CHAPTER 1

GLOBALIZATION IMPERATIVE
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1.  Why Global Marketing is Imperative

2.  Globalization of Markets: Convergence and Divergence

3.  Evolution of Global Marketing

4.  Appendix: Theories of International Trade and the Multinational Enterprise

CHAPTER OVERVIEW
In today’s business world, marketing products and services around the world, transcending national and political boundaries, is a fascinating phenomenon.  Growth in international financial flows (which include foreign direct investment, portfolio investment, and trading in currencies) has achieved a life of its own.  World merchandise exports in 2008 reached $16.3 trillion, up from $6 trillion in 2000.  In addition, the world’s merchandise trade grew eight percent in 2006.  These numbers are expected to increase as barriers to international trade and financial flows get lower and lower.
 Though the tremendous amount of money spent on international trade may be new, the trade itself is as old as man.  Early recorded history is full of stories of travel and trade adventures. The Silk Road is one of the best examples which once connected East with West from Xian (China) to Rome (Italy).

The landscape for international trade is continually evolving.  While the U.S., Japan and Europe have fueled previous explosions in growth, the tide is shifting to emerging markets such as China, India and Brazil.  Second and third tier nations are increasingly producing world-class firms such as Acer (Taiwan), Embraer (Brazil) and Cemex (Mexico) that compete successfully with more established multinationals from the developed nations.  Interestingly, companies from Western Europe, the United States, and Japan collectively produce more than three times as much in foreign markets as they export.  About a third of their exports and imports are transacted on an intra-firm basis between their parent companies and their affiliated companies abroad or between the affiliated companies themselves.
The chapter points out that it is almost impossible for domestic company executives to consider their domestic markets and domestic competition alone.  The drive for globalization is promoted through various means such as free trade, Internet commerce, and advancement in technologies.  International markets today are so much more than mere importing and exporting (see Exhibit 1-2).  The markets are so intertwined and interdependent that separating international from domestic business may even be a futile mental exercise.

Historically, international expansion has always been a strategy consideration after domestic marketing, and has therefore been reactionary to such things as a decline in domestic sales and increased domestic competition.  Global marketing is a proactive response to the intertwined nature of business opportunities and competition that know no political boundaries.  It is a company’s willingness to adopt a global perspective instead of a country-by-country or region-by-region perspective in developing a marketing strategy for growth and profit that will sustain growth efforts in the 21st century.

CHAPTER OUTLINE
A.   Why Global Marketing is Imperative

       1.  The terms global, international, or multinational have different meanings.

            a.   Competition has changed in the last twenty years.

b. Old companies have declined and new ones have emerged primarily because    

of global influences.

2. There is more need for global cooperation.

3. Another profound change in the last decade is the proliferation of the Internet 

      and electronic commerce.

       4.  By examining the top 100 companies in the world, profound changes can be

            observed.

*****Use Exhibit 1-1 Here; Use Global Perspective 1-1 “The Internet World and Cultural and Human Aspects of Global Marketing” Here *****

a. The number of Japanese companies on the list fell from 23 in 2000 to 8 in  

      2008.
            b.   The number of U.S. and European firms has stayed relatively stable since 

       1990.
            c.    One of the biggest changes since 1990 has been the emergence of China.

       5.  The changes observed in the past 30 years simply reflect that companies from

            other parts of the world have grown in size relative to those of the United States.

            a.  Pressure is on executives in all countries to do better in the upcoming decade.

            b.  Political and economic events have also had an impact on the nature of global

                 competition:

                 1).  The demise of the Soviet Union.

                 2).  The establishment of the European Union.

                 3).  The establishment of NAFTA.

                 4).  The deregulation and privatization of state-owned industries.

            c.  Growth of Eastern Europe and Southeast Asia will also eventually have an

                 impact on global marketing and business.

       6.  The term “global” epitomizes both the competitive pressure and the expanding

            market opportunities around the world.

*****Use Review Question #1 and Review Question #3 Here*****
B.   Globalization of Markets: Convergence and Divergence

       1.  It takes an annual income of about $10,000 to have a disposable income sufficient

            enough to have any real purchasing power.

a. Below $10,000, much of the income is spent on food and other necessary     

      items.

b. People around the world with per capita income of $20,000 and above have considerable purchasing power.

       2.  International wants and desires (for example, the want or desire for Nike tennis

            shoes) tends to transcend cultural and international boundaries.

       3.  At present, the United States is the single most important market for foreign as

            well as for domestic companies.

            a.  According to the World Bank, in 2008, the U.S. was ranked 3rd in gross 


     national income per capita on a purchasing power parity basis, behind 

                 Norway (#1) and Singapore (#2).  
            b.  The United States has an almost insatiable demand for foreign products.

            c.  This demand has created a trade deficit.

*****Use Review Question #4 Here*****
4. The trade deficit is not just a result of declining United States productivity.

       5.  International Trade vs. International Business.
            a.  International trade consists of exports and imports between nations.

                 1).  If imports exceed exports, a trade deficit would occur.

                 2).  If exports exceed imports, a trade surplus would occur.

            b.  International business is a broader concept that includes international trade and

                 foreign production.  Marketing can occur in three ways:

                 1).  Export products.

                 2).  Invest in foreign production and manufacture domestically.

                 3).  Contract out manufacturing through licensing or joint ventures.

            c.  Foreign production constitutes a much larger portion of international business 

                 than international trade.

            d.  The extensive international penetration of U.S. and other companies has been 

      referred to as global reach.

                 1).  Figures show that experienced companies tend to manufacture overseas 

                       much more than they export. 

                 2).  Japanese foreign direct investment has taken place since 1985.

*****Use Discussion Question #1 and Discussion Question #2 Here*****

       6.  Who Manages International Trade?
            a.  Multinational companies are increasingly managing the international flow 

                 within themselves.  This is called intra-firm trade.

                 1).  This form of trade makes statistics more difficult to understand.

                 2).  Most of the large industrialized countries have about 34% intra-firm

                       trading.


     3).  Service industries are going through the same evolution as manufacturing 

                       industries on a global basis.

     4).  In 2008, $3.3 trillion worth of commercial services was traded globally.

*****Use Review Question #2 Here; Use Global Perspective 1-2 “Market Convergence and Divergence at Work in the European Union” Here *****
C.   Evolution of Global Marketing

       1.  What is Marketing?
            a.  Marketing is essentially a creative corporate activity involving the planning

                 and execution of conception, pricing, promotion, and distribution of ideas,

                 products, and services in exchange that not only satisfy customer’s present 

                 needs but also anticipate and create their future needs at a profit.

                 1).  Marketing is much broader than selling.

                 2).  Marketing must focus on customers and competition to be successful.

                 3).  One must be careful not to gain customers at the expense of losing 

                       markets.

            b.  Increasingly, firms are drawn into marketing activities outside their domestic

                 environment.

            c.  Firms generally develop different marketing strategies depending on the degree

                 of experience and the nature of operations in international markets.

            d.  Many researchers believe that firms evolve over time into international 

                 companies and organizations.

                 1).  Actual evolution depends on the economic, cultural, political, and

                       legal environments of various country markets in which the company

                       operates as well as on the nature of the company’s offerings.

                 2).  A key point here is that many companies are constantly under competitive

                       pressure to move forward both reactively (responding to the changes in the

                       market and competitive environments) and proactively (anticipating the

                       change).

            e.  Knowing the dynamics of evolutionary change is important for two reasons:

                 1).  It helps in the understanding of how companies learn and acquire 

                       international experience and how they use it for gaining competitive

                       advantage over time.

                 2).  With this knowledge, a company may be able to compete more effectively

                       by predicting its competitors’ likely marketing strategy in advance.

       2.  Domestic Marketing.
            a.  Domestic marketing is the first stage of evolution of marketing across 

                 international boundaries.

            b.  Companies focus on domestic sales and markets.

            c.  This strategy is based on domestic needs and domestic competition only.

                 1).  Marketers are ethnocentric and pay little attention to what is going on in

                       the international market place (such as changing customer demand).

                 2).  All strategic actions are tailored to domestic responses.

            d.  As a result, these companies are vulnerable to sudden changes forced on them

                 from foreign competition.

*****Use Exhibit 1-2 Here*****
        3.  Export Marketing.
            a.  The second stage is export marketing.

            b.  Usually, this stage begins from unsolicited orders from markets or distributors

                 located abroad.

                 1).  Companies learn to benefit from this business.

                 2).  Strategy is reactive rather than proactive.

                 3).  Businesses have many uncertainties and unknowns in the unfamiliar 

                       international market.

            c.  Companies advance once they satisfy the following conditions:

                 1).  The management of the company obtains favorable expectations of the 

                       attractiveness of exporting based on experience.

                 2).  The company has access to key resources necessary for undertaking 

                       additional export-related tasks.

                 3).  Management is willing to commit adequate resources to export activities.

            d.  Difficulties experienced include:

                 1).  Import/export restrictions.

                 2).  Cost and availability of shipping.

                 3).  Exchange rate fluctuations.

                 4).  Collection of money.

                 5).  Development of distribution channels.

            e.  If companies do not have a favorable experience at this level, it will retard 

                 advancement along the continuum.

            f.  Many forces may make the company consider this alternative, but they still

                tend to take an ethnocentric view toward strategy formulation.

       4.  International Marketing.
            a.  Once export marketing becomes an integral part of the company’s marketing

                 activity, it will begin to seek new directions for growth and expansion.

            b.  A unique feature of the international marketing phase is its polycentric

                 orientation with emphasis on product and promotional adaptation in foreign

                 markets.

                 1).  The company must begin to defend its position in foreign markets against

                       local competition.

                 2).  International marketers will need to adapt their products to overcome

                       the inherent advantage of the domestic marketer.

                 3).  The company can begin to allocate a certain portion of its manufacturing

                       capacity to its export business.

                 4).  Or, because of transportation costs, tariffs and other regulations, and 

                       availability of human and capital resources in the foreign markets, the

                       company may even begin manufacturing in the foreign environment.

            c.  The extreme of this phase is to establish an independent foreign subsidiary

                 in each and every foreign market and have each of the subsidiaries operate

                 independently of each other without any measurable headquarters control.  

                 This is known as multi-domestic marketing.

                 1).  Few economies of scale result.

                 2).  Useful when there are wide differences between markets.

*****Use Review Question #6 and Review Question #7 Here*****

       5.  Multinational Marketing.
            a.  In this phase the company markets its products in many countries around the

                 world.

            b.  Because of efficiencies and economies of scale, the company consolidates on

                 a regional basis.

                 1).  This regiocentric approach suggests that product planning may be

                       standardized within a region but not across regions.

                 2).  Regional advertising might be accomplished.

                 3).  Regional brands might be developed.

       6.  Global Marketing.
            a.  The international (country-by-country) or multinational (region-by-region)

                 orientation, while enabling the consolidation within countries or regions, will

                 tend to result in market fragmentation worldwide, nonetheless.

            b.  Operational fragmentation costs are often high.

            c.  It is argued that the multinational and global corporations are not the same

                 thing.

            d.  Global marketing refers to marketing activities by companies that emphasize:

                 1).  Standardization efforts---standardizing marketing programs across 

                       different countries.

                 2).  Coordination across markets---reducing cost inefficiencies and duplication 

                        of efforts at the national and regional levels.

                 3).  Global integration---participating in many major world markets to gain 

                        competitive advantage.

            e.  Most researchers do agree that some standardization is all right, however, what

                 is really called for is a company’s proactive willingness to adopt a global

                 perspective when developing a marketing strategy.

            f.  While many companies are a long way from this concept, they are making 

                progress with their subsidiaries.

*****Use Review Question #5 Here; Use Discussion Question #3 and Discussion Question #4 Here; Use Global Perspective 1-3 “Globalizing the Business Terms Before Globalizing the Firm” Here *****

            g.  Rather than becoming more simplistic, the world economic and marketing

                 environment is becoming more sophisticated and complex.
       7.  The Impact of Economic Geography and Climate on Global Marketing.
a. The economic geography, climate, and culture, among other things, affect how companies develop certain products and how consumers want them.

b. The availability of both natural and human resources is important in determining industry locations.

c. Marketing executives need to have an acute understanding of not only the availability of various resources but also emerging consumer  and societal needs on a global basis.

        8. The Impact of the Internet on Global Marketing.
a. The Internet adds a new dimension to global marketing.

b. Many MNCs are realizing the huge potential of the Internet.

c. E-commerce retailers can gain significant cost savings by selling virtually.

d. By 2005, online channels represented 10 to 12 percent of sales in such categories as apparel, accessories, and toys.

e. Many multinational companies are realizing the huge potential of the Internet in terms of global marketing and e-commerce.

***** Use Review Question #8 Here *****

*****Use Chapter Appendix Here (for additional information about International

          Trade and the Multinational Enterprise).  This material is outlined following       

          this chapter.*****

REVIEW QUESTIONS

INSTRUCTOR’S NOTE:  The following chapter review questions are meant to challenge the student to think about material presented in the chapter and formulate a creative answer to the review question.  Many of the answers require judgments rather than specific line-by-line quotation of facts.  The answers provided are meant to provide stimulation of creative answers.
1.  Discuss the reasons why international business is much more complex today than

     it was 20 years ago.

In today’s changing business world, the commonly cited reasons for increasingly complex international business environments are:

a.  Saturation of domestic markets and more sophisticated consumers.

b. Global consumer convergence.

c.  More consumers and markets to analyze.

d.  Increasing global competition that impacts the international as well as the domestic environment.

e.  Need for global cooperation and expanding international opportunities.

f.  Political and governmental barriers.

g.  Ethical and moral concerns.

h.  Cultural barriers.

 i.  Shifting multinational environments.

 j.   Role of the Internet and electronic commerce, especially in B2B, B2C, and C2C commerce.

2.  What is the nature of global competition?

The new view toward global competition is that it includes domestic as well as foreign competitors.  Multinationals from developed countries and emerging markets have expanded to the extent that they can begin to think globally rather than on a country-by-country or region-by-region basis.  In order to do this, new formats for strategies and subsidiaries are being developed.  Products and services are being adapted or standardized (as the market dictates) at the global and regional levels.  Proactive strategies are replacing reactive strategies.
3.  Does international trade accurately reflect the nature of global competition?

If the marketer only thinks in terms of exports and imports, the answer is no.  If the marketer does not consider the amount of business that is being done between the subsidiaries of the same multinational or global firm, then the answer is no.  If the global competitor truly is designing strategy and policy to fit the current international trade environment, the competitor uses international trade as a component of the firm’s strategy formulation process.

4.  Why are consumption patterns similar across industrialized countries despite 

     cultural differences?

As a country or a market’s disposable income increases, research has shown that more of the discretionary income is spent on non-subsistence goods and services.  Once the average person passes about $20,000 per capita income per year, that person begins to become a viable prospect for non-subsistence goods.  The need for goods in general is similar.  The need for specific goods may be affected by cultural differences.

5.  How is global marketing different from international marketing?

Global marketing is a more advanced phase of international marketing.  Once export marketing becomes an integral part of a company’s marketing activity, it begins to seek growth and expansion through international marketing.  The emphasis is polycentric (emphasis on product and promotional adaptation in foreign markets--wherever necessary).  In global marketing, fragmentation caused by international marketing is overcome. 

Global marketing refers to marketing activities by companies that emphasize:

1).  Standardization efforts---standardizing marketing programs across 

                   different countries.

2).  Coordination across markets---reducing cost inefficiencies and duplication 

                   of efforts at the national and regional levels.

3).  Global integration---participating in many major world markets to gain 

                   competitive advantage.

6. Why do you think a company should or should not market the same product in 

the same way around the world?

Students should be encouraged to think about the standardization versus the adaptation alternative.  Standardization has the advantages of efficiencies in production and communication as well as economies of scale.  Adaptation has the advantages of customization, matching the true unique desires and wants of the customer, and the ability to compete against local competition more effectively.  

Students should be encouraged to think of product examples for standardization and then adaptation.  Try to make a case for each form being effective.  

7.  What is proactive standardization?

In global marketing, the trend may be to see the world as one giant market.  The trick to being successful in more than one market (while still retaining the advantages of production economies of scale) may be in finding products that everyone needs (with little adaptive change).  This response to true global competitors may be a very good defense against market erosion.

8.  How is the Internet reshaping the nature of global marketing?

The Internet was one of the most useful inventions of the 20th Century. In the global marketplace, the Internet and its Web-related activities have brought a multitude of benefits to companies, consumers, and producers. The Internet’s future prospects and fundamentals seem very strong especially in the area of B2B e-commerce. As mentioned in the text, there is still a “digital divide” between developed and developing countries regarding the availability of Internet marketing and its Web-related activities. In the coming years, many companies will be using this medium to reach far flung places on the earth. In short, the Internet will help connect buyers and suppliers in most efficient and effective ways. 

DISCUSSION QUESTIONS
INSTRUCTOR’S NOTE:  Discussion Questions are found at the end of each chapter in the text.  These questions (in many cases) are too lengthy to repeat in this manual.  Suggestions for answering and discussing the questions are presented in this section.  Many of the questions require student opinion and judgment.

1.  This question focuses on whether or not corporations and the media (because of stability of imports and exports as a percentage of GNP for many countries has changed little over the past three decades) may be over-emphasizing globalization.  Most students should see that the world is growing.  As growth occurs within individual economies GNP will grow.  Even if imports and exports remain constant, they actually increase because of increasing GNP.  If anything, the corporations and media of the world should be placing more emphasis on globalization.  It probably is the one true secret to expanding and succeeding in the 21st century.

2.  Merchandise (though only 2 percent of foreign exchange) is still a significant factor in world trade.  As world consumers continue to increase their disposable income, more merchandise will be demanded.  This merchandise will come from domestic and international sources.  Merchandise is the end result of procuring raw resources and conducting manufacturing.  With this in mind, it would be correct to state that the impact of merchandise cannot be considered alone.  It must be considered in a broader context.  It is, ideally, what most nations would like to trade.  It is also where a nation can succeed by having a comparative advantage.

3.  This question assumes the format of a small case.  After reading the material contained in the question, the student is asked to formulate an opinion on three basic questions with respect to market entry into the Indian market.  These questions deal with the questions of standardization versus adaptation, positioning with respect to culture and lifestyle habits, and choices made in encouraging the development of brand equity.  To answer each of these questions the student should assume the role of a brand manager.  First, the student should re-read the section of the chapter that discusses standardization versus adaptation.  Second, the student should review the material found in the Appendix to Chapter 1.  By reviewing this material the student should be better prepared to analyze positioning strategy and the concept of brand equity.  Lastly, the student should be encouraged to consider whether policies that are successful in one country or market (in this case China) can be directly transferred to another market or country (in this case India).  Globally, customization is needed in many instances.  What areas can be standardized?

4.   This question assumes that global marketing is an accepted practice and a worthy 
goal.  The difficulty comes in finding managers who are either familiar with how to manage globally or are good at managing globally.  This is certainly a common problem.  One could ask the question “Where will our global managers come from?”  Do the managers come from domestic operations or from foreign subsidiaries?  At this point the answer is unclear.  What is clear, however, is that the manager of the future must be familiar with marketing in a global atmosphere.  If they are unfamiliar, they will not be successful in designing or implementing global strategy.  Many firms may be making mistakes today because of a lack of managerial expertise, however, they are learning and will not make mistakes tomorrow.
 5.   This question raises some interesting issues about the growing Internet market in China as well as other emerging economies.  In 2004, China had over 94 million Internet users.  The book cites about the example of Shanda Intercative Entertainment Limited which in May 2004 was listed on the NASDAQ and made a revenues of $373 million in an online games market.  In terms of online businesses, MNCs can reap some good opportunities because of consumers and stable demand.  Since Internet helps fulfill needs by eliminating the middleman, the prospects look bright in emerging economies.  Selected threats which may be encountered by MNCs include governmental regulatory barriers, availability of Internet service providers, and connectivity issues. 

STUDENT PROJECTS and INTERNET FOCUS
1.  Identify 3-4 companies that you believe have a global marketing focus.  Provide supporting evidence or arguments that justify selection of these firms.

2.  Use Exhibit 1-2 (page 14) and the material in the chapter as your guide, identify three companies that fit each of the five categories (domestic marketing, export marketing, international marketing, multinational marketing, and global marketing) mentioned.  Provide supporting evidence or arguments that justify selection of these firms.

INSTRUCTOR’S NOTE:  The following projects require the students to both use and understand the Internet.  If students do not understand how to use the Internet, explanation should be given before these projects are undertaken.  The Web sites provided were current at the time of this writing.  However, since Web addresses change frequently, the instructor should re-affirm the site address and the content of the site before making an assignment.
3.  Go to the Web sites of General Electric (http://www.ge.com/en/) and Asea-Brown Boveri-ABB (http://www.abb.com/) and investigate and compare their web pages and construct evidence that would support your contention that GE and ABB (1) standardize or (2) adapt their world wide products.
4.  Go to the Web sites of Nestle (http://www.nestle.com/) and Unilever (http://www.unilever.com/) and compare their Web pages and construct evidence that would support your contention that Nestle and Unilever  (1) standardize or (2) adapts their world wide products.
5.  Go to the U.S. Department of Commerce’s International Trade Administration Web site (http://trade.gov/index.asp) and discuss three recent trade news that you think might be interesting to bring to class.  Download the material, abstract it if necessary, and discuss the material in class.  Also look at the “four spotlights” and other international business and trade information from this site.
WEB RESOURCES

AdmiNet
(http://www.adminet.com/)

Canadian International Development Agency

(http://www.acdi-cida.gc.ca/cidaweb/acdicida.nsf/En/Home)
CIBER Web

(http://ciberweb.msu.edu/)

DTI (Department of Trade and Industry), UK
(http://www.dti.gov.uk/)

The Dutch Export Site

(http://export.nl/)

Global Business (Time online edition)

(http://www.time.com/time/globalbusiness/)

Global Connector

CIBER, Kelley School of Business, Indiana University

(http://www.kelley.iu.edu/connector/Text_version/gc_home.cfm)

Global Edge

CIBER, Michigan State University

(http://globaledge.msu.edu/)

GLOBUS & NTDB

STAT-USA

(http://www.stat-usa.gov/tradtest.nsf)
The International Business Index (USA Today)

(http://www.usatoday.com/marketplace/ibi.htm)

International Business Resources

Davis Library, University of North Carolina at Chapel Hill

(http://www.lib.unc.edu/reference/busecon/international_business/)

International Business Resource Connection

CIBER, University of Kansas

(http://www.ibrc.business.ku.edu/)

International Resources

Digital Librarian

(http://www.digital-librarian.com/international.html)

International Trade Administration

U.S. Department of Commerce

(http://www.ita.doc.gov/)

The Internationalist

(http://www.internationalist.com/welcome.php3)

Marketing & International Marketing Links (1,700+useful links)

Syed Tariq Anwar, West Texas A&M University
(http://wtfaculty.wtamu.edu/~sanwar.bus/otherlinks.htm)

Martindale’s International Business, Finance & Economic Center

J. Martindale, University of California, Irvine.

(http://www.martindalecenter.com/RefFinance.html)

METI - Ministry of Economy, Trade and Industry (Japan)

(http://www.meti.go.jp/english/index.html)

RGE Monitor

(http://www.rgemonitor.com/)

TradePort

(http://www.tradeport.org)

VIBES-Virtual International Business & Economic Resources

University of North Carolina-Charlotte

(http://library.uncc.edu/display/?dept=reference&format=open&page=68)

Web Resources for International Trade

FITA (Federation of International Trade Associations)
(http://www.fita.org/webindex/index.html)
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