have been successful. In Japan
Yahoo! has pre-empted eBay and now claims leadership. EBay
made two mistakes in Japan: it came in late (5 months after
Yahoo! Japan launched its auction site) and it charged a com-
mission for every transaction (Yahoo! Japan didn’t). The com-
pany claims that as a whole its international business is
profitable. In France eBay was ordered by a court to pay a
$61 million fine for selling fake luxury goods from Louis Vuitton
and Dior on its site.

China is the auction house’s big ambition. In March 2002,
the firm took a cautious first step by investing $30 million for a
one-third stake in EachNet, a Shanghai-based online auction
company. EBay acquired the company fully in June 2003.
Unfortunately, eBay failed to gain traction in China, particularly
against local incumbent Taobao, which is part of the Alibaba
group. In December 2006, eBay folded EachNet into a new joint
venture it set up with China-based Tom Online. The move gave
eBay access to Tom Online’s user base of 75 million along with
its local market expertise. EBay hoped that the new partnership
would enable it to crack the Chinese market. The firm imposed
strict restrictions on sellers to stamp out sales of counterfeit
goods. It also launched creative campaigns to build up its image
in China. One campaign, Jigsaw Puzzle, consisted of a virtual
puzzle where users were invited to upload puzzle pieces to
eBay’s local website. For each piece submitted, eBay donated
Rmb 1 (about 15 cents) to a local charity that builds libraries.

3 Jan-Benedict E. M. Steenkamp and Inge Geyskens, “How Country Characteristics Affect the Perceived Value of

Web Sites,” Journal of Marketing, 70 (July 2006), pp. 136-50.
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PLANET GOOGLE?

Google, the Silicon Valley-based internet juggernaut, domi-
nates the search engine market in most Western countries.
However, there are still several major markets where Google
has made little headway against well-entrenched local search
companies. In China, which comprises the world’s largest
internet population, Baidu, a NASDAQ-listed Chinese inter-
net firm, handles more than 60 percent of all internet searches
compared to only 11 percent for Google China. Other countr-
ies where Google lags behind include the Czech Republic,
Russia, Japan, and South Korea (see Table A). In these
markets, Google has been kept at bay by local firms who
have capitalized their first-mover advantage. These local play-
ers have been able to consolidate their lead by building up a
strong brand reputation and combining search with a range of
other portal-like services. In Russia and the Czech Republic,
Google did not initially match the locals in the quality of local
language search results. Also, initially with few local language
web documents available, Google’s computer algorithm tech-
nology proved to be less of a competitive advantage in those
markets.

Source: “The Plucky Local Groups Who Dare to Dety Planet
Google,” Financial Times, September 17, 2008, p. 18.
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TABLE A
Google’s Share in the Non-Google World

Country Number 1 Number 2 Number 3

Czech Republic Seznam: 62.5% Google:24.8% Centrum: 4.8%

China Baidu: 66.5% Google: 11.3%  Alibaba: 7.4%
Russia Yandex: 45.9% Google: 33%  Rambler Media:
8.8%

Naver: 57.7%
Yahoo! Japan:
51.0%

South Korea
Japan

Lycos: 18.4%
Google: 39.5%

Google: 8.5%
Rakuten: 2.0%

Sources: ComScore; e-3internet

Google counts on its ability to invest more in technology to
get an edge over the competition. The firm expects that as the
number of web documents in local languages explodes, its local
rivals will find it harder tokeep up. Google is also willing to change
its game plan to reflect local preferences. Several local firms
such as Naver in South Korea and Seznam in the Czech Republic
have created a very successful service where users answer ques-
tions posed by others, similar to the service offered by Yahoo!
Answers. Google has copycatted this service in several of its
emerging markets, including Thailand and China. Google also
launched an Arabic version (and the first non-English version) of
Knol, a site that posts user-written articles on a range of topics.
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GLOBALLY INTEGRATED VERSUS LOCALLY RESPONSIVE
INTERNET MARKETING STRATEGIES

At the core of any global web marketing strategy is the conflict between local respon-
siveness and global integration. By being in tune with the local market’s demands, the
multinational can do a better job in satisfying its overseas customers. Research shows that
consumers have a higher purchase intention and better attitude toward highly adapted
websites compared to sites that are medium or low on cultural adaptation.”” Global
Perspective 19-3 discusses some of the initiatives that Google took to make its service
more locally responsive. However, localization comes at a price. By global or regional
integration, the global web marketer can achieve operational efficiencies—in terms of
setup, learning, and maintenance costs. Multinationals can leverage these efficiencies to
gain a competitive edge over local players or global rivals that use a different business
model. These cost savings can be passed on to the distributors and end-customers in the
form of lower prices. Just as with global ad campaigns, an integrated web marketing
strategy can also ensure cross-country consistency in building up a global brand image.

Exhibit 19-3 provides a useful framework for deciding on the most suitable global
internet marketing strategy. The schema is based on two dimensions: global integration
and local responsiveness. By combining these two dimensions, four possible types of
internet marketing strategies become possible: (1) a nationally differentiated strategies,
(2) pure local adaptation, (3) global cost leadership, and (4) transnational cost adapta-
tion strategies. Which of these four strategies is most suitable depends on the nature of
the product or service. The first class of goods covers “look and feel” products. These are
products where no gains can be made from global integration (e.g., because the local
markets are large enough to get economies of scale). Multinationals pursue a strategy of
national differentiation for this class of products (Cell 1). Adapting to unique character-
istics of each individual country can help develop a competitive edge. Adaptations may
be in terms of website design, language, shipping policies, assortment, and so forth.
Given that such strategy can easily become expensive, MNCs should carefully deliberate
whether market presence is really justified. The second class covers goods where neither
local sensitivity nor global integration offers a competitive edge. A typical example is
commodity-like products that are very local in nature because of perishability or
bulkiness. Cell 3 involves goods where there is no need for localization but there are

EXHIBIT 19-3
GLOBAL INTERNET STRATEGIES ACCORDING TO NATURE OF GOOD OR
SERVICE BEING SOLD

<

(2]
w T Cultural or Regulated Goods and Services Look and Feel Goods and Services
3 (Transitional cost-adaptive strategy) (Nationally differentiated strategy)
S Examples: Wines, financial Examples: Clothing, used cars,
% products, information a1 collectible art, auctions
]
g 3| 2
& Global Commodities Local commodities
© (Global low-cost strategy) (Pure local adaptation strategy)
§ Examples: Books, CDs, videos, used Examples: Produce, Internet access

2 records, industrial goods and components

3

High Low

Global Integration

3Nitish Singh, Olivier Furrer, and Massimiliano Ostinelli, “To Localize or to Standardize on the Web: Empirical
Evidence from Italy, India, Netherlands, Spain, and Switzerland,” The Multinational Business Review, 12 (Spring
2004), pp. 69-87.
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Source: Reprinted with
permission from Business
Horizons, May—-June 2002.
Copyright (2002) by the
Trustees at Indiana University,
Kelley School of Business.


http://www.businessweek.com/debateroom/archives/2008/04/lift_us_airline.html

638 e Chapter 19 o Global Marketing and the Internet

opportunities for global integration. As with the previous case, these are mostly
commodity-like products. However, here a competitive advantage is achievable via
global scale efficiencies. The last category involves products or services that require both
global integration and local sensitivity. A global web marketing strategy for these goods
demands a balancing act that allows the company to achieve scale economies while
coping with local peculiarities. On the product side, a transnational strategy could be
accomplished via mass-customization.*®

What do companies do in practice? One study looked at 206 websites to explore
how American brands standardize their websites in four European countries (the UK,
France, Germany, and Spain).* Most U.S. MNCs tailored the specific content of their
country websites, especially textual information and visual images. However, a mini-
mum level of standardization was found for logos, colors, and layouts. Further, the
amount of web standardization was larger for durable goods than for non-durables. As
with global new product development, firms can strike a balance between globalization
and localization of their website using a core-product like strategy: create a global
portal for the brand’s (or company’s) website that channels website visitors to
nationally tailored sites.*” The BMW website is a good illustration of this approach:
the BMW portal —www.bmw.com —offers two broad choices: an “international web-
site”” available in English and German with various topics covering the different BMW
models and other information, and highly customized country sites (see Exhibit 19-4).
Another good example is the website for Nivea, the German skincare brand (see
Exhibit 19-5). The Nivea portal gives visitors access to around 60 country, territory, and

EXHIBIT 19-4
INTERNATIONAL WEBSITE OF THE BMW BRAND

rowuamblas-mbsle... x
€ 5 C 9 o wwwbmw.com b0 &

International website National websites

The workd of EWbY sutomobies and ol Direct contact - BWWY sutomobiles and
about sheer driving pleasure. FEMVICES N your Country of region:
Select & webisite fopic -] Select & country of region -]
+ Go to BWWY start page

+ English

+ Dautsch
Additional BMW websites BMW Group
‘Wsbsies for finding out more on BV AN sbout the BVWY Comparny, Invesion
Motereyeies, B Financisl Services, Rtstions, Carsars Research and
Spert and Shops. Froduction
* Show additionol B websies e DETPegroGR com

Source: www.bmw.com

FMauro F. Guillen, “What is the Best Global Strategy for the Internet?” Business Horizons, 45(3), pp. 39-46.

*Shintaro Okazaki, “Searching the Web for Global Brands: How American Brands Standardise Their Web Sites
in Europe,” European Journal of Marketing 39, 1/2(2005): 87-109.
Ocpiow Country Characteristics Affect the Perceived Value of Web Sites,” pp. 146-47.
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EXHIBIT 19-5
WEBSITES OF THE NIVEA BRAND

' ) Worldwade - NIVEA

€ 2| C 5 nipi//wwwnivea.com » O F-

LIVE YOUR BEAUTY

Choose Country or Area/Language »

Source: www.nivea.com (Nivea international portal)

'OTPENNEAC&RES]TE-MI... S = | =)

€ 2 C T o wwwniveads/hom » O F-

" IVEA HIGHLIGHTS PRODUCTS MAGAZINE ADVICE

THE NIVEA CARE SITE

NIVEA Lip Care 808 Lip Baim

WA Inbox - Cutlook Express gy TH n A mR T @, 028aM

Source: www.nivea.ie (Nivea Ireland website)

(Continued )
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Source: www.nivea.co.th (Nivea Thailand website)
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Source: www.nivea.com.br (Nivea Brasil website)
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'OMMME‘:{E-W... W

€ 5| C |y i www.niveausa.com Tome r O- F-

NIVEA HIGHLIGHTS PRODUCTS LIVE RIGHT WHERE TO BUY ADYICE

THE NIVEA CARE SITE

BEAUTIFUL MOMENTS
ARE BORN IN THE SHOWER.

Click here to subscribe to the
NIVEA newslatter.

Yy ¥ahoo! Babel Fish -.. AR 7 & a5

Source: www.niveausa.com (Nivea U.S.A. website)

regional sites. Each country site has Nivea’s signature blue with the same visuals and
imagery and similar features (e.g., Highlights, Brand, Advice). The sites are localized in
several respects: the models used in the images, language (several country sites have
multiple language choices), the products displayed. Some features are also unique to or
relabeled on a particular country site (e.g., the “Games” feature on European sites is
called “Fun” on Nivea’s U.S. site).

THE INTERNET AND GLOBAL PRODUCT POLICY L K IR R R R AR 4

From a product policy perspective, the internet offers tremendous opportunities. Given
the intrinsic nature of the internet, the medium can be used to foster global brand
building. The internet can also be leveraged as a platform for global new product
development. Furthermore, the internet can also be a major driver in the diffusion of
new products or services. Below we elaborate more the role of the internet in global
product policy.

Management of global brands on the web is one of the challenges that global internet  Global Branding
marketers face.*! Many MNCs allow their local subsidiaries to set up their own gand the Internet
websites. Cultural fragmentation is often the main driver behind customization. Yahoo!

deliberately puts its country managers in charge of the local website’s content.** Yahoo!

portals around the world carry the Yahoo! logo on top and offer standard services (e.g.,

Answers, Movies, Finance, Maps), but differences do exist. In India, online auctions and

online shopping are not offered as few people have credit cards. On the other hand, the

“l<The internet and International Marketing,” p. 70.

42<Yahoo Uses Local Road In Drive to Expand Its Brand Across Asia,” Asian Wall Street Journal (March 1, 2001),
p- N1.
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Web-based Global
New Product
Development

India Yahoo! portal includes topics that most other countries do not provide such as
astrology and cricket. Other Yahoo! country sites also offer very distinctive features
such as online courses in Australia and topics on gourmet, clothing/beauty, and real
estate in Japan. By granting autonomy to its country managers, Yahoo! hopes to
capitalize on its technology and global brand while catering to local customers.

Often, however, websites lack coordination and oversight. As a result, they can
become a collage projecting different images, visuals, content, and messages for the
brand and/or company. Consequently, consumers who visit sites associated with the
brand or the company may get confused. With global cult brands (e.g., Land Rover,
Harley Davidson), the issue of multiple sites becomes further compounded as individ-
ual distributors and brand enthusiasts set up their own websites featuring the brand.
This problem becomes especially thorny when the company tries to broadcast a single
brand or corporate image. Therefore, just as with more traditional communication
media such as advertising, some amount of coordination of the content and tone of
websites under the MNC'’s control is a must when a consistent brand or company image
is desirable. Unfortunately, consumer-generated websites related to the brand are
beyond the firm’s control.

Companies increasingly use the web to support the different stages of the new product
development (NPD) process.*’ The internet plays a role in the area of global product
innovation on at least three fronts: global product design, generating new product ideas
through consumer co-creation, and new product diffusion. First of all, companies
increasingly rely on geographically distributed innovation centers for their new product
development efforts. Dell, for example, has established product design centers in four
locations around the world: Austin, Singapore, Bangalore, and Shanghai. By using the
web as a platform, multinationals like Dell and Lenovo can streamline their product
development management, lower overall global development costs, and shorten the
time to market. Advances in computer-aided design (CAD) software have turned web-
based global NPD more efficient. One example is the PTC Windchill® suite** of web-
based software products that has been used by firms like Dell to facilitate NPD in a
global environment. This software uses a single repository for all product-data and
enables engineers and managers alike to access product data from anywhere in the
world through a simple web-based interface.*

The internet is also a driving force behind the rise of consumer co-creation which
refers to innovation processes where consumers co-create value with the company.
Instead of the consumers simply being passive and only giving feedback on new product
concepts (e.g., via focus groups), they actively become involved in the NPD process.
The internet makes this process more powerful by offering a massive, worldwide pool of
people to tap into and by providing information access to those people. Co-creation has
been applied by numerous companies including Dell (“IdeaStorm” —see Exhibit 19-6),
Nike, Diageo, and Starbucks. P&G, for instance, aims to have one-third of its innova-
tions being spurred through co-creation with customers or former employees. Jacques
Bughin, a McKinsey partner, provides the following five tips to make co-creation
effective:

1. Signal credibility to potential contributors. This can be done by signaling the
reputation of the brand or the presence of third-party funding.

2. Create incentives to participate. Such incentives could be monetary (cash, revenue
sharing) but also non-monetary (e.g., public acknowledgements). Dell’s IdeaStorm
website includes a listing of the top-20 idea contributors.

“Muammer Ozer, “Using the Internet in New Product Development,” Research Technology Management 46, 1
(Jan/Feb 2003): 10-16.

44http://www.pt(:.com/products/windchill/

45“How Dell Accelerates Product Development Worldwide,” www.dell.com/powersolutions, accessed on March 18,
2009.
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EXHIBIT 19-6
EXAMPLE OF CONSUMER CO-CREATION—DELL'S IDEASTORM

r[ﬂldemm

€ 2 C 1y ropwwwideastorm.com » [~ -
[Control the current pags |

PARTICIPATE Heyword Search

IdeaStorm

Comimimity Hotne
¥ ldeaStorm Categories

* AN

4 Accessories (Keyboards,
#lc)

P Adamo

T T Already a member T
IDEASTORM ...

"WHERE YOUR IDEAS REIGN

| VOTE (|
* Advertising and Marketing 7 | v pat
» Broadband and Mobility W

* Dell

» Dell Cammunity Topkdoos ot

¥ Dell Web Sita EEEIl stop Preinstaling Search Toolbars

» Diskdops Promete | Y badblood, Dec 8, 2008

* Daskiops and Laplops A snanicie came out today alizdging that Dell is about to dump the Goagle search

toolbar in favour of the Microsofl Live toolbar. Apparently this has to do with money

*Dlgtal Nomaca W ratherinan the qually of service that either provides.
¥ Dimension products Deamote
o ey Preinstaliing ether the Google toolbar or the Live Search Toolbar is preinstalling 2009 Dell Social
£ Sppee. Innovation Competition
* EMemrise
So dontinstal either.
¥ Environment s
¥ Baming Tt ivaier. comi2008M Zreport-dell-¢ ifg-goagl tatlBd
sofware-for-microsofts-dell o

¥ Ils aSinem Lo
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3. Establish a clear model of leadership in co-creation networks. Decide who is in
charge of the co-creation network and how to manage it.

4. Get the brand right before engaging in co-creation. People need to trust the brand
before they are willing to engage in consumer co-creation.*®

Finally, the internet can also play a critical role in the diffusion of new products
within and across countries.*’ Companies can use the web to inform potential adopters
of new products or planned launches around the world. Online hype or buzz can also
stoke interest about the innovation, even long before the product is released in a
particular market, as demonstrated by recent high-profile new product launches such as
Apple’s iPhone, Amazon’s Kindle e-book reader, and Sony’s PSP. On the other hand,
negative online chatter from consumers where the new product has already been
introduced can hamper the adoption of the innovation in later markets.

The internet heralds changes in the marketing of international services. Services differ Web-based
from goods in four respects: (1) intangibility, (2) simultaneity, (3) heterogeneity, and Marketing
(4) perishability. Intangibility means that services cannot be stored, protected through  f §ervices
patents or displayed. Simultaneity refers to the fact that services are typically produced
and consumed at the same time. Service delivery is also heterogeneous, meaning that it
depends on many uncontrollable factors. There is no guarantee that the service
delivered will match the service that was promised. The final characteristic, perishabil-
ity, refers to the fact that services usually cannot be saved, stored, resold, or returned. In

46“Innovation and Co-Creation,” MSI Conference Summary, June 16-18, 2008.

“TVenkatesh Shankar and Jeffrey Meyer, “The Internet and International Marketing,” in The Sage Handbook of
International Marketing, Masaaki Kotabe and Kristiaan Helsen (eds.), London: Sage, 2009.
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the global marketplace, these issues become even more taxing because of environ-
mental differences between the foreign markets and the company’s home market.

The internet allows global service marketers to break the logjam posed by these
challenges.*® Consider the tangibility issue first. International service providers can use
the web to substantiate the service promises they make. For instance, international
travelers who rent a car or book a hotel online can print out the confirmation note.
Thereby, they can get instant tangible evidence of the transaction. Another way to
manage intangibility is by offering samples of the service online. Visitors of Amazon’s
website can sample music or read book extracts before placing their order.

The web also offers solutions to overcome the simultaneity issue. The fact that
services in general need to be “manufactured” at the point of sale makes mass production
difficult. However, simultaneity becomes less of an issue with the internet. Indeed, mass
customization is one of the major pluses of the web based on information technology, data
storage, and data processing capabilities. Services can very easily be tailor-made via the
internet to the individual needs of the customer.

The web also makes it easier for international service marketers to deal with the
heterogeneity issue. The medium offers opportunities to standardize many aspects of the
service provision, thereby making service transactions less unpredictable and more
consistent. Elements such as greetings, reminders, and thank-you expressions can easily
be standardized. Obviously, one risk here is that in some cultures customers might resent
having the human element removed from service encounters. Therefore, one of the
dilemmas that international service firms face is what elements of the service provision
could be standardized. Because of cultural differences, these choices may differ across
countries.

Finally, the web also enables companies to manage perishability. Marketers can use
their website to balance demand and supply.*’ A website gives service marketers the
ability to offer 24-hour/7 day service to customers around the world. Geographic
boundaries and time zones no longer matter. Marketers can also use their site to
manage demand. Airlines occasionally use their website to sell seats via online auctions.
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GLOBAL PRICING AND THE WEB

Many MNCs that have set up a web presence find that a downside of the internet is that
it makes global pricing decisions less flexible. The internet creates price transparency
for customers and distributors alike by opening a window on a company’s prices for a
particular item around the world. It now takes only a few mouse clicks to gather and
compare price and product attribute information for a given product from the different
markets where the product is sold. Various websites like Germany’s DealPilot.com or
Britain’s shopguide.co.uk offer price comparisons of different shopping sites, thereby
lowering the search effort for e-shoppers. Customers can also sample the “price floor”
through various auction sites hosted by firms such as eBay in Western countries or
Taobao in China. The information advantage that sellers traditionally enjoyed over
buyers has dissipated due to the very nature of the internet technology.

For global marketers, price transparency creates several issues.”” First and foremost,
it severely impairs the firm’s ability to price discriminate between countries. Transpar-
ency may also transform differentiated products into commodity-like goods, where the
only point of difference is price. A third consequence, coupled to the previous one, is that
price transparency might undermine consumers’ brand loyalties and make them more
price conscious. The number-one purchase criterion becomes price. Rather than being

48Pierre Berthon, Leyland Pitt, Constantine S. Katsikeas, and Jean Paul Berthon, “Virtual Services Go Interna-
tional: International Services in the Marketspace,” Journal of International Marketing 7(3) (1999), pp. 84-105.
49Leyland Pitt, Pierre Berthon, and Richard T. Watson, “Cyberservice: Taming Service Marketing Problems with
the World Wide “web,” Business Horizons, (Jan.-Feb. 1999), pp. 11-18.

5Olndrajit Sinha, “Cost Transparency: The Net’s Real Threat to Prices & Brands,” Harvard Business Review, 78
(March/April 2000), pp. 43-50.
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loyal to a particular brand, consumers become more and more deal-prone, buying the
cheapest brand available within their consideration set of acceptable brands. Finally,
price transparency may also raise questions among consumers about price unfairness.
Because of various restrictions, customers in one country may not be able to order via the
internet the same product at a lower price from another country. However, when they
realize that the product is much cheaper outside their country, consumers in high-price
markets may feel that they are being taken for a ride, unless the price gaps can be fully
justified. Some of these issues are illustrated by Apple’s experience with the pricing of
iTunes downloads in Europe. Until early 2008, Apple charged much more for iTunes
downloads in the United Kingdom than in euro-zone countries: whereas iTunes custom-
ersin Britain had to pay 79p to download a song, those in Germany and France had to fork
out 68p (€0.99). In early 2008, following public outcry in the United Kingdom, Apple
decided to lower its U.K. prices by almost 10 percent to bring them in line with the rest of
Europe.™

To cope with price transparency due to the internet, companies can pursue various
routes. First, as we discussed in Chapter 12, firms can align their prices by, for instance,
cutting prices in high-price countries and/or raising them in low-price markets. This was
the route taken by Apple for iTunes downloads in the United Kingdom: the company
narrowed the price gap between the U.K. and the euro-zone. Second, companies can also
“localize” their products so that they differ across countries and comparison-shopping
becomes less feasible. In some industries (e.g., pharmaceuticals, consumer electronics),
manufacturers can also alert buyers about the adverse consequences of buying from low-
price overseas suppliers. Risks that consumers might run into include limited or no
warranty coverage, lack of service support, buying products that are not suitable (e.g.,
wrong technology standard) or that turn out to be counterfeit. Finally, outright refusal to
handle orders from overseas buyers is another tactic. For instance, some country websites
(e.g., iTunes) only allow payment for shipping orders through credit cards registered in
that particular country.

GLOBAL DISTRIBUTION STRATEGIES AND THE INTERNET

The internet has also brought momentous changes for international distribution strate-
gies. Firms that plan to make the internet an integral part of their international distribution
channel, need to reflect on questions such as these: Should internet distribution comple-
ment or replace our existing channels? Will the role of our current distributors change as a
result of having the internet as an additional channel medium? Should we allow our
distributors to set up their own internet channels? Global retailers, facing the onslaught of
online sellers, need to decide whether they should remain a brick-and-mortar business or
transform themselves into a click-and-mortar business by setting up a web presence.

Connectivity means that in many industries buyers can now hook up directly through
the internet with manufacturers, thereby bypassing existing channels. Some observers
have gone so far as to claim that the internet heralds the end of the middleman.
Especially in Japan, where there are sometimes up to seven layers of distribution
between the manufacturer and the end user, the internet has the potential to cut out
scores of middlemen.

Although the internet could diminish the role of intermediaries in certain busi-
nesses, in most industries distributors can still play a vital role. Manufacturers that plan
to add the internet to their existing international channels need to ponder the effects of
this new medium on the incumbent channels. In general, there are two possibilities: a
replacement effect or a complementary effect. With the former, the internet primarily
cannibalizes existing distribution channels. With the latter, on the other hand, the
internet expands the overall business by offering a more attractive value proposition to

St “Apple to Cut UK Prices for iTunes Tracks,” www.guardian.co.uk, accessed on March 6, 2009.
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EXHIBIT 19-7
COMPLEMENTARY VERSUS REPLACEMENT EFFECT OF

THE INTERNET
Customer Low
access to —_—
Internet
High Y
Internet
value proposition No
similar to traditional
channels
Product can
L— be delivered Y
over Internet
Customers Yes
desire immediate — ]
delivery
Cost of High
Y delivery relative
to price
Low
Product can be ,No
standardized
A 4
No Customers Yes
¢+ prefer — ]
variety
Primarily Primarily
Source: Courtesy of replacement complementary
Professor Nirmayal Kumar, effect effect

London Business School.

prospective buyers. The extent to which the internet has mostly a replacement or
complementary impact will depend on the nature of the industry (see Exhibit 19-7).%

2<Internet Distribution Strategies: Dilemmas for the Incumbent,” Mastering Information Management. Part
Seven—Electronic Commerce. Supplement to the Financial Times (March 15, 1999), pp. 6-7.
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Most likely, the effects will also depend on the country. Manufacturers may have
different distribution channels in place in the various countries where they operate.
Also, when the product life cycle stage varies across markets, the effect of the internet
on incumbent channels will probably differ.

The most successful distributors will be those that are able to build up new compe-
tences that leverage the internet. The reason for having a distribution channel in the first
place is the value-added that the middleman offers. Traditionally, sources of value-added
might have been scale, inventory, assortment, and so forth. With the rise of the internet,
distributors will need to look into novel ways to build competences. For instance, one
potential downside of the internet is “information overload.” Intermediaries can add
value for their customers by collecting, interpreting, and disseminating information.>>

Manufacturers who decide to incorporate the web in their international distribution
strategy also need to ponder what approach to adopt.”* One choice is not to use the
internet for purchase transactions and also forbid distributors from using the internet as a
sales medium. In that case, websites accessible to outsiders would merely function as a
product information and/or communication tool. A second approach consists of allowing
middlemen to sell goods over the internet. However, the manufacturer itself would not
sell directly via the internet. One downside with this strategy is that sales from middlemen
via the internet may impinge on existing pricing policies and territorial restrictions. In the
worst-case scenario, internet sales might spur gray market activity. The third strategy is
the complete opposite of the previous one. Here, internet sales are restricted to the
manufacturer. A major risk here is that sales thus generated simply cannibalize incum-
bent resellers, thereby leading to channel conflicts. One way to counter such a risk is by
selling different product lines through the various channels. However, resellers may
dislike such differentiation strategy if it turns out that the product lines sold directly over
the internet are more popular than the ones allocated to them. Finally, companies can also
pursue a free-for-all strategy where goods are sold direct through the internet and
manufacturers allow their resellers tosell online. Itis then up to the market tosettle on the
ultimate winning combination.

Some people see the battle between conventional bricks-and-mortar retailers and
internet retailers as a beauty contest with the cards stacked in favor of the latter.
Consumers enjoy the convenience, the broad product assortment, and the product
information provided by shopping websites. There are three e-tailing business models.
First, there is the manufacturer’s direct website where the manufacturer sells directly to
the end-customer. Second, there are the pure web-only retailers. Pure web retailers
often have a price advantage over traditional retailers because they have lower
property and warehousing costs. The third possibility is the hybrid click-and-mortar
retailing model in which the online presence becomes an extension of the traditional
channel. Dozens of large retail chains have been trying to meet the challenge posed by
pure web retailers by setting up a website presence. By going online, these chains are
able to combine the advantages of having a website presence with those of a physical
presence.” Click-and-mortar retailers can cross-market between their website and
their store outlets, thereby adding value for their clients. Customers have the advantage
of being able to touch the goods or even try them out before buying them online. They
can pick up the goods ordered online at the local retail outlet to save shipping costs.
Click-and-mortar retailers also often enjoy substantial brand equity whereas most pure
web retailers still need to invest a lot to build up a brand. As a result, their customer
acquisition costs are generally much higher than for their click-and-mortar competitors.
Most hybrid retailers also have a financial advantage. Whereas retailers such as Wal-
Mart, FNAC or Bertelsmann have plenty of cash available, many pure cyber-retailers
often have had huge losses or minuscule profits so far. One final benefit is that local chains

33<The internet and International Marketing,” p. 66.
S4“Internet Distribution Strategies: Dilemmas for the Incumbent,” p. 7.
55<The Real internet Revolution,” The Economist (August 21, 1999), pp. 53-54.
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often have a better feel of the local culture. Most of the well-known brands in pure web
retailing (e.g., E-trade, Amazon.com) still have rather limited international expertise.

A good example of the clash between click-and-mortar and pure internet retailers
was the rivalry in France between FNAC, a leading French music and bookstore chain,
and CDNOW, a U.S.-based online music vendor.”® When CDNOW entered France and
Germany it added local language “gateways” to its U.S. website. For instance, French
shoppers could place orders in French and pay in their local currency. FNAC launched a
pre-emptive strike by setting up a music website to compete with CDNOW. CDNOW
enjoyed several competitive advantages. Sony and AOL Time Warner, two leading
music content companies, had a major stake in CDNOW (37 percent each). This
enabled CDNOW to offer international internet shoppers the latest releases at bargain
prices. As one of the pioneers in online retailing, CDNOW also enjoyed a technology
advantage over FNAC. FNAC, on the other hand, also had several competitive advan-
tages. It was able to use its website as an extension of its store network and vice
versa. Furthermore, in France and other European countries, the FNAC brand name
is a trusted brand with much more familiarity among consumers than the CDNOW
brand name.”’

Whether the e-tailing business model will succeed in a particular country, depends
on a wide range of factors:*®

e Consumer behavior. Will consumers value a website component? Does it add value
(e.g., customization, information, bigger selection, price)? Are there any valuable
benefits of being part of an online community (e.g., eBay)? Are there concerns about
releasing personal data or paying via a credit card online?

e Cost structure. Are the costs of distribution (shipping, logistics) and marketing
acceptable?

» Government policies. What are the tax rules for buying online? Are they likely to
change? Are there (or will there be) any restrictive privacy legislation or customs
policies?
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Online Advertising

THE ROLE OF THE INTERNET FOR GLOBAL
COMMUNICATION STRATEGIES

From a communication perspective, global marketers can leverage the internet in two
ways. The first role is as a pure advertising medium. This can be done via banner ads,
search engine advertising, or more sophisticated forms of online advertising. The
second—and probably far more crucial—role is as a communication medium that
enables the company to build customer ties. Global Perspective 19-4 discusses a recent
digital pan-Asian marketing campaign launched by Unilever for its Yellow Label
Lipton tea brand.

One use of the web is as an advertising tool. In that function, internet advertising would
complement other forms of promotion such as TV, radio, outdoor. Online advertising
spending, although still marginal, is growing rapidly. By 2009, JupiterResearch forecasts
that advertising spending will grow to about $16.1 billion in the US and $3.9 billion in
Europe.” Overall, in almost all countries internet advertising still is a very tiny slice of
the global advertising pie, even in the developed world.

As a global, interactive broadcast medium, the internet offers several advantages
to international advertisers. One potent quality is the internet’s global reach. Online

56“Storming a CD Bastille,” Business Week (November 15, 1999), pp. 46-47.
STCDNOW was ultimately absorbed by Amazon.

3Diane D. Wilson, “The Future of internet Retailing: Bigger than Catalogs? Bigger than Bricks and Mortar?” in
The World According to E: E-Commerce and E-Customers, MSI Report No. 00-102, pp. 5-8.
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LIPTON HIRAMEKI—MAKING TEA TRENDY AMONG YOUNG OFFICE WORKERS IN ASIA

In early 2007, Unilever launched a major regional digital
campaign dubbed “Hirameki Park” in Asia with the aim to
persuade young office workers to switch their drink of choice
from coffee to Unilever’s Yellow Label Lipton tea brand. The
initial campaign was developed in Japan. The campaign’s
concept refers to the Japanese word hirameki, which roughly
translates to “I've got an idea” in English. More specifically,
the hirameki campaign tries to make tea trendy among young
office workers: “The strategy was about inspiring a new
generation of tea drinkers, so it doesn’t seem old-fashioned,
but rather a healthy alternative to energy drinks like Red Bull
or coffee” (adage.com). To woo the target consumers, the
campaign touts the benefits of tea. One of ad agency execu-
tives behind the campaign explained its basis as follows:

Sources: “Lipton Ads to Go Regional,” Media, March 23, 2007, p. 5

“Asians know there is goodness in tea. What is not commonly
known is tea contains theanine, and this has been found to
create a relaxed but alert mental state . . . .The idea is that
Hirameki brightens my day with new perspectives and inspi-
rational moments.” (Media, March 23, 2007).

The campaign included TV commercials but also had a major
digital element. Unilever’s ad agency created a regional web-
site—hiramekipark.com—as well as customized country sites
for 11 countries. The sites have a range of activities that
encourage consumer interaction around an inspiration theme,
including blogs, downloads, quizzes, and videos. For instance,
one application would ask the consumer every day at a desig-
nated time what type of break they would like to have among
three categories: inspiration, flash of mind, or new perspective.
After the consumer picks a choice, the site would then stream
content from the internet based on the chosen selection. Uni-

and “Lipton Hirameki Launch Hits China,” adage.com, accessed on

March 23, 2009. the campaign.

lever also ran online banner ads on MSN Messenger as part of

advertising is not restricted by geographic boundaries or time zones. In principle,
customers anywhere around the world can be targeted via web advertisements. Online
advertising is also far less expensive than more traditional forms of advertising, even
though its rates are rising rapidly. The internet also allows precision as online marketers
can get very precise information about website visitors based on visitor feedback,
browsing behavior, and historical buying patterns. Advertising messages can be
customized to individual prospects. Advertisers can save money by sending the right
message to the right people.®’ As a result, the relevance of an online ad can be much
higher than for ads using traditional media tools. One more useful characteristic that
sets the internet apart from conventional advertising media is the fact that advertisers
can instantly assess whether or not a particular advertisement is working. Online
advertisers can experiment with different creative messages. Based on the experimen-
tal findings, they can replace overnight one message with another one.

Internet advertising uses a wide spectrum of techniques. One form that is still very
popular is banner advertising. By clicking on the banner ad, users are taken to the
advertiser’s website where they can obtain more product information. Unfortunately,
banner advertising is one of the least effective online advertising techniques. One form of
online advertising which is gaining increasing popularity is search engine advertising —
either based on keyword search or website context. Keyword search advertising allows
the company to have a link to its website when people are looking for product-related
information. Advertisers only pay a fee to the search engine provider when users click on
the link or place an order. Website publishers can also earn advertising money by allowing
the search engine company to display targeted advertising on their website related to the
content of the website. Other internet advertising forms include e-mail ads, video ads that
precede a video clip being downloaded, wallpaper ads, and Google map ads.

A very effective form of online campaigns is the microsite that marketers often
create to promote a particular brand. Such campaigns are often integrated with other
communication tools. Dockers India created a new microsite (www.dockersindia.com)

60<Advertising that Clicks,” The Economist (October 9, 1999), pp. 75-81.
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to promote a new line of Never-Iron 100-percent cotton pants in India. The site targeted
25 to 35-year-old urban males. To drive visitors to the site, Dockers did online
advertising on websites such as Yahoo! India, Rediff.com, and tech-oriented Zdne-
tindia.com. The campaign also had a viral marketing element by encouraging visitors
via a lucky drawing to spread word-of-mouth about the site to their friends.®!
Despite the appeal of internet advertising as a medium, many advertisers are still
quite wary about its potential as a global promotion tool. For one thing, there is the
annoyance factor: Most people find online ads pretty irritating. Audience measurement
is still a major issue. To monitor the effectiveness of an online campaign, what should be
the right metric? Should it be the number of views of the page that contains the ad or
should it be the click-through rate, that is, the number of times that surfers click on the
ad?%? Too often, advertisers simply look at the click through rate to determine whether
an online ad campaign is working. What metric to use, will depend on the purpose of the
campaign.® If the goal is to sell or to gather a database, then click-through rates, cost
per acquisition, or cost per sale could be possible metrics. However, if the campaign’s
purpose is to build the brand, then gross impressions will be more appropriate.
Several forms of online advertising take a long time to download. This can be
irritating to users in countries where access and/or phone charges are high, especially in
places where internet access is slow. In many countries, access to the internet and
especially broadband is still quite limited. Therefore, the scope of internet advertising
may be restricted to a very narrow segment of the target population. Also, the agency
talent to create attractive internet advertisements is lacking in many countries. Finally,
international marketers that plan to use the web as an advertising tool should familiarize
themselves with advertising regulations and restrictions that apply in the foreign
markets.”* The ultimate success of an online campaign hinges on three factors:

* The nature of the product. For some product, online advertising is much more
suitable than for other categories. For example, online campaigns would work for
high involvement goods where buyers engage in product research and price compar-
isons (e.g., mortgages, travel).

 The targeting. Whether or not a campaign will work also depends on how well the
target markets have been chosen. For mass-market campaigns, the web is usually not
the right medium.

« Choice of site. Picking the right sites is also vital. Ads on low-traffic niche sites are
often more effective than ads on high-traffic general portals (e.g., Yahoo!).

 Execution of the ad. The quality of the production is also an important variable. No
matter how many sites the banner ads appears on, if the banner is boring, it will fail to
grab viewers’ attention or build strong brand impressions.®’

Apart from online advertising, global online marketers can also use the web for non-
traditional communication campaigns to build up their brand image. A good example is
an internet contest that Coca-Cola organized for its Coke Zero line in China in
November 2008. In the campaign, called “Be Bond for a Day” visitors of Xiaonei.
com, a local social networking site, were asked why they deserved to be the next James
Bond. Winners received a “Day of James Bond,” including a ride in a helicopter and in
Bond’s signature Aston Martin car.®® Several marketers have created web-based global
NT marketing campaigns. An excellent example is the Olympic-themed “The Lost
Ring” campaign (www.thelostring.com) that McDonald’s released in March 2008. The

LeDockers Goes Online to Hit Target,” Media (August 12, 2005): 16.

62“Caught in a tangled “web of confusion,” Financial Times (January 21, 2000).

63«Clients Must Look at Available Tools for Better Online Results,” Media (August 9, 2002), p. 9.
%Richard C. Balough, “Websites Shouldn’t Advertise Trouble,” Marketing News (August 16, 1999), p. 15.
65“Netting Gains As Hype Dies Down,” Media (August 23, 2002), pp. 16-17.

66“Slump May Help China’s Online-Ad Market,” The Wall Street Journal Asia, December 11, 2008, p. 18.
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campaign centered on an Olympic-themed online game. Players searched for clues to
uncover a secret tied to the Games. Ten characters provided clues via channels such as
YouTube, blogs, and Twitter updates. Gradually the puzzle revealed that McDonald’s
was behind the game. The game, which was available in seven languages, attracted more
than 150,000 players, with 70 percent of the traffic coming from outside the United
States.”” Global Perspective 19-5 discusses how Hewlett-Packard leverages the web in

China to build up HP’s brand image.
NN
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“MY COMPUTER. MY STAGE” —HEWLETT-PACKARD TRIES TO CEMENT
ITSELF AS THE COMPUTER BRAND OF CHOICE IN CHINA

In 2008, Hewlett-Packard (HP) ran a major digital campaign in
China in its drive to become the computer brand of choice
among Chinese youth. HP had become China’s second most
popular computer brand, behind Lenovo. The first phase of the
campaign, called “My computer. My stage” involved an art
competition that attracted 36,000 entries. HP relied on part-
ners such as Mingshen Bank, which offered customers the
option to create their personalized credit card using a design
submitted for the competition.

Source: “HP Seeks Online Rappers in User-generated Drive,” Media,
July 10, 2008, p. 8
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For the second phase, which ran until the end of 2008, HP
launched a user-generated campaign around hip-hop music.
HP’s ad agency in China created a website, called hpmystage.
com, to invite aspiring Chinese rappers to create their own hip-
hop tracks using an online studio and design avatars to
perform them. Somewhat surprisingly maybe, hip-hop culture
is big among Chinese youngsters. The campaign was inspired
by a Chinese movie titled Kungfu Hip-Hop, which promi-
nently featured a strategic HP laptop product placement. HP’s
target audience was the 18- to 25-year-old Chinese. Other
elements of the campaign included dance competitions at
universities and malls.
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67«An Online Game So Mysterious Its Famous Sponsor Is Hidden,” www.nytimes.com, accessed on March 19, 2009.
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Besides company-generated content, the internet also enables user-generated com-
munication. Several cult brands have spawned global or local online brand communities
of loyal customers. Through these forums, customers can discuss the various aspects of the
brand or the company. A recent example of branded social networks is the launch by
BMW of the MyBMW(Club.cn site in China in April 2009. The goal of the site is to foster
brand loyalty among China’s BMW drivers. Users of the site create profiles, share tips and
owner-experiences, and upload videos.’® The rise of YouTube has created a forum for
user-generated ads. Several companies have used YouTube as a platform for ad-creation
contests. Unfortunately, the downside of user-generated content is lack of control.
Netizens can denigrate the brand or spread false rumors. Several people have also
used their creative juices to develop online ads that spoof or mock the brand. A case in
point is the “funny terrorist” Volkswagen hoax spot® that spread like wildfire on the
internet. The spoof ad opens with a suicide bomber jumping into his VW Polo and then
parking in front of a busy London restaurant to detonate his bomb. The bomb goes off but
the blas7t0is contained within the car. The ad ends with the punch line: “Polo. Small but
tough.”

International marketers who rely on the internet need have access to high-quality data
to make informed decisions for their web-based communication strategies. Data is
needed on areas such as website visitor traffic, visitor demographics, competitor’s
online ad spending. Two companies currently dominate the internet audience tracking
industry: Nielsen Online and comScore. Although both firms are U.S.-based, they are
rapidly expanding overseas. In October 2008 Nielsen formed a joint venture, called CR-
Nielsen, with a local company to track internet use in China. One issue with online
measurement is that standard yardsticks are in short supply. The most popular measure
still is the page view metric, which counts the number of times an entire page is loaded.
However, this metric has limited use for media-rich portals such as YouTube. Reliable
online portal auditing is also missing for many developing countries. For these markets,
online advertisers need to trust claims made by the portal on metrics such as visitor
traffic.”!

While numbers are useful, the real challenge is to measure sentiment (“buzz”),
including items such as what was said, the authority of the contributor, where the
website links to, and the number of links. Several tools exist such as Nielsen Buzz-
metrics and CRMMetrix. One difficulty is that the relevant types of sites depend on the
market. For instance, in the Asia-Pacific region Chinese consumers love bulletin
boards, Koreans embrace social networks, Singaporeans crave blogs, Thais build online
communities, Japanese social media are built around the mobile phone.”?

68“BMW China Launches Social Network,” www.brandrepublic.asia, accessed on April 20, 2009.
See http://www.youtube.com/watch?v=ulirD0c9K34&feature=related.

70“Spoof Suicide Bomber Ad Sparks Global Row,” guardian.co.uk, accessed on March 19, 2009.
71“Online Measurement,” Media, August 10, 2007, p. 13.

72“Tools that Track Buzz,” Media, April 20, 2007, p. 6.

SUMMARY

The internet offers international marketers a platter full of
promises. It can be leveraged to save costs and time and to
generate revenues. Customers previously outside the market-
er’s reach now become easily accessible. The medium can be
used to build up brand equity or to showcase new products or
services. For scores of business around the world, it has proven
to be a cost-efficient distribution channel. The internet also

offers great potential as a global interactive advertising chan-
nel. One-to-one marketing to customers anywhere in the
world is no longer a pipe dream.

In spite of all these goodies, marketers should not overlook
the challenges that international internet marketing poses.
Some of those barriers are structural and may be difficult to
overcome: government regulations, cultural barriers, lack of


www.brandrepublic.asia
http://www.youtube.com/watch?v=u1irD0c9K34&feature=related
ttp://www.starbucks.com/aboutus/international.asp

internet/broadband access, the knowledge barrier, and so
forth. Other challenges are strategic. Companies who want
to embrace the internet have to think about the implications of
this medium for their global marketing strategy. Building a
website does not automatically mean that consumers world-
wide will beat a path to your door. Customers need to be lured
to the site. Also, the site should be continuously updated and
refreshed to entice first-time visitors to come back. Global
marketers also need to balance off the advantages of custom-
ized content versus the rewards of having a consistent world-
wide image.

The internet has brought profound changes for businesses
around the world. It has created a new business paradigm: e-
commerce. In a cover article in The Atlantic magazine, the late
Peter Drucker wrote: “In the mental geography of e-commerce,

Discussion Questions e 653

distance has been eliminated. There is only one economy and
only one market . . . every business must be globally competi-
tive . . . the competition is not local anymore —in fact, it knows
no boundaries.””® For marketers, probably the biggest conse-
quence of the web is indeed that competition is no longer local.
Any firm can set up a global business on the internet from day
one. Having an internet presence has become for scores of
companies a matter of survival. Suppliers who are reluctant to
go online risk losing out to those who are not. Companies that do
not develop a website presence soon risk having their customers
browsing their competitors’ sites for information.

73Peter Drucker, “Beyond the Information Revolution,” The Atlantic
(October 1999), pp. 47-57.

KEY TERMS

Banner ad
Click-and-Mortar retailer
Complementary effect

Cost transparency
Digital divide
E-commerce

Knowledge barrier Search engine advertising
Online survey

Replacement effect

REVIEW QUESTIONS

1. What structural barriers impact the use of the internet as
an international marketing medium?

2. What advantages do click-and-mortar retailers have over
pure web retailers? What are the disadvantages?

3. Explain the notion of price transparency in the context of
the internet. What are the possible solutions that marketers
can have to cope with the problem?

4. In many countries, the internet infrastructure is far less
sophisticated than in the United States. Phone lines are of poor
quality. Transmission rates are slow. What does poor infra-
structure imply for “internationalizing” e-commerce?

5. For international web marketers, one major dilemma is to
what degree they should localize their websites. What forces
favor centralization? Which factors might tilt the balance
toward localization?

DISCUSSION QUESTIONS

1. Some observers claim that the internet revolutionizes the
way small and medium-sized companies (SMEs) can compete in
the global market place. In essence, the internet has created a
level playing field for SMEs. Where before SMEs had a hard
time to internationalize, now any mom-and-pop outfit can open
an electronic storefront with a global reach. Do you agree? What
downsides do small e-businesses face vis-a-vis large companies

2. Dozens of internet research firms such as Forrester Re-
search and International Data Corp. issue projections and
studies about the future of e-commerce and the internet market
in general. The figures usually vary wildly. For instance, when
forecasts were made for the number of internet users worldwide
during 2000, predictions ranged from a low of 157 million
(Morgan Stanley) to a high of 327 million users (internet
Industry Almanac). What explains this huge data disparity?

3. While numerous brands have created pages on existing
social networking sites such as Facebook and MySpace, a hand-
ful of brands (e.g., BMW, Mercedes-Benz, MTV) have taken the
idea a step further and created their own networking domains
from scratch. One example is the MyClubBMW.cn site that
BMW launched in April 2009 in China. The goal of such sites is
to strengthen brand loyalty among brand users. Is setting up a
branded social site instead of using an existing mainstream
networking site something other brands should consider?
What are the key advantages? What are possible downsides?
For what kind of brands and in what type of countries would
branded social networks be a worthwhile strategy?

4. Select a global brand (e.g., Ray-Ban, SK-II, Lenovo). Visit
the brand’s international portal and then visit 4 to 5 country
sites, preferably from distinct continents. If necessary, you can


http://uk.reuters.com/article/consumerproducts-SP/idUKPEK1296020090113?sp=true
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translate the site into English using babelfish.yahoo.com. How
is the global portal organized? What are the differences and
similarities among the individual country sites? Do they tend
to be very localized or globalized? What could be the reasons
for either outcome?

5. Web companies that rely on advertising are booming in
developing countries. YouTube’s audience nearly doubled in
India and Brazil. This sounds like good news. Unfortunately,
many of these big web players with huge global audiences and

renowned brands are struggling to make even tiny profits in
that part of the world. Operating costs to deliver images and
videos to users are high in countries where bandwidth is
limited, especially for sites that have a lot of user-generated
content. At the same time, advertising rates are low. One
extreme approach would be to “shut off” all those countries.
Few internet companies have taken that option. What other
ways would you suggest to raise revenue and/or lower costs for
internet companies in developing countries?
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6ASE 19-1

YAHOO! AND ALIBABA: SEEKING DOMINANCE IN CHINESE CYBERSPACE

People who thought that the internet craze had died during the
dot-com bust of the late 1990s may have had groundhog-day
feelings in the summer of 2005. Early August 2005, shares of
Baidu, a search engine company heralded as China’s answer to
Google, went up some 350 percent on the day of its US$4bn
IPO. Then, on August 11, 2005, Yahoo!, the US. portal,
announced it would pay $1bn for a 40 percent stake in Alibaba,
a Chinese B2B portal, owned by Jack Ma. With 15 million
registered users, Alibaba clearly offers great reach. Its two B2B
websites generated around $5bn worth of transactions in 2005.
However, the portal had revenues of only $46m in 2004.
Taobao, its online auction website, rapidly became China’s
number 2 consumer auction website, behind EachNet, the
auction site owned by eBay. The quick market share increase,
though, was partly due to Taobao’s free services.

Jack Ma once compared local e-commerce companies such
as Alibaba to crocodiles in the Yangtze River. He claimed that
foreign “sharks” who swim up from the sea would have a hard
time fighting the local crocodiles lurking in the river as “the
smell of the water is different.” Such logic must have resonated
with Yahoo!. So far, foreign internet players have had little
success with their standalone operations. Most of the top
players in China’s internet market are homegrown: Sina is
the top portal; Baidu dominates the search engine market;
Shanda Interactive is the largest gaming company.

Jerry Yang, Yahoo!’s co-founder, said: “We are playing for
the long term. We believe the prize is huge.” No doubt, the Chinese
internet sector offers great promise. The value of all e-commerce
transactions is expected to rise to around $217.5bn by 2007. Online
advertising is predicted to go up from $208m in 2004 to $1bn by
2009. And China’s online auction market could rise from $425m in
2004 to $2.7bn in 2007. However, riches are not guaranteed. Credit
card usage, though on the rise, is still very limited. Foreign
companies also need to cope with the challenges of cultural and
linguistic differences. Also, the Beijing government exercises

Sources: “Yahoo Search Is Complete: Alibaba Finds a Way to Reap the
Riches of Online China,” Financial Times (August 12, 2005): 9;
“Crocodile Amid the Pebbles,” Financial Times (August 12, 2005):
9; China Hand, Chapter 12 (December 1, 2005); “Seeking to Dominate
Chinese Cyberspace,” Media (December 2, 2005): 20.
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strict control over the internet. Policy or regulatory changes are a
constant hazard for China’s internet companies. For instance,
Communist party officials recently expressed unease over the
spread of multiplayer role-playing games.

The Alibaba/Yahoo! deal closely resembles the cooperation
model that Yahoo! used in Japan and which worked out very well
in that market. According to the deal, Alibaba would take
control of Yahoo's assets in China. The diversity of Alibaba’s
business might prove a clear strength. The company commands
astrong position in B2B e-commerce. Other assets include Alipay,
an online payment facility similar to eBay’s Paypal, and Taobao,
an eBay-like auction site. The assets thrown in by Yahoo! included
its internet portal, its email service, a search engine (3721), and an
online auction site (1Pai). The new operation covers almost all
major internet areas, except for online gaming.

Skeptics view the diversity as a lack of focus. Some analysts
also suggested that Yahoo! overpaid for its 40 percent share of
Alibaba. Rival eBay’s aspirations for China most likely trig-
gered the deal. Meg Whitman, eBay’s CEO, declared that China
is a “must win” for the company. Rumor had it that eBay was
courting Jack Ma.

There are immediate branding considerations on the hori-
zon for the newly formed entity. The combination owns a
mishmash of brands. Whether the Sino-U.S. marriage will be
a success remains to be seen. Yahoo! offered a huge pile of cash
and its Chinese brand portfolio. Alibaba already has a critical
mass of 15 million registered users. The task for Jack Ma is to
turn those eyeballs into profits.

DISCUSSION QUESTIONS

1. Was Yahoo! right to outsource its future in China to Alibaba.
2. The case points out that the Alibaba/Yahoo! combination
led to a mishmash of internet brands. How should Alibaba
manage this mix of brands?

3. What other marketing actions would you prescribe for the
Alibaba/Yahoo! combination to succeed?

4. Do you agree with some of the critics that the new entity
lacks focus? What might be some of the advantages that
diversity offers to internet players in China?
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“‘}7’.&;\\\

@ASE 19-2

VW POLO-HOAX AD SPREADS LIKE A WILDFIRE

In January 2005, Volkswagen was at the center of a big
controversy after a spoof advert featuring a suicide bomber
spread across the world on the internet. The spoof ad opens

7/

with the suicide bomber leaving his home and hopping into his
VW Polo. The driver wears the signature scarf made famous by
the late Palestinian leader Yasser Arafat. He parks his car in


http://www.flex-news-food.com/pages/17605/Anheuser-Busch/InBev/obama-says-shame-anheuser-busch-soldinbev.html
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http://edition.cnn.com/2009/BUSINESS/01/13/alitalia.air.france.klm/index.html
http://edition.cnn.com/2009/BUSINESS/01/13/alitalia.air.france.klm/index.html
http://www.iht.com/bin/printfriendly.php?id=14867263
http://www.businessweek.com/globalbiz/blog/eyeonasia/archives/2008/02/huaweis_3com_de.html
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front of a busy London restaurant and then detonates his
bomb. The blast is contained within the car, saving the diners.
The ad ends with the slogan: “Polo. Small but tough.” The clip
became the most watched viral ad of 2005, with over 2.3 million
downloads.”

The hoax created quite a stir as the ad flashed around the
world on the internet. Many people were confused and thought
the ad was for real given its high production values showing the
VW logo. An investigation by the British newspaper The
Guardian revealed that the hoax was created by a duo of
maverick advertisers, Lee and Dan (leeanddan.com). The ad
was shot on 35mm film and a shoestring budget of £40,000
(around $65,000). In an interview with The Guardian, a British
newspaper, Lee said that “We made the advert for Volkswa-
gen. We never really intended it for public consumption. It was
principally something we made to show people in the industry
but it got out somehow . .. .The ad’s a comment on what’s

Sources: “Suicide Bomber Sells VW Polo—Hoax Ad Takes Internet
by Storm,” guardian.co.uk; “Spoof Suicide Bomber Ad Sparks Global
Row,” guardian.co.uk, and “Infectious Humor,” guardian.co.uk, all
accessed on March 15, 2009.

74See http://www.youtube.com/watch?v=HnL-7x4n4d8 for a clip.

happening at the moment. People see this on the news every
day . . . the car comes out as a hero” as it stops the blast. Viral
ads are often produced by creative talent looking for work.
Apparently the duo had sent the spoof to DDB, Volkswagen’s
ad agency.

Volkswagen was not amused. A company spokesperson
said that “We were horrified. This is not something we would
consider using: it is incredibly bad taste to depict suicide
bombers.” He added that VW was considering legal action
and blamed the advert on “two young creatives who are trying
to make a name for themselves.”

This was not the first time that a spoof ad wreaked havoc for
a famous car brand. A year earlier, Ford had to distance itself
from a viral e-mail showing a cat’s head being cut off by a Ford
car’s sunroof.

DISCUSSION QUESTIONS

1. What could be the impact of the viral “suicide bomber”” ad
for Volkswagen? Is the company right to be concerned about
the hoax?

2. What should VW do? Should they indeed take legal action
and sue the makers of the ad? Or is there a better course of
action?

@ASE 19-3

MYSPACE IN CHINA

When News Corporation brought MySpace to China in April
2007, the launch seemed to make perfect sense: the world’s
leading social networking site (SNS) in the world’s fastest growing
internet market. Although MySpace was a relative latecomer,
News Corp. was betting that it could overcome that handicap
through heavy investment and by competing unconventionally
as a start-up in China. News Corp. entered China’s SNS scene by
setting up a joint venture with a venture capital firm and a local
Chinese investment firm. News Corp. was aware that China had
been a hard nut to crack for international internet brands.
Examples of famous foreign web brands that failed miserably
in China include Amazon, Yahoo!, and eBay.

Upfront, News Corp. decided to set up the Chinese MySpace
venture as a wholly localized entity. Luo Chan, a former Micro-
soft executive who used to run the MSN portal, was hired
to become the CEO. He and his local team would have total
control of the site’s operations, and, being native Chinese, would
understand how to build up the site in the local environment.
William Bao, a partner at Softbank China & India, explained:
“By putting a local manager in, they give the company a fighting
chance. This is a very crowded area, with at least 100 companies
competing in the same space that MySpace entered.”

Sources: “MySpace China Struggles for a Niche,” Media, October 2,
2008; “Murdoch Is Taking MySpace to China,” www.nytimes.com,
accessed on March 6, 2009; and “MySpace China Looks for Answers
after Setback,” www.businessweek.com, accessed on March 6, 2009.
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MySpace’s competition is indeed very diverse. One com-
petitor, Xiaonei, started out as a campus-based site. It is often
referred to as the ‘Chinese Facebook’ given the very similar
interface. Xiaonei’s owner received $430 million funding in
May 2008. Another SNS operator with campus roots is 51.com.
Kaixin001 is popular among white-collar workers in China
because of its microblogging platform, its gigabyte storage
space, and popular applications such as Friends for Sale and
Parking Wars. Probably MySpace’s most formidable competi-
tor is Qzone, an instant messaging service (“QQ”) developed
by Shenzhen-based Tencent. Although not a Western-style
social network site, Qzone shares many features and is highly
popular among adolescents and online gamers.

About a year after its entry, MySpace.cn had not much to show
for its effort and heavy investments. By 2008, the site claimed
around 5 million members. Also, less than 18 months after
entering the market, its CEO left. Chinese reports speculated
that Luo Chan left because News Corp. had not given him the
autonomy he had hoped for. Rumor has it that News Corp.
targeted 50 million users by 2010. If this were indeed the case,
MySpace could face an uphill struggle. Market leader Qzone
already has 105 million registered users and 51.com has 95 million.

The Western-style social networking format was slow to take
off in China partly because of the need to use one’s real name.
Bulletin boards, which allow anonymity, are much more popular
among Chinese netizens. These typically focus on specific topics
of interest.


http://www.youtube.com/watch?v=HnL-7x4n4d8
www.nytimes.com
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Some observers doubt whether MySpace’s business model
will ever succeed in China. Brad Greenspan, chairman of
BroadWebAsia, said: “Everybody knows it’s a U.S. brand. If
you want to spend time on a site that’s about you, it’s harder to
pull that off with a U.S. brand. It just doesn’t feel authentic.”
(www.businessweek.com) Others concur and argue that SNS is
an entirely local game in China. Furthermore, Chinese users
may be reluctant to switch to a newcomer. Many young
Chinese students may also have trouble simply spelling the
name MySpace.

One observer of the industry commented that: “Given the
brand name, amount of money behind it, and team it has put
together, MySpace China has no choice but to go after the
massive mainstream social networking market to reach critical
volume. However, in the long run, I don’t think that Chinese
online habits or preferences will support general social net-
working sites.” (Media, October 2, 2008) Others suggest that

Smp &mo

MySpace China needs to differentiate itself from its wide range
of competitors and come up with a niche and unique services.
Another challenge, which MySpace also faces in other coun-
tries, is how to monetize the site.

DISCUSSION QUESTIONS

1. Isthere a market opportunity for MySpace in China? Why
or why not?

2. Why is MySpace.cn struggling? Is News Corp. overambi-
tious with its 50 million users goal?

3. What should by the business model for MySpace China?
Should the site indeed go for a niche? If so which one? How to
“monetize” (generate revenue) the site?

4. Why do you think well-known global website brands find it
hard to crack China’s internet market?
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@ASE 1

CARREFOUR: ENTRY INTO INDIA*

Carrefour is a French international hypermarket chain that has
grown to become one of the world’s leading retail groups over
the past 40 years. It is the world’s second-largest retailer in
terms of revenue after Wal-Mart and the largest in Europe. The
reasons for its phenomenal success throughout the world
include the facilities it offers at its hypermarkets, such as
one-stop shopping, low prices, self-service, and free parking.
After mixed success in Asia, the company is now on the brink
of expanding into India and its Managing Director, Herve
Clech, is worried about the best way to make this move.

WHY INDIA?

The company’s marketing research team has underscored the
huge potential in conducting retail business in India. Retail is
India’s largest industry, accounting for over 10 percent of the
country’s GDP and around 8 percent of employment. This
industry is expected to grow at an annual rate 25 percent driven
by strong income growth, changing lifestyles, and favorable
demographic patterns. About 50 percent of population in India
is under 25 and is more welcoming of large and modern
shopping malls than the country’s traditional small stores.

Traditionally, India has had a very unorganized retail sector
consisting of small shops housing a store in the front and the
owner’s house at the back. More than 99 percent of retailers
function in less than 500 ft*> (46.5 m?) of shopping space. The
Indian retail sector is estimated at around Rs 900,000 crore’ (US
$174 billion) of which the organized sector accounts for a mere
2 percent, indicating a huge potential market opportunity for the
consumer-savvy organized retailer. With this, India’s retail sec-
tor is witnessing rejuvenation as traditional markets make way
for new formats such as department stores, hypermarkets, super-
markets and specialty stores and local retailers as well as global
competitors have already reorganized themselves to take ad-
vantage of this. However, due to the policies of only 51 percent
foreign direct investment (FDI) allowance for one-brand stores
but 0 percent FDI for multi-brand retail stores, global giant
retailers are either waiting to determine the best time to enter or
searching for potential reliable business partners. The country’s
huge market potential as well as stiff competition has forced
Clech to ponder the best strategic plans for Carrefour’s entry in
India. The company’s marketing research team has underscored
the importance of evaluating Carrefour’s performance in the
existing Asian market. Specifically, the lessons Carrefour should
have learned from its two major markets in Asia: China and
Japan.

“This case was prepared by Clare Downer, Masahiro Shono, Yi “Helen”
Ye and Xuan Zhang of the Fox School of Business and Management at
Temple University under the supervision of Professor Masaaki Kotabe for
class discussion rather than to illustrate either effective or ineffective
management of a situation described (2009).

YA crore is a unit in the numbering system used in India and other
countries. An Indian crore is equal to 10 million.

CARREFOUR’S HISTORY

Carrefour was founded by the Fournier and Defforey families,
opening its first supermarket in 1959 in Annecy, Haute-Savoie,
France. The group initiated the new store concept of “hyper-
market,” stressing the need for mass-sales, low delivery costs
and everyday discounts to achieve high sales turnover. The first
hypermarket was opened in 1963 in Sainte-Genevieve-des-
Bois, offering food and nonfood items with a floor area of 2,500
m?. Well-established in France, Carrefour started its expansion
in 1969, setting up the first hypermarket in Belgium. Then in
1970 Carrefour became a publicly traded company listed on
the Paris Stock Exchange. In the following decades, Carrefour
entered South America and Asia with its first stores in Brazil
and Taiwan.

CARREFOUR TODAY

The Carrefour group currently operates four main grocery
store formats: hypermarkets, supermarkets, hard discount, and
convenience stores (see Case Exhibit 1-1). It currently has over
15,000 company-operated or franchise stores. Examples of
slogans for store formats are: Hypermarkets: The appeal of
the new; Supermarkets: Making life easier; Hard Discount
Stores: Grocery products at low, low prices. Besides these
traditional modes, e-commerce in the form of Ooshop and
CarrefourOnline.com (Everything you need in non-food, on-
line) was created in 1999 and 2005, benefiting from Carrefour’s
hypermarket expertise and offering the broadest selection
available in the marketplace with over one million listings.

CASE EXHIBIT 1-1
SALES BY FORMAT (DECEMBER 31, 2007)

Hard
Hypermarkets Supermarkets Discount Others
Number of 1,163 2,708 6,166 4,954
stores
Sales (in 60,573 24,071 9,948 7,850
millions
of euros)
% of group 59.1% 23.5% 9.7% 7.7%
sales

Source: Carrefour Group/2007 Financial Report.

A pioneer in countries such as Brazil (1975) and China (1995),
Carrefour currently operates in three major markets: Europe,
Latin America, and Asia (see Case Exhibit 1-2) and with a
presence in 30 countries, over 54 percent of group turnover is
derived from outside of France. The group sees strong poten-
tial for further international growth in the future, particularly
in such large national markets as India, China, Brazil, Indone-
sia, Poland, and Turkey.



CASE EXHIBIT 1-2
BREAKDOWN BY GEOGRAPHIC REGION
(DECEMBER 31, 2007)

Number of Stores

(In %) 2007 (All Formats)
France 45.8% 5,515
Europe (excluding France) 37.5% 7,860
Latin America 10.0% 1,096
Asia 6.7% 520
Total 100.0% 14,991

Source: Carrefour Group/2007 Financial Report

During the late 1980s, the economies of several Asian countries
such as Taiwan, Singapore, and South Korea were rapidly
growing and Carrefour decided to expand its presence in the
Asia Pacific Region to compete head-on with Wal-Mart and
other Western and Asian mass retailers. Although sales in the
Asian market account for only 6.7 percent of Carrefour’s global
sales, this market shows great potential, accounting for 17.3
percent of growth in sales in 2007 (see Case Exhibit 1-3).

CASE EXHIBIT 1-3
GROWTH RATE IN NET SALES BY GEOGRAPHIC
REGION

2007/2006 at

(in millions 2007/2006  Constant %
of euros) 2007 2006 Rate Var. exchange
France 37,621 37,212 1.1% 1.1%
Europe 30,837 28,835 6.9% 6.6%

(excluding

France)
Latin America 8,211 5928 38.5% 38.0%
Asia 5480 4911  11.6% 17.3%
Total 82,148 76,887 6.8% 7.0%

Source: Carrefour Group/2007 Financial Report

CARREFOUR’S SUCCESS IN CHINA

Carrefour entered the Chinese market in 1995 when the Gov-
ernment had partially opened up the retail sector. By the end of
2007, the company had grown from less than 5 retail stores in
1995 to 109 stores across 39 cities (mainly hypermarkets with
some supermarkets and convenience stores). Carrefour has
been the largest foreign retailer in China since 2003 and its
success has been attributed to its localization policy and govern-
ment marketing.

The Chinese version of “Carrefour” is “® &g (Jia Le Fu),
which was derived from the translation of its English pronuncia-
tion and three commonly used Chinese characters, which show
the company’s respect for local culture. “Jia” is “Family,” “Le” is
“Happiness,” and “Fu” is “Good fortune.” The combination
implies that this supermarket can provide happiness and pleasure,
which is Carrefour’s mission. In contrast, the translation of ‘““Wal-
Mart” — “#%/R#m” (Wo Er Ma), following the pronunciation
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principle, has no substantial meaning in Chinese. Carrefour knows
that in this region, what people want most are familiarity, friend-
liness, and satisfaction of local tastes.

Carrefour has always been committed to localization wher-
ever it exists. To this end it entered China as a large supermarket
with its low-cost discounts being the most important offering to
the price conscious consumers. Also, the company offers its
merchandise in a traditional Chinese fashion. For example,
customers can pull their own seafood from tanks or select fresh
produce from bins. Carrefour has employed a large number of
locals, and has created greater local career-development oppor-
tunities. Furthermore, the stores rely on locally purchased goods
in order to ensure product freshness.

Carrefour’s strong bargaining power with suppliers helps
guarantee its price advantage. Besides strict price control, a
supplier-to-be is required to pay a number of fees, including
shop entry fee, bar code fee, on-shelves fee, promotion fee,
festival fee, and information systems use fee. However, those
suppliers are still willing to cooperate with the company,
because Carrefour holds a significant position in the retail
market. In brief, the price advantage ensures rapid turnover in
goods, reducing the cost of capital.

Carrefour’s success in China, especially its amazing new
store-opening rate, to a great extent is due to ‘“government
marketing.” Since reforms and the opening-up of China in the
late 1970s, the Chinese government has offered preferential tax
rates to attract overseas investment. The idea of Super Na-
tional Treatment of the foreign investment has been prevalent
in Chinese top down society. Thus, once Carrefour expressed
interest in a particular area, the local government and the
media would generate publicity. Besides, the local government
would provide protection for the enterprise especially aimed at
adverse regulation. Carrefour for its part, would try to estab-
lish good relationships with the governments by leading eco-
nomic development and increasing employment.

However, behind Carrefour’s glorious story in China, po-
tential problems exist. For example, Carrefour has recently
been involved in some issues, such as its violation of current
commercial rules in opening new stores, unjustifiable charges
forced on suppliers, as well as trademark issues. To some
extent, government’s overprotection may have negative con-
sequences in the long term for a short-term gain. Also, due to
over-valuing market penetration, Carrefour has yet to estab-
lish a distribution system in China, and its computer system
development has also fallen behind its rivals for several years.

Despite its successes, Carrefour is currently facing stiff
competition in the Chinese retail market. Global giant, Wal-
Mart, is expanding in provincial capitals and small cities
delivering local favorites alongside foreign brands. Britain’s
largest retailer, Tesco, is undergoing a period of aggressive
growth after purchasing a 50 percent stake in the local hyper-
market giant, Ting Hsin. Smaller local retailers are now real-
izing that changes need to be made in the way they do business
in order to remain relevant to their customers and retailers
such as Lianhua and Jiayou have recently merged to try to
stave off the threat of companies such as Carrefour.

FAILURE IN JAPAN

Despite the successes, high on the mind of Clech is the com-
pany’s dismal entry into Japan a few years earlier. Despite being
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among the giants of global retailers, it is estimated that total sales
forits 8 Japanese stores for the fiscal year ending March 2004 had
resulted in a loss of 32.3 billion yen (235.9 million euros). The
three main reasons for Carrefour’s failure to conquer the Japa-
nese market are its ignorance of Japanese retail culture, its
inability to expand its business, and the lack of consumer trust.

First, Carrefour failed to meet the needs of Japanese con-
sumers with its existing competencies. In Western business
practices, (e.g. Wal-Mart), growth is accelerated mainly by
mass marketing the products across all stores and using high
volume purchasing savings to create “Every Day Low Prices.”
In contrast, Japanese consumers are very “trend sensitive,”
and due to lack of storage space prefer to purchase smaller
amounts more frequently. Aside from the fact that sales trends
typically do not last long, Carrefour also had to deal with the
regional differences in Japan and their effects on local culture.

Second, Carrefour failed to expand its business in Japan
because it did not choose a local partner. Other competitors,
such as Wal-Mart and Tesco, are competing in Japan through
joint ventures with local players, receiving assistance in launch-
ing operations at existing stores, as well as in purchasing store
properties. However, since Carrefour decided to invest without
a partner, it faced several problems including finding real
estate with enough space to build its huge stores.

Third, trust became an issue in 2004, when the company got
caught mislabeling substandard Japanese pork as higher-qual-
ity American produce. Several months later, to make the
situation worse, Carrefour was again charged with selling
ham products with expired dates. After this incident, it was
discovered that check sheets, used to confirm labeling infor-
mation, had not been filled out properly—a shortcoming that
was supposed to have been addressed after the earlier decep-
tive labeling incident. The result was a drop in consumers’ trust
of the Carrefour store brand.

Added to these factors was the drop in popularity in Japan of
the General Merchandise Store (GMS) format. Case Exhibit 1-4
shows that GMS sales have been declining, and specialty super-
markets and e-commerce retailing are growing rapidly in Japan.
Carrefour’s major competitors have also been feeling the pinch
in Japan’s changing retail landscape. Dwindling revenues indi-
cate that Wal-Mart’s “Everyday Low Prices” slogan does not
have the same appeal in Japan as it does in the US and its local

CASE EXHIBIT 1-4
5-YEAR GROWTH BY RETAIL SEGMENT IN JAPAN
1997-2003

Retail Segment (2\%%215(?(;?5 Growth Rate (5 years to 2002)
cvs 67,137 | 20 ]
Specialty Supermarkets 261,254 17
Mid-level retailers 261,920 [[28 |
GMS 85,151 Al15
Dept. Stores 84,269 A22
Specialty Shops 524,147 I

[ (Yen 100K)] 1998 | 1999 [ 2000 | 2001 [ 2002 [ 2003 | Y/Y |
[B2C/Electronic Commerce | 645 |3,360 | 8,240 | 14,840] 26,850 | 44,240|164.8%)

Source: METI, research on Electronic Commerce Transactions

unit Seiyu, Ltd will be closing at least 20 unprofitable stores and
re-organizing its workforce in order to stay in business.

CARREFOUR’S FORMULA FOR VICTORY

By comparing Carrefour’s performances in both China and
Japan, Clech has come to understand his company’s own
pattern of success. Countries in which Carrefour has been
successful include Taiwan, China, Brazil, Argentina, Italy,
and Belgium, where Carrefour became a top retailer by
displacing local retailers. Although these countries had
many local department stores and small-scale supermarkets,
there were no large-scale chain stores or large-scale discount
shops selling electrical household appliances or clothing.
Therefore, the common attributes of these countries were
(1) the fact that small-scale retail has not progressed and the
absence of large scale retail, (2) the absence of potential
competitors that carry specialty items, (3) inexpensive retail
space, and (4) “developer-friendly” government laws and
regulations. Japan does not fall into any of the above criteria
and based on the changing trends in consumer needs (e.g., the
decline in popularity of GMS) Carrefour had to admit defeat
after just a few years of operation.

So, what makes India the next step in the region? Clech’s
strategic marketing team has been keeping an eye on India’s
economy and social trends for the past several years and feels
that now is the time to make a move. India’s market size and
current growth trends make it one of the best retail opportu-
nities in the world. Nevertheless, gaining entry to India’s
retail industry will not be easy and Clech needs to consider
its many cultural, political, economic, and financial character-
istics in order to find out whether it fits into Carrefour’s
success pattern.

INDIA’S CULTURAL ENVIRONMENT —
CUSTOMER BEHAVIOR

Recent research from the McKinsey Global Institute indicates
that India will be a nation of upwardly mobile middle class
households within the next generation and will eventually pass
Germany as the world’s fifth largest consumer market.
According to NCAER (National Council for Applied Eco-
nomic Research), the term “middle class” applies to those
earning between US$4,000 and 21,000 (US$20,000-120,000 at
PPP). However, this definition suits only about 60 million of
India’s population. In considering simple consumer-based cri-
terion for ownership of a telephone, a vehicle, or a color TV,
the middle class makes up nearly 200 million persons—the size
of a country. Middle class upward movement has forced brands
like Mercedes Benz and Louis Vuitton to stake their claim
early in the country anticipating a boom in the consumption of
high value products and brands.

According to Nielsen’s Retail Track, the Consumer
Packaged Goods market (branded, packaged groceries, food
and toiletries market) in India stood at US$21.25 billion for the
year 2007 with a growth of 16 percent over the previous year
(see Case Exhibit 1-5). The increase in disposable income as
well as the country’s booming economy has caused Indian
households to gradually increase consumption of durable
goods, and the growth in ownership of mobile phones is
remarkable compared to any other product category.



CASE EXHIBIT 1-5
INCREASE IN DURABLE GOODS PENETRATION
ACROSS THE COUNTRY

Product 2005 (%) 2006 (%)
Color TV 27.3 29.5
Black & White TV 241 21.9
Two Wheelers 17.4 16.2
Four Wheelers 2.4 3.6
Refrigerator 13.9 14.4
Washing Machine 42 4.7
Air Cooler/Conditioner 7.8 7.3
Telephone 12.3 15.0
Mobile Phone 3.1 12.5

Source: Spring 2006 India Retail Digest

The Nielsen’s Annual Shopper Trends Study in 2006 indi-
cates several interesting points. First, traditional stores continue
to account for a dominant share (nearly 75%) of all food and
grocery purchases; however, they are in decline. Second, recent
usage of hypermarkets/supermarkets has increased and con-
sumers tend to welcome these kinds of modern shopping stores.
Third, Indian shoppers value large formats, a wide selection,
efficient loyalty programs, pricing and visual merchandising,
store accessibility, and quality products. Fourth, awareness of
private labels increased from 63 percent in 2005 to 75 percent in
2006. Also, women dominate as main shoppers and influencers
in household purchases and primarily belong to the age range of
25 to 40 years. The favorable consumer buying patterns are
positive for Carrefour’s entry into Indian market.

INDIA’S POLITICAL ENVIRONMENT

Carrefour needs to consider several issues related to India’s
political system when considering investing there, including
government structure, political activism, and security issues.
Weighing these issues will help the company determine
whether or not India’s political system is stable enough to
risk heavy investment as decades of political uncertainty have
earned the country an unfavorable reputation.

India, with a population of 1 billion, is the second most
populous country in the world and has the distinction of being
the world’s largest democracy. However, its varied ethnic groups,
languages, and religions have created a somewhat unstable
political system with ramifications for potential foreign investors.
Aside from the 28 states and 7 union territories, the government
currently recognizes 18 languages, although the official language
is Hindi (English is also widely spoken). One result of its diverse
cultures is a political system made up of the majority India
National Congress as well as four other parties called the United
Progressive Alliance. Also included in the mix are several
communist parties known as the “Left Bloc”; and with such a
mix of political ideologies and a heavily bureaucratic govern-
ment, the country continues to suffer from corruption and stalled
political initiatives. This has in the past been a stumbling block
to major foreign companies but the current government has been
trying to encourage foreign direct investment (FDI) projects by
initiating political and social reforms.

Terrorist attacks in India have traditionally been blamed on
the country’s long-standing dispute with Pakistan but recent
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events have shown that some attacks have also been fueled by
poverty. The U.S. Department of State has called India one of
the “world’s most terror afflicted countries” with over 2,000
persons being killed in the first quarter of 2008 alone. This is an
issue that companies like Carrefour need to take into account
when deciding whether to invest.

THE INDIA’S ECONOMIC ENVIRONMENT

According to the Global Insight Country Risk Summary, by the
end of 2007 India’s economy had grown to about US$ 1.1 trillion
and was the third largest in Asia after Japan and China. Overall,
India is the world’s twelfth largest economy. The country’s
nominal GDP per capita is steadily growing and is currently
at US $1,096 and this is projected to keep growing through 2012.
In the past, India suffered from high inflation but this has been
brought somewhat under control during the recent years by tight
monetary measures. However, confronted with the huge reces-
sion this year, a surge in inflation of 11.03 percent hit the 13-year
high above 11 percent, with Reliance Industries, telecoms and
banks bearing the brunt of investor despair.

Although the country’s average per capita income is low,
India’s middle and upper classes have been steadily growing.
Private consumption grew 8.3 percent in the fourth quarter of
fiscal year 2007 and itis projected to grow over the next few years
due mainly to income growth. Although Indians have been
benefiting from this rise in prosperity, wealth distribution is
very uneven and 25 percent of the population still lives below the
poverty line with the country’s unemployment rate currently at
9.8 percent. With this in mind, the majority of the population still
mostly patronizes the 15 million small “mom-and-pop” stores
but this custom is expected to change eventually as the country
sees an increase in larger big box stores and foreign investment.

According to statistical data released by the World Bank,
India has had a high constant fiscal deficit for the past four
decades and there is no sign that the gulf between imports and
exports is narrowing. The cash deficit has also remained for the
past 20 years, ranging mainly from 2 percent to 4 percent of its
GPD. Among most Asian countries, India has a low ratio of
exports to GDP, which implies that it may have a lower
interdependent ratio. However, due to insufficient confidence
and increased anxiety from investors, the short-term vibration
on economic environment is still inevitable. After hitting a
record high rate of 39.285 against the US dollar in January
2008, the rupee has depreciated by 27.3 percent in less than one
year accompanied by the global financial crunch.

THE INDIAN FINANCIAL MARKET

The Indian financial market is more complete and mature than
those of many other developing countries. Its stock market is
over 100 years old and there are currently 27 stock markets
regulated by the Securities and Exchange Board of India. The
stock market has shown considerable vitality and its growth
performance has ranked in the top 5 worldwide during the past
years. India’s financial services sector plays a major role in the
country’s economic and social development. Between 1969 and
1976, almost all the Indian commercial banks were nationalized,
which greatly facilitated central control and effective manage-
ment. Meanwhile, the nationalized banks also have a high level
of marketization. Over the past 10 years, India has continued to
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reduce the state’s intervention in interest-rate structure, and
now the interest rate is mainly determined by the market.

Since the beginning of the 1990s, the Indian financial
market has carried out a series of reform measures in order
to encourage investors. In 1992, the Indian Government insti-
tuted the FII (Foreign Institutional Investors) system, which
allowed Indian companies to issue equity securities to foreign
investors through convertible bonds so that they could invest
directly in India’s corporate securities.

Nowadays, the relationship between India and the global
financial liquidity is pretty closed. This is mainly because on
one hand, India’s rapid economic development requires pri-
vate and public financing, but India’s domestic capital supply
falls far short of its urgent needs, making it highly dependent
on the global financial liquidity. On the other hand, as India’s
financial market has a high level of liberalization, marketiza-
tion and openness, global capital is willing to invest in India’s
market financially when the economic situation allows. One
consideration Carrefour should take into account is the wel-
coming and openness of Indian market recently.

INDIA —RETAIL INDUSTRY OVERVIEW

Retail has become one of the most dynamic and fast-paced
industries with several players entering the market. But all of
them have not yet tasted success because of the heavy initial
investing that is required in order to compete with existing
companies. However, the market is growing, government
policies are becoming more favorable and emerging technol-
ogies are facilitating operations.

The retailing configuration in India is developing quickly, as
shopping malls are increasingly becoming familiar in large
cities. When it comes to development of retail space such as
malls, the country’s Tier II cities are growing in importance.
Furthermore, the governments of several states are encourag-
ing the use of land for commercial development (see Case
Exhibit 1-6).

CASE EXHIBIT 1-6
PREDICTED MALL DISTRIBUTION SPACE IN INDIA

Predicted Mall Distribution Space in India
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Source: M. Dhanabhakyam and A. Shanthi, “Indian Retail Industry—1Its
Growth, Challenges and Opportunities,” www.fibre2fashion.com, accessed
December 20, 2008.

ORGANIZED RETAIL SECTOR IN INDIA

Retailing in India is currently (2008) estimated to be a US$ 312
billion industry, of which organized retailing makes up only
3 percent, or US$ 9.4 billion, though it is expected to reach US$

23 billion by 2010. It is expected that by 2016 modern retail
industry in India will be worth US$ 175-200 billion. Most of the
organized retailing is recent and concentrated in metropolitan
cities such as Mumbai, Delhi, Bangaluru, and Kolkata.

Factors driving the growth of India’s organized retail sector
include the booming economy, the rise in the relatively young
working population, growing salaries, more nuclear families in
urban areas, the rising number of working women, Western
influences, and growth in expenditure on luxury items. In
addition, the Indian government in 2005 allowed foreign direct
investment (FDI) in single brand retail to 51 percent, which has
opened up many opportunities for foreign investors.

Food is the most dominant sector in the Indian retail industry,
growing at a rate of 9 percent annually and since 60 percent of
the Indian grocery shopping consists of non-branded items, the
branded food industry is trying to convert Indian consumers to
branded products. The Food Retail Industry in India is dominant
and food and beverage sales account for the largest percentage
increase in retail sales every year (see Case Exhibit 1-7).

CASE EXHIBIT 1-7
RETAIL SALES IN INDIA
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CHALLENGES FACING AN INDIAN ORGANIZED
RETAIL SECTOR

The biggest challenges facing the Indian organized retail sector
include the lack of retail space and rising real estate prices due to
increased demand. Trained manpower shortage is also a chal-
lenge as it is still difficult and expensive to find and retain well-
educated persons. The allowance of only one-brand stores does
not allow FDI in multi-brand retail and this has made the entry of
global retail giants into the Indian organized retail sector chal-
lenging. The country, however, allows multi-brand retailers to
enter the market through franchise agreements and so 51 per-
cent FDI in single-brand retail, 100 percent in cash and carry, and
0 percent in multi-brand retail is currently allowed.

Due to the potential lucrative benefits for players in the Indian
Retail Market, Carrefour will face several competitors. Local
Indian competitors include Reliance Industries Ltd., which plans
to invest US$6 billion in opening 1,000 hypermarkets and 1,500
supermarkets, Pantaloons, which plans to increase its retail space
to 30 million ft* with a US$1 billion investment and Bharti
Telecoms, which is in talks with British global giant Tesco for a
$750 million joint venture. Also, other international competitors
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such as Wal-Mart and Metro AG are also undergoing discussions
to set up shop in India and since the allowance of only one-brand
stores has made the entry of global retail giants difficult, Wal-Mart
and Metro AG are trying to enter this sector indirectly through
franchise agreements and cash-and-carry wholesale trading.

The growth of the retail sector is heavily dependent on the
role of supply chain and as such, the Indian Supply Chain
Council has been formed to explore the challenges faced by
retailers and to find possible solutions. The role of the supply
chain in the organized retail sector should be a shelf-centric
partnership between the retailer and the manufacturer, as this
will create operations that are loss free. The infrastructure in
India in terms of road, rail, and air transportation is presently
in bad shape and so warehousing will play a major role in
supply chain operations. To overcome these problems, the
Indian retailer is trying to reduce transportation costs and is
investing in logistics directly or through partnerships. Overall,
as the Indian organized retail sector grows the role of supply
chain is becoming all the more important.

CARREFOUR’S DECISION TO DATE

Carrefour is still struggling to finalize an Indian partner after
six years of persistent search. After two years of market
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evaluation, Carrefour decided to postpone its plans due to
the country’s lack of clarity and direction on foreign direct
investment. However, in 2007, the company rekindled its
Indian retail plans and resumed looking for a local partner.
Carrefour now plans to enter the Indian retail market through
the franchise route by 2009, and three potential local partners
are being considered. The company has now formed Carrefour
WC&C India and Carrefour India Master Franchise Company
to begin both Cash-and-Carry and front-end retailing in India,
and up until now, talks are still ongoing with Bharti Enter-
prises, the Wadia Group, and Delhi-based realty companies
such as Parsvnath and DLF to finalize plans.

DISCUSSION QUESTIONS

1. What lessons should Carrefour India learn from the Japa-
nese and Chinese markets?

2. Is it the right time to enter the Indian retail market? If so,
what is the best entry mode?

3. Due to the cultural diversity in India, how should Carre-
four segment the market and cater to customer needs?

4. How can Crrefour improve and make use of the current
infrastructure in India?

@ASE 2

WAL-MART’S RISING SUN? A CASE ON WAL-MART’S ENTRY INTO JAPAN*

Ed Kolodzeiski stares across Tokyo’s northern suburb of Aka-
bane from his office at the Seiyu headquarters wondering what
to do with Seiyu, the struggling, wholly-owned Japanese subsid-
iary of Wal-Mart. Mounting pressures of competition, supply
chain inefficiencies, and the inability to offer Wal-Mart’s trade-
mark everyday low prices have resulted in perennial losses for
the retailer in the world’s second largest economy—and the
outlook is not improving.

Following in the footsteps of retail giants including Carre-
four, Costco, and Metro, Wal-Mart, the world’s largest retailer,
entered Japan in 2002. Wal-Mart replicated its usual foreign
entry strategy and purchased a 6.1 percent stake in the floun-
dering Japanese retailer Seiyu. Seiyu is now the fifth largest
retail store by revenue in Japan. Wal-Mart gradually took
control of the Japanese giant away from its previous owner,
Saison Group—one of Japan’s most successful conglomer-
ates—and purchased all remaining Seiyu shares in 2008.

Kolodzeiski knows he has made a few mistakes, he knows the
retailing market is stagnating and that Japanese consumers are
not and never were who he thought they were. With rampant
criticism and scalding inquiry on both sides of the Pacific,

“This case was prepared by Colin England, Mitika Khera, Benjamin
Presseisen, and Bhuvan Wadhwa of the Fox School of Business and
Management at Temple University under the supervision of Professor
Masaaki Kotabe for class discussion, rather than to illustrate either effec-
tive or ineffective management of a situation described (2009).
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Kolodzieski must deliver a change. Yet Wal-Mart’s time-
honored success has usually stemmed from a focus on core
competencies and a precise business model. For Kolodzieski, the
question is what to change and how?

WAL-MART AS AN ORGANIZATION

In 1962, Sam Walton founded Wal-Mart on the premise of
getting deals from suppliers, passing the savings to his customers,
and earning profits through volume. If there was one competi-
tive element that differentiated Wal-Mart from its competitors it
was EDLP, or everyday low pricing. To successfully execute
EDLP, Wal-Mart ran a “best price, no deal” business: no mark-
downs, no allowances, and no promotional money. This meant
no promotion-driven inventory holding and no need to change
store layout. The company spent under one percent of sales on
advertising—dramatically less than its main competitors who
spent up to six or seven percent. It is savings like these that Wal-
Mart was able to pass on to its customers through low prices.
Although Wal-Mart bargained hard with its suppliers, it also
built partnerships. One key initiative was the sharing of elec-
tronic information. Wal-Mart has used electronic data inter-
change since the 1980s to communicate with suppliers. At
roughly the same time, Wal-Mart developed Retail Link, a
state-of-the-art retail and supply chain distribution system.
Retail Link reportedly cost Wal-Mart $4 billion to develop
and perfect; suppliers had to make substantial investments to
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implement the new system as well. Wal-Mart’s technology-
driven transformation of retailing shrank inventory lags from
months in the 1950s to weeks in the 1970s and close to real time
by the 1990s. By 2002, it took less than 10 minutes for infor-
mation captured by point-of-sale scanners in the stores to
move into the data warehouses. By reducing theS of goods
sold, Retail Link allowed Wal-Mart to raise margins and still
under-price the competition.

Wal-Mart also innovated in their use of retail formats. Wal-
Mart started out with a traditional 60,000-80,000 square foot
discount department store format—a model that was nearing
maturity in the 1980s. Then in the early 1990s, Wal-Mart rolled
out the supercenter format, combining groceries with other
departments and as a result, became the largest grocery re-
tailer in the world. Wal-Mart’s store managers, charged with
monitoring local competitors, had the authority to roll back
prices if another retailer was selling at a discount.

All of these factors—Retail Link, the pricing policies, the
supplier relationships, and the inventory management sys-
tems—provided Wal-Mart with extremely high productivity
rates. The company was not only growing the number of stores,
it was also growing its sales per store.

WAL-MART’S INTERNATIONAL EXPANSION

Wal-Mart’s global expansion activity began in the early 1990s,
and has been met with enthusiasm, protest, and outright rejec-
tion across foreign markets (see Case Exhibit 2-1 for a timeline
of Wal-Mart’s international expansion). Below, the selected
foreign market reports provide a framework for a better under-
standing of its Japanese retailing efforts. These countries were
chosen to give an unbiased view of the company’s international
operations by exploring two markets in which it is successful
(Mexico and Canada), two markets in which it failed (Indonesia
and Germany), and a market where it is similarly struggling (the
UK). In addition to these, Wal-Mart had operations in China,
Nicaragua, El Salvador, Guatemala, Honduras, Brazil, Argen-
tina, and India, and had exited South Korea by the time of the
case. Further data showed Wal-Mart examining a potential
move into Russia.

CASE EXHIBIT 2-1
WAL-MART’S INTERNATIONAL EXPANSION TIMELINE

Case 2 o Wal-Mart’s Rising Sun? A Case on Wal-Mart’s Entry into Japan

Successful Expansions: Mexico and Canada

Mexico. Wal-Mart’s international expansion efforts began
in Mexico in November of 1991 when it opened Club Aurrera
(like a scaled-down Sam’s Club) in a joint venture with
Mexico’s biggest retailer, Cifra, in the suburbs of Mexico
City. The company first attempted its now-trademark interna-
tional strategy —partnering with, and ultimately taking control
of, local retailers to assimilate them to the Wal-Mart model.

In 2000, Wal-Mart purchased the controlling interest in Cifra,
resulting in a new conglomerate, Wal-Mart de Mexico, or
Walmex. This tactic was successful. In fact, Walmex was hailed
as the company’s biggest international victory by growing or-
ganically and placing more and more Mexicans into gainful
employment. Most recently, Walmex’s first quarter 2008 earn-
ings posted an 11 percent increase from that of 2007 and the
company operated 1,033 locations across the country. Walmex,
however, was sharply criticized for undermining local econo-
mies, especially agriculture. The retailer sold 50 percent of the
country’s produce, and imposed quality standards that farmers
often found impossible to meet. Other issues Walmex faced
included unreliable supplier relationships, legislative and politi-
calissues, and accusations of unfair wages. Despite the criticism,
Walmex continued to collect record annual revenues and touted
plans for 30 new locations in 2009.

Canada. Wal-Mart entered Canada in 1994 through acqui-
sition of Woolco, the Canadian remainder of the Ohio-based
EW. Woolworth Company’s discount retail chain. The resulting
company, Wal-Mart Canada, was consistently successful in this
market, having operated a growing network of 310 retail outlets
in multiple formats. Wal-Mart Canada, which employed 77,500
by 2008, also encountered its share of challenges in this market—
primarily relating to unions. In April 2005, the company closed
one of its locations and terminated 200 jobs when union contract
arbitration began. Wal-Mart also closed a Quebec Tire and Lube
Express in October 2008, citing that the union contract “did not
fit with the company’s business model.” Wal-Mart Canada,
though condemned for its behavior towards unionization, re-
mained one of the top two retailers in this market.
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Failed Markets: Indonesia and Germany

Indonesia. Wal-Mart entered Indonesia in August 1996
through a partnership with Multipolar, a subsidiary of Lippo,
a powerful Indonesian conglomerate. Wal-Mart’s licensing
deal resulted in two new Jakarta Supercenter franchises by
January of 1997. The entry was met with some indifference, but
gave Wal-Mart its first experience with dense and complicated
Asian supply chains. In 1998, however, Wal-Mart left Indone-
sia following the Asian financial crisis and a vicious legal
dispute with Lippo. This was the first instance of a Wal-
Mart departure from an overseas market.

Germany. Wal-Mart entered Germany in December of
1997 through an acquisition of the 21-store Wertkauf hyper-
market chain. The following year, Wal-Mart increased its
German footprint to 95 units through acquisition of the 74-
store Interspar hypermarket chain. Wal-Mart’s aggressive
price-cutting efforts in this market resulted in $200M in losses
for the company in 1999. Subsequent struggles in this highly
regulated and unionized country included strikes, fines, and
consequent PR challenges. With a poor reputation and embar-
rassing 2 percent market share in Germany, Wal-Mart was
downtrodden. Further, it devastated employee morale when it
issued a staff handbook that banned workplace romance,
required workers to smile in a non-smiling culture, and insti-
tuted the “Wal-Mart chant” every morning before store open-
ings. Critics assert that Wal-Mart never understood German
culture, neither from a consumer nor human resources per-
spective. Wal-Mart sold off all of its 85 German units in 2006 to
competitor Metro at a steep discount and exited the market at
an estimated cost of $1 billion.

Continued Market Struggle: Great Britain. 1In
1999 Wal-Mart acquired the 300-unit British supermarket
chain Asda, the second largest retailer in this market next to
Tesco. As Wal-Mart’s largest non-U.S. subsidiary, revenues
from Asda made up nearly half of the company’s inter-
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national sales. Asda accomplished a 16 percent market share
in grocery spending but had still not been able to overtake
Tesco. Industry specialists pointed to Tesco’s variety of store
formats compared to Asda’s rather monotonous hyper-
market chain. The primary inhibitor that prevented Wal-
Mart’s trademark growth strategy from taking root in British
soil, however, was one particularly inconvenient piece of
legislation called Planning Policy Statement 6 (PPS6), which
limited retail development to town centers rather than out-
skirts. Wal-Mart’s continued lobbying to amend this law
invariably failed. Asda also saw two lawsuits in the mid-
2000s, millions in related fines, and strikes at its distribution
centers by workers citing poor working conditions. At the
time of the case, Asda operated 356 stores across the UK and
employed 160,000.

WAL-MART IN JAPAN

In May 2002, Wal-Mart purchased a 6.1 percent stake in
Japanese retailer Seiyu, which operated more than 400 retail
units across Japan, the world’s second-largest economy. Seiyu,
which focused on the apparel and grocery verticals, became a
wholly owned subsidiary of Wal-Mart in 2008 after a six-year
gradual stock acquisition process. Wal-Mart continued to op-
erate in Japan under the Seiyu brand name. By the time of the
case, Wal-Mart had invested over $3 billion in Seiyu’s chain
stores. Below is a chronology of Wal-Mart’s involvement with
Seiyu in Japan from 2003 to 2008. Case Exhibit 2.2 shows the
financial struggles of Seiyu in this same time period.

In early 2003, Seiyu began reorganizing its structure and
implemented point-of-sale and SMART inventory tracking
systems across 53 stores in Japan. These platforms increased
store efficiencies by capturing consumer trends. In the same
year, Wal-Mart acquired a 34 percent stake and became
Seiyu’s biggest shareholder. By the end of 2003, its net
income fell to its lowest level in the 2002-2007 timeframe,
a loss of ¥91B ($772M), even though 9 new stores opened
that year.

SEIYU’S NET INCOME 2002-2007
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In April 2004, Seiyu opened its first pilot superstore in Japan.
During the course of the year, Seiyu installed Wal-Mart’s com-
puter systems (Retail Link) in more than half of its 400 stores to
enhance their inventory management and distribution. In this
year, Seiyu managed to cut costs 6.1 percent by trimming pay-
rolls, distribution expenses and advertising. Wal-Mart simulta-
neously saw the need to reduce headcounts in its Japanese
operations, and persuaded Seiyu management to lay off 25
percent of headquarters staff, including 1,500 employees and
managers. This resulted in negative publicity for the company. In
spite of these efforts to cut costs and improve efficiency, Seiyu
reported an annual loss of ¥7B ($66M), more than triple its
projections for that year. Seiyu’s management blamed un-
seasonable weather, stiff competition from rivals, and difficulties
with Retail Link for lack of sales. By the end of 2004, Wal-Mart
owned a 38 percent controlling stake in the company.

In 2005, Seiyu announced a loss of over ¥12B ($118M) even
though it expected to break even by year-end. Masao Kiuchi,
Seiyu’s CEO, resigned after taking responsibility for the com-
pany’s poor performance and Wal-Mart increased its owner-
ship to 42 percent this year.

In August 2006, Wal-Mart built and opened a U.S.-style
distribution center in Misato to improve its distribution. This
year was the first time in 15 years that individual store sales of
Seiyu turned positive. In spite of this, by the end of the year
2006, Seiyu reported a ¥18B loss ($151M) in net income as
Wal-Mart boosted its share again to 54 percent of Seiyu.

By 2007, Wal-Mart had implemented the SMART system in
more than three quarters of its 392 stores in Japan to capture
consumer demands and better meet consumer needs. This
helped Seiyu enhance its product assortments to increase sales.
But by year-end, Seiyu announced a loss of ¥56B ($469M).

The relationship between Seiyu and Wal-Mart grew rapidly
between 2002 and 2007, as Wal-Mart integrated more of its
policies and systems into the subsidiary, took more and more
control of the company, but was still unable to turn a profit
from its operations. This begs a deeper question: What were
the underlying causes for Wal-Mart’s perennial failures in
Japan? The following sections explore pre-existing attributes
that had a direct effect on Wal-Mart’s performance in Japan,
including Seiyu before Wal-Mart’s acquisition, the competitive
environment of Japanese retailing, and the unique consumer
culture in this market. This investigation will provide a deeper
understanding of what Wal-Mart was up against in this market,
as well as how it should proceed if it seeks to become profitable
in Japan.

Seiyu Before Wal-Mart. Seiyu was founded in 1956 as
the supermarket arm of the privately owned Seibu Distribu-
tion Companies, later renamed the Saison Group. As Tokyo
and its suburbs grew swiftly throughout the 1960s, so did Seiyu.
The company became a chainstore business, developed the
retail strategy of self-service department stores, and offered
household and food items at a discount. Store sizes ranged
between 900 and 3,000 square meters depending on the site.

Seiyu, with more than 80 units in greater Tokyo, diversified
its operations and went public with a listing on the Tokyo Stock
Exchange in the 1970s. By 1978, Seiyu had established the
highly successful Family Mart Company that became the third
largest convenience store chain in Japan.
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By the 1980s, the Japanese economy was booming and
consumer tastes ascended to higher quality goods and services.
Seiyu’s low-price, low-quality store brands were no longer
acceptable. To respond to this shift in consumer preference,
Seiyu improved the quality of its supermarket brands and
private label foodstuffs. During this same period, Seiyu pursued
overseas expansion and investments in non-retailing ventures.

The 1990s were a decade marked by sustained economic
sluggishness after Japan’s economic bubble burst in 1991. Seiyu
felt the effects of these difficulties and closed 13 stores in 1997
and another six the following year. Seiyu remained a troubled
firm at the dawn of the millennium, burdened by a debt in
excess of ¥911.5 billion ($7.46 billion), a figure equivalent to 52
times the total shareholders’ equity of ¥17.28 billion ($144
million). The company also could not expect any assistance
from the Saison Group, as Saison was facing its own financial
crisis. This forced Seiyu to look for outside financing, and in
April 2000 the company raised ¥15.62 billion through the sale
of additional shares. Sumitomo purchased about half of this
offering, giving the trading company a 12 percent stake in
Seiyu. Still a struggling operation, Seiyu was well poised and
enthusiastic for rescue by the world’s largest retailer when
talks with Wal-Mart began in 1999.

Competition in Japan. The competitive landscape of
retailers in Japan was characterized by several international
and domestic players with multiple outlets spanning the country.
Among the domestic contenders in the market, 7-Eleven Japan
Co. Ltd., Aeon Co. Ltd., and Ito-Yokado Co. Ltd. were the top
challengers to Seiyu. Case Exhibit 2-3 provides the market shares
of the retailers in Japan from 2004 to 2007 (% retail value).

CASE EXHIBIT 2-3
RETAIL MARKET SHARES BY STORE, 2004-207

Company 2004 2005 2006 2007
7-Eleven Japan Co Ltd 21 22 22 22
Edion Corp 1.6 1.8 1.8 2
AEON Co Ltd 1.5 1.6 1.6 1.6
Ito-Yokado Co Ltd 1.2 1.3 1.3 1.3
Yamada. Denki Co Ltd 0.9 1 1.2 1.3
Lawson Inc 1.2 1.2 1.2 1.2
Family Mart Co Ltd 0.9 0.9 0.9 0.9
Mitsukoshi Ltd 0.8 0.8 0.7 0.9
Daiei Inc. The 1.3 1.1 0.9 0.8
Circle K Sunkus Co Ltd 0.8 0.8 0.8 0.8
Takashimaya Co Ltd 0.8 0.7 0.8 0.8
Yodobashi Camera. Co Ltd 0.5 0.6 0.6 0.6
Uny Co Ltd 0.6 0.6 0.6 0.6
Seiyu. Ltd. The 0.6 0.6 0.6 0.6
Others 85.2 84.8 84.2 84.2
Total 100 100 100 100
Source: Euromonitor International estimates

Seven-Eleven Japan Co. Ltd. (7-Eleven). 7-Eleven

Japan Co. Ltd. became a subsidiary of Seven & I Holdings Co.
Ltd. In September 2005. By the time of this case, it operated
over 11,500 stores in Japan and accounted for 21.7 percent of
all convenience store sales. Its convenience-based product
offerings consisted mainly of grocery items, which included
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packaged food, fast food, beverages, and daily necessities. In
addition to regular convenience store services, the company
also offered value-added services including door-to-door de-
livery requests and photocopiers in its stores.

7-Eleven’s philosophy was to integrate its convenience stores
and differentiated products into consumers’ daily lives. 7-Eleven
targeted the mass segment, and aimed at serving certain sub-
targets such as health-conscious consumers and working pro-
fessionals. 7-Eleven sought to generate a consumer pull-factor
toward its stores, competing on price with national brands. Case
Exhibit 2-4 provides a summary of 7-Eleven performance from
2006 to 2007.

CASE EXHIBIT 2-4
2006-2007 PERFORMANCE SUMMARY: 7-ELEVEN
JAPAN
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Ito-Yokado Co. Ltd. (Ito-Yokado). Ito-Yokado,
established in 1920, focused on mass merchandising outlets,
convenience stores, restaurants, and financial services until
Seven & I Holdings Co. Ltd. acquired it in September 2005
through stock transfers. It sold apparel, grocery, and household
items. Ito-Yokado was major player in mass merchandising
with the fourth largest market value share of 19 percent in 2007
behind AEON Co. Ltd. (23%). Ito-Yokado focused on a
regional store management strategy rather than a national
method in order to meet the diverse customer needs from
region to region. Each store also actively collaborated with
local farmers to provide the freshest produce and express its
product value to customers. Case Exhibit 2-6 summarizes Ito-
Yokado’s 2006-2007 performance.

CASE EXHIBIT 2-6

2006 2007 PERFORMANCE SUMMARY: ITO-YOKADO CO. LTD.
Year end February 2006 2007
Net sales (*¢ billion) 2,533.5 2,574.3
Operating profit (¢ billion) 172.7 168.2 Year end February
Outlets 11,735 12,034  Netsales (*¢ billion) 1,487.5 1,464.1
Selling area (‘000 sq m) 1,364.0 1,383.3  Operating profit (¥ billion) 18.3 171
Number of employees n/a 5,294 Outlets 174 176
Sales of grocery (%) 80.2 79.9 Selling area (‘000 sq m) 1,733.41 1,751.61

Number of employees 44,299 43,137

Source: Euromonitor estimates Sales of grocery (%) 452 458

AEON Co. Ltd. (AEON). AEON operated in a vast
number of retail channels: mass merchandisers, hypermarkets,
supermarkets, convenience stores, and clothing and footwear
stores. Almost 90 percent of AEON’s revenue was generated
in Japan, the remainder from operations in China, Hong Kong,
Malaysia, Taiwan, Thailand, and the United States.

The company was the third largest retailer in Japan in 2007.
Its ability to adapt to changing market conditions was enhanced
by a strong presence across a wide range of retailing categories.
Over the years, AEON has made significant efforts to improve
the efficiency of its operations, including acquiring stakes in
other Japanese retailers in order to develop synergies and
economies of scale. AEON is quickly adapting to changes in
Japan’s market dynamics of low birth rate, aging population and
deflation through its organic and acquisition-based growth
strategies. As aresult of its scale of operations, AEON leveraged
significant purchasing power in negotiations with suppliers. Case
Exhibit 2-5 presents its performance from 2006 to 2007.

CASE EXHIBIT 2-5
2006-2007 PERFORMANCE SUMMARY: AEON CoO.
LTD.

2006 2007
Year end February
Net sales (*¢ billion) 4,430 4,824
Operating profit (¥ billion) 166 189
Outlets 4,407 4212
Selling area(‘000 sq m) 3,100.0 3,110.4
Number of employees 71,171 76,318
Sales of grocery (%) 82.2 79.5

Source: Euromonitor International estimates

Source: Euromonitor International estimates

Beyond the domestic companies, Wal-Mart’s primary com-
petitors in Japan were international entrants, including Carre-
four from France and Tesco from the United Kingdom.

Carrefour. Carrefour, the world’s second-largest retailer,
entered Japan in 2000 without a partner, unlike Wal-Mart
and Tesco who entered joint ventures to begin business in
this market. The French company opened its first hypermarket
in Tokyo and its footprint grew sluggishly to seven stores across
the country by 2003. It had expected nearly twice that number of
locations by the three-year mark, and cited difficulties in secur-
ing suitable real estate as the cause of expansion impediments.
The retailer also struggled to effectively market to Japanese
consumers. Industry critics claim the retailer’s poor returns in Japan
were due to cultural misunderstanding and the inability to provide
the variety of new, novel, and high-quality products Japanese
consumers demanded. To further complicate efforts for success,
in 2004 the Ministry of Agriculture charged Carrefour with mis-
labeling meat products and selling expired ham. These events
devastated Carrefour’s brand equity among Japanese shoppers.
The company was simultaneously struck with an increasing decline
in its European sales; it decided to trim its unprofitable and un-
necessary operations in Japan and Mexico to free up capital for
investment in its domestic market and its successful Chinese opera-
tions. Carrefoursoldall eight ofitsstoresto AEON and departed the
Japanese market indefinitely with losses of $264 million.

Tesco. Tesco entered Japan through a strategic $340 million
acquisition of C Two-Network in 2003, which operated 78
discount supermarkets in greater Tokyo. Tesco has been able



670 o

to sustain its success in Japan, and many attribute this success to
the company’s thorough understanding of Japanese consumer
culture. Tesco continued to grow in the years following market
entry, acquiring 25 Fre’c stores in August of 2004 and 8 Tanekin
stores in 2005. Tesco has banked on small-format stores, stocking
the freshest of produce and prepared foods, as well as a sufficient
selection of consumers’ daily needs, in a space small enough for
the ultra-urban environs of congested Tokyo, Osaka, Kyoto, and
other cities. The British retailer spent millions in market re-
search and is proceeding cautiously but optimistically in the
famously complicated Japanese retail market. Tesco has 109
stores and employs 3,300 in Japan.

The Retail and Consumer Environment in Japan.
Japan is the world’s second-largest economy, with a population
of 127 million and has one of the highest per-capita incomes in
the world, making it a highly attractive market for retailers.
However, Japanese retail culture is very different from that of
other developed nations. Japan is a country with strong and
close-knit supplier webs that are extremely difficult for foreign
companies to penetrate. As a result of this, it was difficult for
retailers like Wal-Mart to cut costs enough to pass on discounts
to customers. One major roadblock to cutting costs was the fact
that Japanese consumers buy more fresh produce than shoppers
elsewhere. That made lowering costs difficult since most farms
and fisheries in Japan are small, family-run operations that
frequently offer better deals on smaller orders rather than on
larger ones. This increased the number of small suppliers that a
company needed to deal with frequently, making it difficult for
large companies to cut costs and increase efficiencies.

Another aspect of the Japanese market was the need for
local customization since what sells well in Hokkaido is often
eschewed in Kyushu, creating logistical headaches for large
retailers that cut into profits. In order to successfully customize
merchandise offerings to suit the varying needs of Japanese
customers in different regions, companies needed to establish
relationships with several small local suppliers in each region,
making the distribution network complex for international
companies with limited experience in this area of operation.

Some of the popular types of retail stores in Japan include
department stores, general supermarkets, specialty supermarkets,
convenience stores, drug stores, and other specialty stores. The
highest sales growth among these had been in the specialty stores
category. Supermarkets as well as specialty supermarkets are very
popular shopping destinations for day-to-day products among the
Japanese consumers. There has been a rising trend towards
consolidation in this segment. AEON Co. Ltd. and 7-Eleven
Japan Co. Ltd. have been among the most popular supermarkets
in Japan. These supermarkets are typically approximately 108
square meters in size, located in every neighborhood across cities
and towns in Japan. The concept of larger retail stores located in
the suburbs was new to the Japanese population and had been
introduced in recent years by international retail chains such as
IKEA, Wal-Mart, Carrefour, and Toys 'R’Us.

Japanese consumers are very different in their tastes and
preferences for retail products as compared with consumers in
other parts of Asia, as well as other developed countries. They
have an affinity for luxury products as they consider a high
price to be synonymous with high quality products. Japanese
consumers are willing to pay premium prices for quality
products. They are also known to be the most stringent in
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terms of quality standards. Japanese supermarkets imposed
strict quality checks on all incoming grocery products since
consumers would not buy food products that had marks or
stains on them. Japanese food products are individually
packed, as appearance plays an important role in the purchas-
ing decision of the consumers.

Similarly, Japanese consumers are willing to pay huge sums
of money to purchase brands such as Louis Vuitton, Gucci,
Fendi, and the like. Japanese consumers purchased 40 percent
of the world’s luxury goods annually. They consider high-end
branded products to be status symbols and refrain from pur-
chasing unbranded or private label products. As a result of this,
when Japanese consumers read “Everyday Low Prices,” they
refrain from buying those products since they consider them to
be of poor quality.

Another aspect of Japanese consumers that differentiated
them from those of the rest of the world is the fact that
Japanese consumers tend to buy small quantities of products.
This is due to the limited space in many Japanese homes.
Additionally, Japanese consumers prefer purchasing fresh gro-
ceries and small quantities of household products at regular
intervals rather than purchasing large quantities and stocking
up for long periods of time.

This exploration of Seiyu’s history, the competitive land-
scape and the consumer culture in Japan shows the dynamics of
the Japanese retailing sector, and should provide a better
familiarity of Wal-Mart’s challenges in this market. Explained
below are the current states and future plans for Wal-Mart and
Seiyu’s Japanese operations.

Wal-Mart Takes Over. On April 25, 2008, Wal-Mart
raised its stake in Seiyu to 100 percent despite the fact that the
company had yet to turn an annual profit. Wal-Mart acquired
the remaining stake in Seiyu Ltd. for approximately $875
million and made the company a full-fledged subsidiary. In
turn, Wal-Mart operated Seiyu with greater flexibility in a
range of activities, including merchandising, distribution and
logistics. Many analysts believed that AEON’s purchase of
eight Japanese stores from Carrefour, which prevented Wal-
Mart from taking control of Daiei, another struggling super-
market chain, was the reason behind Wal-Mart’s further in-
vestment in Seiyu. So far, Wal-Mart has invested over $3 billion
in the Seiyu venture.

Because of the continuous losses it has realized since its initial
investment in the company, Wal-Mart decided to close almost 20
outlets and cut 6 percent of its workforce to trim its losses in
2008. Seiyuis now the fifth largest retail store in Japan in terms of
revenue. The company currently operates out of Kita-Ku, To-
kyo, and has approximately 393 stores under its flagship. Wal-
Mart enjoyed a dominant market position and strong financial
results in the United States and other countries between 2002
and 2007, but its investment in Japan proved that the company’s
formula for success was ill equipped for survival in this market.

FINALTHOUGHTS WITH THE CEO

Ed Kolodzeiski considers the future of Seiyu. He wonders if
Japan will be another Germany for the world’s number-one
retailer, or if he can revitalize the venture and make it some-
thing like Canada for Wal-Mart. Regardless of his decision,
and the path of Seiyu going forward, the last seven years have
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been an utter disappointment, and big decisions are still on the
table for the struggling Japanese subsidiary.

DISCUSSION QUESTIONS

1. Was Seiyu the best partner for Wal-Mart?

2. What were Wal-Mart’s cultural oversights and how could they
more effectively adapt to meet the needs of Japanese consumers?
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3. Given the competitive landscape in the Japanese Market,
do you think Wal-Mart should consider converting to/adopting
the convenience store format?

4. Should Wal-Mart leave Japan? If so, what would be the
implications on Wal-Mart as a corporation and a brand? If
not, how can Wal-Mart remain competitive and become
profitable?

@ASES
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ARLA FOODS AND THE MOHAMMED CARTOON CONTROVERSY*

COMPANY BACKGROUND

Founded in 1881, Arla Foods is one of the world’s largest Dairy
producers based in Arhus, Denmark. The company is a coop-
erative that is owned by approximately 10,600 dairy farmers in
Denmark and Sweden. In 2007, Arla had approximately US
$8.4 billion in revenues, turned a profit of US$164 million and
had a workforce of 16,559 employees.

Arla Foods has achieved its immense size through a series of
mergers and acquisitions. In 2000, the Danish dairy company MD
Foods and the Swedish dairy company Arla merged and formed
the company Arla Foods. The fusion of two dairy giants allowed the
resulting company to view the Nordic countries as a single large
market as opposed to four distinctly separate entities. In2003, Arla
Foods again decided to join forces with another dairy producing
juggernaut, the British owned Express Dairies. Arla Foods was
now the leading supplier of dairy products in the United Kingdom.

Today, Arla Foods is the largest dairy company in Europe and
considers Denmark, Sweden, Finland, and the UK its home
markets. The corporation exports to more than 100 countries
throughout Europe, the United States, Canada, and the Middle
East and aims “to provide modern consumers with milk-based
products that create inspiration, confidence and well-being.”

Arla Foods has a robust portfolio of brands that touches most
parts of the dairy market (Case Exhibit 3-1). Some of its more
well-known brands include Anchor Dairy Cream, Denmark’s
Finest Cheese, Cravendale Milk, and Lurpak Butter. Lurpak
butter has twice won the award for “Best tasting butter in the
world” at the world championships for dairy products. For many
products, such as cheese, Arla has multiple brands to address
different segments of the market. In addition to its consumer-
targeted brands, Arla also manufactures milk-based ingredients
for businesses in the food industry. These products include whey
protein and cheese powder. Arla is also known to be on the
cutting edge of new dairy technology development, as well as
leading the push towards organic products.

“This case was prepared by Stine Ludvig Bech, Bartosz Fratczak, Jonathan
Lane, and Nadine Oei at the Hong Kong University of Science and
Technology under the supervision of Professor Kristiaan Helsen for class
discussion, rather than to illustrate either effective or ineffective manage-
ment of a situation described (2009).

CASE EXHIBIT 3-1
ARLA’S BRANDS

Nulman Group/ARLA FOODS

For years, Arla had branded itself as a grass-roots Danish
company. Correspondingly, the advertising strategy the com-
pany employed highlighted its Danish cooperative origins
(Case Exhibit 3-2). Arla so vehemently believed in creating
a strong Danish association with its brands that it sponsored
the Danish National Football team.

Arla’s organizational structure is split into four main busi-
nesses: Consumer Nordic, Consumer International, Consumer
UK, and Global Ingredients. In addition, there is a Corporate
Center whose main goal is to integrate the four businesses
effectively. Each division is responsible for virtually all the
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CASE EXHIBIT 3-2
ARLA’S PRINT ADVERTISEMENTS

A)

(B)

Consumer Nordic/ARLA FOODS

day-to-day activities in its region. By supervising all activities
from production, to marketing, to sales, Arla hopes to deliver a
consistent product to the end consumer.

ARLA IN THE MIDDLE EAST

In Arla’s mind, Middle Eastern markets represented an area of
particular interest. The high per-capita dairy consumption and
large population of the region made it a prime suitor for Arla’s
diverse mix of dairy products. For over 40 years Arla had been
targeting this area, and by 2004 the Middle East had evolved
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into a US$480 million market, accounting for 6-8 percent of
the company’s gross profits. The company viewed the Middle
East as “one market with similar customs regulations, lan-
guage and cultural background.” Finn Hansen, Executive
Director of Arla Foods’ Overseas Division, stated, ‘“for
many years, Arla has traded, and enjoyed good relations
with consumers in the Middle East. In fact, we have more
Muslim than Danish consumers.” Arla had established itself as
the sixth largest dairy firm in the region.

Arla’s expansion strategy in the Middle East involved
forming various joint ventures with local partners. According
to Mr. Hansen, a “joint venture provides us with full control of
the distribution of our own products which means that we’ll be
able to take charge of the company’s future development in the
Middle East.” In the early stages of 2005, the company decided
to make a direct investment of approximately US$64 million
into the region. The plan was to double the size of the local
workforce from 1,000 to 2,000, and to increase production at its
state-of-the-art cheese spread plant in Saudi Arabia.

The Mohammed Cartoons. Up until the end of 2005
Arla’s prospects in the region looked bright. Sales were strong
and the company was perceived as a high-quality dairy pro-
ducer. On September 30, 2005, however, Arla’s Middle East-
ern fortunes would take a turn for the worse for reasons out of
the company’s control. On that day, the Danish newspaper
Jyllands-Posten published a series of 12 editorial cartoons
depicting the Islamic prophet Mohammed. Each caricature
was meant to be an artist’s representation of what Mohammed
meant to them. Many of the depictions were viewed as con-
troversial, but in one of the more inflammatory drawings,
Mohammed was shown hiding a bomb underneath his turban.

The resulting maelstrom was well beyond anything that
Jyllands-Posten could have possibly anticipated. Many Mus-
lims called for the Danish government to apologize to the
Islamic community over the cartoons, but high-ranking Danish
officials refused, claiming that an apology would tarnish their
citizens’ right to freedom of expression (Case Exhibit 3-3).

Incensed by the cartoons, the Muslim world responded with
great conviction. Some more moderate Muslim leaders, like the
Afghan President Hamid Karzai, simply denounced the car-
toons. He stated that “any insult to the Holy Prophet is an insult
tomore than 1 billion Muslims and an act like this must never be
allowed to be repeated.” Some reactions, however, were far more
extreme. In Pakistan, a protest of 70,000 irate Muslims resulted in
serious violence. The mélée lead to cars, shops, and offices being
burned. Globally, approximately 20 people were killed during
protests. The situation became so dire that Danish Prime Minis-
ter Anders Fogh Rasmussen described the controversy as “Den-
mark’s worst international crisis since World War I1.”

Danish Industry Crippled. 1n addition to the protests,
many throughout the Muslim world decided to boycott all
Danish goods. Although Danish exporters had nothing to do
with the publishing of the inflammatory cartoons, many Mus-
lims viewed the rejection of Danish products to be the best way
to express their disapproval. According to Data from the
Danish National Statistical Office, between February and
June of 2006, exports to Saudi Arabia and Iran fell by 40
percent and 47 percent respectively. On an online blog, a
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CASE EXHIBIT 3-3
DANISH GOVERNMENT’S RESPONSE TO THE CONTROVERSY

Royal Danish Embassy
Riyadh

THE DANISH GOVERNMENT
RESPECTS ISLAM

Ambassador Hans Klingenberg, Ambassador of Denmark to the Kingdom of Saudi Arabia, announces that
the Danish Prime Minister. Mr. Anders Fogh Rasmussen, in a televised speech on the occasion of the New
Year condemned any expression, action or indication that attempts to demonise groups of people on basis of
their religion or ethnic background.

These comments were a reaction to a heated debate about freedom of expression and limits to freedom

of expression following the publication of 12 caricature drawings of The Prophet Mohammed in one

Danish newspaper, Jyllands Posten. This paper is a private and independent newspaper that is neither owned
by, nor affiliated to, the Government or any political party in Denmark.

In some contexts the issue has unfortunately been portrayed as if the drawings were part and parcel of a
smearing campaign against Muslims in Denmark. This is certainly not the case. The Danish Government
respects Islam as one of the world’s major religions.

In letters of January 6 2006 addressed to the Secretary General of the Arab League, H.E. Amr Moussa, and
to the Secretary General of the Organisation of The Islamic Conference, H.E. Professor Ekmeleddin Thsanoglu,
the Danish Minister for Foreign Affairs, H.E Per Stig Moller, expressed that the Danish Government
understood that Muslim circles had felt hurt and offended by the Danish Newspapeis’ drawings. The Danish
Minister for Foreign Affairs has personally in an Op Ed on January 4" in a Danish national newspaper
warned against disrespect among religions. It was, however, also underlined that freedom of expression is a
vital and indispensable element of Danish society and that the Danish Government cannot influence what

an independent newspaper chooses to bring.

The Prime Minister’s speech has been transmitted to all concerned authorities namely the Ministry of
Foreign Affairs of the Kingdom of Saudi Arabia, the Organisation of Islamic Conference and to the Arab

League.

The speech as well as the Foreign Minister’s letters of January 6, 2006 is available on the Embassy website
www.ambriyadh.um.dk

Embassy of Denmark; Riyadh, January 28, 2006

Muslim woman from Kabul stated, “If one wants to show people, the power to boycott.” The boycott manifested itself
outrage, boycotting seems to be the most logical way to go differently throughout the Middle East. Some retailers placed
rather than issuing fatwas and burning down buildings.” Dr. yellow tape that read “Danish Products” around all Danish
Ahmad Abdul Aziz al Haddad, Department of Islamic Affairs goods that they offered to consumers. Other stores removed
and Charitable Works, stated, “this is the power of the Islamic Danish goods altogether and posted signs saying, “Danish


www.ambriyadh.um.dk
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products were here.” To make matters worse, the boycotts
were not limited to individuals. Some governments, like that of
Qatar, suspended their country’s trade missions to Denmark.
As one may expect, the boycott of Danish goods had a much
more lasting and meaningful effect on Danish companies than
did the protests and violence. The scope of the sanctions
became so large that even non-Danish multinational corpora-
tions were forced to respond. For example, the French retailing
giant Carrefour proactively removed all Danish products from
the shelves of its Middle Eastern stores. Similarly, the Swiss
multinational Nestlé was forced to respond to a rumor that two
of its products were of Danish origin. To combat the false
claim, Nestlé printed an advertisement in a Saudi Arabian
newspaper reassuring consumers that their products are not
Danish-made. According to a Nestlé spokesperson, “we no-
ticed that after a day or so the situation normalized.” The
effectiveness of this “non-Danish” clarification is a testament
to the staunch anti-Danish sentiments that were pervasive
throughout Saudi Arabia and the rest of the Middle East.

The Effect on Arla Foods. Predictably, Arla was not
immune to the backlash against all things Danish. According to
data from the Danish National Statistical Office, the country’s
dairy exports fell by 85 percent in February 2006, and top Arla
executives estimated that the company would lose about US$75
million due to the boycotts. Finn Hansen, a divisional director at
Arla, summarized the situation when he said, “this has been a
tough time for everyone at Arla Foods involved in our Middle
East business.” According to a press release issued by Arla Foods,
“All Arla’s customers in the region have cancelled their orders
and sales have come to a standstill in almost all markets. Arla’s
warehouses are full.” The company later conceded that the
approximately US$2 million per day loss would force them to
re-consider its previously announced investment into the region.

The situation became so serious that it even forced Arla to
scale back its operations outside of the Middle East. According
to Jacob Mikkelsen, an Arla manager, the situation “not only
affects us in the market here—it affects our employees, it

affects our partners.” He went on to say, “we’ve had to lay off
employees in the production sites in Denmark right now
because, obviously, we cannot send any products [to the
Middle East]—as we don’t have any sales.”

The anti-Arla sentiment reached such a fevered pitch that the
company even decided to suspend its sponsorship agreement
with the Danish National Football Team. Arla spokeswoman
Astrid Gade-Nielsen said: “We would like to maintain the focus
on football, so we will hold off with putting on the Arla logo.”

Clearly, Arla was in an unenviable predicament. Entirely
due to external factors, one of the company’s main businesses
had shut down. Despite the fact that Arla had nothing to do
with creating the situation, the company had no choice but to
try and fix it. Arla had sunk far too much company time,
money, and employee time into establishing itself as a premier
dairy company in the Middle Eastern market to allow this
controversy to ruin one of its prized businesses. At this point,
Arla’s directors were faced with some tough decisions. They
could attempt to completely disassociate the company from its
Danish roots and project Arla Foods as a global corporation, or
they could staunchly support the right of the Danish citizens to
express themselves freely. No matter what course of action
they take, however, Arla’s future in the Middle East was about
to dramatically change course.

DISCUSSION QUESTIONS

1. How do you anticipate the incident will affect Arla’s brand
image? Specifically, in Islamic countries versus the Western
world?

2. Should Arla Foods restructure the existing promotional
strategy globally? Only in Muslim countries?

3. What are the advantages and disadvantages of being a
multinational company in such a situation?

4. How should Arla respond to the boycott in the Middle
East?

5. What lesson can be learned from these events?

@ASE 4

CLUB MED: GOING UPSCALE*

Club Mediterranée (Club Med), a corporation in the all-
inclusive resort market, manages over 100 resort villages in
Mediterranean, snow, inland, and tropical locales in over 40
countries. Its resorts do business under the Club Med, Valtur,

“This case was prepared by Karen Bartoletti, Alexandra Doiranlis, Steven
Kustin, and Sharon Salamon of New York University’s Stern School of
Business and further updated by Dan Zhang of Temple University under
the supervision of Professor Masaaki Kotabe for class discussion, rather
than to illustrate either effective or ineffective management of a situation
described (2008).

Club Med Affaires (for business travelers), and Club Aquarius
brand names. Club Med also operates tours and 2 cruise liners:
Club Med 1 cruises the Caribbean and the Mediterranean and
Club Med 2 sails the Pacific. The company also arranges
specialized sports facilities. Club Mediterranee’s clientele is
about one-third French, with the rest being mainly from North
America and Japan.

Club Med found that its all-inclusive price is not as widely
accepted as it has been in the past. The firm has found that
consumers’ preferences have changed. Vacationers are not
willing to spend large amounts of money for vacations that



include many activities the vacationers are not using as much
as they had in the past. This change in preference poses a
problem for the company because Club Med’s competition has
been able to customize travel packages for each consumer at
prices that vacationers feel more comfortable with.

Though it appears easy for Club Med to also customize
travel packages, the company is at a disadvantage compared to
its competition. Most of the competitors are found in a small
number of locations, while Club Med has resorts scattered all
over the world. Currency devaluation and political boycotts
are some of the situations that Club Med faces worldwide on
an ongoing basis. These external factors are reducing the
company’s ability to increase sales and gain new customers.

BACKGROUND AND HISTORY

Club Mediterranée, otherwise known as “Club Med,” was origi-
nally founded by a group of travelers, headed by Gerald Blitz, in
1950. However, through the years, as this group was increasing in
size, it became increasingly more difficult to manage. Therefore, in
1954 Blitz took the opportunity to turn this “association” into a
business, with the aid of Gilbert Trigano. Trigano sought to
establish this organization and by 1985 Club Mediterranée S.A.
was transformed into a publicly traded company on the Paris
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Stock Exchange. Club Med Inc. became the U.S.-based subsidiary
of Club Mediterranée, headed by Trigano’s son Serge. Today, Club
Med encompasses over 80 villages, on five continents, with its GOs
(Club Med staff are called “GOs,” or Gentils Organisateurs, i.e.,
Guest Officers) representing around a hundred nationalities
speaking over 30 languages (see Case Exhibit 4-1). In addition,
Club Med has two cruise ships.

The Club Med style can be best described by the sense of
closeness found among the managers. All managers are former
village chiefs and are therefore knowledgeable of the company’s
everyday operations. This immediately reflects on the
“friendly” relationships that the GO’s (Club Med speak for
assistants or gracious organizers) and GM’s (Club Med speak for
guests or gracious members) have with each other making every
vacationer’s experience a memorable one. A distinguishing
feature of a Club Med resort is the living area, which is much
simpler than that of a typical hotel chain. Rooms are sparsely
decorated (i.e., no phones, televisions, etc.). Unlike typical hotel
chains, Club Med measures its capacity in each resort by the
number of beds, not the number of rooms, since singles have
roommates. This simpler approach has made Club Med very
successful. Another key to success was Club Med’s image as a
place to go when you want to escape. However, in the year 2004,
after years of trying to make higher profits, the company altered

THE CLUB MEDITERRANEE GROUP VILLAGES WORLDWIDE

THE CLUB MEDITERRANEE GROUP
VILLAGES WORLD WIDE

o Villages operated or managed by Club Med Inc.
(the U.S. subsidiary)

FRANCE

* Villages operated by Club Mediterrance SA
(the French parent company)

SWITZERLAND
Pontresina
Pontresina (winter)
Saint Moritz
Victoria (winter)
Saint Moritz-Roi
Soliel

Valbella

Chamonix (winter) Villars-sur-Ollon YUGOSLAVIA
Dieulefit Villars-sur-Ollon (winter)
Fonl'_gﬁls-le(sj-ﬁaux Wengen
'Alpe d'Huez ROMANIA
L'Alpe d'Huez (winter) gALY
La Plagne aprera
Les Arcs Cefalu N(S)EZH BULGARIA
Les Menuires Donoratico Roussalka
Meribel (winter) Kamarina
pio Metaponto
Pompadour Otranto
Sant'Ambrogio Santa Teresa

Superbagneres
Superbagneres (winter)
Tignes Val Claret (winter)
Val d'lsere

Vittel

SPAIN

Sestriere CROATIA

Pakostane

TURKEY
Bodrum
Foca

Cadaques Kemer
Don Miguel Palmiye
BERMUDA Ibiza GREECE ASIA
Porto Petro Corfou Ipsos
NORTH I
PACIFIC OCEAN AMERICA Columbus Isle ~ MOROCCO Legoimendh
Eleuthera Agadir Kos JAPAN
Paradise Island Al Hoceima Sahoro
USA TURKS & CAICOS Marrakech ISRAEL CHINA
Copper Mountain Turquoise Ouar azate . Amv - (PROVINCE OF)
Sandpiper HAITI v mir Coral Beach
‘asmina
MEXICO Magic Haiti THAILAND
Cancan DOMINICAN REPUBLIC MEDITERRANEAN SEA Phuket
Huatulco *<_ Punta Cana elub Med MALAYSIA
Ixtana >\ GUADELOUPE Cherati
D! SENEGAL erating
Playa Blanca Cap Skirring
S B
onora Bay MARTINIQUE Les Almadies AFRICA
ARCHAEOLOGICAL VILLAS IVORY COAST/ ig:ifil INDIAN OCEAN | |\ hoNESIA
Bali
FRENCH WEST INDIES SOUTH TUNISIA PORTUGAL Ria Bintan
Buccaneer's Creek AMERICA Hammamet Da Balaia

Caravelle
Club Med 1 (winter)

Z};ENCH POLYNESIA (TAHITI)

Bora Bora
Club Med 2
Moorea

Jerba la Douce
Jerba la Fidele

EGYPT

BRAZIL

Itaparica
Rio das Pedras

MALDIVE ISLANDS ~AUSTRALIA
Faru Lindeman Island

MAURITIUS
La Pointe aux
Canonniers

REUNION

NEW CALEDONIA
Chateau Royal
Club Med 2 (winter)
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its strategy hoping to make a comeback. The new strategy aimed
at giving consumers a differentiated product that was more
upscale and luxurious, especially in the Americas.

INDUSTRY STRUCTURE

Until 1986, Club Med had a very strong position in the all-
inclusive resort market. The corporation’s level of bargaining
power with buyers, suppliers, and labor was high (see Case
Exhibit 4-2). During that time period a client interested in
duplicating “the Club Med experience” would have had to
pay an additional 50 to 100 percent to have an identical expe-
rience at other resorts (see Case Exhibit 4-3). With regard to
suppliers, companies that provided vacation-related services,
such as airlines, were willing to give Club Med significant
discounts in exchange for mass bookings. In keeping with the
advance in information technology and the value of the web,
Club Med launched a website www.clubmed.com at the end of
2003. The internet now accounts for around 20 percent of its
sales. This proved to be a huge boon to travel agents who could
check availability, prices, airfares, and even make bookings
online. The website also allows travel agents to block reserva-
tions rather than book and confirm them for up to 48 hours. In
2004, Club Med developed a specialist program for travel agents.

CASE EXHIBIT 4-2
USE FORCES DRIVING INDUSTRY COMPETITION

CASE EXHIBIT 4-3

COST COMPARISON
Normal Typical
Average Costing of a 7-day Marbella Club Med
holiday in Don Miguel Prices Holiday
Return airfare London/Malaga £199  Included
Coach transfer to resort 220  Included
U.K. government departure taxes 25  Included
Hotel (3-star equivalent) & 2300  Included
breakfast
Seven three-course lunches £105  Included
(@ L15)
Wine with lunch and dinner 235 Included
(7 bottles @ £5)
Seven three-course dinners £119  Included
(@ 217)
Cycling (6 days @ £5/hr) 230  Included
Tennis lessons (6 days @ £8/hr) 248  Included
Night club entrance (6 x £5) 230  Included
Tips to staff (7 x £2) 214 Included
Child care facilities (6 x 4hrs 2120  Included
@g5/hr)
Total £1,025 From 2569

Barriers to Potential Entrants

Economics of Scale
*Volume discounts

Brand Identity
¢ Club Med name

o Air travel * 65% new business through
* Food word of mouth
* Advertising * Fantasy and romance

 Semitransferable demand
among numerous villages

Experience-Curve Effects

30 years' experience

"Proprietary" Process

* Recipe for Club Med "magic"

*Village chiefs

600-bed club

scale economies

* Tax incentives

¢ Joint ventures with host

. governments
Determinants of

High Capital Requirements
* $20 million to $25 million per

* Need several clubs to gain

Favored Political Status

Supplier Power

* Many price-competi-
tive airlines

¢ Airline seats cannot be
inventoried

* Many price-competi-
tive food companies

* Host governments
want hard foreign cur-
rency

* Strong demand to
work for Club Med at
low wages

* Minimal threat of for-
ward integration by
suppliers

Intra-Industry Rivalry

* Few rival firms
* Most based in Jamacia (Club
Med has no Jamacia villages)

Determinants of Substitute Threat

Buyers Face High-Switching Costs

* High opportunity cost of leisure time

* Reasonable Club Med price

* Risk-averse buyers

* Price of equivalent alternative vacations
Substitutes Few and Dissimilar

* Cruise ships

* Traditional resorts

Determinants of
Buyer Power

» Purchasers are private
individuals

* Price of similar vaca-
tion 50%—100% higher
if buyers self-package

* High perceived risk of
wrong vacation choice

* Buyers cannot inte-
grate backward (ex-
cept for buying a
second home or
timesharing



www.clubmed.com

Under the program, the company certified 12,000 travel agents
and apparently the certification has enabled travel agents to
increase bookings significantly. Finding labor was not a problem
for this resort chain because thousands of people were interested
in working at such a pleasurable location.

COMPETITION

As 0f 1986, Club Med began facing competition. This company
was no longer the only all-inclusive resort. Many of the firm’s
competitors were realizing similar success. In 1986, most of the
all-inclusive competitors had adopted Club Med’s style of
recreational activities with staff members acting as directors
of these organized games. By then, the only major difference
that Club Med maintained was the fact that their price did not
include drinks. At the start of the year 2004, after several years
of listening to agents complain that vacationers were skeptical
about booking Club Med resorts due to its exclusive prices,
Club Med reverted to an all inclusive deal and launched its
“Total” All-Inclusive package in most of its villages. In the first
part of the 2005, the company declared the Alps area, in which
it operates 22 villages, a “cash-free zone,” meaning that it was
an all-inclusive package with snacks and drinks available round
the clock. That area of the world being a major ski locale, it
attracts thousands of people every year. Therefore, Club Med
has also launched ski programs for its members at its resorts
around the Alps.

One competitor, Jack Tar Village, the Jamaica-based com-
pany, operates resorts located mostly in the Caribbean. Jack
Tar positions the resorts as more glamorous and modern than
those of Club Med. This can be seen in advertisements where
the company implicitly criticizes the spartan rooms and meth-
ods of Club Med. Jack Tar’s claim to fame in relation to Club
Med is its open bar policy.

Another competitor that the firm must consider is the Super-
Clubs Organization, which operates four resorts in Jamaica.
These resorts have reputations for being the most uninhibited
and sexually oriented resorts. SuperClubs also follow a system of
having drinks included in their price, but the other distinction
from Club Med is the vacation’s packaging and distribution.
Club Med bundles the ground transportation with the rest of
their packages while air transportation was to be distributed
directly to consumers or travel agencies. SuperClubs, on the
other hand, bundled ground transportation packages to be sold
through large tour wholesalers, who in turn grouped these
packages to be sold to the travel agencies.

Activities that Club Med and their competition offer are
similar, but the way they are offered is somewhat different.
Club med’s competitors offer the same activities but do not
include them in the initial price of the vacation. A few of the
included SuperClubs activities were tennis, basketball, exer-
cise rooms, and the like, but jet skiing and parasailing were
available for an additional fee. This allowed Club Med’s
competitors to offer lower prices and take away potential
clients from Club Med. This concept has worked for the
competition because consumers find that they are not using
all the activities offered. Therefore, there is no reason to pay an
all-inclusive price. Club Med, on the other hand, suffers from
ecological, economic, and political constraints that prevent the
firm from using this individual pricing method, which could
lead to customized packages for vacationers.
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THE SERVICE CONCEPT

Club Med has a worldwide presence in the resort vacation
business that has allowed the firm to grow and dominate this
industry. The original mission statement includes the idea that
the company’s goal is to take a group of strangers away from
their everyday lives and bring them together in a relaxing and
fun atmosphere in different parts of the world. This feeling can
be expected in any of the more than 100 resorts. This mission is
the key to Club Med’s competitive advantage. Consumers
anywhere in the world know they will get the same preferential
treatment while they are in the Club Med villages.

The company’s strategy for assuring that guests come back
is carried out by having their guests join a club as members by
paying an initiation fee as well as annual dues. With the
membership, they receive newsletters, catalogs featuring their
resorts, and discounts on future Club Med vacations. This
makes people feel more like a part of Club Med and creates
strong brand loyalty. In fact, an average Club Med vacationer
revisits four times after their initial stay at one of its resorts.

All Club Med villages are similar in their setup regardless of
what part of the world they are in. The resort sites are carefully
chosen by taking into consideration the natural beauty (i.e., scenic
views, beachfront, woodland, no swampland, etc.), good weather,
and recreational potential. Each resort has approximately 40 acres
to accommodate all the planned activities: windsurfing, sailing,
basketball, volleyball, tennis, and so on. The resorts’ secluded
atmosphere is further exemplified by the lack of daily “conve-
niences” such as TV, clocks, radios, even writing paper. Thisis done
to separate individuals from civilization so they can relax as much
as possible. However, under the new luxury experience model,
Club Med is in fact adding room facilities in some of its resorts.

Club Med organizes everything in a manner that encour-
ages social interaction between guests. The rooms are built
around core facilities such as the pool. Meals are done buffet
style and the tables seat six to eight people so guests can sit and
meet with many different people at every meal.

All activities and meals are included in the fee paid before
the vacation begins. The only exceptions are bar drinks and
items purchased in the small shops; those items are put on a tab
and paid for at the end of the vacation as guests check out. The
goal behind this all-inclusive price is to limit the amount of
financial decisions made by the guests so, once again, they do
not have to think of the pressures of the “real world.”

Each day the guests have a choice of participating in a
variety of activities. As evening sets in there are choices for
after dinner activities like dancing and shows. All activities are
designed to encourage guests to join in. Even the shows allow
for audience participation.

PROBLEMS

Until 1996, Club Mediterranée was predicted to have strong
sales growth due to successful market penetration in other
countries. However, the same expansion that helped the firm
become famous may be the cause of the firm’s disadvantage in
relation to its competitors. Club Med did not have as great of an
increase in sales as it had anticipated. This is due to economic
and ecological disasters in countries where Club Med resorts are
located. This makes it difficult for Club Med to maintain its
beautiful resorts in countries that suffer from such disasters.
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With this knowledge taken into consideration, contracts are
drawn up between Club Med and the government of the corre-
sponding country. The key clause in these contracts states that if
Club Med is allowed to enter the country, the firm will increase
tourism in the area. In turn, the government will provide financial
aid to help pay for the costs of maintaining the new resort facilities.

Joint ventures with host governments have proven to be not as
profitable as expected. An example of such a disappointment is
when the Mexican government agreed to maintain Club Med'’s
facilities if the corporation would increase Mexico’s tourism level.
However, unexpected occurrences, such as depreciation in the
country’s currency, limited the amount of capital the Mexican
government could allocate to maintain the resort’s facilities. This
put Club Med in a difficult situation, as the firm had to suddenly
maintain its facilities with less government funding than expected.
Though Club Med’s resorts are very profitable in Mexico, the
devaluation of the peso has caused Club Med’s maintenance costs
to rise dramatically. This in turn prevents Club Med from reducing
its prices and offering customized packages to its vacationers.

A second example of how international resorts reduce the
firm’s ability to compete effectively is Club Med’s penetration
into France. The resorts in the area had been doing well until
March 1996. At that time, it became known that France had
been conducting nuclear tests in the South Pacific. This caused
Club Mediterranée to receive fewer bookings than expected in
its Tahiti-based resorts. These resorts were avoided by tourists
because of riots among residents who were concerned about
the testing; this resulted in negative publicity in this part of the
world. The riots, which occurred often in airports, deterred
potential tourists from flying into this region.

Another significant event in the history of Club Med was
the September 11 attacks in the United States that caused a
considerable reduction in travel the world over. For Club Med,
however, it was followed by the closure of 15 of its villages.
Since then, it has reopened 6 and opened 4 new villages.

The hurricanes in the Caribbean in 2004 also caused some
serious damage to Club Med’s resorts in those regions. The
company had to rebuild its Punta Cana village and at the time,
it gave out Hurricane Protection Certificates that allowed
guests who had lost out on vacation days due to a category
1 hurricane. Guests can exchange those certificates for travel to
that destination sometime in the future.

Worse still, the terrible tsunami disaster in Southeast Asia
devoured most of its coastline and Club Med’s properties in
Malaysia, Phuket, and the Maldives. Furthermore, the region
has experienced a huge reduction in tourism.

The effects in one area where Club Med is based, often
indirectly affects other Club Med resorts as well. With a lower
clientele in its Tahiti-based resorts and surrounding territories,
Club Med experiences lower revenue and therefore acquires
less money to maintain these resorts. As a result, the firm
compensates for such losses by using the profits from other
resorts that have not suffered from similar disasters. Problems
such as these prevent Club Med from reducing prices by imple-
menting a customized travel package, which would enable the
firm to compete more effectively in the vacation resort market.

WHAT LIES AHEAD?

Club Med fell on hard financial times through much of the 1990s,
a result of rundown properties, a reputation for mediocre food

and amenities, the aging of the baby boomers, a backlash against
the sexual revolution and an inconsistent message that was
filtered through eight advertising agencies in different countries.
In 1998, Philippe Bourguignon, who is credited with turning
around Euro Disney, was brought in as new chairman to stem the
decline. He immediately instigated a $500-million, three-year
rescue program. Unprofitable villages and some sales offices
were closed, and older resorts are being refurbished. Thanks to
the new chairman’s leadership, Club Med is making a comeback.
Attendance is rising, the company turned a modest profit last
year and 74 of its villages have undergone a $350 million
restructuring. In April 1999, after the growth strategy was put
into action, the stock bounced back from a 12-month low of
$63.67 to close at $84.17. Occupancy rose to 72.3 percent last
year, up from 69.1 percent in the 1997 fiscal year and 66.9 percent
in the 1996 fiscal year to 73.7 percent in 2000. In fiscal 1998,
attendance at Club Med rose 5 percent, to almost 1.6 million,
although it is still well below the record 1.8 million set in 1989.
Equally important, after huge losses in both 1997 ($215 million)
and 1996 ($130 million), the company earned $30 million in
revenue of $1.5 billion in sales. In 2001, revenues were up
5.1 percent, to 1.985 billion euros. While there are still many
problems confronting the resort club, such as a 10 percent loss of
room space due to renovations, Club Med appeared to be back
on track to success. The company finally reported a net profit of 3
million euros for the six months ended April 2005 compared with
a loss of 4 million euros the previous year, its first time in four
years, in spite of calamities such as the devastating tsunami in the
Indian Ocean and the continuous storms in the Caribbean, which
caused a drop of 4.3 percent in sales. The company also attributed
this positive profitability to a slight change in its strategy away
from “two-trident” properties to a more upscale position.
Boosted by these results, the company aimed at an operating
profit of 100 million in the year 2006. However, unfortunately,
Club Med posted a net loss of 8 million euros for 2006-07,
compared with a 5 million euro profit in the previous year.
After serious losses and cash problems in 2002, former chair-
man Bourguignon resigned and Henri Giscard d’Estaing was
appointed as the new chairman. With this new appointment, the
company started looking toward a change in strategy and a
brighter future. Current management is well aware of the strong
brand recognition that Club Med holds. It is synonymous with the
pursuit of pleasure. However, management would like to alter this
perception. It would like to eliminate the perception of Club Med
as a “swingers” paradise. Even if Club Med wanted it to be such a
resort, it would be virtually impossible to compete with resorts
that have sprung up in Europe, Asia, and the Caribbean in recent
years catering exclusively to hedonistic life styles. But Club Med
has not just been renovating properties. A big change is the
decision to concentrate its sales and marketing efforts on France,
the United States, Canada, Belgium, Japan, Italy, Germany and
Switzerland. These countries account for 74 percent of visitors.
Club Med also plans to enter the Chinese market once again. It
tried to enter China a few times before but the effort was largely
unsuccessful. Therefore, this time it will not open a resort until it
has developed brand familiarity in China by opening a sales office
first. The company intends to follow this similar strategy it
adopted while entering the South Korean market, which has
been growing every year. In January 2005, the company an-
nounced that it was opening its first report in Albania. The
company’s next step is opening villages in Italy and Brazil.



The United States is Club Med’s No. 1 target. To increase
U.S. visitors, Club Med is considering opening three new resorts
around the United States, one of them being a resort for couples
in the Dominican Republic, another being a family report in the
Yucatan Peninsula near Mexico, and the third being a family
resort in Brazil. It has invested over $350 million from 1998 to
2004 in advertising to rejuvenate their strong brand name in the
United States, which has been misunderstood because of poor
advertising campaigns. Each village is now ranked with two,
three or four tridents, based on amenities and comfort level, with
the result that the 13 budget Club Aquarius villages are being
folded into the two-trident category. A major expansion is under
way around the Pacific Rim, including new resorts in Indonesia,
China, the Philippines, and Vietnam. As part of its agenda to
promote itself and leverage occupancy, Club Med has started
entering strategic alliances with firms all over the world. In
November 2002, it signed a deal with match.com, an online
dating company and a part of USA Interactive, to offer vacation
packages for singles to “casually” meet people in a different
setting. This was part of its focus on the American customer.

In the year 2004, Club Med executed its new upmarket
strategy, rebranding itself as upscale and family-oriented. Prior
to that, French hospitality group Accor had acquired a 28.9
percent stake in Club Med, becoming the largest shareholder.
Although it sold most of its stake in 2006, announcing that it
wished to refocus on its core businesses, Accor’s affiliation once
provided Club Med with the much needed financial assistance
and association with a powerful ally. To start with, it changed its
brand identity and logo with a makeover expenditure of more
than 500 million euros. The company believed that with con-
sumers’ changing preferences, there were looking for a different
vacation experience and it launched its “New Luxury” product.
This included major renovations at its U.S. locations, namely
Club Med Columbus Isle, Club Med Buccaneer’s Creek, and
Club Med Turkoise. Club Med Columbus Isle went through a $5
million upgrade to include more luxury features including king-
sized beds, flat screen TVs, and well-stocked mini fridges, among
many other such facilities. Add to that three new dining options
and a poolside with eclectic music, daybeds, and lounges and it
hopes to offer an experience like none other. The company also
spent $50 million on refurbishing its resorts at Buccaneer’s
Creek and $6 million on the one at Turkoise.
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Among the new experiences that Club Med is trying to bring
toits members are the unique gym facilities in some of its resorts
and the “Seven Senses of Summer Program” offering a different
activity every day of the week (including art classes, movie
nights, dancing, and meditation). In early 2005, the company
launched its first flagship store in London, UK, known as the
“The Travel Boutique.”

With its sights set on providing guests with nothing less than
the best, Club Med continues to move its resorts further upscale.
Renovations and remodeling efforts across our properties have
added a new level of luxury, while innovative programs have
made each location even more enjoyable than before. In 2006
and 2007, Club Med and its partners dedicated a total of $530
million to renovate and revamp the group’s portfolio of offerings.
2006 saw Club Med close five of its more rudimentary resorts
and upgrade seven others (Club Med Cancun Yucatan, Mexico;
Club Med Caravelle, Guadeloupe; Club Med La Plagne, French
Alps; Club Med Opio in Provence, France; and soon Club Med
Albion, Mauritius; Club Med Ixtapa Pacific, Mexico; and Club
Med Buzios, Brazil). For the future, Club Med is scanning for new
properties in the Americas that it can convert into boutique style
luxury properties like the one on Columbus Isle.

DISCUSSION QUESTIONS

1. Given Club Med’s current problems, do you feel the
company could have avoided its pricing scheme problems
through different expansion plans?

2. Why is Club Med unable to offer competitive prices?

3. Given Club Med’s current problems, do you think that “the
Club” will be able to survive by keeping its current pricing
strategy or do you think a new strategy should be implemented?
4. How can Club Med continue to differentiate itself in order
to sustain its competitive advantage against its competitors
who seem to be imitating its service concepts?

5. Club Med has changed its strategy recently to a more luxury
driven one. By the end of 2008, the company hopes to have most
of its villas operating as luxurious boutiques. Spending $50
million a villa to refurbish it, how does that affect costs and
eventually profits? In other words, what is the justification for
these high expenditures?
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HONDA IN EUROPE*

INTRODUCTION

The Honda Motor Company first entered the European mar-
ket in the early 1960s through the sale of its motorcycles. The

“This case was prepared by Jong Won Ko, Peter Wirtz, Mike Rhee, and
Vincent Chan of the University of Hawaii at Manoa and further updated by
Dan Zhang of Temple University under the supervision of Professor
Masaaki Kotabe for class discussion, rather than to illustrate either effec-
tive or ineffective management of a situation described (2008).
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company’s motor vehicles were introduced into Europe at a
much later date. Honda’s motor vehicle sales in Europe have
been relatively poor, especially in the previous five years.
Despite its huge success in the North American market,
Honda is struggling to gain a significant foothold in the
European market. Honda executives wonder why their
global strategy is sputtering. Is global strategy just a pipe-
dream, or is something wrong with Honda’s European
strategy?
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HISTORY OF HONDA

In 1946 Souichiro Honda founded the Honda Technology
Institute. The company started as a motorcycle producer
and by the 1950s had become extremely successful in Japan.
In 1956, Honda entered the U.S. market and was able to
position itself effectively, selling small sized motorcycles. In
the early 1960s, the company commenced automobile manu-
facturing and participated in Formula-1 racing (F-1) to assist its
technology development. Thanks mainly to its F-1 efforts,
Honda became recognized as a technologically savvy company,
not only in Japan but in the rest of the world as well.

Until the early 1990s the company experienced serious
organizational mismanagement resulting from tension be-
tween the technology side and the marketing-sales side. The
situation became so dire that the technology biased president
and founder, Souichiro Honda, was forced out, as a result of his
neglect in important marketing decisions. After Souichiro
Honda’s departure, the company became more marketing-
technology balanced, and by 1999 it was second in sales
only to Toyota in the Japanese market. The company’s under-
lying success is best summarized in its mission statement,
“pleasure in buying, selling and producing,” and “Beat GM,
not Toyota.” Honda currently has 25 separate factories in the
world, and its operations cover automobiles, motorcycles,
financial services, power products, and power tools. In fiscal
2008, 83 percent of Honda’s revenues came from its automo-
bile sector, as outlined in Case Exhibit 5-1.

CASE EXHIBIT 5-1
HONDA’S BUSINESS PORTFOLIO
(IN MILLION YEN)

Motor Cycle 1,558,696
Automobile 9,489,391
Others 421,194
TOTAL 11,469,281

AUTOMOBILE INDUSTRY

The automobile industry worldwide is in the mature stage of its
life cycle. By the 1990s, an oversupply of motor vehicles became
such a problem to the industry that a number of mergers and
acquisitions (M&A) and alliances took place. In the late 1990s,
industry experts stated that only six or seven companies would
remain global players, while other companies would be forced to
sell in niche markets. In the last decade, DaimlerChrysler
acquired a major share of Mitsubishi, GM became the control-
ling shareholder of Fiat and Saab, Ford acquired Volvo, Jaguar,
and a major share of Mazda, and Renault became the controlling
shareholder of Nissan. Global scale production and sales be-
came important as a way to cut cost through developing a
common platform or engines as well as global procurement.
Unlike their European and American counterparts, Japanese
automobile companies, including Honda, did not adopt the
M&A strategy for expansion. To remain a global competitor,
Honda instead expanded its operations by setting up plants in
regional markets. Case Exhibit 5-2 shows that Honda is cur-
rently ranked sixth in the world.

CASE EXHIBIT 5-2
THE WORLD’S TOP 10 AUTOMOBILE MAKERS IN
SALES IN THE FIRST HALF OF 2008

Sales

Ranking Name (in million units)
1 Toyota 4.818
2 General Motors 4.540
3 Volkswagen 3.266
4 Ford 3.217
5 Hyundai 2.187
6 Honda 2.022
7 Nissan 2.014
8 PSA Peugeot Citroen 1.697
9 Renault 1.326
10 Suzuki 1.283

Honda in Europe. Currently, Honda has five regional
operations: North America, South America, Japan, Asia-
Oceania, and Europe. The European operation covers Europe,
the Middle East, and Africa. Honda entered the European
market in 1961 as a motorcycle manufacturer, with its automo-
bile operations following several years later. In 1986, Honda
started engine production in the UK, and six years later it
launched its European production at Swindon in Somerset,
UK. Honda opened production facilities in Turkey in 1999 to
target the Middle East and Eastern European markets. The
European operation accounts for a small portion of Honda’s
global operation, as shown in Case Exhibit 5-3.

CASE EXHIBIT 5-3
HONDA'S GLOBAL SALES BY REGION

Net Sales Year  Year | Unit Sales Year Year
(in billion yen) 2007 2008 | (inthousands) 2007 2008
North America 5,179 5,209 | North 1,788 1,850
America
Japan 1,413 1,321 | Japan 672 615
Europe 917 1,183 | Europe 324 391
Asia (excl. 862 1,048 | Asia (excl. 620 755
Japan) Japan)
Other 518 728 | Other 248 314

There are a number of reasons for the low sales in Europe.
Honda entered the European market rather late, and its first
production facility in the region was built in 1992, at a time when
Honda was still only a minor player in the Japanese market. Prior
t0 1992, Honda Europe was forced to import its vehicles from the
United States, making it impossible for the company to aggres-
sively attack the European market. One of the most important
reasons for the lack of success was that the European market was
highly saturated with locally owned car manufacturers. Compa-
nies such as Saab, Volvo, BMW, Audi, Volkswagen, DM, Opel,
Renault, Peugeot, and Fiat have been dominating the European
market for a considerable number of years. In addition, other
foreign companies, such as Toyota, Nissan, Ford, and Hyundai
make the European market extremely competitive.

In 2001, Volkswagen was ranked number one in Europe
with 17.6 percent of the market and Peugeot number 2 with



15.8 percent. Renault, Ford, Fiat, and GM had approximately
10 percent of the market each, and Toyota, BMW, and Audi
had a market share in the region of 5 percent. Honda captured
only 2.4 percent of the European market. The competitive
industry map (Case Exhibit 5-4) shows Honda’s current posi-
tion in the European automobile market.
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Price. The prices of Honda’s vehicles in Europe are compa-
rable to those of similar cars produced by local manufacturers.
Case Exhibit 5-5 compares the price in euros of Honda’s new 1.4-
liter Jazz, with similar cars offered in the European market.

CASE EXHIBIT 5-§5

AUTOMOBILE PRICES
CASE EXHIBIT 5-4 Vehicle Honda Peugeot VW  Renault Opel Fiat
BRAND IMAGE IN EUROPE Jazz 307 Polo Clio Astra  Stilo
Price (euro) 13,800 13,250 13,930 13,650 13,400 13,500

Brand image

High

Audi
Volvo
Peugeot

Fiat
GM, Ford
VW

Renault

Honda
Daewoo
Hyundai
Low Breadth of product
Low High

The Honda brand image in Europe is relatively weak and
the product line is narrow compared to the other major players
in the market. The company needs to expand its sales and
production in order to survive in global scale competition.

Honda’s European Marketing. The four largest mar-
kets within the European market are those of Germany, the
UK, Italy, and France.

Product. Honda’s European manufacturing plant is lo-
cated in the UK and as a result the country has more Honda
models than any other country in Europe, with a total of 20.
Germany, the country with the highest number of vehicle
registrations, has the next largest number of models, 16. Italy
and France, both similar in size to the UK, have 11 and 9
models, respectively. The products found in Italy and France
are also found in Germany and the UK. The UK has a number
of automobiles that cannot be found in the other three coun-
tries, including diesel-powered cars.

CASE EXHIBIT 5-6
HONDA’S UNIT SALES IN EUROPE: 1996-2002

The exhibit clearly implies that Honda is attempting to price its
product at a similar level to that of the competition.

Distribution. The image of Honda’s vehicles and motor-
cycles in Europe is aligned together. Consequently, Honda
vehicles throughout Europe are distributed at the same loca-
tions that their motorcycles are. Vehicles produced in the UK
and Turkey are distributed throughout Europe, the Middle
East, and Africa. Recently, because of the depreciating euro
vis-a-vis the U.S. dollar, cars manufactured in the UK have also
been exported to the United States.

Promotion. The promotion of Honda’s motor vehicles is
essentially the same throughout Europe, whether in France,
Germany, Italy, or the UK. The company spends very little
time and money in promotion, however. It believes that its
success in Formula-1 racing, together with its ability to produce
high-mileage, fuel-efficient products that exhibit great engi-
neering, is enough to make it a popular in the European
market. It relies on word of mouth by its customers to potential
customers and, to a lesser extent, on the internet and the
company’s various websites.

In the recent 2002 launch of the Jazz (known as the Fit in
Japan), the company relied heavily on word of mouth and on a
website created especially for the occasion. The website, using
the same design for all European countries, promoted the car
as suitable for young working women. The website attempted
to give the car a cool, young image by associating it with Feng
Shui, Yoga, and other relatively hip activities. A sense of fun
was also attached to the website in an attempt to draw in young
women. Once inside the Jazz website, the user could easily find
the nearest dealership to purchase the vehicle.

European Sales. Case Exhibit 5-6 shows the sales figures
for Honda’s eight most popular motor vehicles from 1996 to

Year Civic Accord Shuttle CR-V HR-V Logo 52000 Stream Total

1996 150,783 44248 3,255 11 203,276
1997 160,530 39,410 3,278 16,502 232,242
1998 151,270 31,536 4,670 41,886 88 240,489
1999 99,156 48,835 4,261 35,923 26,257 12,856 1,179 234,942
2000 74,653 46,579 2,956 29,751 28,537 10,593 3,948 201,284
2001 83,024 28,822 320 24,381 17,726 4,145 2,195 7,283 169,922
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2001 (detailed sales by automobile model are not available
thereafter). During this period, Honda’s most successful year
wasin 1998; since then, however, sales had declined dramatically
for a number of years. However, despite the stagnant markets in
Western Europe, the growth of the markets in Central and
Eastern European countries as well as Russia, since around
2005, has helped Honda increase its total sales to 391 thousand
units by 2008. Factors accounting for this performance were:
the expansion in sales of diesel-powered cars; favorable sales for
the new model CR-V, which was introduced in January 2007; the
three-door Type S as well as Type R models in the Civic series;
and strong sales of the sedan-type models, such as the Accord
and Civic four-door sedans, especially in Russia.

Honda’s motor vehicles have been relatively unpopular in
the majority of Western Europe, in particular Italy and France.
The company’s best sales have occurred in the UK and Ger-
many as shown in Case Exhibit 5-7 (no sales information by
country is available after 2003).

CASE EXHIBIT 5-7

and Italy are all European, cultural differences abound
among them. One theory that explains the differences be-
tween the four nations is that of high-context versus low-
context cultures. In a high-context culture, the interpretation
of messages depends on contextual cues like gender, age,
and balance of power, and not on physical written text. In a
high context culture, things may be understood, rather
than said. Countries considered to be high-context cultures
include those of China, Japan, Italy, France, Spain, and Latin
America.

Conversely, a low-context culture emphasizes a distinctive
written text or spoken words, where ideas are communicated
explicitly. Low-context cultures expect others to say what they
mean and do what they say. There is far less emphasis on
contextual cues, such as ranking and balance of power. Exam-
ples of countries that fall within this category are the United
States, the Scandinavian nations, and Germany. A graphical

HONDA’S UNIT SALES IN EUROPE BY COUNTRY: 1994-2003

Country 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

UK. 38,187 45,772 50,075 55,611 61,044 65,290 68,736 63,459 77,942 81,858
Germany 53,687 52,614 54,550 55918 48,247 43,610 33,536 31,868 32,590 34,251
France 14,411 11,848 13,260 12,585 14,095 15,270 8,717 6,495 6,392 5,547
Italy 12,063 14,101 15,014 25,406 24,532 22,031 18,570 13,732 15,509 18,887

European Culture. Honda’s relatively poor showing in
Europe may be explained by a number of reasons. The main
problem was that the company failed to truly understand the
culture of Europe, and more importantly, it treated Europe as
one giant single market. Although France, Germany, the UK,

view of high-context and low-context countries is presented in
Case Exhibit 5-8.

Successful advertising in low-context cultures differs from that
in high-context cultures. An advertisement for a high-context
culture is based on an implicit style where the emphasis is on the

CASE EXHIBIT 5-8
CULTURAL CONTEXT

Cultural Context

High context

Low context
Swiss

German

Japanese
IMPLICIT Arabian
Latin American
Spanish
Italian
Engligh (UK.
s
French
English (U.S.)
Scandinavian
EXPLICIT




overall feel and outlook rather than on the feeding of pure
information. In this type of advertisement, the actual product
may not even be shown. The audience may only be given implied
images and sublime messages. Honda’s Jazz website contained a
large amount of information that would have been too much for
high-context cultures such as the French and the Italians. In
addition, high-context cultures have been much slower than their
low context counterparts in adopting the internet.

On the other hand, the advertisement for a low-context
culture includes the actual product, together with a large
amount of information. Low-context nations such as Germany
would have most likely been able to appreciate Honda’s Jazz
website. It is therefore unlikely that an advertisement/promo-
tion campaign created for a high-context culture will be effec-
tive in a low-context culture country and vice versa. Since
Europe consists of both high-context and low-context culture
countries, companies such as Honda, intending to expand its
business, should take into consideration two separate market
segments when planning its marketing strategy. Honda’s situ-
ation in France, Italy, Germany, and the UK in regard to their
culture are outlined in the following sections.

France. France is a high-context culture where style and
image is of the utmost importance. The perceived quality of a
product means that the French have a bias toward the style
and image of a product. The image of Japanese cars in France
is relatively poor, dating back to the 1930s when Japanese
manufacturers entered the European market with low quality
products. Since that time, Japanese carmakers, in particular
Honda, have not understood the concept of style and image in
marketing. They appear to show a car only in a factual way,
which is extremely low-context. Japanese carmakers in
France have recently tried to alter their image, though with
limited success.

Today France’s image of Japanese cars, and in particular
of Honda, is that of a small, low-quality car, suitable only for
a second car. Most buyers of Japanese cars are young career
women who have just entered the workforce and housewives
with limited cash. The main family car is likely to be a
Renault or Peugeot and is driven by the man in the family.
In addition, the French are risk-averse people, who dislike
trying new things. They are also highly patriotic, supporting
and purchasing their national products, such as Renault and
Peugeot cars.

The patriotism and risk averseness of the French, together
with their low image of Japanese cars and the large number of
other European automobiles available in the market, makes it
extremely difficult for Honda to be successful in this market.

1 taly. Italy, like France, is a high-context culture where a
great deal of emphasis is placed on feeling and style. The
Italian culture is reflected in their daily lifestyle, which gives a
sense of romance to the people living there. As in France, the
Italians view Japanese cars as small, low-quality vehicles,
suitable only as a second family car. The most popular auto-
mobile in Italy, especially for families, is the Fiat. The Fiat is
dominant because the Italians, like their high-context cousins
the French, being very patriotic.

Italians are also risk-averse and are not adventurous in
sampling products outside of Europe. Italians, like the majority
of Europeans, love to drive diesel automobiles. Only the French
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enjoy driving diesel cars more than the Italians. However,
Honda still lags behind in the production of diesel cars relative
to competition in Europe. As shown in Case Exhibit 5-9, the
trend in the popularity of diesel cars relative to gasoline-pow-
ered cars is clear in Europe. Diesel cars are hugely popular
because of the high gasoline prices in those countries. Diesel
engine cars are cheaper to maintain in the long run, compared to
gasoline engine cars.

CASE EXHIBIT 5-9
MARKET SHARE OF DIESEL CARS IN WESTERN
EUROPE

Diesel market share reaches

50% in Western Europe*

Share of diesel cars in total new registrations
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Source: ACEA

A large number of European cars compete in Europe,
particularly at the luxury end. BMW, Mercedes, and Audi
are very popular for the very rich, as are Ferrari, Lamborghini,
and Porsche. It is difficult for Japanese cars to enter the
European market, especially at the higher end. The only
Japanese cars that are selling reasonably well are Toyota’s
Yaris, Nissan’s Micra, and Jazz from Honda. All three models
compete in the 1.4 liter and under segment.

Germany. Of the four main European countries in which
Honda is sold, Germany has had the second highest sales
volume. Germany is a low-context culture where practicality
and durability is one of the main concerns of a product.
Consumers are concerned with every detail regarding a prod-
uct and wish to know all relevant information before making a
purchase. The promotion style used by Honda on the internet,
bursting with information on their automobiles, seems to be an
appropriate form of promotion for the low-context nature of
the Germans.

Another factor that should place Honda’s products in a
better position in Germany is the Germans’ greater willingness
to take risks and to purchase new products. As a result, Honda
would not have to spend additional resources to change the
image of their vehicles in Germany, as it should probably do in
France and Italy. If Honda’s promotion is in line with the
German’s low context nature, why could Honda not improve
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its sales position further? There must be another reason for its
lackluster sales increase. One of the most logical reasons is the
perceived nature of Honda’s quality. The company needs to
use its marketing to promote quality because competitors such
as Mercedes (under DaimlerChrysler), Audi, Volvo, Jaguar
(under Ford), and Volkswagen, to name a few, are seen as high-
quality carmakers.

The United Kingdom. English culture is moderately
high, focusing on tradition and class. Accordingly, the type
of advertising and marketing promotion that will appeal to the
English is similar to that popular in France and Italy but is
more conservative in nature. On the other hand, the English
are more individualistic and less risk averse than the French
and Italians. Hence, it should be easier for Honda to introduce
its range of cars in the UK and to improve sales. The fact that
the manufacturing plant is located in the UK helps in the
promotion of the cars. The construction of a second assembly
plant should also help Honda’s position in the UK.

The existence of the assembly plant, together with the risk
taking nature of the English, has increased the number of
Hondas sold in the UK to such a level that it is easily Honda’s
best market. The number sold in the UK as of 2001 was twice
that of Germany, which only five years before recorded more
sales than the UK. However, no Honda vehicle has entered the
list of the top ten cars sold in the UK or throughout Europe, as
shown in Case Exhibit 5-10.

CASE EXHIBIT 5-10
TOP 10 CARS SOLD IN EUROPE IN 2007

Rank Make & Model No. of Cars Sold
1 Peugeot 207 437,505
2 VW Golf 435,055
3 Ford Focus 406,557
4 Opel/Vauxhall Corsa 402,044
5 Opel/Vauxhall Astra 402,173
6 Renault Clio 382,041
7 Fiat Punto 377,989
8 Ford Fiesta 355,933
9 VW Passat 300,566

10 BMW 3 Series 295,312

Possible Entry Wedge. A possible entry wedge exists in
Europe that could help Honda recover some of its lost ground.
The European automotive industry is committed to a volun-
tary agreement to reduce CO, emissions by 25 percent from
the 1995 levels by 2008 for all new cars. As an incentive for
individuals to drive low-emission cars, special tax brackets will
be given to drivers of low emission cars.

In 2001, Honda’s Insight produced the lowest levels of CO,
emission of any car in Europe. Case Exhibit 5-11 shows the five
cars with the lowest CO, emission.

CASE EXHIBIT 5-11
ToP 5 CARS WITH THE LOWEST CO, EMISSION

Rank Car Engine  Gas Type  CO, glkm
1 Honda Insight 1 liter Gasoline 80
2 Peugeot 206 1.4liter  Diesel 113
3 Toyota Prius 1.5liter  Gasoline 114
4 Renault Clio 1.5liter  Diesel 115
5 Audi A2 1.4liter  Diesel 116

The rankingis an excellent opportunity for Honda to promote its
cars in Europe, where people (especially in Germany) are
obsessed with the environment and are burdened with high
taxes. In addition, Honda introduced the Civic Hybrid in 2003. It
is a gasoline-electric power train, fuel-efficient car with a low
CO; emission level. Although the car has an electric engine, it
does not need to be plugged in and recharged. The battery pack
recharges itself automatically as the car is running.

Aiming at further business expansion in Europe, Honda is
promoting product development that meets regional needs by
establishing a broad-based local network of company facilities
and R&D offices. In2004, Honda released a diesel version of the
Accord, the first car to be fitted with Honda’s own diesel engine
and designed to meet EU environmental performance standards
for emission control (Euro 4). The diesel lineup expanded
rapidly thereafter with the addition of diesel CR-V, FR-V,
and Civic models. Targeting local customer needs, Honda sub-
sequently launched a European version of the Civic in 2006,
which has been well received by a wide range of customers.
Further, in July 2008 at the British Motor Show, Honda unveiled
its low-emission roadster concept, the OSM, the design of which
was out of the company’s R&D facility in Offenbach, Germany.

The Issue. Honda is currently at the crossroads of its
European expansion in the automobile market. It has been
successful in managing to market essentially the same cars in
many parts of the world, particularly in the North American
and Japanese markets. Honda executives are wondering
whether or not they should adopt more localized product
development in Europe.

DISCUSSION QUESTIONS

1. Does adapting the promotion of its motor vehicles to suit
each country’s culture make sense for Honda?

2. Isit wise for Honda to market its products the same way in
every country?

3. Is pricing its vehicles similar to the competition a good
strategy for Honda?

4. Should Honda change its product mix from country to
country?

5. Is distributing its motor vehicles together with its motor-
cycles a good strategy for Honda?

6. Is the European market too competitive for Honda?
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ANHEUSER-BUSCH INTERNATIONAL, INC.: MAKING INROADS INTO BRAZIL AND MEXICO*

HISTORY

In 1852 George Schneider started a small brewery in St. Louis.
Five years later the brewery faced insolvency. Several St. Louis
businessmen purchased the brewery, launching an expansion
financed largely by a loan from Eberhard Anheuser. By 1860
the enterprise had run into trouble again. Anheuser, with
money already earned from a successful soap-manufacturing
business, bought up the interest of minority creditors and
became a brewery owner. In 1864 he joined forces with his
new son-in-law, Adolphus Busch, a brewery supplier, and
eventually Busch became president of the company. Busch
is credited with transforming it into an industry giant and is
therefore considered the founder of the company.

Busch wanted to break the barriers of all local beers and
breweries, so he created a network of railside icehouses to cool
cars of beer being shipped long distances. This moved the
company that much closer to becoming one of the first national
beers. In the late 1870s, Busch launched the industry’s first fleet
of refrigerated cars, but needed more to ensure the beer’s
freshness over long distances. In response, Busch pioneered the
use of a new pasteurization process.

In 1876 Busch created Budweiser and today the company
brews Bud the same way it did in 1876. In 1896 the company
introduced Michelob as its first premium beer. By 1879 annual
sales rose to more than 105,000 barrels, and in 1901 the company
reached the one million barrel mark.

In 1913, after his father’s death, August A. Busch, Sr. took
charge of the company, and with the new leadership came new
problems: World War I, Prohibition, and the Great Depression. To
keep the company running, Anheuser-Busch switched its empha-
sis to the production of corn products, baker’s yeast, ice cream, soft
drinks, commercial refrigeration units, and truck bodies. They
stopped most of these activities when Prohibition ended. How-
ever, the yeast production was kept and even expanded to the
point that Anheuser-Busch became the nation’s leading producer
of compressed baker’s yeast through the encouragement of the
company’s new president in 1934, Adolphus Busch III.

August A. Busch, Jr. succeeded his brother as president in
1946 and served as the company’s CEO until 1975. During this
time eight branch breweries were constructed, and annual sales
increased from 3 million barrels in 1946 to more than 34 million
in 1974. The company was extended to include family enter-
tainment, real estate, can manufacturing, transportation, and
major league baseball.

August A. Busch III became president in 1974 and was named
CEOin 1975. From that time to the present, the company opened
three new breweries and acquired one. Other acquisitions in-
cluded the nation’s second-largest baking company and Sea

“This case was prepared and updated by Masaaki Kotabe with the assist-
ance of Dan Zhang of Temple University for class discussion, rather than to
illustrate either effective or ineffective management of a situation de-
scribed (2008).
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World. The company also increased vertical integration capabili-
ties with the addition of new can manufacturing and malt produc-
tion facilities, container recovery, metalized label printing, snack
foods, and international marketing and creative services.

Corporate Mission Statement. Anheuser-Busch’s cor-
porate mission statement provides the foundation for strategic
planning for the company’s businesses:

The fundamental premise of the mission statement is that
beer is and always will be Anheuser-Busch’s core business.
In the brewing industry, Anheuser-Busch’s goals are to
extend its position as the world’s leading brewer of quality
products; increase its share of the domestic beer market 50
percent by the late 1990s; and extend its presence in the
international beer market. In non-beer areas, Anheuser-
Busch’s existing food products, packaging, and entertain-
ment will continue to be developed.

The mission statement also sets forth Anheuser-Busch’s
belief that the cornerstones of its success are a commitment
to quality and adherence to the highest standards of honesty
and integrity in its dealings with all stakeholders.

BEER AND BEER-RELATED OPERATIONS

Anheuser-Busch, which began operations in 1852 as the Ba-
varian Brewery, ranks as the world’s largest brewer and has
held the position of industry leader in the United States since
1957. Currently, more than four out of every ten beers sold in
the United States are Anheuser-Busch products.
Anheuser-Busch’s principal product is beer, produced and
distributed by its subsidiary, Anheuser-Busch, Inc. (ABI), in a
variety of containers primarily under the brand names Budweiser,
Bud Light, Bud Dry Draft, Michelob, Michelob Light, Michelob
Dry, Michelob Golden Draft, Michelob Gold, Draft Light, Busch
Light, Natural Light, and King Cobra, to name just a few. In 1993
Anheuser-Busch introduced a new brand, Ice Draft from Bud-
weiser, which is marketed in the United States and abroad as the
preferred beer because it is lighter and less bitter than beer
produced in foreign countries. Bud Draft from Budweiser was
first introduced in the United States in late 1993 in 14 states, with a
full national rollout in 1994 in the United States and abroad.

Sales. Anheuser-Busch’s sales grew slowly after a sales
decline in 1994. Net sales increased consistently from 1993
to almost $13.3 billion in 1998 but fell again to $11.8 billion in
1999. Net sales were up again in the next five years to $14.9
billion in 2004. Thanks to a portfolio of products that expanded
in 2007, Anheuser-Busch reported U.S. shipments of 104.4
million barrels in 2007, up 2.1 million barrels over 2006. The
net sales in 2007 increased 6.2 percent, reaching $16.7 billion.



686 o

ANHEUSER-BUSCH INTERNATIONAL, INC.

Anheuser-Busch International, Inc. (A-BII) was formed in 1981
to explore and develop the international beer market. A-BII is
responsible for handling the company foreign beer operations
and for exploring and developing beer markets outside the
United States. Its activities include contract and license brewing,
exportsales, marketing and distribution of the company’s beer in
foreign markets, and equity partnerships with foreign brewers.

A-BII has a two-pronged strategy: (1) build Budweiser into an
international brand and (2) build an international business through
equity investments and creating partnerships with leading foreign
brewers (see Case Exhibit6-1). Inseeking growth, Anheuser-Busch
International emphasizes part-ownership in foreign brewers, joint
ventures, and contract-brewing arrangements. These elements give
the company opportunities to use its marketing expertise and
management practices in foreign markets. The success of these
growth opportunities depends largely on finding the right partner-
ships that create a net gain for all parties involved. Other options for
international expansion include license-brewing arrangements and
exporting. Inaddition toitsdomestic breweriesin the United States,
the company operates two international breweries in China and the
United Kingdom, respectively. Budweiser beer is locally brewed
through partnerships in seven other countries, Argentina, Canada,
Italy, Ireland, Spain, Japan, and South Korea.

A-BII is currently pursuing the dual objectives of building
Budweiser’s worldwide presence and establishing a significant
international business operation through joint ventures and equity

CASE EXHIBIT 6-1
ANHEUSER-BUSCH INTERNATIONAL PARTNERSHIPS
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investments in foreign brewers. Anheuser-Busch’s beer products
are sold in more than 80 countries and U.S. territories. A-BII now
sells about 35 percent of its total beer volume outside the United
States. Anheuser-Busch’s total beer volume was 157 million bar-
relsin 2006, up 5.6 percent from 2005. Domestic beer volume rose a
meager 1.2 percent. International volume from Anheuser-Busch
brands produced overseas and exports from the company’s U.S.
breweries rose 9.3 percent to 23 million barrels for 2006. Interna-
tional volume via partnerships with foreign brewers grew near 20
percent to 32 million barrels, principally due to sales of Tsingtao
brand in China and Modelo beer in Mexico.

Market Share. The top 20 beer brands in worldwide market
share for 2007 are shown in Case Exhibit 6-2. Most recently,
Anheuser-Busch has announced several agreements with other
leading brewers around the world, including Modelo in Mexico,
Antarctica in Brazil, and Tsingtao Brewery in China. These
agreements are part of A-BII’s two-pronged strategy of investing
internationally through both brand and partnership development.
Through partnerships A-BII will continue to identify, execute, and
manage significant brewing acquisitions and joint ventures, part-
nering with the number-one or number-two brewers in growing
markets. This strategy will allow A-BII to participate in beer
industries around the world by investing in leading foreign brands,
such as Corona in Mexico through Modelo. A-BII’s goal is to share
the best practices with its partners, allowing an open interchange
of ideas that will benefit both partners.

Country Partner Investment Date
Argentina Compania cervecerias Unidas Equity investment (of which 28.6% Is direct and 1995
S.A.-Argentina (CCU - Argentina) indirect); licensed brewing and joint marketing
Canada Labatt Licensed brewing, distribution, 1980
and marketing agreement
Central America (Costa  (Cerveceria Costa Rica Import, distribution 1994
Rica El Salvador —La Constancia
Guatemala Honduras —Cerveceria Centroamericana
Nicaragua Panama) —Cerveceria Hondurena
—Compania de Nicaragua
—Cerveceria Nacional)
Chile Compania Cervecerias Unidas (CCU)  20% Equity investment 2001
China —Tsingtao —27% equity investment 1993
—Budweiser Wuhan International —98% A-B Owned brewery 1995
Brewing Co.
—Harbin Brewery A-B Sales, marketing, distribution 2005
—100% ownership
Denmark Carlsberg Breweries A/S Import, distribution 1998
France Brasseries Kronenbourg Import, distribution, packaging 1996
India Crown International Joint venture 2007
Ireland Diageo (Guinness Ireland Ltd.) Licensed brewing; joint marketing 1986
Italy Heineken Italia Licensed brewing; joint marketing 2003
Japan Kirin Brewery Co. Ltd. Licensed brewing; joint marketing 2000
Kirin sales, distribution
Mexico Grupo Modelo Import, distribution 1989
Equity investment (of which 50% is direct 1993
and indirect)
Russia Heineken Russia Licensed brewing; joint marketing 2006
South Korea Oriental Brewery Co. Ltd. Licensed brewing; joint marketing 1986
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CASE EXHIBIT 6-2
TOP 20 BEER BRANDS WORLDWIDE, 2007

Shipments
Rank Brand Company/Brewer (Barrels)
1 Bud Light Anheuser-Busch 40.9
2 Budweiser Anheuser-Busch 33.7
3 Skol InBev 28.5
4 Snow China Resources Snow 25.9
Breweries
5 Corona Grupo Modelo 25.8
6 Brahma InBev 21.6
7 Heineken  Heineken 214
8 Miller Lite SABMiller 18.2
9 Coors Molson Coors Brewing Co. 16.8
Light
10 Asahi Asahi Breweries 14.8
Super
Dry
11 Yanjing Beijing Yanjing Beer 12.8
Group Corp.
12 Tsingtao Qingdao Brewery 12.6
(Holdings) Corp.
13 Polar Cerveceria Polar 11.2
14 Antarctica InBev 10.4
Pilsen
15 Amstel Heineken 10.4
16 Carlsberg  Carlsberg Breweries 10.4
17 Baltika Baltic Beverages Holding 10.0
18 Guinness  Guinness Brewing 9.2
Worldwide (Diageo)
19 Natural Anheuser-Busch 9.0
Light
20 Sedrin Fujian Sedrin Brewery 8.6
Co./InBev
Total Top 352.2
20

Latin America. The development of Budweiser in Latin
America is one of the keys to long-term growth in the interna-
tional beer business, for itis one of the world’s fastest growing beer
markets and is a region with a growing consumer demand for beer.
Anheuser-Busch products are sold in 11 Latin American countr-
ies— Argentina, Belize, Brazil, Chile, Ecuador, Mexico, Nicara-
gua, Panama, Paraguay, Uruguay, and Venezuela—with a total
population of over 380 million consumers. Particularly, the three
countries showing the fastest growth in total beer consumption in
the period between 1990 and 2000 are Brazil (+200% ), Colombia
(+130%), and Mexico (+100%). In Brazil and Mexico—the two
largest beer markets in Latin America, Anheuser-Busch Interna-
tional acquired an equity position in their major local breweries.

Brazil. 1In 1995, Anheuser-Busch International made an
initial investment of 10 percent in a new Antarctica subsidiary
in Brazil that would consolidate all of Antarctica’s holdings in
affiliated companies and control 75 percent of Antarctica’s
operations. Anheuser-Busch had an option to increase its in-
vestment to approximately 30 percent in the new company in the
future. The amount of the initial investment was approximately
$105 million. The investment has established a partnership that
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gave Antarctica a seat on the board of Anheuser-Busch, Inc. and
gave Anheuser-Busch International proportionate representa-
tion on the board of the new Antarctica subsidiary. The two
brewers also explored joint distribution opportunities in the fast-
growing South American beer market. A-BII desired to sign a
deal that calls for establishing an Anheuser-Busch-controlled
marketing and distribution agreement between the two brewers
to support sales of Budweiser in Brazil.

The second component of the partnership was a licensing
agreement in which Antarctica would brew Budweiser in
Brazil. The joint venture would be 51 percent owned and
controlled by Anheuser-Busch, 49 percent by Antarctica.
Antarctica’s production plants would produce Budweiser
according to the brand’s quality requirements. Local sourcing
of Budweiser would allow more competitive pricing and in-
creased sales of the brand in Brazil.

Antarctica, based in Sao Paulo, controlled 35 percent of the
Brazilian beer market. Its annual production in 1998 was about
20 million barrels of beer. Antarctica had a network of nearly
1,000 Brazilian wholesalers. Prior to its investment in Antarc-
tica, Budweiser had achieved a distribution foothold in the
Brazilian beer market in cooperation with its distributor, Arisco.
Brazil has a population of 180 million people, with per capita
beer consumption in Brazil estimated to be 40 liters per year.
With Brazil’s population growing by 1.7 percent a year, reduced
import duties, and free market reforms, Anheuser-Busch was
expected to do well in the Brazilian market over the next decade.

However, the Antarctica—Anheuser-Busch partnership
stayed rocky at best, and ended up breaking apart in 1999,
putting an end to the contract which permitted the U.S. company
to acquire up to29.7 percent of the partnership. And in the same
year, Antarctica merged with another Brazilian brewery,
Brahma, creating Brazil’s largest and the world’s third largest
brewery, Companhia de Bebidas das Américas (AmBev), effec-
tively forcing out Anheuser-Busch out of the Brazilian market at
that point. And, in 2004, when AmBev joined hands with
Belgium’s Interbrew, the combined firm InterbrewAmBev
(InBev) became the world’s largest brewer with a global market
share of 14 percent and revenues of over $12 billion. And further
in 2008 (at the time of this writing), InBev announced an
agreement to acquire Anheuser-Busch. The combination of
Anheuser-Busch and InBev will create the global leader in
the beer industry and one of the world’s top five consumer
products companies. On a pro-forma basis for 2007, the com-
bined company would have generated global volumes of 460
million hectoliters, revenues of $36.4 billion (€26.6 billion) and
earnings before interests, taxes, depreciation and amortization
(EBITDA) of $10.7 billion (€7.8 billion). Anheuser-Busch and
InBev together believe that this transaction is in the best inter-
ests of both companies’ shareholders, consumers, employees,
wholesalers, business partners and the communities they serve.

Mexico. 1In a further move to strengthen its international
capabilities, Anheuser-Busch companies purchased a 37 percent
direct and indirect equity interest for $980 million in Grupo
Modelo (located in Mexico City) and its subsidiaries, which
thus far are privately held. Modelo is Mexico’s largest brewer
and the producer of Corona, that country’s best-selling beer. The
brewer has a 51 percent market share and exports to 56 countries.
In connection with the purchase, three Anheuser-Busch repre-
sentatives have been elected to the Modelo board, and a Modelo
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representative has been elected to serve on the Anheuser-Busch
board. As of 2002, Anheuser Busch owned approximately 50
percent of Grupo Modelo (directly and indirectly). Its brands
Budweiser and Bud Light sales volume grew 25 percent in Mexico
in 2003. Mexico is now the company’s largest export market as
well. In 2003, Anheuser-Busch’s sales volume in Mexico saw
double-digit growth for the fifth consecutive year.

In addition, the agreement includes the planned implemen-
tation of a program for the exchange of executives and manage-
ment personnel between Modelo and Anheuser-Busch in key
areas, including accounting/auditing, marketing, operations,
planning, and finance. Modelo will remain Mexico’s exclusive
importer and distributor of Budweiser and other Anheuser-
Busch brands, which have achieved a leading position in im-
ported beers sold in Mexico. These brands will continue to be
brewed exclusively by Anheuser-Busch breweries in the United
States. Currently, Anheuser-Busch brews beer for Mexico at its
Houston and Los Angeles breweries, which are not very far
away from Mexico and add to the markup of ABI brands.

All of Modelo’s brands will continue to be brewed exclu-
sively in its seven existing Mexican breweries and a new
brewery in North Central Mexico. U.S. distribution rights
for the Modelo products are not involved in the arrangement.
Corona and other Modelo brands will continue to be imported
into the United States by Barton Beers and Gambrinus Com-
pany and distributed by those importers to beer wholesalers.

Modelo is the world’s tenth-largest brewer and, through
sales of Corona Modelo Especial, Pacifico, Negra Modelo and
other regional brands, holds more than 51 percent of the
Mexican beer market. Its beer exports to 56 countries in North
and South America, Asia, Australia, Europe, and Africa ac-
count for more than 69 percent of Mexico’s total beer exports.

Modelo is one of several companies that distribute Budwe-
iser besides Antarctica in Brazil and other local import-export
companies in other Latin American countries. Modelo is the
exclusive importer and distributor of Anheuser-Busch beers in
Mexico. The newest brand, Ice Draft, will be the fourth ABI
brand distributed in Mexico by Modelo, joining Budweiser,
Bud Light, and O’Douls.

The Modelo agreement is significant because beer consump-
tion has grown 6.5 percent annually in Mexico in the past few
years. Mexico’s beer consumption is the eighth largest in the
world but still only half of U.S. consumption. The per capita beer
consumption rate in Mexico is estimated at 44 liters, compared
to 87 liters per person in the United States, which is high given
that Mexico’s per-capita income is one-tenth that of the United
States. The Mexican market is expected to grow at a rapid rate.

Anheuser-Busch does not have control over pricing. The
local wholesalers and retailers set prices for Budweiser. A-BII
also does not have plans to set up a full-scale production
facility in Mexico at this time.

At present Budweiser is imported, which makes it two to
three times higher in price than local beers. So it is largely an
upscale, niche market brand at this time. An equity arrangement
in another brewery or an agreement with Modelo could lead to
local production and make ABI brands more competitive with
the local beer brands. In 2002, Budweiser brands made up
34 percent of the beer imports in Mexico. In 2002, net income
for the company’s international beer operations rose 6.3 percent
in the third quarter, which the company claimed was due to the
performance of Grupo Modelo.

Case 6 ¢ Anheuser-Busch International, Inc.: Making Inroads into Brazil and Mexico

Besides the 11 Latin American countries mentioned,
Anheuser-Busch has signed agreements with the largest brewers
in Costa Rica, El Salvador, Guatemala, and Honduras to dis-
tribute and market Budweiser in their respective countries.
Local breweries (Cerveceria Costa Rica in Costa Rica, La
Constancia in El Salvador, Cerveceria Centroamericana in
Guatemala, and Cerveceria Hondurena in Honduras) distribute
Budweiser in the 12-ounce bottles and 12-ounce aluminum cans.

These distribution agreements will allow Budweiser to expand
its distribution throughout the rest of Central America. These
countries have an extensive national distribution network and,
more important, have local market expertise to develop Budwe-
iser throughout the region. Under the agreements, the Central
American brewers will import Budweiser from Anheuser-Busch
plants in Houston, Texas, and Williamsburg, Virginia. Anheuser-
Busch will share responsibility for Budweiser’s marketing with
each of its Central American partners, supported by nationwide
advertising and promotional campaigns.

Advertising. Event Sponsorship. Given Budweiser’s ad-
vertising approach, which is traditionally built around sports,
the decision to hold the 1994 World Cup soccer tournament in
the United States gave A-BIl a perfect venue to pitch Budweiser
to Latin Americans. The company signed a multimillion-dollar
sponsorship deal with the World Cup Organizing Committee,
making Budweiser the only brand of beer authorized to use the
World Cup logo. “The World Cup has become a vehicle for us to
reach Latin America,” said Charlie Acevedo, director of Latin
American marketing for Anheuser-Busch International.

For ten months, soccer fans in South America saw the Bud
logo on everything from soccer balls to beer glasses. Soccer
fans collected a World Cup bumper sticker when they pur-
chased a 12-pack of Bud. When they watched the game on
television, they saw Budweiser signs decorating the stadiums
and a glimpse of the Bud blimp hovering overhead. According
to Charlie Acevedo, the goal is to make Budweiser a global
icon, like McDonald’s or Coca-Cola.

Anheuser-Busch just signed its second two-year agreement
with ESPNLatin America. “Being able to buy on a regional
basis gives a consistent message that is very reasonable in terms
of cost,” said Steve Burrows, A-BII’s executive vice president
of marketing.

Latin America offers promise with its youthful population
and rising personal income. Half of Mexico’s population is
under 21, and other Latin American countries have similar
profiles, offering opportunities for advertisers to reach the
region’s 450 million population.

The biggest new advertising opportunities in the Latin Amer-
ican market are Fox Latin America, MTV Latino, Cinemax Ole
(a premium channel venture with Caracas cable operator Omni-
vision Latin American Entertainment), USANetwork, and Tel-
emundo (a 24-hour Spanish-language news channel). Marketers
will have yet another pan-regional advertising option. Hughes
(the U.S. aerospace company) and three Latin American part-
ners—Multivision in Mexico, Televisao Abril in Brazil, and the
Cisneros Group in Venezuela—launched a $700 million satellite
that will beam programs in Spanish and Portuguese into homes
across the continent. The service is called DirectTV. Because of
this satellite, Central and South America have added 24 new
channels; with digital compression technology, its capability
could reach 144 cable channels.
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In the past Anheuser-Busch used CNN international as its
only ad vehicle, but with all the new opportunities, “the
company will begin adding a local media presence throughout
Latin America,” said Robert Gunthner, A-BII’s vice president
of the Americas region (see Case Exhibit 6-3).

CASE EXHIBIT 6-3
PENETRATION OF PAID CABLE TV CHANNELS

TV Households (in Paid Penetration
Location millions) subscribers rate
Brazil 30.0 3,300,000 15%
Mexico 14.0 1,700,000 12
Argentina 9.0 4,300,000 47
Chile 34 200,000 6
Venezuela 33 90,000 3
Uruguay 0.7 35,000 5
Ecuador 0.5 25,000 5
Paraguay 0.5 45,000 9

Anheuser-Busch will be using ads originally aimed at U.S.
Hispanics, most of which were created by Carter Advertising
of New York. A-BII will let the local agencies pick its mes-
sages, customize advertising, and do local media planning. In
the past, there has been much criticism of ABI’s ethnocentric
approach to marketing Budweiser; however, because of the
world obsession with American pop culture, A-BI executives
feel they do not need to tone down the company’s American
image. In Costa Rica, A-BII will use JBQ, San Jose; in El
Salvador, Apex/BBDO, San Salvador; in Guatemala, Cerve-
ceria’s in-house media department; and in Honduras, McCann-
Erickson Centroamericana, San Pedro.

Imported beers cost two or three times as much as locally
brewed beers in South America, but thanks to cable television
and product positioning in U.S. movies, Budweiser was already
a well-known brand in South America when the company
began exporting to the continent.

Strategy. Anheuser-Busch has seen double-digit increases
in Latin American sales in the past five years. The gains came
from both an increase in disposable income and increasingly
favorable attitudes toward U.S. products, especially in Argen-
tina, Brazil, Chile, and Venezuela. Because Latin America has
a very young population, Anheuser-Busch expects this market
to grow at 4 percent annually. Furthermore, with NAFTA and a
free-trade zone, the company expects to see a significant rise in
personal income in Latin American countries, which translates
to great growth potential for Anheuser-Busch brands. The
GDP (gross domestic product) per capita in 2007 is presented
in Case Exhibit 6-4.

North American products and lifestyles are very much
accepted in South America, but beer consumption still lags
far behind U.S. levels. Argentines consume about 30 liters
annually per capita. Brazilians 40 liters, Chileans 50 liters,
and Venezuelans 65 liters, compared to 87 liters per person
annually in the United States.

“The international focus will be almost completely on Bud-
weiser because there is a worldwide trend toward less-heavy,
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CASE EXHIBIT 6-4
GDP PER CAPITA IN SELECTED LATIN AMERICAN
COUNTRIES (2007)
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less-bitter beers,” and Jack Purnell, chair and chief executive
officer of Anheuser-Busch International. The company is count-
ing on the American image to carry its beer, therefore opting for
a universal campaign with American themes as opposed to
tailoring Budweiser’s image for local markets.

In the past, ABII has tinkered with its formula and mar-
keted Budweiser under different names to give a local flavor to
their beer but had absolutely no success. Purnell said: “What
the market does not need is an American brewery trying to
make up from scratch, new European-style beers. Bud should
be Bud wherever you get it.”

Opportunities. Mexico offers the U.S. exporter a variety of
opportunities encompassing most product categories. Mexico is
continuing to open its borders to imported products. Mexico’s
population of approximately 109 million is the eleventh largest
in the world and the second largest in Latin America (after
Brazil and Argentina). Mexico is a young country, with 69
percent of its population under 30 years of age. In addition
the Mexican government has adopted new privatization policies
decreasing its involvement in the country’s economy. As a result,
private resources, both local and foreign, are playing a greater
role in all areas of the Mexican economy.

NAFTA, which aims to eliminate all tariffs on goods origi-
nating from Canada and the United States, is expected to
create a massive market, with more than 360 million people
and $16 trillion in annual output.

Demographics. Mexico’s overall population in 2007 was
estimated at 109 million people. The age breakdown is as follows:
under 15, 38 percent; 15-29, 29 percent; 30-44, 17 percent; 45-59,
9 percent; 60-74, 5 percent; 75 and over, 2 percent. The average
age of the Mexican population was 23.3 years.

Between 1970 and 1990 the ratio of the population living in
localities with between 100,000 and 500,000 inhabitants grew
from 12 to 22 percent. This was largely due to rural-urban
migration. More than 71 percent of the population lives in
urban areas of Mexico. In 1990, 22 percent of the national
population lived in Mexico City and the State of Mexico. The
Mexican population is expected to rise to 112 million in the
year 2010.



