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UNIT-1
FRAMEWORK OF INTERNATIONAL
MARKETING

Unit Structure:

1.1 Introduction

1.2 Objectives

1.3 International Marketing An Introduction
1.4 Stages of International Marketing Evolution
1.5 Reasons for Entering International Markets
1.6 Modes of Entering International Markets
1.7 Domestic vs. International Marketing

1.8 Significance of International Marketing

1.9 Summing Up

1.10 Model Questions

1.11 References and Suggested Readings

1.1 Introduction

In an increasingly interconnected world, businesses are no longer
limited to domestic markets. Expanding beyond national boundaries
to explore global markets has become a key strategy for growth and
sustainability. International marketing refers to the process of
planning, executing, and managing marketing activities across
multiple countries to meet the needs of diverse consumer segments
while achieving organizational goals. However, entering
international markets is not just an extension of domestic marketing
as it involves addressing complex challenges such as cultural
diversity, legal regulations, economic conditions, and technological

differences.



The framework of international marketing provides a structured
approach to adapting the marketing mix, including product, price,
place, and promotion, for foreign markets. It also involves selecting
appropriate market entry strategies such as exporting, licensing,
franchising, manufacturing and joint ventures. This unit explores the
essential concepts and strategies that guide firms in successfully
operating in foreign markets. By understanding this unit, learners
will gain the knowledge and skills required to make informed
decisions and develop effective marketing strategies in international

environments.

1.2 Objectives
After going through this unit, you will be able to-
e understand the Concept of international marketing,
e analyze the evolution of international markets,
o differentiate between domestic marketing and international
markets,
e evaluate market entry strategies,

e recognize the Importance of international marketing.

1.3 International Marketing an Introduction

International marketing takes place when a business expands
beyond its home country to promote and sell its products or services
in multiple nations. According to Philip Cateora and John M. Hess,
it involves conducting business activities that facilitate the
movement of goods and services from a company to consumers
across different countries. While the basic principles of international
marketing are similar to those of domestic marketing, the key
difference lies in the added complexity of managing operations

across diverse markets, each with its own unique set of challenges.



In essence, international marketing is a strategic process where
companies plan, execute, and manage marketing efforts in multiple
countries. This requires adapting strategies to suit the varied
preferences, cultures, regulations, and economic conditions of
foreign markets. Unlike domestic marketing, which focuses on a
single national market, international marketing demands a more
coordinated and flexible approach to ensure that business goals are

met while addressing the specific needs of each target market.

According to Cateora and Graham, “International Marketing is the
performance of business activities designed to plan, price, promote,
and direct the flow of a company’s goods and services to consumers

or users in more than one nation for a profit.”

According to Philip Kotler, “International marketing is the process
of planning and conducting transactions across national borders to
create exchanges that satisfy the objectives of individuals and

organizations.”

It is also essential to distinguish between international marketing
and foreign trade, as these terms are often used interchangeably but
have distinct meanings. Foreign trade primarily deals with the
exchange of goods and services between nations, focusing on a
broader, macroeconomic perspective. On the other hand,
international marketing adopts a more managerial approach,
concentrating on the strategic decisions and operational challenges
that companies face in global markets. While both concepts involve

cross-border exchanges, they differ in their scope and objectives.

1.4 Stages of International Marketing Evolution

As companies expand their reach beyond domestic markets, they
undergo a transformation in their approach to marketing, eventually

becoming global players. This journey involves several stages, each



reflecting a different level of commitment and understanding of

international markets. The four key stages in this progression are:

1.

Export Marketing: In the initial phase, known as export
marketing, a company ventures into foreign markets while
maintaining a strong connection to its domestic operations.
During this stage, the company simply extends its existing
marketing mix to the new market without making significant
adaptations. The goal is to increase market size by selling the
same product in a foreign environment, with minimal changes in
product design, pricing, or promotional strategies. The company
retains a binary orientation, focusing on both the home and
foreign markets but without tailoring its offerings to meet local

needs.

International Marketing: As the firm gains more experience in
foreign markets, it enters the international marketing phase.
Here, the company begins to adapt its marketing mix to align
with the requirements of the target market while still
maintaining a dual focus on domestic and foreign markets.
Although profitability for the parent company remains a priority,
the firm recognizes the need to customize its products and
promotional strategies to better satisfy local consumer

preferences.

Multinational Marketing: In this phase, the company's
orientation shifts from a binary to a unitary perspective, making
it a multinational marketer. The focus moves toward satistying
the needs of individual markets by developing customized
marketing strategies for each country. Multinational firms may
establish subsidiaries in foreign countries that operate either
under the guidance of the headquarters or with a degree of
independence. The emphasis is placed on maximizing customer

satisfaction while earning profits.



4. Global Marketing: At the most advanced stage, a company
adopts a global marketing approach. Here, the organization
views the world as a single market while recognizing the need to
balance standardization with local adaptation. Global marketers
leverage similarities across markets to achieve economies of
scale but also respond to cost-effective differences to optimize
performance. Their strategies are a blend of extension (applying
successful practices from one market to another), adaptation
(modifying products and marketing strategies to suit local
needs), and creation (developing new products and approaches

for global success).

The progression through these phases highlights the growing
complexity and sophistication of a company’s approach to global
markets. While various terminologies such as international
marketing, multinational marketing, and global marketing are often
used interchangeably in literature, this course adopts the definition
of international marketing as outlined earlier. However, in some
contexts, the terms international and global marketing may be used
synonymously to reflect a firm’s expanding global footprint and

strategic focus.

1.5 Reasons for Entering International Markets

While profit is the primary motivation for expanding into
international markets, companies are often driven by a variety of
strategic and operational factors. The following reasons play a
significant role, along with several other compelling factors that

encourage firms to explore foreign markets:

1. Extending the Product Life Cycle: When a product reaches the
maturity or decline stage in the domestic market, it may still

have growth potential in other countries. To prolong the life



cycle of such products and prevent underutilization of resources,
companies often enter international markets where the product

may be in its introductory or growth phase.

Reducing Domestic Competition Pressure: Intense
competition in the home market can squeeze profit margins and
limit growth opportunities. To avoid this, firms may explore less
saturated or less competitive foreign markets where they can

establish a stronger market position.

Utilizing Excess Capacity: When companies operate with
surplus production capacity, they may choose to enter foreign
markets to maximize resource utilization. By catering to
international demand, firms can reduce their per-unit production

cost and improve overall profitability.

Geographic Diversification: Firms often expand internationally
to reduce dependence on a single market. Geographic
diversification spreads risk across multiple regions, protecting
the company from downturns or economic instability in any one
country. This approach helps maintain a steady flow of revenue

and reduces the impact of local market fluctuations.

Increasing Market Size and Revenue: To achieve higher
growth and economies of scale, companies seek to expand their
customer base by entering foreign markets. International
expansion allows firms to tap into larger populations, leading to

increased sales and revenue growth.

Gaining Competitive Advantage: Firms may go global to
strengthen their competitive position by acquiring access to
advanced technology, skilled labor, or specialized resources
available in foreign markets. Operating in multiple countries
also helps them gain experience and expertise that enhances

their overall competitiveness.



7. Exploring Emerging Markets and Growth Potential:

Emerging economies often offer untapped growth potential due
to their expanding middle-class population, rising disposable
incomes, and increasing demand for quality products and
services. Companies seize this opportunity by entering these

markets early to establish brand loyalty and market dominance.

Government Incentives and Favorable Policies: Many
countries offer incentives, such as tax breaks, subsidies, and
relaxed regulations, to attract foreign investment. Firms often
take advantage of these favorable policies to reduce costs and

establish a competitive foothold in foreign markets.

Check Your Progress
1. What is international marketing?
2. What are the key stages in the evolution of international
marketing?
3. What are the major reasons that motivate firms to enter

international markets?

1.6 Modes of Entering International Markets

When a company decides to expand its business globally, it must

carefully choose the best method to enter foreign markets. Selecting

the right approach is important because it affects the company’s

level of control, investment, and risk. Broadly, these are the main

strategies for entering international markets:

1.

Exporting: Exporting is the simplest and most commonly used
method for entering foreign markets. In this approach, goods and
services are produced domestically and then sold in other
countries. Since this method involves relatively low financial

risk, it is often preferred by companies that are exploring
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international markets for the first time. Many firms use
exporting as an initial step toward expanding their business
globally because it requires minimal investment and allows them

to test foreign markets.

Licensing: Licensing involves granting a foreign company the
right to manufacture and sell a firm’s product in exchange for a
royalty or fee. This method is useful when a company wants to
protect its patents, trademarks, or intellectual property while
expanding internationally. Licensing is often chosen when the
target market develops quickly or when trade restrictions make
direct exports difficult. Through licensing, companies can
extend their reach without heavy investments or operational

involvement.

Franchising: In franchising, the franchisor provides the
franchisee with a proven business model, brand reputation,
marketing support, and operational guidelines. The franchisee,
in turn, manages the day-to-day operations while adhering to the
franchisor’s established standards. This method allows the
franchisor to expand its brand quickly and efficiently across
multiple markets without taking on the full risk and investment

of opening new outlets.

Joint Ventures: In a joint venture, a company collaborates with
a local partner to establish and manage operations in a foreign
market. This approach is beneficial when the company lacks
sufficient knowledge, resources, or expertise to operate
independently in a foreign environment. Joint ventures also help
companies mitigate political and economic risks by sharing
control with a local partner. Companies often enter into joint
ventures when wholly-owned operations are not allowed by the
foreign government or when the local partner brings valuable

resources, such as market knowledge and distribution networks.
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5. Manufacturing: As companies gain more experience in
international  business, they may establish their own
manufacturing and marketing systems in foreign markets. This
approach helps reduce costs by avoiding import duties and
minimizing transportation expenses. Additionally, companies
can take advantage of lower labor costs in foreign countries,

making their operations more competitive.

6. Management Contracts: Management contracts are used when
a country or company lacks the necessary managerial or
technical expertise to operate certain assets. In such cases,
foreign companies are brought in to manage these assets until
the host country develops the required skills. This method is
common in industries such as refineries and petrochemical
plants in the Middle East, where foreign expertise helps manage

operations effectively.

Stop to Consider

The choice of market entry strategy depends on factors such as the
company’s financial strength, knowledge of the target market, and
willingness to take risks. By selecting the right approach, companies
can successfully establish a presence in international markets and

achieve long-term growth.

1.7 Domestic vs. International Marketing

The following comparison clearly highlights the fundamental
differences between domestic and international marketing by
focusing on the key factors that shape strategies and decision-

making processes in both scenarios.

12




International

Aspect Domestic Marketing
Marketing

Scope Limited to a single Extends across multiple

country or region. countries, often
involving diverse
markets.

Market Operates within a Operates in different

Environment familiar political, and often unfamiliar
legal, economic, and | environments, requiring
cultural environment. | adaptation to diverse

laws, cultures, and
consumer behaviors.

Customer Relatively Varies significantly

Preferences homogeneous across different regions
preferences and needs. | and cultures.

Competition Competitors are Faces competition from
mostly local or both local and global
regional. firms.

Market Control | Easier to control since | Difficult to control due
it operates within one | to diverse regulatory
set of rules and frameworks and market
conditions. conditions.

Marketing Standardized Requires adaptation of

Strategies marketing mix can be | the marketing mix to
applied. suit different market

needs and preferences.

Communication | Easier to develop a Involves crafting

& Promotion

unified message for a

single audience.

multiple messages
tailored to different
cultural and linguistic

backgrounds.
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Cost Structure

Costs are relatively

predictable and stable.

Costs can vary
significantly due to
tariffs, taxes, and

exchange rate

fluctuations.
Product Focuses on domestic | Products may need to be
Development consumer needs and | modified or adapted to
preferences. meet international
market requirements.
Cultural Minimal need for High need for cultural
Sensitivity cultural adjustments. | sensitivity and

adaptation to ensure

product acceptance.

Translation errors in

Stop to Consider

international

marketing highlight the

importance of cultural sensitivity. For instance, when Pepsi entered

China, its slogan “Come alive with the Pepsi generation” was

mistranslated as “Pepsi brings your ancestors back from the dead,”

causing discomfort among Chinese consumers. Such mistakes

emphasize the need for brands to carefully adapt their messages,

respecting cultural values to avoid misunderstandings and maintain

brand reputation globally.

1.8 Significance of International Marketing

International marketing plays a vital role in helping businesses

expand beyond their domestic boundaries, offering numerous

opportunities for growth, profitability, and global recognition.

Following are the significance of international marketing:

14




Expansion of Market and Customer Base: International
marketing allows businesses to extend their reach beyond
domestic boundaries, giving them access to a larger customer

base.

Increased Revenue and Profitability: By tapping into
international markets, firms can generate additional revenue
streams. When domestic demand stagnates or declines, global
markets offer an opportunity to sustain growth and improve

overall profitability.

Utilization of Excess Production Capacity: When domestic
demand is insufficient to utilize a firm’s full production
capacity, international markets provide an avenue to maximize
resource utilization. This helps in reducing per-unit costs and

achieving economies of scale.

Diversification and Risk Reduction: Operating in multiple
markets helps businesses mitigate the risks associated with
fluctuations in domestic demand, economic instability, or
political changes. Geographic diversification cushions the firm

against potential losses in one region.

Competitive Advantage and Brand Recognition: Expanding
into international markets enhances a company’s brand
reputation and visibility globally. Strong international presence
provides a competitive edge over rivals and positions the brand

as a global leader in its industry.

Access to New Technologies and Innovations: Entering global
markets exposes businesses to advanced technologies,
innovative practices, and new business models. This knowledge
transfer can enhance operational efficiency and improve the

quality of products and services.
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7. Stimulating Economic Growth and Employment: By

encouraging exports and international trade, international
marketing contributes to the economic growth of the home
country. It generates employment opportunities and strengthens

the industrial base of the economy.

Learning and Adapting to Global Trends: International
marketing exposes companies to diverse consumer preferences,
cultural norms, and emerging trends. This knowledge helps
firms stay innovative and responsive to changing global

demands.

Check Your Progress
1. How do joint ventures and franchising differ as entry
strategies?
2. Write 3 key differences between domestic and international
marketing?
3. Why is international marketing important for business

growth?

1.9 Summing Up

International marketing takes place when a business expands
beyond its home country to promote and sell its products or

services in multiple nations.

The four key stages in the progression of international marketing
are- export marketing, international marketing, multinational

marketing and global marketing.

Companies enter international markets to extend the product life

cycle, avoid intense domestic competition, utilize excess
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capacity, achieve geographic diversification, and expand their

market size for increased profitability.

Firms enter international markets through various modes such as
exporting, licensing, franchising, joint ventures, and establishing
manufacturing or management contracts, depending on their

resources and strategic goals.

International marketing is significant as it helps businesses
expand their market reach, increase revenue, achieve economies
of scale, enhance brand recognition, and mitigate risks by

diversifying across multiple markets.

1.10 Model Questions

Explain the key reasons why firms enter international markets.
List and briefly describe the different modes of entering
international markets.

Explain how cultural sensitivity impacts international marketing
decisions.

What is the role of government regulations in shaping
international marketing strategies?

If a company with limited financial resources wants to expand
internationally, which market entry strategy would be most
suitable? Justify your answer.

Discuss the impact of globalization on small and medium-sized
enterprises (SMEs) entering international markets. What

strategies should SMEs adopt to remain competitive?

1.11 References and Suggested Readings

Onkvisit, S., & Shaw, J. J. (2004). International Marketing
(Fourth edition). Routledge.
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UNIT-2
DYNAMICS OF INTERNATIONAL MARKETING

Unit Structure:

2.1 Introduction

2.2 Objectives

2.3 International Trade: Foundation for International Marketing
2.4 Theories of International Trade

2.5 Factors Affecting International Marketing

2.6 Challenges of International Marketing

2.7 Summing Up

2.8 Model Questions

2.9 References and Suggested Readings

2.1 Introduction

This unit builds upon the previous discussion of the framework of
international marketing by delving deeper into the foundational
concepts that shape global trade and marketing strategies. It begins
by exploring international trade as the backbone of international
marketing, highlighting how the exchange of goods and services
between nations influences market dynamics. The unit further
examines key theories of international trade, which provide insights
into why countries engage in trade and how they benefit from
specialization and comparative advantages. Additionally, it analyzes
the factors affecting international marketing, distinguishing between
controllable and uncontrollable variables that influence a firm's
global operations. Finally, the unit addresses the challenges of
international marketing, equipping learners with an understanding of
the complexities and risks associated with operating in diverse

international environments. By grasping these concepts, learners
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will develop a solid foundation to navigate and succeed in the global

marketplace.

2.2 Objectives

After going through this unit, you will be able to-

e understand the concept of international trade,

e examines the key theories of international trade,

e analyze the factors affecting international marketing,

e recognize the challenges of international marketing.

2.3 International Trade: Foundation for International

Marketing

International trade involves the exchange of goods and services
between countries to leverage comparative advantages and optimize
resource utilization. It allows nations to specialize in producing
goods they can manufacture efficiently and import those that are
costly to produce domestically. This enhances global economic
integration, improves the standard of living, and fosters economic

growth by allowing countries to focus on their strengths.

While international trade focuses on the exchange of goods and
services across borders, international marketing involves the
strategic planning, pricing, promotion, and distribution of products
in multiple markets to meet consumer needs. International trade
operates at a macroeconomic level, emphasizing the movement of
goods and capital between nations, whereas international marketing
operates at a microeconomic level, focusing on how companies
adapt their marketing strategies to suit foreign market conditions,
including cultural preferences, legal regulations, and economic

environments.
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2.4 Theories of International Trade

For centuries, countries have engaged in trade to meet consumer
demands and boost economic growth, especially when they lack
essential resources such as land, labor, or capital. For instance,
Germany excels in producing high-quality automobiles and
industrial machinery due to its advanced technology and skilled
workforce, but it relies on other nations for raw materials like oil
and gas. On the other hand, Brazil is rich in natural resources such
as coffee, soybeans, and iron ore but lacks the industrial capacity to
produce sophisticated machinery. Through international trade, these
nations can exchange resources and products, enabling both to focus
on their strengths and improve overall efficiency and living

standards.

Economists have developed several theories to explain why nations
engage in trade. Among these, the most widely accepted are the
theories of comparative advantage, absolute advantage, and factor

endowment.
A. Theory of Absolute Advantage

Proposed by Adam Smith in 1776, the theory of absolute advantage
suggests that a country should produce and export goods that it can
produce more efficiently than other nations, while importing goods
that other countries can produce more efficiently. A country is said
to have an absolute advantage in producing a good if it can produce
a higher quantity using the same amount of resources compared to
another country. By focusing on producing goods where they hold
an absolute advantage and engaging in trade, nations can enhance

overall economic efficiency and contribute to global wealth.
B. Theory of Comparative Advantage

Proposed by David Ricardo in 1817, the theory of comparative

advantage explains that a country should specialize in producing
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goods and services that it can produce relatively more efficiently
than other countries, even if it does not have an absolute advantage.
According to this theory, if two countries focus on producing goods
where they have a lower opportunity cost and trade with each other,
both can benefit from increased efficiency and higher overall
production. Comparative advantage emphasizes that trade is
beneficial even if one country is more efficient in producing all
goods, as long as both nations focus on their relative strengths and
exchange their outputs. This concept forms the backbone of modern

international trade policies.
C. Factor Endowment Theory

Also known as the Heckscher-Ohlin Theory, the Factor Endowment
Theory suggests that countries export goods that utilize their
abundant and relatively cheaper factors of production, while they
import goods that require factors that are scarce and expensive
domestically. According to this theory, a nation’s comparative
advantage is determined by its factor endowments, such as land,
labor, and capital. Countries with abundant labor tend to specialize
in labor-intensive goods, while those with abundant capital focus on
producing capital-intensive goods. This specialization allows
countries to optimize resource utilization and benefit from

international trade.

Stop to Consider
e A country's factor endowment refers to the combination of its
available resources, including land, labor, capital, and
enterprise.
e Several factors determine these endowments, such as
geographical conditions like climate and natural resources,

historical developments and political stability, social and
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demographic  characteristics, the level of economic
development, workforce size and quality, access to capital, and

the presence of entrepreneurial skills and opportunities.

International trade theories play a crucial role in shaping
international marketing decisions. These theories help firms identify
the most suitable markets, determine cost-effective production
locations, and develop competitive pricing strategies. Understanding
these theories enables businesses to align their international
marketing efforts with the dynamics of global trade, ensuring long-

term success.

Check Your Progress
1. What is the significance of international trade in
international marketing?
2. Explain the concept of comparative advantage.

3. What are factor endowments?

2.5 Factors Affecting International Marketing

When expanding into international markets, businesses face
numerous factors that influence their marketing strategies. These
factors can be classified into two broad categories: controllable and
uncontrollable factors. Understanding and managing these factors is

essential for success in international marketing.
A. Controllable Factors

Controllable factors, often referred to as the “Marketing Mix,”
consist of elements that a company can regulate and modify to meet
the demands of international markets. These factors are internal

elements within the company’s control, allowing businesses to
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adjust their strategies to suit different markets and effectively
address the needs of foreign consumers. Controllable factors

include:

i.  Product Decisions: Companies can modify or develop
products to align with the preferences, cultural values, and
technological requirements of the target market. This may

include changing the design, features, or packaging.

ii.  Price Decisions: Pricing strategies can be adapted based on the
local purchasing power, competition, and cost structures of the
target market. Businesses can implement pricing models like
penetration pricing or skimming to maximize market

acceptance.

iii.  Promotion Decisions: Communication strategies, including
advertising, sales promotions, and public relations, can be
adapted to suit the cultural and media landscape of the target
market. This helps in effectively conveying the brand message

and engaging local consumers.

iv.  Distribution Channel Decisions: Selecting and managing the
right distribution channels ensures that products reach
consumers efficiently. Companies may choose between direct
selling, using local distributors, or establishing partnerships to

enhance their supply chain.
B. Uncontrollable Factors

Uncontrollable factors, also known as “Environmental Factors,” are
external conditions beyond the company’s control that have a
significant impact on its operations, especially in international
markets. Since these elements cannot be influenced by the company,
businesses must thoroughly analyze and adapt their strategies to
mitigate potential risks and seize available opportunities.

Understanding these factors is crucial for making informed

24



decisions and ensuring long-term success in foreign markets.

Uncontrollable factors include:

il

1il.

1v.

Economic Environment: Economic factors such as inflation,
exchange rates, interest rates, and the overall economic stability
of the target country influence consumer purchasing power and

market demand.

Political and Legal Environment: Different countries have
varying government policies, trade regulations, taxation rules,
and political stability. Companies must comply with these
regulations to avoid legal challenges and ensure smooth

operations.

Cultural Differences: Language, customs, traditions, and
social norms vary widely across countries. Misunderstanding
cultural values can lead to marketing failures, making it

essential to adapt marketing strategies to respect local cultures.

Technological Environment: The level of technological
advancement in a country affects the adoption of products and
services. Understanding the technological landscape helps
businesses introduce innovative solutions that align with local

infrastructure.

Competitive Environment: The nature and intensity of
competition in foreign markets affect pricing, product
differentiation, and promotional strategies. Companies must
analyze the competitive landscape and adjust their approach to

gain a competitive edge.

Stop to Consider

Successful international marketing requires a careful balance
between controllable and uncontrollable factors to achieve favorable

outcomes. For instance, McDonald’s adapts its product offerings to
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suit local tastes and preferences while maintaining its core brand
identity. In India, where a large portion of the population follows a
vegetarian diet, McDonald's offers a range of vegetarian options,
which are not available in other countries. Here, the controllable
factors such as product and promotion were adjusted to align with
local preferences. However, uncontrollable factors like cultural
norms and dietary habits influenced the company’s decision to
modify its menu. By managing controllable factors effectively and
adapting to uncontrollable factors, McDonald's successfully
expanded its market reach and maintained customer satisfaction

globally.

2.6 Challenges of International Marketing

Expanding into international markets offers immense growth
opportunities, but it also presents various challenges that companies
must navigate. Successfully operating in foreign markets requires
understanding and addressing these challenges to ensure long-term
success and sustainability. Following are some of the challenges of

international marketing-

i.  Cultural Differences: Understanding and respecting diverse
cultures, languages, traditions, and consumer behaviors is
crucial. Misinterpretation of cultural norms can lead to

marketing failures and damage a brand's reputation.

ii.  Legal and Regulatory Compliance: Different countries have
varying laws related to advertising, product standards,
intellectual property, and consumer protection. Non-compliance

can lead to legal disputes and financial penalties.

iii. Economic Variability: Exchange rate fluctuations, inflation

rates, and differing levels of economic development can affect
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pricing strategies and profitability. Companies need to account

for these economic factors to stay competitive.

iv.  Political and Geopolitical Risks: Political instability, trade
restrictions, sanctions, and changing government policies can
disrupt operations and create uncertainties in international

markets.

v.  Market Entry Barriers: High tariffs, import restrictions, and
complex documentation processes can make it difficult for
companies to enter foreign markets. Overcoming these barriers

requires strategic planning and compliance.

vi.  Technological Adaptation: Access to technology, internet
penetration, and digital infrastructure vary across countries.
Companies must adapt their digital marketing strategies based

on technological capabilities in each region.

vii.  Consumer Perception and Brand Loyalty: Building brand
trust and loyalty in international markets takes time. Consumers
in different countries may perceive and respond to a brand

differently, requiring customized marketing approaches.

viii. Communication Barriers: Language differences and varying
communication styles can lead to misunderstandings. Ensuring
effective communication is key to avoiding misinterpretation

and fostering positive customer relationships.

Addressing these challenges through careful planning, market
research, and adaptability can help businesses succeed in

international markets.

Check Your Progress
1. Distinguish between international trade and international marketing.
2. Write some of the challenges companies face in international

marketing.
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2.7 Summing Up

International trade involves the exchange of goods and services
between countries to leverage comparative advantages and

optimize resource utilization.

The most widely accepted theories of International trade are-
comparative advantage, absolute advantage and factor

endowment.

International businesses face numerous factors that influence
their marketing strategies. These factors can be classified into

two broad categories: controllable and uncontrollable factors.

Controllable factors often referred to as the “Marketing Mix,”

consist of elements like- product, price, place and promotion.

Uncontrollable factors, also known as “Environmental Factors,”
are external conditions like- economic, political, legal, cultural

and technological.

Expanding into international markets offers immense growth
opportunities, but it also presents various challenges that

companies must navigate.

2.8 Model Questions

1.

Define international trade and explain its role in international

marketing.

Analyze the major theories of international trade and their

implications for international marketing strategies.

Discuss in detail the factors that influence international
marketing and explain how businesses can adapt to these factors

effectively.
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4. Critically evaluate the role of political, economic, and cultural

5.

environments in shaping international marketing decisions.

A multinational company plans to expand its operations to a
developing country. Identify the key uncontrollable factors the
company should consider and suggest strategies to mitigate

these risks.

Evaluate the impact of technological advancements on
international trade and how they have reshaped international

marketing strategies.
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UNIT-3
STRATEGIC APPROACHES AND ENVIRONMENTAL
FACTORS IN INTERNATIONAL MARKETING

Unit Structure:

3.1 Introduction

3.2 Objectives

3.3 EPRG Framework

3.4 International Marketing Environment

3.5 Components of International Marketing Environment
3.6 Summing Up

3.7 Model Questions

3.8 References and Suggested Readings

3.1 Introduction

Expanding on the concepts explored in the previous unit, this unit
delves deeper into the strategic and environmental factors that shape
global marketing decisions. It introduces the EPRG Framework
(Ethnocentric, Polycentric, Regiocentric, and Geocentric), which
guides organizations in determining their orientation and approach
toward international markets. Additionally, the unit examines the
International Marketing Environment, emphasizing the influence of
external factors such as economic conditions, political and legal
frameworks, technological advancements, and socio-cultural
dynamics on global business operations. A comprehensive analysis
of the Components of the International Marketing Environment
highlights key factors such as demographic shifts, economic
diversity, and technological progress that impact consumer

preferences and market trends worldwide.

By exploring these dimensions, this unit empowers learners to make

informed decisions, tailor marketing strategies to diverse cultural
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contexts, and effectively address the challenges and opportunities

inherent in the global marketplace.

3.2 Objectives
After going through this unit, you will be able to-

o understand the EPRG Framework and its application in
international marketing,

e analyze the impact of external factors on the International
Marketing Environment,

e identify and evaluate the key components influencing global

marketing decisions.

3.3 EPRG Framework

The EPRG Framework was introduced by Howard V. Perlmutter to
classify the different orientations that firms adopt when expanding
into international markets. It outlines four distinct approaches:
Ethnocentrism, Polycentrism, Regiocentrism, and Geocentrism
(EPRG), which reflect a company’s mindset and strategic focus
while operating in foreign markets. This framework helps
organizations determine how they perceive and adapt to
international opportunities, influencing their marketing strategies,
decision-making processes, and overall approach to global
expansion. By understanding these orientations, companies can
better align their operations to meet the demands of diverse markets

and enhance their global competitiveness.

1. Ethnocentric Orientation: In an ethnocentric orientation, a
company assumes that the strategies and products that work well
in its home market will also be successful in foreign markets.

The company views international markets as an extension of its
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domestic market, with little to no changes in product design,
pricing, distribution, or promotional strategies. All international
operations are managed from the home country, and the firm
often relies on foreign agents or export-import merchants to
handle sales in overseas markets. This approach limits
adaptation to local needs, focusing mainly on maintaining the

existing practices of the home market.

Key Features:

Centralized decision-making.
Standardized products and processes.

Less focus on local market preferences.

Example: A U.S.-based company exporting its products to other

countries without modifying packaging or advertising.

2.

Polycentric Orientation: In a polycentric approach, a company
treats each foreign market as a unique entity and develops
individual strategies for each country. The company sets up
local production units, assembly plants, and marketing teams to
cater specifically to the needs of that market. This approach is
ideal for companies that are deeply committed to international
marketing and have the resources to invest in establishing a
strong, long-term presence in multiple foreign markets. It allows
businesses to adapt their products and marketing efforts to match

local preferences and conditions effectively.

Key Features:

Customized products and marketing strategies.
Greater sensitivity to cultural and market differences.

Higher operational costs due to customization.

Example: McDonald’s adapting its menu to include local favorites

like the McAloo Tikki in India.
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3.

Regiocentric Orientation: In a regiocentric approach, a
company develops its marketing strategy based on a group of
countries that share similar market characteristics. Instead of
focusing on individual countries, the company creates
operational strategies for the entire region. Production and
distribution facilities are set up to serve the region as a whole,
allowing for better control, coordination, and cost efficiency.
This approach helps businesses manage their operations
smoothly while catering to the common needs of multiple

countries in the region.

Key Features:

Semi-customized approach targeting specific regions.
Some degree of flexibility while maintaining a regional identity.

Economies of scale due to regional standardization.

Example: An European automobile manufacturer adopting similar

marketing strategies for all European Union countries.

4.

Geocentric Orientation: In a geocentric approach, a company
takes a global view of its operations and treats the world as a
single market. It sets up manufacturing and processing units in
different countries to serve various national or regional markets
efficiently. The company uses a well-coordinated system of
production and distribution to ensure smooth operations. While
similar to the regiocentric approach, geocentrism involves a
larger scale of operations and greater coordination to meet the

diverse needs of global markets.

Key Features:

Global brand identity with minor adaptations.
Focus on developing a uniform marketing strategy that appeals
to global consumers.

Encourages knowledge sharing across subsidiaries.
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Example: Apple maintaining a consistent global brand image while

offering localized services.

Stop to Consider

e Over 50% of global trade occurs between multinational
companies and their subsidiaries, highlighting the

interconnectedness of global markets.

e The rise of digital platforms like Amazon, Alibaba, and eBay
has enabled even small businesses to enter international
markets, contributing to the growth of cross-border e-

commerce, which is expected to surpass $7 trillion by 2030.

3.4 International Marketing Environment

The international marketing environment consists of external factors
that affect a company's ability to plan and implement effective
marketing strategies in global markets. Unlike the domestic market,
where  businesses operate within familiar environments,
international markets present diverse challenges that require careful
analysis and adaptation. These factors, which are beyond the
company’s direct control, can significantly influence business
performance, making it essential for companies to thoroughly assess

them before entering foreign markets.

According to Cateora and Graham, “The international marketing
environment includes all the factors and forces that influence
international business operations, including cultural, economic,
political, technological, and legal elements that vary from one

country to another.”

According to Keegan and Green, “The international marketing

environment refers to the complex set of uncontrollable external
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factors and conditions, such as economic, cultural, political, and
competitive forces, that impact the firm's ability to operate in

international markets.”

Check Your Progress
1. List the four orientations of EPRG Framework.

2. What does the term ‘International Marketing Environment’
refer to?

3. Differentiate between Polycentric and Geocentric approaches.

3.5 Components of International Marketing Environment

The international marketing environment consists of various
external factors that influence a company's ability to operate
successfully in global markets. These factors shape business
strategies, consumer behavior, and competitive dynamics across
different regions. Understanding the components of the international
marketing environment is essential for businesses to adapt their
marketing mix and align with the unique characteristics of diverse

markets. Key components include:

1. Geographic conditions: Geography plays a crucial role in
shaping the business environment of a foreign country. It
includes factors such as climate, topography, natural resources,
and population, all of which influence consumer preferences and
business operations. Companies entering international markets
must understand the geographic characteristics of their target
countries because these factors affect the demand for products

and the overall business strategy.

35




Impact of Geography on Business and Marketing

a.

Climate and Product Demand: Different climates create
varying product demands. Colder regions need warm clothing,
while tropical areas require cooling systems. Products may also

need modifications to suit local conditions.

Plant Location and Production: Companies choose plant
locations based on climate, raw material availability, workforce,
and proximity to key markets and trade routes to reduce costs

and ensure efficient distribution.

Distribution and Logistics: Geographical barriers, such as
mountains or harsh weather, affect distribution. Hard-to-access
regions require higher safety stock and reordering points to

prevent supply chain disruptions.

Location and Trade Prospects: A country’s position influences
trade opportunities. Landlocked nations face higher costs and
challenges in accessing international markets, impacting

business decisions.

Population and Market Potential: Large populations, like in
India and China, attract multinational companies. However,
factors such as population growth, income distribution, and

demographics also shape market potential and strategy.

Economic Environment: The economic environment refers to
the overall financial and economic conditions of a country that
impact a company’s operations and decisions in international
markets. It includes various elements such as income levels,
economic growth, inflation, exchange rates, and government

policies that affect business performance globally.
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Impact of Economic Environment on Business and Marketing

a. Market Demand and Income Levels: Higher income levels

create demand for premium products, while lower-income

regions prioritize essential and affordable goods. Income

distribution and purchasing power shape market strategies.

b. Pricing and Inflation: Inflation affects pricing strategies. High

inflation reduces purchasing power and impacts demand, while

stable inflation encourages consistent pricing and business

growth.

c. Investment and Exchange Rates: Exchange rate fluctuations

influence the cost of goods and services. A strong currency

makes exports expensive, while a weak currency boosts export

competitiveness but raises import costs.

d. Production and Sourcing: Rising wages in developed countries

push companies to relocate production to regions with lower

labor costs. Favorable economic conditions attract production

investments.

e. Government Policies and Business Environment: Policies

related to taxation, tariffs, and foreign investments affect the

ease of doing business. Favorable policies encourage growth,

while restrictive regulations may limit opportunities.

3. Political and Legal Environment: The political and legal

environment plays a critical role in shaping business and

marketing strategies in both domestic and international markets.

It includes government policies, political stability, legal

regulations, and judicial systems that influence how companies

operate and make decisions. A stable political environment with

favorable government policies encourages foreign investments

and business growth, while political unrest or sudden policy

changes create uncertainties. Similarly, a strong legal framework
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ensures compliance with laws related to product standards,
intellectual property, and contract enforcement, protecting
businesses and fostering fair competition. Understanding and
adapting to these factors is essential for businesses to mitigate
risks, maintain compliance, and explore new opportunities in

global markets.

Impact of Political and Legal Environment on Business and

Marketing

a.

Government Policies and Regulations: Government policies,
laws, and regulations can either restrict or facilitate marketing
activities. For instance, foreign ownership limits or export

restrictions can affect market entry and operations.

Political Stability and Market Access: Political stability
promotes investment and trade, while political unrest and
conflicts create uncertainty, making foreign investments risky.
Changes in political systems can open new markets, as seen with

the dissolution of the Soviet Union.

Trade Agreements and Barriers: Regional trade agreements
like NAFTA and ASEAN create larger markets and reduce trade
barriers, enhancing market opportunities. Conversely, tariffs,

quotas, and customs regulations can limit market access.

Privatization and Free Market Systems: The shift from state-
controlled economies to free-market systems in countries like
China and India has opened new opportunities for international

businesses, boosting competition and market expansion.

Legal Framework and Compliance: Different legal systems
and enforcement mechanisms affect business operations.
Marketers must comply with laws related to product quality,
advertising, labeling, and environmental standards to avoid

conflicts and penalties.
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f.

Political Risk and Business Strategies: Political risks, such as
nationalization or restrictions on foreign capital, can threaten
business operations. Companies should develop contingency
plans, engage with local stakeholders, and maintain political

neutrality to minimize risks.

Socio-Cultural Environment: The social and cultural
environment shapes consumer behavior, influencing market
demand, preferences, and trends. It includes societal values,
traditions, and lifestyles that impact product design, promotion,
and distribution. Companies entering international markets must
adapt to local customs to ensure relevance and avoid mistakes.
Factors like language, religion, and social structures shape
consumer perceptions. Understanding cultural differences helps
businesses create effective marketing strategies that resonate

with diverse audiences.

Impact of Social and Cultural Environment on Business and

Marketing

a.

Consumer Preferences and Buying Behavior: Cultural values
and societal norms influence consumer preferences, purchasing
habits, and brand perception. Businesses need to align products

and services with local tastes to ensure acceptance.

Product Design and Innovation: Cultural differences often
require product modifications or innovations to meet the unique
needs of different markets. For example, food products may be

adjusted to match local tastes and dietary preferences.

Promotional Strategies: Advertising and promotional content
must align with cultural values and communication styles. What
works in one culture may be ineffective or even offensive in

another.
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Distribution Channels: Social practices and lifestyle patterns
affect the choice of distribution channels. For instance, online
shopping may be more prevalent in technologically advanced

cultures, while traditional retail may dominate in others.

Workplace Norms and Business Practices: Cultural attitudes
toward work, hierarchy, and decision-making impact business
operations. Understanding these practices helps businesses
establish successful partnerships and manage local teams

effectively.

Brand Perception and Loyalty: Cultural identity influences
how consumers perceive brands and develop loyalty. Companies
that respect and integrate cultural values into their brand image

tend to gain long-term customer trust.

Technological Environment: The technological environment
plays a crucial role in shaping business operations and marketing
strategies by influencing production efficiency, market
integration, and customer engagement. Rapid advancements in
technology create opportunities for innovation while also
increasing competition and market fragmentation. Developments
in communication technologies, such as satellite and cable TV,
have expanded global awareness, exposing audiences to
international lifestyles and trends. Similarly, computerized
global information systems have improved coordination of
production and distribution, enabling firms to monitor market
changes and respond quickly. However, rapid technological
evolution shortens product life cycles, requiring businesses to
continuously adapt to stay competitive. Companies must stay
vigilant about technological advancements and incorporate them

effectively to maintain and expand their market share.
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Impact of Technological Environment on Business and

Marketing

a.

Product Innovation and Development: Technological
advancements enable continuous innovation, leading to the
creation of improved products and services. Businesses must
incorporate the latest technologies to stay competitive and meet

changing customer expectations.

Production Efficiency and Cost Reduction: Automation,
artificial intelligence, and advanced manufacturing techniques
enhance operational efficiency, reduce production costs, and

improve product quality, giving companies a competitive edge.

Digital Marketing and Customer Engagement: Technology
facilitates personalized marketing through data analytics,
artificial intelligence, and digital platforms. Businesses can
analyze consumer behavior and deliver targeted promotional

content, enhancing customer engagement.

Expansion of Market Reach: E-commerce, mobile
applications, and digital payment systems have expanded market
access, allowing businesses to reach global audiences and cater

to diverse consumer needs.

Supply Chain and Logistics Optimization: Technological
innovations in supply chain management, such as real-time
tracking and predictive analytics, improve inventory

management, reduce lead times, and enhance overall efficiency.

Competitive Pressure and Shorter Product Life Cycles:
Rapid technological advancements increase competition and
shorten product life cycles. Businesses must stay agile,
constantly adapting to technological changes to maintain market

relevance and customer loyalty.
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6.

Demographic Environment: The demographic environment
refers to the characteristics of a population, including age,
gender, education, income, and population size, which influence
consumer behavior and market trends in international markets. It
plays a crucial role in shaping demand patterns, segmenting

markets, and determining marketing strategies.

Impact of Demographic Environment on Business and

Marketing

a.

Market  Segmentation and  Targeting:  Population
characteristics help businesses identify specific customer
segments and tailor their offerings accordingly. Age, gender, and

income levels influence product preferences.

Product Development and Innovation: Changing
demographics create new demands, prompting companies to
modify existing products or develop new offerings to cater to

evolving consumer needs.

Advertising and Communication: Demographic insights guide
the creation of culturally and age-appropriate advertising
messages, ensuring relevance and resonance with target

audiences.

Distribution and Channel Strategies: Population density and
urbanization levels determine the choice of distribution
channels, with urban areas favoring modern retail formats and

rural areas relying more on traditional outlets.

Workforce and Labor Market Dynamics: Shifts in population
size and structure impact the availability of skilled labor,

influencing production, sourcing, and operational decisions.
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Stop to Consider

Around 65% of international businesses are leveraging Artificial
Intelligence (AI) and data analytics to enhance their global

marketing strategies.

Mobile penetration in emerging economies has led to a 45%

increase in mobile-based purchasing decisions globally.

Check Your Progress

Name any three components of the International Marketing

Environment.

State two ways in which technological advancements impact

international marketing.

3.6 Summing Up

The EPRG Framework was introduced to classify the different
orientations that firms adopt when expanding into international

markets.

The EPRG Framework outlines four distinct approaches:

Ethnocentrism, Polycentrism, Regiocentrism, and Geocentrism.

The international marketing environment consists of external
factors that affect a company's ability to plan and implement

effective marketing strategies in global markets.

The key components of the International Marketing
Environment include economic, political and legal, social and
cultural, technological, and demographic factors, all of which

influence global marketing decisions.
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3.7 Model Questions

1.

What does the term ‘Ethnocentric Orientation’ mean in the

EPRG Framework? State its advantages.

Compare and contrast the Polycentric and Regiocentric
orientations in the EPRG Framework. How can a company

decide which approach to adopt?

How can understanding socio-cultural differences help a
company avoid marketing failures in international markets?

[lustrate with examples.

Examine the role of government regulations in protecting
domestic industries and how they affect foreign companies

trying to penetrate that market.

State key challenge of operating in multiple international

markets.
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UNIT-4
TARIFF AND NON-TARIFF BEHAVIOUR

Unit Structure:

4.1 Introduction

4.2 Objectives

4.3 Understanding Trade Clearance

4.4 Tariff Measures

4.5 Non-Tariff Measures

4.6 Trade Agreements and their role in Clearance
4.7 Technological Advancements in Trade Clearance
4.8 Case Studies

4.9 Strategic Implications for International Marketers
4.10 Policy Recommendations and Best Practices
4.11 Summing Up

4.12 Model Questions

4.13 References and Suggested Readings

4.1 Introduction

In the interconnected global economy, international trade has
become a fundamental engine for growth, innovation, and
development. As companies seek to expand beyond their domestic
markets, understanding the rules and mechanisms that govern cross-
border commerce becomes crucial. Central to this understanding is
the concept of trade clearance-the set of legal, procedural, and
administrative practices that regulate the entry and exit of goods and
services across national borders. Trade clearance not only
determines the speed and ease of market access but also
significantly influences pricing, competitiveness, and overall

marketing strategy.
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At the heart of trade clearance lie two major categories: tariff
measures and non-tariff measures (NTMs). Tariffs, the more
traditional of the two, are government-imposed taxes on imported
goods. Their objectives typically range from revenue generation and
protection of local industries to exerting political pressure through
trade sanctions. Despite ongoing liberalization efforts through
multilateral platforms like the World Trade Organization (WTO),
tariffs continue to be used as instruments of both economic policy
and diplomatic leverage. In recent years, we have seen a resurgence
of tariff-based protectionism, notably in large economies engaging

in trade wars.

Non-tariff measures, on the other hand, encompass a broad spectrum
of regulatory practices that, although not explicitly financial, can
have profound impacts on trade flows. These include import quotas,
licensing requirements, sanitary regulations, technical standards, and
customs procedures, among others. While NTMs are often instituted
to safeguard public health, safety, and environmental quality, they
can also serve as covert tools of protectionism, creating significant

hurdles for foreign exporters.

For international marketers, navigating this landscape is both a
challenge and an opportunity. Understanding how tariffs and NTMs
function-and how they vary across countries-is vital for crafting
effective market entry and expansion strategies. Misjudging the
trade clearance environment can lead to increased costs, delayed
shipments, or even rejection of goods at the border. Conversely,
businesses that proactively align their operations with regulatory
requirements can gain a competitive advantage, enter markets more

efficiently, and build stronger relationships with trade partners.

This chapter explores the multifaceted domain of trade clearance,
providing insights into both tariff and non-tariff behaviours. It

examines their structure, rationale, and evolving trends, while
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offering practical guidance for international marketers to adapt,
comply, and thrive in an increasingly regulated global trade

environment.

4.2 Objectives

This unit is an attempt to analyse the tariff and non-tariff behavior.
After going through this unit you will be able to:

1. explain the concept and types of trade barriers,

2. analyse the economic and strategic implications,

3. evaluate international regulations and case studies.

4.3 Understanding Trade Clearance

Trade clearance refers to the entire suite of processes, regulations,
and compliance mechanisms that govern the legal movement of
goods and services across international borders. It is a critical
component of global trade logistics and supply chain management.
For businesses engaged in international marketing, trade clearance
not only determines whether goods reach their destination markets
efficiently but also affects overall profitability, customer

satisfaction, and market reputation.

At its core, trade clearance encompasses all formalities required by
customs and other regulatory authorities in both exporting and
importing countries. These formalities include the preparation and
submission of shipping documents (such as invoices, packing lists,
and bills of lading), inspection and verification of goods, assessment
and payment of duties and taxes, and compliance with standards and
certification requirements. Without proper trade clearance, goods
may be delayed, penalized, returned, or confiscated---resulting in

financial losses and reputational damage.
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Trade clearance measures are typically categorized into two broad

groups:

Tariff measures: These are monetary charges imposed on
imported goods. They include customs duties, excise taxes,
and other financial levies that increase the cost of bringing
goods into a country. Tariffs can be used as economic tools
to protect domestic industries, generate government revenue,
or retaliate against unfair trading practices. Their impact on
the price structure of internationally marketed goods makes
them a vital consideration for marketers and pricing

strategists.

Non-tariff measures (NTMs): These are regulatory and
procedural requirements that are not monetary in nature but
can significantly influence the flow of trade. NTMs include a
diverse range of instruments such as quotas, import licensing
systems, technical standards, health and safety regulations,
environmental restrictions, rules of origin, and customs
valuation methods. While many NTMs serve legitimate
purposes—such as ensuring consumer safety or
environmental protection—they can also function as indirect
barriers to trade, especially when applied in a discriminatory

or overly burdensome manner.

4.4 Tariff Measures

Tariff measures are among the oldest and most direct instruments of

trade policy used by governments. A tariff is essentially a tax or

duty imposed on goods when they cross international borders—

specifically, when they are imported into a country. These measures

are typically applied by customs authorities and collected at the

point o

f entry. Tariffs play a central role in shaping the economic
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relationships between countries and significantly influence the

strategies that international marketers must adopt.

While the general function of a tariff is to raise the price of imported
goods, its objectives go beyond simple revenue collection. Tariffs
are strategic tools that serve political, economic, and social
purposes. By making foreign goods more expensive, tariffs can
encourage consumers to buy domestically produced alternatives,
thereby stimulating local industry and employment. At the same
time, tariffs can serve as bargaining chips in international
negotiations or retaliatory mechanisms in response to perceived

unfair trade practices.

4.4.1 Definition and Purpose

Tariffs are financial charges imposed by governments on goods that
are brought into a country from abroad. They are typically
calculated based on the value, quantity, or volume of the imported

goods. The primary purposes of imposing tariffs include:

1. Revenue Generation: Historically, tariffs were one of the
most important sources of income for national governments,
especially in developing countries with limited internal tax
systems. Although their significance as a revenue stream has
declined with the growth of domestic taxation systems, they
still contribute substantially to government budgets in many

countries.

2. Protection of Domestic Industries: By raising the cost of
imported goods, tariffs shield domestic industries from
foreign competition. This is particularly important in the
early stages of industrial development, where local firms
may be less efficient or unable to compete with established

foreign companies.
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3. Retaliation against Unfair Trade Practices: Tariffs can be

used as a countermeasure when a country believes that its
trading partner is engaging in unfair practices, such as
dumping (selling goods below market value) or offering

export subsidies.

Regulation of Trade Balance: Tariffs can be part of
broader macroeconomic strategies aimed at reducing trade
deficits by discouraging imports and encouraging local

production.

Political Leverage: In certain cases, tariffs may be used as a
form of economic diplomacy or coercion, applying pressure

on trading partners to change policies or behaviour.

4.4.2 Types of Tariffs

Tariffs can take several forms depending on how they are calculated

and applied. The three main types are:

1.

Ad Valorem Tariffs: These are calculated as a percentage
of the declared value of the imported goods. For example, a
10% ad valorem tariff on an imported vehicle valued at
$20,000 would result in a duty of $2,000. This type of tariff
adjusts automatically with the price of goods and is

commonly used in international trade.

Specific Tariffs: These are fixed charges based on the
quantity or weight of the imported goods, regardless of their
value. For example, a country might impose a tariff of 500
per litre of imported wine. Specific tariffs provide
predictability in duty collection but do not adjust for

inflation or price changes in the international market.
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Compound Tariffs: These combine both ad valorem and
specific elements. For instance, a country might levy a tariff
of 5% of the product’s value plus 200 per unit. Compound
tariffs are typically used for goods where both price
sensitivity and volume control are concerns—such as luxury

items or environmentally sensitive products.

Each type of tariff has implications for trade strategy. Ad valorem

tariffs, being tied to price, fluctuate with market values and require

accurate valuation methods. Specific tariffs may disproportionately

affect lower-priced goods and can be easier to administer.

Compound tariffs offer a more nuanced approach but require more

complex calculations.

4.4.3 Impact of Tariffs on International Marketing

Tariffs have far-reaching consequences on international marketing

strategies. For businesses looking to expand globally, understanding

and responding to tariff structures is essential. Key impacts include:

1.

Increase in Landed Cost of Goods: Tariffs directly
increase the total cost of delivering goods to a foreign
market. This can erode profit margins or force marketers to
raise prices, which may reduce demand and market

competitiveness.

Reduced Price Competitiveness: In markets where local
alternatives are available, high tariffs on imports can make
foreign products less attractive to consumers. This is

especially significant for price-sensitive segments.

Encouragement of Local Production (Tariff-Jumping
Strategy): In response to high import tariffs, many

multinational firms opt to set up local manufacturing
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facilities. This allows them to circumvent import duties and
often gain access to incentives or favourable treatment

within the local market.

4. Necessity for Strategic Adjustments in Supply Chains:
Tariffs may cause companies to reevaluate their sourcing
and logistics strategies. This includes shifting production to
countries with favourable trade agreements, exploring
bonded warehouse options, or restructuring regional

distribution hubs.

5. Impact on Product Positioning: When tariffs drive up
costs, companies may need to reposition their products as
premium or luxury offerings to maintain profitability, or re-

engineer the product to reduce costs and stay competitive.

Marketers must incorporate tariff considerations into their overall
international strategy, especially when estimating demand, setting

prices, or designing promotional campaigns.

4.4.4 Global Trends in Tariff Policies

The global landscape of tariff policies is dynamic and influenced by
shifts in political ideology, economic cycles, technological

advancements, and international diplomacy. Key trends include:

1. Gradual Reduction Through Trade Agreements:
Multilateral organizations such as the WTO have facilitated
a steady reduction in global tariff rates through rounds of
negotiations (e.g., the Uruguay Round, Doha Round).
Regional trade agreements like the EU, ASEAN, and
USMCA have further deepened tariff liberalization among

member states.
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2. Resurgence of Protectionism: Despite globalization, recent
years have witnessed a resurgence in tariff-based
protectionism, driven by economic nationalism, job
preservation efforts, and geopolitical rivalries. The US-
China trade war, for example, saw the imposition of billions
of dollars’ worth of tariffs on each other’s goods, disrupting

global supply chains.

3. Sector-Specific Tariff Measures: Tariffs are increasingly
being applied in a targeted manner to strategic industries
such as steel, aluminium, electronics, and pharmaceuticals.
These measures are often justified under the guise of

national security or public interest.

4. Use of Tariffs for Environmental and Social Goals:
Emerging trends also include the application of tariffs as
tools for achieving broader policy objectives. For example,
carbon border taxes aim to reduce the carbon footprint of
imports, while ethical tariffs may discourage imports from

countries with poor labour practices.

5. Digitalization and Modernization of Customs Systems:
Many countries are using technology to streamline tariff
administration, improve transparency, and prevent evasion.
Automated systems and electronic declarations are becoming

standard practice in trade clearance.

4.5 Non-Tariff Measures (NTMs)

While tariffs are the most visible and quantifiable form of trade
restriction, a more complex and often more impactful category of
trade regulations exists—non-tariff measures (NTMs). These refer
to policy instruments other than ordinary customs tariffs that can

influence international trade flows by imposing regulatory,
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procedural, or technical requirements. NTMs can be legitimate tools
for ensuring safety, quality, and fairness in trade, but they can also
function as subtle barriers that restrict market access, especially

when used arbitrarily or without transparency.

In many modern economies, as average tariff rates have declined
due to multilateral and regional trade agreements, NTMs have
gained greater prominence. For international marketers, NTMs pose
significant challenges because they often involve navigating layers
of regulatory requirements, documentation, and product adaptations,

all of which can increase costs and delay market entry.

4.5.1 Definition and Scope

Non-tariff measures encompass all policy interventions other than
tariffs that can potentially affect the quantity, price, or conditions
under which goods and services are traded internationally. Their
scope is broad, covering everything from health and safety standards
to environmental regulations, import licensing systems, and customs

procedures.

The World Trade Organization (WTO) and United Nations
Conference on Trade and Development (UNCTAD) both classify
NTMs as measures that can either directly restrict trade (such as
quotas) or create indirect burdens (such as excessive
documentation). While many NTMs are introduced for legitimate
objectives—such as consumer protection, disease prevention, or
environmental conservation—they can become trade barriers if not

implemented in a transparent, fair, and consistent manner.

International marketers must be prepared to deal with NTMs at
multiple stages: from product design and certification to shipment

and customs clearance. Awareness and compliance are essential not
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only for legal entry into a foreign market but also for maintaining

brand reputation and long-term customer trust.

4.5.2 Categories of NTMs

NTMs can be grouped into several broad and overlapping
categories, depending on their nature and intent. Key categories

include:

Quantitative Restrictions: These involve limits on the quantity of
goods that can be imported or exported. Quotas, embargoes, and
voluntary export restraints fall into this category. Quotas are
typically used to protect domestic industries from sudden surges in
imports, while embargoes may be politically motivated restrictions

on trade with specific countries.

Administrative Procedures: These include complex or opaque
licensing requirements, delays in customs processing, burdensome
paperwork, and inconsistent valuation methods. While not
prohibitive on their face, such measures can effectively block or

discourage foreign trade through red tape and uncertainty.

Technical Barriers to Trade (TBT): These involve regulations
concerning product quality, safety, packaging, labelling, and
manufacturing processes. For example, a country may require that
electrical goods meet specific voltage standards or that food
products display nutrition information in the local language. These
rules are often based on public interest but can vary widely from

country to country.

Sanitary and Phytosanitary (SPS) Measures: These are policies
aimed at protecting humans, animals, and plants from diseases,
pests, or contaminants. SPS measures include regulations on

pesticide residues, food hygiene, and quarantine requirements. They
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are particularly relevant in agricultural and food trade and must
comply with WTO rules to ensure they are not discriminatory or

overly trade-restrictive.

Rules of Origin: These determine the national source of a product
and can affect its eligibility for preferential tariffs under trade
agreements. Misclassification or overly stringent origin criteria can
disqualify goods from such benefits, acting as a de facto trade

barrier.

Subsidies and Countervailing Measures: Although not import
restrictions per se, subsidies to domestic producers can distort
competition, prompting importing countries to impose

countervailing duties on subsidized goods to level the playing field.

Import Licensing: Some countries require prior approval before
specific products can be imported. Licensing can be automatic
(granted with minimal requirements) or non-automatic (involving
detailed scrutiny), with the latter often used to regulate sensitive

sectors or control trade volumes.

4.5.3 Impacts of NTMs on Trade and Marketing

Non-tariff measures can have significant and multifaceted impacts

on international marketing activities:

Increased Compliance Costs: Businesses must often invest in
certifications, testing, and documentation to meet the requirements
imposed by NTMs. These costs can accumulate across multiple
markets and be especially burdensome for small and medium-sized

enterprises (SMEs).

Delays in Market Entry: Lengthy or unpredictable approval
processes, especially in licensing or product registration, can delay

the launch of goods in new markets. This can be especially critical
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for perishable goods or products with a narrow sales window, such

as fashion or seasonal items.

Product Modifications: Companies may need to redesign or
repackage their products to meet local standards—ranging from
electrical specifications and labelling languages to health warnings
and ingredients. This adds to production complexity and requires

flexible supply chain management.

Market Access Barriers for SMEs: Unlike large multinational
corporations, SMEs often lack the resources or expertise to navigate
intricate regulatory frameworks in foreign countries. NTMs can
therefore disproportionately disadvantage them, stifling innovation

and diversity in international trade.

Risk of Non-Compliance Penalties: Failure to meet NTM
requirements can result in fines, seizure of goods, or loss of market
reputation. Non-compliant products may also be subject to product

recalls or negative publicity.

For marketers, NTMs represent both logistical and strategic
challenges that must be proactively managed. Awareness,
preparation, and adaptation are key to overcoming these barriers and

building resilient international operations.

4.5.4 Strategic Responses by Marketers

To effectively navigate the complex landscape of NTMs,
international marketers must employ a combination of proactive,

adaptive, and collaborative strategies. Key responses include:

Partnering with Local Firms: Collaborating with local businesses
can help navigate domestic regulations more efficiently. Local

partners are often familiar with regulatory frameworks, licensing
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authorities, and cultural expectations, making them valuable allies in

ensuring compliance.

Investing in Compliance Infrastructure: Companies with global
ambitions should consider setting up internal teams or departments
dedicated to regulatory affairs and trade compliance. These teams
can monitor changes in NTMs, manage documentation, and liaise

with regulatory bodies.

Lobbying and Advocacy: Especially in large or strategic markets,
companies can work through trade associations, chambers of
commerce, or bilateral forums to influence the formulation and
implementation of NTMs. Transparency and harmonization can be

advocated to ease unnecessary trade restrictions.

Customizing Products for Local Markets: Adapting products to
meet specific NTM requirements—such as local safety standards,
packaging norms, or language labelling—is often necessary.
Flexibility in design and modular production can make this

adaptation more cost-effective.

Engaging in Capacity Building: For exporters from developing
countries, international donors and NGOs often support capacity
building initiatives, including training on meeting international
standards and certifications. Participation in such programs can

enhance market access and compliance capabilities.

Utilizing Mutual Recognition Agreements (MRAs): Where
available, MRAs between countries or regional blocs allow for the
acceptance of each other’s conformity assessment procedures. This
can eliminate duplication in testing and certification, thereby

reducing costs and delays.

Digital Tools and Regulatory Intelligence: Many companies are
investing in digital platforms and software tools that track regulatory

changes and help manage documentation workflows. Regulatory
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intelligence has become a crucial area of investment for firms

looking to scale internationally.

4.6 Trade Agreements and Their Role in Clearance

Multilateral trade agreements bring many countries together under
common trade rules, reducing tariffs and quotas and thus lowering
clearance barriers globally. The General Agreement on Tariffs and
Trade (GATT) and its successor, the World Trade Organization
(WTO), exemplity this approach. GATT rounds systematically cut
tariffs (e.g. average industrial tariffs fell from about 40% in 1947 to
under 5% by 1993) and outlawed import quotas, fostering a major
expansion of world trade. Crucially, WTO members “bound” their
tariff commitments and adopted the Most-Favoured-Nation
principle, ensuring that any tariff reduction applied equally to all
members and creating predictable, non-discriminatory market
access. To tackle non-tariff delays, the WTO’s Trade Facilitation
Agreement (TFA, 2017) sets out measures to expedite the
movement, release and clearance of goods. By harmonizing customs
procedures — for example through advance rulings, single window
systems, and risk-based inspections — the TFA promises faster, more
transparent clearance and lower trade costs. In practice,
implementation of the TFA is estimated to cut trade transaction
costs significantly (some studies suggest up to a 10—14% reduction)

and boost trade flows worldwide.
Key features of multilateral agreements include:

o Tariff liberalization: GATT/WTO rounds negotiated deep
cuts in import duties and banned import quotas, creating a

stable framework of low, bound tariffs.
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e Most-Favoured-Nation (MFN) rule: Any tariff reduction
granted to one member is automatically extended to all WTO

members, broadening the benefits of liberalization.

e Customs harmonization: Uniform customs valuation and
classification rules reduce complexity. The Trade
Facilitation Agreement further streamlines documentation
and border procedures, increasing transparency and

predictability for traders.

o Dispute settlement: WTO’s binding dispute resolution
gives firms confidence that agreed tariff and non-tariff
commitments are enforceable, reducing risk of arbitrary

barriers.

Overall, multilateral agreements ensure that international marketers
face lower and more predictable border taxes everywhere. By
embedding trade-clearing rules in an international code of conduct,
they offer strategic stability: firms can plan cross-border sourcing
and market entry knowing that duties and customs procedures are

constrained by treaty commitments.

4.6.1 Regional Trade Agreements (RTAs)

Regional agreements (RTAs) — involving a group of neighbouring
or like-minded countries — further deepen integration by eliminating
internal tariffs and aligning regulations. Examples illustrate how

RTAs facilitate clearance:

e European Union (EU): The EU’s Customs Union and
Single Market completely abolish internal tariffs and border
checks between member states. Since 1968 the EU’s
common external tariff means all goods entering any EU

country pay the same duty, and thereafter circulate tariff-
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free. In practical terms, an EU company moving goods from
Germany to France incurs no customs duty or paperwork,
greatly simplifying logistics. Moreover, the single market
harmonizes standards, safety rules and labeling, so that
products legally sold in one member state can be sold in all.
The result is a unified 500-million-person market with one
set of rules — a boon for international marketers who benefit
from seamless clearance, uniform regulations, and

consolidated customs procedures.

NAFTA / USMCA (North America): The North American
Free Trade Agreement (NAFTA, 1994) and its successor
USMCA (2020) created a North American free-trade zone
among the U.S., Canada and Mexico. NAFTA phased out
most tariffs on goods traded regionally, culminating in
virtually duty-free status for eligible goods. This elimination
of border taxes dramatically cut costs for cross-border trade
in automobiles, machinery, agricultural products and more.
The updated USMCA added further clearance benefits: for
example, it raised low-value “de minimis” thresholds and
requires advanced publication of customs rules, which
reduces paperwork and accelerates shipments. Such
provisions give companies greater certainty when exporting
(knowing exactly which tariffs or fees apply and what
documents are needed) and speed customs release at North

American borders.

ASEAN (Association of Southeast Asian Nations): The
ASEAN Free Trade Area (AFTA), established in the 1990s,
reduced tariffs among its ten members (Indonesia, Malaysia,
the Philippines, Singapore, Thailand, Brunei, Vietnam, Laos,
Myanmar and Cambodia). AFTA’s Common Effective

Preferential Tariff (CEPT) scheme committed members to
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cut most intra-regional tariffs to 0-5%, creating a free-trade
area of over 600 million people. In tandem, ASEAN has
pursued trade facilitation: initiatives like the ASEAN Single
Window harmonize customs documentation and speed
clearance across borders. While ASEAN stops short of a full
customs union (members retain their own external tariffs),
the regional bloc significantly eases market access within
Southeast Asia by slashing internal duties and working

toward common import procedures.

Mercosur: Mercosur (Southern Common Market) is a
customs union of Argentina, Brazil, Paraguay, and Uruguay.
Its founding Treaty of Asuncion (1991) committed members
to “free movement of goods” by eliminating internal
customs duties and adopting a common external tariff (CET)
on outside imports. (Originally set at 35%, the CET is now
about 11-12% on average.) The absence of border duties on
intra-Mercosur trade simplifies clearance for exporters
moving goods, and the common external tariff means
exporters can treat the region as a single market. Mercosur
also works toward harmonizing product regulations and
customs rules, although integration has been uneven. Still,
member firms and foreign investors know that Mercosur
countries share unified customs codes and dispute

mechanisms, making regional trade more predictable.

Each of these RTAs streamlines clearance in two ways: (1) by

abolishing or sharply reducing tariffs on internal trade, cutting the

tax component of crossing borders, and (2) by harmonizing rules

and procedures (often through unified customs codes, mutual

recognition of standards, and single-window data systems) to

remove non-tariff bottlenecks. For international marketers, RTAs

offer larger contiguous markets with fewer border barriers. They
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know that once goods enter the region (and comply with agreed-
upon rules of origin), they face no further tariff checks until
destination. This enables integrated regional supply chains and
reduces administrative burdens. In short, EU, NAFTA/USMCA,
ASEAN and Mercosur guarantee easier market access within their
blocs, greater regulatory alignment, and a common framework that

de-risks cross-border trade.

4.6.2 Bilateral Free Trade Agreements

Bilateral FTAs are agreements between two countries (or sometimes
two blocs) that mutually eliminate or slash tariffs and align trade
rules. Although they cover fewer partners, they can go into greater
detail on clearance measures. In general, a bilateral FTA “reduces
barriers to imports and exports... by eliminating all or most tariffs,
quotas, subsidies, and prohibitions” between the parties. By design,
they simplify customs for covered goods: exporters need only prove

origin once, and then benefit from agreed zero or minimal tariffs.
Key features of many bilateral FTAs include:

o Tariff elimination: Most FTAs phase out or immediately
remove duties on qualifying goods. For example, after EU-
South Korea or U.S.-Singapore agreements, the vast
majority of bilateral trade flows move tariff-free. This cuts

costs directly and makes border pricing predictable.

e Customs cooperation and standards: Modern FTAs often
include chapters on customs procedures, technical barriers
(TBT), sanitary measures, and mutual recognition of
conformity assessments. Such provisions harmonize or
recognize each other’s regulations, so that goods meeting

one side’s rules can clear customs of the other with fewer
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inspections. Online publication requirements (as in the
USMCA) and agreed customs valuation rules also reduce red
tape.

e Regulatory predictability: Bilateral deals typically

b

strengthen the “rule of law” in trade by locking in
commitments to transparent regulations and providing
dispute settlement. Companies thus face fewer unexpected

changes at the border.

For instance, countries like Chile, Australia, Singapore and many
others have dozens of bilateral FTAs. A U.S. Trade Representative
fact sheet notes that FTAs help firms “enter and compete more
easily in the global marketplace” through reduced barriers and
standardized rules. In practical terms, a firm exporting to a bilateral
FTA partner can leverage lower import duties and coordinated
customs procedures, often clearing goods faster than through non-

FTA markets.

4.6.3 Strategic Benefits for International Marketers

In sum, trade agreements of all types—multilateral, regional and
bilateral—serve to reduce trade barriers and simplify clearance,
which is strategically valuable to international marketers. Lower
tariffs directly cut costs on imports and exports. Harmonized
regulations and customs procedures cut time and uncertainty at
borders. Importantly, these agreements provide regulatory
predictability: because tariff rates and clearance rules are bound by
treaties, firms can forecast their market entry costs and compliance
needs with confidence. As one U.S. government overview puts it,
FTAs aim to “reduce barriers to exports... and enhance the rule of
law” in partner countries. In practice this means businesses face

fewer surprises when navigating customs clearance abroad.
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Ultimately, trade agreements open markets by turning complex,
multi-border processes into simpler, rule-based systems. An
exporter in Germany, for example, can ship products to France
without customs duties (thanks to the EU), and know that the same
regulatory standards apply. A North American manufacturer gains
duty-free access across the U.S.-Mexico—Canada corridor (under
USMCA). An Asian supplier benefits from ASEAN tariff cuts plus
a regional single-window for documents. These regimes allow
marketers to pursue scale and specialization, integrate supply chains
regionally, and allocate resources to market development rather than
bureaucratic hurdles. By codifying lower tariffs and streamlined
procedures, trade pacts reduce the “frictions” of cross-border trade,
supporting easier market access and more efficient international

marketing strategies

4.7 Technological Advancements in Trade Clearance

In the era of globalization and digital transformation, technology
plays a transformative role in simplifying and accelerating trade
clearance processes. Modern tools and platforms are being
increasingly adopted by customs authorities and international
businesses alike to reduce paperwork, enhance transparency, and
ensure compliance. The integration of technology in trade clearance
not only reduces transaction costs but also enhances the speed,
reliability, and security of cross-border trade. For international
marketers, this technological evolution is a strategic enabler that
allows faster market access, leaner supply chains, and improved

customer satisfaction.
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4.7.1 Automation and Digitalization

Automation refers to the use of digital tools to perform tasks that
traditionally required human intervention, while digitalization
involves converting paper-based systems and procedures into
electronic formats. These developments are revolutionizing customs

and border control processes globally.

Electronic Data Interchange (EDI): EDI is the backbone of
modern trade documentation. It allows businesses and government
agencies to exchange documents such as invoices, shipping notices,
and customs declarations in standardized digital formats. This
reduces manual errors, speeds up processing, and facilitates real-
time tracking of consignments. For instance, in many countries,
customs authorities mandate the use of EDI for submitting

import/export documents.

Single Window Systems: The concept of a “Single Window”
enables traders to submit all import, export, and transit-related
information through a single entry point to the relevant authorities.
This reduces duplication, saves time, and simplifies compliance.
Countries like Singapore and South Korea have pioneered
successful implementations of single-window systems, setting

global benchmarks for efficiency in trade clearance.

Blockchain for Secure Documentation: Blockchain technology is
being explored for its potential to enhance transparency and security
in the trade ecosystem. It allows tamper-proof, time-stamped digital
records of transactions, which can be accessed by all authorized
stakeholders in the supply chain. This is particularly useful for
tracking origin, ownership, and authenticity of goods. Major
logistics and shipping firms are experimenting with blockchain
platforms for customs clearance and cargo documentation, aiming to

eliminate fraud and increase trust.
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4.7.2 Benefits for Marketers

The adoption of these technologies offers significant advantages to
international marketers, particularly in terms of efficiency, speed,

and cost-effectiveness.

Faster Processing Time: Automation reduces the time taken to
process documentation, approve shipments, and release goods. This
is crucial for perishable items and time-sensitive deliveries, where

delays can result in lost revenue or damaged reputation.

Greater Transparency and Predictability: With digital tracking
and real-time data exchange, marketers gain better visibility over
their shipments. This helps in planning logistics, managing
inventory, and improving customer service by providing accurate

delivery timelines.

Reduced Errors and Operational Costs: Manual data entry and
paperwork are prone to errors that can lead to costly delays or non-
compliance penalties. Digital tools automate data validation and

reduce these risks, lowering the overall cost of trade operations.

Competitive Advantage: Companies that leverage advanced trade
clearance technologies can enter markets more quickly and
efficiently, giving them a competitive edge over rivals still reliant on

traditional processes.

4.7.3 Challenges and Implementation

Despite the clear benefits, the adoption of technology in trade
clearance also poses several challenges. These must be strategically

managed to realize the full potential of digital transformation.

High Initial Investment: Setting up automated systems, integrating
EDI platforms, or deploying blockchain solutions involves

significant financial and technical resources. Small and medium-
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sized enterprises (SMEs) often struggle with these upfront costs and

lack the internal expertise for smooth implementation.

Need for International Cooperation: Trade clearance is inherently
cross-border, and technological solutions must be interoperable
among different countries’ systems. Lack of harmonization in digital
standards and regulatory requirements can limit the effectiveness of
these tools. Successful adoption requires coordinated efforts at
regional and multilateral levels, often involving WTO, WCO, and

other global institutions.

Cybersecurity Risks: As trade clearance becomes increasingly
digital, the risk of cyberattacks and data breaches also rises.
Sensitive trade data, including intellectual property and transaction
records, are attractive targets for cybercriminals. Businesses and
customs authorities must invest in robust cybersecurity

infrastructure to protect systems from vulnerabilities.

Digital Divide: There remains a significant gap between developed
and developing countries in terms of digital infrastructure. Many
low-income nations lack the technological capacity to implement
advanced clearance systems, which can create bottlenecks in global
trade flows. For marketers, this means that technology-led

efficiency may be unevenly distributed across markets.

4.8 Case Studies

Case studies offer practical insights into how countries implement
tariff and non-tariff measures and how international marketers
respond to them. These examples highlight the dynamic interplay
between government policies and business strategies in global trade.
By examining specific instances, marketers can better understand
the challenges and opportunities that arise due to trade clearance

measures and adapt their approaches accordingly.
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4.8.1 India’s Tariff Policy and Its Impact on Electronics Imports

India has historically used tariff measures as a tool to promote
domestic industries. Under its flagship “Make in India” initiative,
launched in 2014, the government imposed higher tariffs on various

imported goods, particularly in the electronics sector.

Policy Implementation: India raised import duties on items such as
mobile phones, television panels, and other electronic components.
For example, in 2020, import duties on mobile phone parts were
increased by up to 20%, incentivizing foreign companies to set up

manufacturing units within India.

Impact on International Brands: Global electronics companies
like Apple, Samsung, and Xiaomi had to reassess their market
strategies. Many opted for local assembly and manufacturing
through contract partners to avoid high tariffs and maintain price

competitiveness.

Tariff-Jumping Strategy: To bypass import duties, several
multinational firms invested in Indian production facilities. This not
only ensured compliance with local policies but also improved their

market share due to reduced costs and faster product delivery.

Marketing Implications: These tariff-induced changes influenced
branding (highlighting “Made in India” labels), pricing strategies
(more affordable locally produced models), and distribution

networks (leveraging local supply chains).

This case demonstrates how a tariff policy aimed at economic self-
reliance can significantly reshape foreign market entry and

production strategies in international marketing.
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4.8.2 EU’s SPS Measures and Agricultural Imports

The European Union maintains some of the most stringent Sanitary
and Phytosanitary (SPS) regulations globally to protect health and
environmental standards. These non-tariff measures significantly

affect agricultural imports, especially from developing countries.

Regulatory Framework: The EU mandates compliance with
rigorous food safety standards, including pesticide residue limits,
certification of organic produce, and traceability requirements.
These measures are enforced through inspections and lab testing at

EU entry points.

Impact on Exporting Nations: Countries in Africa, Asia, and Latin
America, which export fruits, vegetables, coffee, and spices, often
struggle with compliance due to lack of infrastructure, testing labs,

and regulatory expertise.

Compliance Costs: Small and medium-sized producers in these
regions face high costs in upgrading farming techniques, obtaining
certifications (such as GlobalG.A.P.), and implementing quality

assurance protocols.

Strategic Response: Exporters responded by forming cooperatives,
partnering with international NGOs, and investing in capacity
building to meet EU standards. Donor-funded programs have also

supported the adoption of SPS-compliant practices.

Marketing Consequences: Once compliant, these producers gained
access to premium markets and were able to command higher
prices. Branding strategies emphasizing organic, fair-trade, and
high-quality attributes became integral to positioning their products

in the EU market.
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This case illustrates how non-tariff measures, particularly SPS
regulations, can be both a barrier and an opportunity for

international marketers, depending on their capacity to adapt.

4.8.3 US-China Trade War

The US-China trade war, which escalated between 2018 and 2020,
is a landmark example of how tariff measures can be used as

instruments of geopolitical strategy and economic leverage.

Background: The U.S. imposed tariffs on over $360 billion worth
of Chinese goods, citing concerns over intellectual property theft,
trade imbalance, and industrial subsidies. China retaliated with

tariffs on over $110 billion of U.S. exports.

Affected Sectors: The tariffs impacted a wide array of sectors
including electronics, machinery, agriculture, automotive, and
consumer goods. U.S. farmers, particularly soybean exporters, and

Chinese electronics manufacturers were among the hardest hit.

Disruption of Supply Chains: Companies that relied on sourcing
from China or exporting to the U.S. faced significant disruptions.
This led to increased costs, delayed deliveries, and the need to
restructure supply chains by relocating production to other countries

like Vietnam, Mexico, or India.
Marketing Impacts:

e Repricing Strategies: Companies had to revise their pricing

models to absorb or pass on the tariff costs to consumers.

e Rebranding: Some firms engaged in rebranding to highlight
local sourcing or production origins to appeal to nationalist

sentiments or avoid penalties.
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e Market Diversification: Exporters sought to reduce
dependence on the affected markets by expanding to other

regions such as the EU, ASEAN, or Africa.

Long-Term Lessons: The trade war emphasized the importance of
political risk management, the need for flexible supply chains, and
the strategic use of Free Trade Agreements (FTAs) to access

alternative markets.

This case demonstrates the far-reaching effects of tariff-based trade
conflicts and underscores the need for agile marketing strategies in

politically volatile environments.

4.9 Strategic Implications for International Marketers

Trade clearance procedures and associated regulations are not
merely operational hurdles—they are strategic forces that shape the
entire business model of international firms. From choosing the
right mode of market entry to pricing strategies and supply chain
design, every major decision in global marketing must account for
the impact of tariffs, non-tariff measures (NTMs), and related trade

regulations.

International marketers who understand and anticipate these factors
can turn potential barriers into opportunities, create more resilient
operations, and better align their strategies with local and global
regulatory environments. The following sub-sections detail how
trade clearance influences key areas of international marketing

strategy.

4.9.1 Market Entry Strategy

Trade clearance directly influences the selection of a suitable market

entry mode. The presence or absence of tariffs and NTMs can
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encourage or discourage particular types of entry, depending on the

associated costs, compliance burdens, and market accessibility.
Exporting vs. Licensing vs. Joint Ventures:

High tariffs may make direct exporting financially unviable due to
inflated product prices. In such cases, firms may prefer licensing or
forming joint ventures with local partners to produce and sell within

the market.

Licensing offers a low-risk, low-investment way to enter heavily
protected markets, as the local licensee assumes compliance

responsibility.

Joint ventures allow shared responsibility for navigating local
regulations, leveraging local partners’ experience with customs

procedures and NTM compliance.
Greenfield Investments vs. Acquisitions:

In regions with high barriers to importation (either tariffs or NTMs),
companies may opt for greenfield investments—setting up new

operations in the host country—to bypass trade clearance entirely.

Alternatively, acquisitions of existing local firms can offer instant
access to established infrastructure, regulatory knowledge, and

distribution networks.
Use of Free Trade Zones (FTZs):

FTZs offer relaxed trade clearance requirements, allowing marketers
to import, process, and re-export goods with reduced or no tariffs.
Firms often establish assembly plants or warehouses in FTZs to

improve cost efficiency and flexibility.

In summary, trade clearance considerations often drive firms to
localize production, seek partners, or adapt their modes of operation

to minimize compliance costs and maximize market penetration.
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4.9.2 Pricing Strategy

Tariffs and NTMs have a direct impact on the final price of goods in
international markets. Pricing strategies must be developed carefully
to account for these additional costs without compromising

competitiveness or profit margins.

Inclusion of Tariffs in Final Pricing: Marketers must calculate the
total landed cost, which includes product cost, shipping, insurance,
and tariffs. These are then factored into the pricing strategy to

ensure profitability while maintaining affordability.

Strategic Absorption or Pass-Through Pricing: In highly
competitive markets, firms may choose to absorb part or all of the
tariff costs to keep prices stable. This reduces profit margins but

protects market share.

Alternatively, firms may pass the additional costs on to consumers
through price increases. This strategy is viable when brand loyalty is

strong or when the product is unique with few substitutes.

Differential Pricing Across Markets: Due to differences in trade
policies, firms may adopt differentiated pricing strategies tailored to

each market’s clearance costs and consumer sensitivity.

For instance, a product sold in a low-tariff ASEAN country may be
priced significantly lower than in a high-tariff South American

market.

Hedging Against Tariff Volatility: With rising trade uncertainties,
firms may use financial instruments or long-term contracts to hedge

against sudden increases in tariffs or changes in trade rules.

Thus, a sophisticated and flexible pricing strategy is essential for
international marketers to stay competitive and compliant in diverse

regulatory environments.
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4.9.3 Supply Chain Management

Trade clearance factors heavily influence how international
marketers design and manage their supply chains. Efficient logistics,
inventory control, and risk mitigation depend on understanding and

navigating these regulatory requirements.

Sourcing from Low-Tariff Countries: Firms often seek suppliers
in countries with favorable trade agreements or low tariff barriers.
This helps reduce input costs and ensures smoother customs

clearance.

For example, a company importing raw materials from an ASEAN
country may benefit from lower duties under ASEAN free trade

agreements.

Establishing Bonded Warehouses: Bonded warehouses allow
goods to be stored without payment of customs duties until they are
formally imported. This offers financial flexibility and helps manage

inventory efficiently.

For time-sensitive goods, bonded warehousing facilitates faster

clearance once the necessary documentation is complete.

Utilizing Free Trade Zones (FTZs): FTZs play a critical role in
optimizing supply chains. They enable duty deferral or exemption
on imports and re-exports and allow companies to assemble,

repackage, or process goods without immediate tax liability.

This flexibility allows marketers to respond to demand changes,

regional preferences, or last-minute orders more effectively.

Customs Clearance Expertise: Hiring or training customs
compliance experts ensures accurate and fast processing of

documents, reducing clearance delays and penalties.

Some companies invest in in-house compliance teams, while others

partner with logistics firms specializing in international trade.
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Adopting Technology for Logistics Efficiency: Using Electronic
Data Interchange (EDI), automated tracking, and digital customs
declaration systems enhances efficiency and transparency in supply

chain operations.

Trade clearance influences supply chain decisions at every level—
from sourcing and manufacturing to delivery and warehousing.
International marketers must align their logistics strategies with the
regulatory environments of their target markets to maintain

reliability and cost control.

4.10. Policy Recommendations and Best Practices

To navigate the complexities of tariff and non-tariff measures
(NTMs), international marketers must go beyond basic compliance
and adopt proactive, informed, and strategically aligned practices.
Governments, trade organizations, and firms all have roles to play in
improving the efficiency, fairness, and predictability of trade
clearance processes. This section presents key policy
recommendations and best practices that can help marketers not
only reduce costs and delays but also improve their strategic

positioning in international markets.
Proactive Regulatory Scanning
Definition and Importance:

International marketers must continuously monitor regulatory
developments across countries to anticipate changes in tariffs,
NTMs, and customs requirements. Regulatory scanning is essential
for avoiding surprises that could disrupt supply chains or inflate

costs.
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Recommended Practices:

Assign teams or tools (such as compliance software or Al-
driven trade monitoring platforms) to track trade policies,
tariff rate changes, import licensing rules, SPS notifications,

and technical standards.

Subscribe to updates from WTO, UNCTAD, national
customs websites, and regional trade blocs like ASEAN or

the EU.

Develop country-specific regulatory profiles and maintain

updated checklists for each export or import destination.

Strategic Value:

Early warning systems allow firms to adapt marketing,
sourcing, and pricing strategies ahead of regulatory

implementation.

Helps maintain uninterrupted trade flows and protects brand

reputation from regulatory non-compliance.

Building Relationships with Customs Authorities

Definition and Importance:

Collaborative relationships with customs and trade authorities can

facilitate smoother clearance, quicker dispute resolution, and clearer

interpretation of complex regulations.

Recommended Practices:

Participate in government-industry advisory forums or trade
facilitation committees where businesses and customs

officials interact.

Designate liaisons or legal representatives to regularly
engage with customs agencies and resolve bottlenecks in

documentation, classification, or valuation.
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Strategic Value:

e Trust-based relationships can lead to faster inspections,

priority processing, and leniency in cases of minor errors.

e Helps firms stay informed of informal procedural changes or

pilot projects (e.g., test rollouts of electronic systems).
Continuous Training on Compliance
Definition and Importance:

Given the frequent changes in trade laws and procedures,
continuous training for staff involved in international logistics,

finance, and marketing is essential.
Recommended Practices:

e Organize periodic workshops, webinars, or certifications on
trade compliance, HS code classification, rules of origin, and

documentary requirements.

e Use role-specific training modules for supply chain
managers, sales teams, and legal departments to ensure they

understand the trade regulations that impact their areas.
Strategic Value:

e Reduces errors in documentation and shipment, which are

common causes of customs delays and fines.

e Builds a culture of compliance that supports long-term

operational integrity and competitiveness.
Leveraging Technology for Efficiency
Definition and Importance:

Digital tools and platforms can automate routine compliance tasks,
enhance transparency, and significantly speed up the trade clearance

process.
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Recommended Practices:

e Adopt Electronic Data Interchange (EDI) systems for

submitting trade documents electronically.

e Use Single Window Systems where available to submit all

regulatory documentation in one interface.

e Explore blockchain solutions for secure, traceable, and

tamper-proof trade records.

e Implement customs compliance software for real-time HS
code lookups, duty calculations, and automated

documentation.
Strategic Value:
e Increases speed and accuracy in customs documentation.

e Improves audit readiness and reduces the risk of penalties

due to manual errors.

e Enables integration with global supply chain and ERP

systems.
Advocacy for Trade Facilitation Reforms
Definition and Importance:

Businesses, especially multinationals and industry associations,
have the power to shape more trade-friendly environments by

advocating for policy reforms.
Recommended Practices:

e Engage with national and international trade advocacy
groups, chambers of commerce, and industry coalitions to

influence trade policies and reduce procedural barriers.
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e Support initiatives that promote harmonization of standards,
mutual recognition of conformity assessments, and

transparency in trade regulations.

e Provide feedback during public consultations on proposed

trade legislation or bilateral trade agreement negotiations.
Strategic Value:

e Advocacy efforts can lead to long-term reductions in trade
costs and delays, benefiting not just one company but the

broader industry.

e Positions the company as a responsible and influential

stakeholder in shaping trade ecosystems.

4.11 Summing Up

Trade clearance, both tariff-based and non-tariff in nature, remains a
core determinant of success in international marketing. While
globalization and technology offer tools to mitigate some
challenges, evolving trade policies and geopolitical tensions
necessitate agile, informed, and strategic responses. For marketers,
mastering the intricacies of trade clearance is not just a compliance
requirement—it is a vital component of global competitiveness and

sustainable international growth.

4.12 Model Questions

1. Discuss the evolution of India’s tariff policy post-1991
economic liberalization. How has it influenced trade flows

and industrial competitiveness?
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10.

Critically examine the role of non-tariff barriers (NTBs) in
India’s trade policy. How do these measures affect market

access for foreign firms?

Compare and contrast tariff and non-tariff measures as tools
of trade protection. Which is more effective in the

contemporary global trade scenario and why?

Evaluate the impact of tariff escalation on developing
economies, with a special focus on India’s export

performance in key sectors.

"Non-tariff barriers are the new face of protectionism."
Discuss this statement in light of India's use of sanitary and

phytosanitary (SPS) and technical barriers to trade (TBT).

Analyse the implications of India's tariff behaviour on its
obligations under the World Trade Organization (WTO)

framework.

Examine the political economy of tariffs in India. How do
domestic interest groups and industry lobbies influence tariff

decisions?

How do India’s non-tariff barriers affect its trade
relationships with SAARC and ASEAN countries? Provide

recent examples.

Assess the effectiveness of anti-dumping duties and
safeguard measures as instruments of non-tariff behaviour in

India.

Discuss how India balances between protecting domestic
industries and promoting exports through its tariff and non-

tariff policy mix.
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UNIT-5
MARKET PROFILING

Unit Structure:

5.1 Introduction

5.2 Objectives

5.3 Concept and Importance of Market Profiling
5.4 Key Dimensions of Market Profiling

5.5 Tools and Techniques of Market Profiling
5.6 Steps in Developing a Market Profile

5.7 Application of Market Profiling in International Strategy
5.8 Challenges in Market Profiling

5.9 Best Practices for Effective Market Profiling
5.10 Case Study

5.11 Summing Up

5.12 Model Questions

5.13 References and Suggested Readings

5.1 Introduction

Market selection is one of the most critical decisions in international
marketing. Expanding into foreign markets involves substantial
investments, long-term commitments, and exposure to various risks.
To ensure success, firms must carefully analyze and select markets
where their products or services have the greatest potential. A

foundational step in this process is Market Profiling.

Market profiling involves the systematic assessment and
categorization of potential foreign markets based on a range of
demographic, economic, political, cultural, and consumer behavior
factors. The objective is to develop a comprehensive understanding

of each market's structure, attractiveness, and strategic fit. It enables
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international marketers to prioritize target markets, align marketing

strategies with local needs, and allocate resources more effectively.

This chapter provides a structured framework for understanding
market profiling, the key variables involved, tools and techniques
for data analysis, and practical considerations for marketers engaged

in global expansion.

5.2 Objectives

This unit is an attempt to analyse the idea of market profiling. After
going through this unit you will be able to:
1. explain the concept and strategic importance of market
profiling,
2. familiarize readers with tools and techniques used in market
profiling,
3. develop analytical skills for comparing and evaluating

foreign markets.

5.3 Concept and Importance of Market Profiling
5.3.1 Concept of Market Profiling

Market profiling is the analytical process of gathering, organizing,
and interpreting relevant data to create a detailed snapshot of a
target market. It goes beyond surface-level statistics to provide a
holistic view of the environment in which a business intends to
operate. This includes understanding not only economic and
demographic metrics but also cultural nuances, political stability,
consumer behavior, infrastructure readiness, and regulatory

conditions.

The central idea behind market profiling is to answer the question:

“What is the true nature and potential of this market for our
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products or services?” By systematically evaluating a country or
region using predefined criteria, businesses can better understand
how compatible the market is with their objectives, capabilities, and

offerings.

Market profiling forms the foundation of a structured international
market selection process. It allows decision-makers to classify and
compare multiple markets objectively and align their strategies
accordingly. The depth and accuracy of the market profile

significantly influence the quality of the market selection decision.

5.3.2 Importance of Market Profiling in International

Marketing

The global marketplace is vast, complex, and diverse. Without a
structured approach like market profiling, companies risk choosing
the wrong markets, misjudging customer needs, or underestimating
competitive threats. Here are key reasons why market profiling is

indispensable in international marketing:

1. Reduces Market Entry Risk: Market profiling helps identify
political, economic, legal, and operational risks associated with each
country. By highlighting unstable conditions or high-entry barriers,
it allows firms to avoid high-risk markets or prepare contingency
strategies. It also reveals past performance patterns of similar

businesses in that market, further helping in risk mitigation.

2. Increases Return on Investment (ROI): Selecting the right
markets ensures that marketing, distribution, and product
development investments yield higher returns. Market profiling
supports the identification of high-growth segments, untapped
opportunities, and favorable demand conditions, maximizing the

efficiency of resource allocation.
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3. Enhances Strategic Focus: Instead of relying on intuition or ad-
hoc opportunities, market profiling enables firms to align their
international expansion with long-term strategic goals. It helps
prioritize markets that best match the company’s capabilities, brand

positioning, and competitive advantages.

4. Facilitates Tailored Marketing Strategies: Understanding a
market’s cultural, demographic, and behavioral profile allows
businesses to customize their product offerings, communication
styles, pricing models, and distribution channels. Tailored strategies
are more likely to resonate with local consumers and drive

engagement.

5. Identifies Regulatory and Logistical Challenges: A thorough
profile provides early warning signs about non-tariff barriers,
licensing issues, import regulations, tax policies, and logistical
constraints. Companies can then take proactive steps such as
adjusting packaging, securing certifications, or choosing alternate

routes or partners.

6. Supports Competitive Analysis: Market profiling often includes
a review of existing players, their strengths, pricing structures, and
market shares. This information helps businesses understand the
intensity of competition and identify gaps or niches where their

product could stand out.

7. Enables Better Partner and Channel Selection: Market
profiling informs firms about the local business environment,
helping them choose suitable distributors, logistics providers, or
joint venture partners. Understanding local norms, negotiation
styles, and relationship dynamics is key to building effective

partnerships.

8. Aids in Long-Term Market Development: Profiling doesn’t just

guide initial entry—it also supports decisions about scaling

87



operations, introducing new product lines, or setting up local
manufacturing. A well-maintained profile can act as a strategic

reference over the long term.

5.4 Key Dimensions of Market Profiling

A robust market profile captures a wide spectrum of information
about a target market. These data points are grouped into key
dimensions or categories that offer insight into the market’s overall
potential and challenges. Each dimension provides a distinct
perspective and helps marketers understand the market’s suitability
for entry and growth. Together, these dimensions offer a
comprehensive picture of both the macro and micro aspects of a

foreign market.

5.4.1 Economic Environment

The economic landscape of a country is a primary determinant of
market potential. It reflects the wealth of the nation, its growth

trajectory, and the purchasing power of its consumers.

a. Gross Domestic Product (GDP): Indicates the total value
of goods and services produced. A higher GDP often

suggests a larger and more mature economy.

b. GDP per capita: Reflects the average income of citizens
and is a better measure of individual purchasing power than

GDP alone.

c. Purchasing Power Parity (PPP): Adjusts income and price
levels across countries, providing a clearer picture of real

consumer affordability.
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d. Economic Growth Rate: Rapid growth can indicate rising
demand and emerging opportunities, especially in

developing nations.

e. Income Distribution: Examines whether wealth is
concentrated in a few hands or evenly spread, which

influences market segmentation and targeting strategies.

f. Inflation and Exchange Rate Stability: Affect pricing, cost
structures, and financial forecasting. Unstable currencies

may introduce significant risks for foreign businesses.

A sound economic profile signals that a market can absorb foreign

products and sustain long-term business operations.

5.4.2 Demographic Profile

Demographic factors influence the size, composition, and future

trends of the consumer base.

a. Population Size and Growth: Larger and growing
populations offer scale advantages, especially for mass-

market products.

b. Age Distribution: A youthful population may imply demand
for tech and fashion, while an aging population might signal

opportunities in healthcare and retirement services.

c. Urbanization Rate: Urban consumers typically have better
access to retail infrastructure, technology, and disposable

income.

d. Household Structure: Average household size, presence of
dual-income families, and family composition affect

consumption habits.
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e. Education and Literacy Rates: Higher levels of education
often correlate with increased product awareness, brand

consciousness, and demand for premium goods.

Understanding demographic trends allows firms to craft messages
that resonate with specific consumer groups and forecast future

demand.

5.4.3 Political and Legal Environment

The political and legal context directly impacts operational

feasibility, business continuity, and investment safety.

a. Political Stability: A stable government ensures policy
continuity, investor protection, and reduced risk of abrupt

market changes.

b. Government Type and Policy Orientation: Authoritarian
regimes may offer less transparency; pro-business

governments typically encourage FDI.

c. Regulatory Framework: Clear and consistent regulations

improve ease of entry and reduce compliance risks.

d. Trade Policies: Tariffs, import quotas, subsidies, and trade

agreements influence cost structures and competitiveness.

e. Legal Enforcement and Intellectual Property Protection:
Weak IPR protection may expose foreign firms to imitation

and unfair competition.

f.  Corruption and Bureaucracy: High levels of corruption

can increase operating costs and delay approvals.

Evaluating this dimension helps firms assess risk exposure and

develop risk mitigation strategies.

90



5.4.4 Socio-Cultural Factors

Cultural dynamics play a critical role in shaping consumer

preferences, brand perceptions, and marketing communication

effectiveness.

a.

Language and Communication Styles: Influence

advertising strategies, packaging, and customer service.

Religion and Spiritual Beliefs: Affect consumption

patterns, particularly in food, apparel, and holidays.

Cultural Norms and Values: Concepts like individualism,
collectivism, hierarchy, or time orientation impact marketing

tone and message.

Social Taboos and Sensitivities: Missteps in these areas can

lead to product rejection or brand backlash.

Gender Roles and Class Structures: Determine who makes

purchasing decisions and how products are perceived.

Cultural misalignment can be a major reason for failure in foreign

markets. Hence, deep cultural understanding is essential for

localization.

5.4.5 Market Infrastructure

This dimension assesses the physical and institutional mechanisms

that support the marketing and distribution of goods and services.

a.

b.

Transport and Logistics Networks: Roads, ports, railways,

and air connectivity determine supply chain efficiency.

Communication Infrastructure: Mobile and internet

penetration facilitate digital marketing and e-commerce.
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c. Retail Structure: Presence of supermarkets, malls,
traditional markets, and online platforms affect product

accessibility.

d. Distribution Channels: Availability of agents, distributors,
wholesalers, and fulfillment partners is key to successful

market entry.

e. Financial Institutions: Banking services, credit facilities,
and mobile payment systems influence consumer purchasing

capability.

Markets with strong infrastructure enable faster and more cost-

effective market development.

5.4.6 Consumer Behavior

Understanding how and why consumers make decisions is essential

for demand generation and retention.

a. Buying Patterns: Frequency, volume, and timing of

purchases offer clues to market demand cycles.

b. Brand Loyalty and Awareness: Established brand

preferences may increase barriers to entry for new players.

c. Decision-Making Process: Whether decisions are made
individually, jointly, or by influencers (like elders or

community leaders).

d. Attitudes Toward Foreign Brands: Some markets prefer
local brands due to national pride; others view foreign

products as premium.

e. Digital Behavior: Online reviews, influencer culture, and
social media influence consumer decisions in many markets

today.
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Consumer psychology varies widely by culture and development

stage, making localized research indispensable.

5.4.7 Competitive Environment

This dimension evaluates the landscape in which the business will

operate, including both direct and indirect competition.

a. Market Concentration: Highly concentrated markets may

be dominated by a few players, raising entry barriers.

b. Presence of Local and Global Competitors: Understanding
who’s already in the market helps identify strengths, gaps,

and threats.

c. Market Share and Growth Trends: Insights into whether

the market is saturated or expanding.

d. Pricing Strategies: Helps gauge price sensitivity and

potential positioning.

e. Product Differentiation and Innovation Levels: Indicates

whether innovation or low cost drives competition.

A sound competitive analysis helps in crafting a distinctive value

proposition and selecting the right competitive strategy.

5.5 Tools and Techniques of Market Profiling

Market profiling involves a blend of qualitative and quantitative
analysis to build a comprehensive understanding of a target market.
Given the complexity and multidimensional nature of international
markets, various tools and techniques are used to collect, analyze,
and interpret data. These tools help in transforming raw data into

actionable insights that support strategic decisions.
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The choice of tools depends on the objectives of the profiling
exercise, the type and availability of data, and the firm’s internal
capabilities. Below are the most widely used tools and techniques in

market profiling:

5.5.1 PESTEL Analysis

PESTEL stands for Political, Economic, Social, Technological,
Environmental, and Legal factors. It is one of the most common
strategic tools used to assess the macro-environmental variables of a

market.

o Political: Examines the political stability, trade regulations,

tax policies, and government intervention.

e Economic: Assesses GDP, inflation, unemployment, income

levels, and economic cycles.

e Social: Looks into demographics, cultural values, education,

and lifestyle trends.

o Technological: Considers innovation levels, digital

infrastructure, and technological adoption.

o Environmental: Explores ecological concerns, sustainability

policies, and climate risks.

o Legal: Reviews regulatory frameworks, labor laws, and IPR

enforcement.

Importance: PESTEL provides a structured approach to
understanding external factors that might impact business operations

and marketing strategies in a foreign market.
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5.5.2 SWOT Analysis

SWOT analysis helps assess a company’s Strengths, Weaknesses,

Opportunities, and Threats in relation to a specific target market.

o Strengths & Weaknesses: Internal factors such as brand

equity, financial strength, or lack of market knowledge.

e Opportunities & Threats: External conditions like market

gaps, changing regulations, or strong local competition.

Importance: It helps businesses align internal capabilities with
external opportunities while preparing for potential threats, making

it a valuable tool in market profiling.

5.5.3 Market Potential Index (MPI)

The Market Potential Index is a quantitative tool that ranks
countries based on a combination of indicators reflecting their

market potential. The MPI typically includes:

e Market size

e Market intensity (buying power)
e Market consumption capacity

e Commercial infrastructure

e Economic freedom

e Country risk

Importance: MPI provides a quick and standardized method to
compare and prioritize international markets based on their overall

attractiveness.

5.5.4 Demographic and Consumer Data Analysis

This technique involves analyzing publicly available or purchased

datasets to gain insights into:
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e Age groups, gender ratios
e Income brackets

e Consumption patterns

e Education levels

e Urban vs. rural distribution
Data Sources:

o National census data
o UN, World Bank, IMF reports

e Private market research firms (e.g., Nielsen, Euromonitor)

Importance: It offers granular insights into the size and nature of
the target audience, helping in demand estimation and market

segmentation.

5.5.5 Trade Statistics and Import-Export Data

By reviewing historical trade data, businesses can identify:
e Trends in product categories
e Market demand for specific goods or services
o Existing trade barriers

e Dependency on imports
Sources:

e International Trade Centre (ITC)
e UN Comtrade Database
¢ WTO and World Bank trade databases

Importance: This technique reveals the openness of a market, the
competitive landscape, and trade volumes, which are crucial for

assessing entry feasibility.
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5.5.6 Competitive Analysis Tools

Understanding the competitive environment is central to profiling.

Common tools include:

o Porter’s Five Forces Analysis: Evaluates the intensity of
competition, threat of new entrants, substitute products,

buyer and supplier power.

e Benchmarking: Comparing business performance with key

competitors on various KPIs.

e Market share analysis: Determines dominant players and

degree of market saturation.

Importance: These tools help businesses assess their potential

positioning and identify strategic advantages or threats.

5.5.7 Surveys and Primary Research

When secondary data is inadequate or outdated, companies may
conduct primary research to gather fresh, market-specific insights.

Techniques include:

Consumer surveys (online, phone, or in-person)

Focus groups

In-depth interviews with stakeholders

Mystery shopping

Importance: Provides firsthand information about consumer
behavior, preferences, and pain points. Especially useful when

entering culturally unique or emerging markets.
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5.5.8 Online Analytics and Social Listening Tools

The digital landscape offers real-time insights through platforms

like:

Google Trends: To monitor search behavior by region.

Social media analytics: Sentiment analysis on platforms

like Twitter, Facebook, Instagram.

Web traffic analysis: Tools like SimilarWeb, SEMrush, or
Alexa to evaluate market interest in certain products or

brands.

Importance: These tools offer a pulse on consumer interests,

emerging trends, and digital engagement, especially important in

highly connected or youth-driven markets.

5.5.9 Cluster Analysis and Segmentation Models

These are statistical techniques used to divide a market into distinct

customer segments based on similarities in behavior, needs, or

demographics.

Cluster analysis: Groups consumers or countries with

similar attributes.

Latent class analysis: Identifies hidden subgroups within

the data.

Factor analysis: Reduces large data sets into core

influencing factors.

Importance: Enables marketers to tailor strategies to specific

segments, increasing relevance and effectiveness.
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5.5.10 Business Environment Ratings and Indices

Several international agencies publish rankings that can help profile

a market’s business friendliness:
o Ease of Doing Business Index (World Bank)
e Global Competitiveness Index (World Economic Forum)

e Corruption Perceptions Index (Transparency

International)
o Logistics Performance Index (World Bank)

Importance: These indices provide macro-level benchmarks for
comparing multiple markets, guiding risk assessment and strategic

planning.

5.6 Steps in Developing a Market Profile

Developing a market profile is a systematic process that involves
gathering, analyzing, and synthesizing market information to assess
a country or region’s suitability for business expansion. A well-
structured market profile acts as a decision-support tool, helping
international marketers choose markets with the best potential while

managing risks.

Below are the key steps in developing an effective market profile:

5.6.1 Define the Objectives of Market Profiling

The first step is to clearly outline the goals of the market profiling

exercise. Objectives may include:

o Identifying high-potential countries for market entry
e Understanding consumer behavior in a specific segment

o Evaluating the risks and opportunities in emerging markets
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e Screening multiple countries for comparative analysis
Why it matters: Clear objectives ensure the profiling process is

focused, relevant, and aligned with the firm’s strategic goals.

5.6.2 1dentify Key Profiling Dimensions and Indicators

Once objectives are defined, the next step is to determine which
dimensions will be used to evaluate the market. Common

dimensions include:

e Economic indicators (e.g., GDP, per capita income, growth
rates)

o Demographic factors (e.g., population size, age structure)

e Political and legal environment (e.g., regulatory ease,
corruption levels)

e Cultural aspects (e.g., consumer values, language)

o Infrastructure (e.g., logistics, telecom, financial services)

Why it matters: Selecting the right dimensions ensures

comprehensive and relevant market insights.

5.6.3 Collect Relevant Data

Data is the foundation of market profiling. This step involves

gathering both secondary and primary data.

e Secondary data sources: World Bank, IMF, UNCTAD,
WTO, national statistics agencies, industry reports, trade
databases, etc.

e Primary data: Surveys, interviews, focus groups, and field

visits, especially when data is unavailable or outdated.

Data should be:
e Current and regularly updated

e Reliable and unbiased
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e Specific to the market segment under study

Why it matters: High-quality data supports accurate profiling and

informed decision-making.

5.6.4 Analyze and Interpret the Data

Once data is collected, it must be processed to derive meaningful

insights. This involves:

e Quantitative analysis (e.g., ranking markets, calculating
market potential scores)

e Qualitative analysis (e.g., assessing consumer sentiment or
cultural compatibility)

e Use of analytical tools such as SWOT, PESTEL, or Porter's

Five Forces

This step may also include visualizing data through charts, graphs,
and dashboards to identify patterns and trends.

Why it matters: Analysis transforms raw data into actionable
intelligence and highlights the market’s strengths, weaknesses, and

hidden opportunities.

5.6.5 Develop the Market Profile Document

This step involves compiling the analyzed data into a structured
market profile that serves as a reference for decision-makers. A

typical market profile includes:

o Executive summary

e Market overview (size, growth, demand drivers)
e Customer segments and behavior

o Competitive landscape

e Regulatory and trade environment
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o Infrastructure and ease of doing business

o Risk analysis and mitigation strategies

Why it matters: A formal profile document provides a consolidated

view of the market and supports communication across departments.

5.6.6 Evaluate and Compare Markets

If the goal is to select the best market from several options, this step
involves scoring and comparing markets using a common

framework. Techniques include:

e Weighted scoring models
e Market attractiveness matrices
e Market Potential Index (MPI)

e Risk-return analysis

Why it matters: Systematic comparison helps prioritize markets

based on strategic fit, opportunity, and risk.

5.6.7 Update and Revise the Profile Regularly

Markets are dynamic, and a profile that is accurate today may
become outdated quickly due to political changes, economic shocks,
or consumer trends. Regular updates ensure that:

o Strategic decisions remain valid over time

o Businesses stay ahead of emerging risks and trends

o Changes in consumer behavior or competitive activity are

addressed promptly

Why it matters: A market profile is a living document that needs

continuous refinement to remain relevant.
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5.7 Application of Market Profiling in International Strategy

Market profiling plays a foundational role in shaping international
marketing strategy. By offering in-depth insights into the
characteristics, risks, and opportunities of foreign markets, it enables
businesses to craft informed, targeted, and adaptive strategies.
Whether a company is planning to enter a new market, expand its
operations, or fine-tune its marketing mix, market profiling serves as

the critical starting point.

The following sub-sections illustrate how market profiling directly

influences key components of international strategy:

5.7.1 Market Entry Strategy

Market profiling informs the choice of entry mode by evaluating a
country’s political climate, regulatory environment, market size,

consumer behavior, and competitive dynamics.
Applications:

o Exporting: Chosen when profiles show stable demand,
minimal barriers, and favorable trade policies.

e Licensing or Franchising: Suitable for markets with strict
foreign investment rules or high legal/regulatory barriers.

e Joint Ventures: Favored when the profile indicates cultural
complexities or political sensitivities requiring a local
partner.

e Wholly-Owned Subsidiaries: Used in large, high-potential

markets where control is critical and risks are manageable.

Strategic Value: Market profiling helps reduce the risk of poor
entry mode choices and enables tailored strategies that align with

the host market’s realities.

103



5.7.2 Target Market Selection and Segmentation

Profiling enables companies to identify and define the most
promising consumer segments within a market. This involves
demographic,  psychographic, behavioral, and geographic

segmentation based on the insights derived from profiling data.
Applications:

e Identifying high-income urban consumers in emerging
markets

e Segmenting by generational cohorts (e.g., Gen Z in digital-
native economies)

o Differentiating between regional consumer behavior within a

large country like India or Brazil

Strategic Value: Accurate segmentation allows firms to focus
marketing resources on the most lucrative and reachable audience

groups, improving ROIL.

5.7.3 Product Strategy and Customization

Consumer behavior, cultural preferences, usage conditions, and
regulatory standards vary significantly across countries. Market

profiling provides the data needed to adapt products accordingly.
Applications:
e Modifying packaging to suit local language and aesthetics

e Adapting ingredients or formulations to meet legal and

cultural requirements (e.g., halal certifications)
o Designing entirely new product variants based on local tastes

Strategic Value: Product adaptation based on market profiles
enhances relevance, acceptance, and satisfaction in the target

market.
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5.7.4 Pricing Strategy

A market’s economic profile—income levels, price sensitivity, cost
structures, and competition—guides international pricing

decisions.
Applications:

e Penetration pricing in price-sensitive but high-potential
markets

e Premium pricing in affluent, brand-conscious segments

e Cost-plus pricing in markets with predictable regulatory
structures

e Adjusting prices for currency fluctuations and inflationary

risks

Strategic Value: Market-informed pricing enhances
competitiveness, maximizes margins, and maintains value

perception.

5.7.5 Distribution and Supply Chain Strategy

Market profiles help firms evaluate distribution infrastructure,
channel preferences, logistical efficiency, and the presence of

intermediaries.

Applications:

e Choosing between direct vs. indirect distribution

o Assessing e-commerce readiness and digital infrastructure

o Identifying reliable logistics partners or local distributors

o Planning warehouse or retail locations based on urbanization

data

Strategic Value: A well-informed distribution strategy ensures
product availability, lowers operational costs, and enhances

customer experience.
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5.7.6 Promotion and Communication Strategy

Cultural values, language preferences, media consumption habits,
and technological penetration derived from market profiling

influence promotional content and channel selection.
Applications:

o Crafting culturally sensitive advertising

o Choosing between traditional media and digital platforms

e Employing influencer marketing in markets with strong
social media usage

e Localizing brand messages to resonate with specific

consumer mindsets

Strategic Value: Culturally attuned and channel-appropriate

communication drives brand engagement and fosters loyalty.
5.7.7 Risk Management and Compliance

Political stability, corruption levels, legal systems, and trade policies
highlighted in the profile assist in risk identification and

mitigation planning.
Applications:

e Avoiding high-risk markets with volatile political

environments

e Incorporating legal counsel in markets with complex

regulatory systems
e Choosing insurance options or hedging financial exposures

Strategic Value: Profiling allows firms to prepare contingency
plans, reduce exposure to adverse events, and ensure compliance

with local laws.
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5.7.8 Long-Term Strategic Planning

Beyond immediate decisions, market profiling supports long-term
planning, including forecasting demand trends, investment

planning, and market development strategies.
Applications:
e Developing multi-year market penetration roadmaps

e Planning R&D investments aligned with technological

adoption trends
e Building brand equity in fast-developing economies

Strategic Value: Strategic foresight based on market profiling

fosters sustainable growth and competitive advantage over time.

5.8 Challenges in Market Profiling

While market profiling is an essential strategic tool for international
marketers, it is not without its difficulties. The process of gathering,
analyzing, and interpreting market data across countries presents
several challenges—ranging from data limitations to cultural
misinterpretations and resource constraints. Recognizing these
challenges is critical for marketers to take corrective action and

improve the reliability and relevance of their profiling efforts.

The key challenges in market profiling are discussed below:

5.8.1 Data Availability and Reliability

Description:
In many countries, especially developing and less developed
economies, consistent and up-to-date data may be scarce or difficult

to access. Even when available, the data might be outdated,
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incomplete, or published in local languages without proper

translation.
Examples:

e Lack of accurate market size estimates in frontier markets

e Inconsistent demographic data due to infrequent census
activities

e Unreliable economic indicators manipulated for political

purposes
Implications:

o Impairs the accuracy of the market profile
e Leads to faulty market selection or risk underestimation

o Increases reliance on guesswork or anecdotal evidence
Mitigation:

e Cross-verifying data with multiple sources
o Using proxy indicators when direct data is unavailable

o Engaging local market research agencies

5.8.2 Cultural and Contextual Misinterpretation

Description:

Culture deeply influences consumer behavior, but cultural nuances
are often subtle and context-driven. A lack of cultural fluency can
lead to misinterpretation of behaviors, preferences, or even survey

responses.
Examples:

e Misjudging the role of family in buying decisions in
collectivist cultures

e Overlooking religious sensitivities in product promotion
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e Misinterpreting silence in interviews as disinterest instead of

contemplation
Implications:

o Leads to ineffective market strategies

o Damages brand reputation and consumer trust

e Results in poor segmentation and targeting
Mitigation:

o Employing local cultural experts
e Using ethnographic and qualitative research methods

e Training research teams on cultural sensitivity

5.8.3 Inconsistent Definitions and Indicators

Description:
Different countries may use varying definitions or classification
systems for basic indicators such as income levels, consumer

segments, or even industrial sectors.
Examples:

o Middle class defined differently across countries
e Variation in retail format classifications (e.g., hypermarkets
vs. supermarkets)

e Disparities in defining SMEs or employment types
Implications:

e Makes cross-country comparison unreliable
o Affects benchmarking and strategic decisions

o Creates confusion in interpreting segmented data
Mitigation:

o Standardizing definitions internally before analysis
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e Adopting global frameworks like UN, WTO, or World Bank
definitions

o Customizing profiling templates for each market

5.8.4 Rapid Market Changes

Description:
Markets are dynamic and can undergo rapid changes due to political
upheaval, economic shifts, natural disasters, or technological

disruptions. A static profile quickly becomes obsolete.
Examples:

e Currency devaluation altering purchasing power overnight
e Sudden regulatory bans affecting product categories
e Technological disruption changing consumption channels

(e.g., rise of mobile payments)
Implications:

e Outdated insights may lead to strategic errors
o Companies may fail to respond to emerging opportunities or
threats

o Limits the relevance of long-term planning
Mitigation:

o Establishing a process for periodic profile updates
o Incorporating real-time data feeds and trend tracking

o Building flexibility into strategic plans

5.8.5 Resource and Cost Constraints

Description:
Creating detailed market profiles, especially for multiple markets,

requires significant financial, human, and technological resources.
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SMEs and new exporters often lack the capacity to undertake such

extensive research.
Examples:

o High costs of hiring international market research firms
e In-house teams lacking language skills or local expertise
e Limited access to subscription databases and market

intelligence platforms
Implications:

e Forces companies to make decisions with partial information
e Leads to missed opportunities or increased risk exposure

e Restricts entry to only "well-known" markets
Mitigation:

e Prioritizing high-potential markets for deeper profiling

e Leveraging free or low-cost data sources (e.g., trade portals,
embassy reports)

e Partnering with local chambers of commerce or academic

institutions

5.8.6 Integration of Qualitative and Quantitative Data

Description:
Market profiling relies on both quantitative (statistical) and
qualitative (behavioral, cultural) data. Integrating the two coherently

for strategic decision-making is often challenging.
Examples:

e Reconciling hard data (e.g., purchasing power) with soft

insights (e.g., brand perception)

o Conflicting findings between surveys and focus groups
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e Overemphasis on numerical metrics while ignoring cultural

fit
Implications:

e Leads to one-dimensional market views
o Hinders holistic understanding of market potential

e (Can result in poor market-product fit
Mitigation:

o Using mixed-method research designs
o Employing triangulation for data validation
e Encouraging collaboration between analytical and creative

teams

5.9 Best Practices for Effective Market Profiling

To maximize the accuracy, relevance, and strategic value of market
profiling, businesses must adopt a set of best practices that go
beyond basic data collection. Effective market profiling requires a
structured, systematic, and adaptive approach that integrates robust
research methods, cultural intelligence, technology, and strategic
foresight. These best practices ensure that profiles not only provide
a snapshot of current market conditions but also offer insights that

support long-term decision-making and competitive advantage.

Below are the key best practices to be followed for effective market

profiling:

5.9.1 Define Clear Objectives and Scope

Why it matters: Without clearly defined goals, market profiling can

become a scattered, data-heavy exercise lacking strategic focus.
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Best Practice:

o Start by identifying what decisions the profile will inform
(e.g., market entry, pricing, segmentation).

e Define the scope in terms of geography, product category,
and target customer segments.

o Set specific, measurable objectives for what the profiling

should achieve.

Result: Focused profiling efforts aligned with business goals,

resulting in actionable insights.

5.9.2 Use Multiple and Credible Data Sources

Why it matters: Relying on a single data source increases the risk

of bias, inaccuracy, or incomplete analysis.
Best Practice:

e Combine primary data (surveys, interviews, focus groups)
with secondary data (government reports, trade statistics,
industry publications).

e Use both global sources (e.g., World Bank, IMF,
Euromonitor) and local ones (e.g., national statistics offices,
local trade bodies).

o Validate data points by cross-referencing information from

multiple sources.

Result: Richer, more reliable, and balanced market profiles that

support better strategic decisions.

5.9.3 Integrate Quantitative and Qualitative Insights

Why it matters: Numbers show trends, but qualitative data explain

the “why” behind those trends.
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Best Practice:

e Blend quantitative indicators (GDP, market size,
demographics) with qualitative insights (consumer
preferences, cultural norms, purchasing behavior).

o Use qualitative data to interpret anomalies in the numbers or
provide deeper context.

e Present findings in a way that links hard data with human

behavior.

Result: Holistic understanding of the market environment,

enhancing strategic depth.

5.9.4 Localize the Profiling Process

Why it matters: Market realities vary significantly by country, and

local nuances are often invisible from a distance.
Best Practice:

o Involve local experts, researchers, and consultants to gather
on-ground insights.

e Adapt profiling tools and frameworks to suit local contexts,
languages, and cultural norms.

e Conduct in-country visits, mystery shopping, or

ethnographic studies where feasible.

Result: Profiles that reflect true market conditions and avoid errors

from cultural generalizations.

5.9.5 Segment the Market Effectively

Why it matters: Not all customers in a market behave the same

way; segmentation enables precision.
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Best Practice:

e Use profiling to identify key segments based on
demographics, psychographics, behavior, or geography.

e Analyze each segment’s size, growth potential, accessibility,
and profitability.

e Prioritize segments that align with the company’s value

proposition and capabilities.

Result: Efficient resource allocation and sharper marketing

strategies targeting high-potential segments.

5.9.6 Update Market Profiles Regularly

Why it matters: Markets evolve, and outdated profiles can mislead
strategic planning.
Best Practice:
o Treat profiling as a continuous process, not a one-time task.
e Set review intervals (e.g., annually or semi-annually)
depending on market volatility.

e Monitor key indicators for signs of significant change (e.g.,

new regulations, technology shifts, consumer trends).

Result: Timely and relevant profiles that support agile decision-

making.

5.9.7 Leverage Technology and Analytics

Why it matters: Technology enhances the efficiency, depth, and

speed of data collection and analysis.
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Best Practice:

e Use tools like customer relationship management (CRM)
systems, Dbusiness intelligence platforms, and data

visualization software.

o Employ predictive analytics and Al to forecast trends and

segment markets more accurately.

o Utilize Geographic Information Systems (GIS) to analyze

spatial patterns of demand.

Result: Enhanced analytical capabilities, improved accuracy, and

faster insights.

5.9.8 Ensure Internal Collaboration

Why it matters: Market profiling affects multiple departments—

marketing, sales, product development, finance, etc.
Best Practice:

e Involve cross-functional teams in the profiling process to
ensure diverse perspectives.

o Share market profiles across the organization for aligned
strategy and execution.

o Use profiles as a basis for strategic discussions and scenario

planning.

Result: Integrated and cohesive organizational responses to market

opportunities and challenges.

5.9.9 Maintain Ethical Standards

Why it matters: Respect for privacy, data integrity, and cultural

sensitivity is essential in global research.
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Best Practice:

e Comply with international and local data privacy laws (e.g.,
GDPR).

e Avoid manipulative or culturally insensitive research
practices.

e Be transparent with respondents and protect their

confidentiality.

Result: Reputational trust, legal compliance, and ethical integrity in

global operations.

5.9.10 Document and Communicate Findings Effectively

Why it matters: Even the best research is useless if it’s poorly

documented or not shared with decision-makers.
Best Practice:

e Create structured, user-friendly market profile reports with
executive summaries, visuals, and strategic
recommendations.

o Highlight key findings relevant to specific business
functions.

e Use storytelling to present data in a compelling and

understandable way.

Result: Greater internal adoption of insights and better-informed

strategic choices.

5.10 Case Study: Market Profiling for a Global Smartphone
Brand

To illustrate the practical application of market profiling in

international marketing, let us consider a real-world case example of
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a global smartphone brand—Iet’s refer to it as “SmartTech”—that
aims to expand its operations into new international markets.
SmartTech is an established brand in North America and Europe,
and it is now looking to grow its presence in Asia, Latin America,
and Africa. To ensure strategic market selection and entry, the

company initiates a comprehensive market profiling exercise.

5.10.1 Objective of the Market Profiling Exercise

The core objective of SmartTech's market profiling initiative was to
identify 3-5 high-potential countries for expansion based on a
detailed analysis of market attractiveness, competitive environment,
consumer behavior, and regulatory conditions. The company aimed

to:

e Understand the demand potential for mid-range and
premium smartphones.

o Evaluate consumer preferences and purchasing power.

o Identify entry barriers such as tariffs and non-tariff
measures.

o Align market opportunities with internal strengths.

5.10.2 Application of Key Dimensions of Market Profiling

SmartTech structured its market profiling around key dimensions

discussed earlier in the chapter:

1. Demographic Analysis: SmartTech assessed population size,
median age, urbanization levels, and literacy rates across target
countries. Countries with large youth populations and high urban
growth, such as India, Indonesia, and Nigeria, ranked high in this

category.
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2. Economic Indicators: The brand evaluated per capita income,
smartphone penetration, GDP growth, and disposable income.
Southeast Asian markets like Vietnam and the Philippines showed
strong growth potential despite lower income levels, due to rapid

digital adoption and aspirational consumer behavior.

3. Political and Legal Environment: SmartTech analyzed import
duties, local content regulations, intellectual property protection,
and ease of doing business. India and Mexico scored well in terms
of policy stability, while some African markets presented regulatory

opacity and bureaucratic delays.

4. Technological Infrastructure: Countries were evaluated based
on mobile internet penetration, availability of 4G/5G networks, and
smartphone usage patterns. South Africa and Brazil had high
internet penetration and social media engagement, indicating tech-

Savvy consumers.

5. Cultural Fit and Consumer Behavior: Through qualitative
research and focus groups, SmartTech learned about local brand
perceptions, design preferences, and sensitivity to pricing and
features. In India and Indonesia, value-for-money was a major
driver, while in Brazil and Chile, brand image and camera quality

were top priorities.

5.10.3 Use of Tools and Techniques

SmartTech employed a combination of advanced tools and

traditional techniques for effective market profiling:

e Secondary Data Sources: IMF, ITU, GSMA Intelligence,

World Bank, and national statistics.

e Surveys and Focus Groups: Conducted in key cities to

assess brand awareness and consumer expectations.
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Competitor Benchmarking: Compared market share,
pricing strategies, and distribution models of rivals like

Samsung, Xiaomi, and Apple.

SWOT Analysis: Developed for each shortlisted country to

evaluate strategic fit.

They also used a weighted scoring model to prioritize countries

based on criteria such as market size (25%), consumer affordability

(20%), competitive intensity (20%), regulatory friendliness (15%),
infrastructure (10%), and brand affinity (10%).

5.10.4 Strategic Insights and Outcomes

Based on the profiling exercise, SmartTech identified India,

Vietnam, Mexico, South Africa, and Colombia as the top five

markets for expansion. Key insights included:

India offered enormous scale and a growing middle class
but required adaptations in pricing and local partnerships due

to cost sensitivity.

Vietnam showed high digital adoption and a favorable

business environment, making it an attractive gateway to

ASEAN.

Mexico allowed proximity to the U.S. supply chain and

shared brand familiarity with American consumers.

South Africa presented strong demand for premium

smartphones among urban professionals.

Colombia showed fast growth and openness to foreign

brands but required local regulatory navigation.
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5.10.5 Implementation of Strategy Based on Profile

SmartTech translated its profiling insights into tailored market

strategies:

e Entry Mode: Joint ventures in India and Vietnam; direct

mmvestment in Mexico.

e Product Strategy: Focus on mid-tier models with strong
battery life and camera features for Asia and Africa;

premium devices for Latin America.

e Marketing Approach: Digital-first campaigns with local

influencers and region-specific content.

e Distribution Channels: Emphasis on e-commerce in
Vietnam and India; retail partnerships in Colombia and

South Africa.

5.10.6 Lessons Learned
SmartTech’s experience highlighted the importance of:

e Ground-level validation of secondary data through local

research.

o Flexibility in product design and marketing based on cultural

nuances.

o Balancing short-term market accessibility with long-term

strategic fit.

The exercise demonstrated that a well-executed market profiling
process can drastically reduce risks, optimize resource allocation,

and increase the likelihood of success in international market entry.
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5.11 Summing Up

Market profiling stands as a cornerstone in the strategic process of
international market selection. As globalization intensifies
competition and diversifies consumer expectations, businesses can
no longer afford to approach new markets with limited or superficial
understanding. A well-executed market profile provides a data-
driven, analytical, and context-rich foundation for making high-
stakes decisions about where, when, and how to enter foreign

markets.

This chapter has explored market profiling from multiple angles—
its conceptual foundation, strategic importance, key dimensions,
tools and techniques, procedural steps, and practical applications.
The process involves much more than data gathering; it requires
thoughtful interpretation, cultural sensitivity, and alignment with
business goals. Whether a firm is seeking new customers,
optimizing its marketing strategy, or evaluating potential investment
destinations, market profiling enables a granular view of the
external environment that enhances preparedness and reduces

uncertainty.

One of the key insights is that effective market profiling is both
systematic and adaptive. It combines quantitative rigor with
qualitative depth, integrates technological tools with human insights,
and aligns short-term tactical decisions with long-term strategic
goals. It also reinforces the need for cross-functional collaboration
and continuous monitoring—markets are dynamic, and profiles

must evolve to remain relevant.

Through tools such as segmentation, data analytics, SWOT analysis,
and field research, marketers can uncover not only market potential
but also hidden risks, customer needs, regulatory requirements, and

competitive pressures. When applied correctly, these insights
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translate into more tailored entry strategies, stronger customer
alignment, more efficient allocation of resources, and ultimately,

greater chances of success in global markets.

Moreover, as demonstrated in the case of the global smartphone
brand, market profiling is not a theoretical exercise—it is a vital,
real-world capability that can shape the trajectory of a company’s
international growth. Businesses that master the discipline of market
profiling are better positioned to identify emerging opportunities,
adapt to local contexts, and create value for both the firm and its

target customers.

In conclusion, market profiling is not just a tool—it is a strategic
imperative. In an era where competition crosses borders and
consumer expectations evolve rapidly, the ability to profile markets
accurately and meaningfully can spell the difference between
international success and failure. By investing in this process,
companies can build a strong, informed, and resilient approach to

international marketing.

5.12 Model Questions

1. Define market profiling and explain its significance in

international marketing strategy.

2. Discuss the key components and steps involved in creating an

effective international market profile.

3. Compare and contrast demographic, psychographic, and

geographic profiling techniques with examples.

4. Explain how market profiling supports the process of

international market selection and segmentation.

5. Critically examine the role of secondary data in developing

international market profiles.
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6. Evaluate the challenges faced by marketers in profiling emerging

markets. Provide suitable examples.

7. Discuss the ethical considerations involved in collecting and

using consumer data for market profiling.

8. How can technology and big data analytics enhance the accuracy

and relevance of market profiling?

9. Assess the impact of cultural factors on international market

profiling. Provide illustrations from real-world companies.

10. Using a case study approach, demonstrate how an international
company successfully used market profiling to enter a new

market.
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UNIT-6
MARKET ENTRY STRATEGIES

Unit Structure:

6.1 Introduction

6.2 Objectives

6.3 Concept and Importance of Market Entry Strategies
6.4 Factors Influencing the Choice of Market Entry Strategy
6.5 Classification of Market Entry Strategies

6.6 Evaluation and Selection of Entry Strategies

6.7 Concept of Hybrid Market Entry Strategies

6.8 Case Studies

6.9 Stategic Implications for International Marketers
6.10 Challenges in Entry Strategy Execution

6.11 Best Practices in Market Entry Strategy

6.12 Summing Up

6.13 Model Questions

6.14 References and Suggested Readings

6.1 Introduction

In the ever-evolving landscape of international business, one of the
most critical and strategic decisions faced by companies is how to
enter a foreign market. As globalization intensifies competition and
opens up new avenues for growth, organizations—whether
multinational corporations or emerging startups—must determine
not only where to go global but also how. This decision revolves
around the selection of an appropriate market entry strategy, which
acts as the blueprint for establishing and expanding operations

across borders.

Market entry strategies refer to the various methods companies use

to sell their products and services in foreign markets. These
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strategies range from relatively low-commitment options like
exporting and licensing to more resource-intensive approaches such
as joint ventures and wholly owned subsidiaries. In between lie a
variety of hybrid and digital options that blend traditional and
contemporary methods of international expansion. The entry mode
chosen directly influences a firm’s risk exposure, investment
requirements, control over operations, speed of market penetration,

and long-term strategic flexibility.

The significance of selecting an appropriate market entry strategy
cannot be overstated. A poorly chosen strategy may lead to high
costs, operational inefficiencies, weak market performance, and
even withdrawal from the market. Conversely, a well-aligned
strategy can provide a competitive edge, enhance brand visibility,
and establish a sustainable market position. For example, a company
entering a market with significant legal restrictions on foreign
ownership may find success through a joint venture with a local
partner. On the other hand, a firm with proprietary technology
seeking tight operational control may opt for a wholly owned

subsidiary despite higher initial investment.

The entry decision is not made in isolation. It is influenced by a host
of internal and external factors, including the firm’s goals,
resources, capabilities, product nature, market conditions, and socio-
political environment of the target country. Furthermore, in today’s
digital era, technological advancements have introduced new entry
options, such as e-commerce platforms, virtual marketplaces, and
digital service delivery models, thereby redefining the conventional

boundaries of market entry.

This chapter provides a comprehensive analysis of the various
market entry strategies available to international marketers. It delves
into the conceptual foundations, key influencing factors, different

types of entry modes, and strategic considerations behind each
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option. In addition, it offers practical insights into how companies
can assess, choose, and implement these strategies effectively in

diverse market contexts.

By understanding the intricacies of market entry strategies, students
and practitioners of international marketing will be better equipped
to navigate the complexities of global expansion, make informed
decisions, and leverage strategic choices for long-term international

SUCCESS.

6.2 Objectives

This unit is an attempt to analyse the market entry strategies. After

going through this unit you will be able to:

e explain the various types of market entry strategies available
to firms engaging in international marketing, including
exporting, licensing, franchising, joint ventures, and wholly
owned subsidiaries,

e analyze the internal and external factors that influence a
firm's choice of market entry strategy, such as company
resources, market conditions, competition, and political
risks,

e evaluate the advantages, disadvantages, and suitability of
different entry modes through real-world examples and case

studies.

6.3 Concept and Importance of Market Entry Strategies
6.3.1 Concept of Market Entry Strategies

Market entry strategies refer to the structured approaches and
methods a company uses to deliver its goods or services to a foreign

market and establish a commercial presence there. These strategies
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form the operational and strategic basis for international expansion
and are integral to a company’s broader international marketing

plan.

At their core, market entry strategies are concerned with how an
organization transitions from a domestic or single-country focus to a
global or multi-market operation. This transition requires companies
to decide the extent of their involvement in the foreign market, the
level of control they wish to exercise, the risk they are willing to

assume, and the investment they can commit.

There are multiple pathways to enter international markets, each
with unique implications. These include direct and indirect
exporting, licensing, franchising, strategic alliances, joint ventures,
mergers and acquisitions, and establishing wholly owned
subsidiaries. With the rise of digital commerce, entry via online
platforms and e-marketplaces has also emerged as a viable route,
especially for service-oriented and small-to-medium-sized

enterprises (SMEs).

The choice of entry strategy is not merely operational—it is
strategic. It affects the company’s brand positioning, customer
relationships, distribution efficiency, legal standing, and long-term
growth potential. Thus, market entry strategies must be carefully
aligned with a firm’s overall international objectives, product

offerings, resource availability, and risk appetite.

6.3.2 Importance of Market Entry Strategies

The significance of selecting an appropriate market entry strategy

can be understood through several critical lenses:

1. Risk Management and Control: Each entry mode carries a

different risk-return profile. For example, exporting typically
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involves lower risk and investment, but also lower control
over marketing and distribution. In contrast, a wholly owned
subsidiary offers maximum control and potential returns but
demands significant capital, managerial commitment, and
exposure to political or economic instability in the host
country. Understanding these trade-offs is vital for managing

uncertainty and ensuring sustainable growth.

Speed of Market Access: The strategy chosen often
determines how quickly a company can begin operations in
the new market. Indirect exporting or partnerships can
provide rapid market access with minimal infrastructure,
whereas setting up a manufacturing plant or distribution
network may take years. In highly competitive industries or
fast-growing markets, speed can be a critical factor in

securing market share.

Strategic Fit and Resource Allocation: Different strategies
require different levels and types of resources—financial,
human, technological, and intellectual. A firm with limited
resources may begin with exporting or licensing before
scaling up to higher-commitment strategies. Conversely,
large multinationals with established competencies may
pursue acquisitions or wholly owned subsidiaries. A strategy
that aligns with a firm’s internal capabilities and external

market opportunities ensures better strategic fit.

Legal and Regulatory Compliance: Every market has its
own legal framework regarding foreign investment,
ownership, taxation, labor laws, and intellectual property
protection. Market entry strategy must be crafted to comply
with these local regulations while minimizing legal

exposure. For instance, in countries where foreign direct
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investment is restricted, joint ventures may be the only

permissible route.

Brand and Customer Relationship Management: The
entry mode also affects the company’s brand presence and
customer engagement. Direct presence often allows better
control over brand messaging, customer service, and after-
sales support. On the other hand, strategies like franchising
or licensing can dilute brand consistency if not managed

effectively.

Competitive Positioning: A well-executed market entry
strategy can serve as a competitive differentiator. Entering
early and establishing a strong distribution or retail network
can create significant barriers to entry for competitors. It can
also foster local partnerships and enhance customer loyalty,
especially in culturally nuanced or relationship-driven

markets.

Scalability and Long-Term Sustainability: Finally, the
chosen strategy must be scalable and adaptable to evolving
market conditions. Initial market success is only the first
step. Long-term sustainability often requires strategy
evolution—moving from exporting to local production, or
from joint ventures to full ownership as the market matures

and the company gains local experience.

6.4 Factors Influencing the Choice of Market Entry Strategy

The selection of an appropriate market entry strategy is critical to

the success of international expansion. It directly impacts a

company's ability to compete effectively, generate profits, and

manage risks in foreign markets. Several internal and external

factors shape the choice of market entry strategy. These factors can
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range from the company’s resources and goals to the economic,
political, and cultural characteristics of the target market.
Understanding these influencing factors helps firms make informed
decisions that align with their overall international marketing

objectives.

6.4.1 Internal Factors Influencing Market Entry Strategy
1. Company Objectives and Goals

The company’s long-term strategic objectives play a crucial role in
determining the appropriate entry strategy. For instance, a company
aiming for rapid growth and market dominance might prefer an
acquisition or joint venture in a new market, as these options offer
more control and faster market penetration. Conversely, a company
with a gradual growth strategy might prefer exporting or licensing,
which involves less financial commitment and allows the company

to test the waters before making a more substantial investment.

Example: A technology company with a goal of rapidly scaling
might choose a Greenfield investment to set up a fully owned
subsidiary in an emerging market, whereas a company focused on
brand visibility and lower risk might start with [icensing

agreements.
2. Available Resources and Capabilities

The amount of financial, managerial, and operational resources
available to a company will heavily influence the type of market
entry strategy it can pursue. Market entry strategies like Greenfield
investment or joint ventures often require significant capital,
expertise, and human resources. On the other hand, entry modes like
exporting or franchising involve lower upfront investment and

require fewer resources.

131



Example: A multinational corporation with significant capital
reserves might opt for a joint venture or direct investment in a
foreign market, while a smaller firm with limited resources might

rely on exporting or licensing to avoid high capital expenditure.
3. Risk Tolerance

A company’s appetite for risk is another important internal factor.
Risk-averse companies typically choose low-risk entry strategies,
such as exporting, franchising, or licensing, where the financial
investment and exposure to political or economic instability are
limited. On the other hand, companies willing to assume more risk
might choose entry strategies that provide more control over
operations, such as joint ventures, acquisitions, or Greenfield

investments.

Example: Companies in stable industries or those with high profit
margins may opt for high-risk, high-reward entry strategies like
direct investment to have greater control over the business
environment, whereas firms in highly competitive or volatile
industries might prefer to minimize exposure by using exporting or

licensing.
4. Experience and Expertise

A company's experience in international markets and its knowledge
of the target market will impact the choice of strategy. A company
with extensive experience in foreign markets may be better
equipped to manage complex strategies such as joint ventures or
Greenfield investments. In contrast, a company that is new to
international markets may prefer simpler entry modes like exporting
or franchising that do not require in-depth knowledge of local

business practices.

Example: A company with significant cross-border trade

experience might feel confident in navigating the complexities of a

132



joint venture in a foreign country. However, a company entering a
market for the first time might lean towards exporting to minimize

the risks associated with unfamiliar environments.

6.4.2 External Factors Influencing Market Entry Strategy
1. Market Size and Growth Potential

The size of the target market and its growth potential are key
considerations when selecting an entry strategy. Large, rapidly
growing markets with high demand for the company’s products or
services may justify more substantial investment in market entry,
such as direct investment or joint ventures, in order to secure a
foothold early and benefit from economies of scale. Conversely,
small or slow-growing markets might be better suited for low-

investment entry strategies like exporting or licensing.

Example: A consumer goods company might choose direct
investment or joint ventures to tap into emerging markets in Asia,
where the market is growing rapidly, whereas it might choose
franchising for a mature market in Europe, where demand is stable

but not expected to grow substantially.
2. Competitive Landscape

The level of competition in the target market significantly influences
the market entry strategy. In markets with intense competition and
dominant local players, a company may need to partner with a local
firm or acquire an existing competitor to gain access to resources,
distribution channels, or customer bases. On the other hand, in
markets with relatively low competition or with first-mover
advantage, firms may be able to enter through direct investment or
exporting, potentially gaining a competitive edge by establishing

their brand early.
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Example: In markets with significant competition and established
players, such as Japan, firms might choose joint ventures or
strategic alliances with local companies to leverage their networks.
In contrast, a company entering a market with limited competition,
such as in some developing countries, might prefer exporting as a

low-risk entry option.
3. Political and Legal Environment

The political and legal conditions in the target market are critical
factors in determining the entry strategy. Countries with unstable
political climates, high levels of government control, or restrictive
trade policies may discourage firms from pursuing high-investment
strategies like direct investment or Greenfield projects. In such
cases, firms may opt for lower-risk entry strategies such as
exporting, licensing, or franchising, which allow for greater

flexibility and lower exposure to political risk.

Example: A company seeking to enter Venezuela, where the
political and economic situation is unstable, may choose exporting
as it involves fewer long-term commitments and lower risk. In
contrast, a company looking to enter Singapore, with its stable
political environment and pro-business policies, may opt for direct

investment.
4. Cultural and Social Factors

Cultural differences between the home country and the target market
also influence the choice of market entry strategy. If the target
market has significant cultural differences, it may be more effective
to partner with a local firm that understands local customs,
consumer behavior, and marketing strategies. Alternatively, if the
culture is similar, companies may be able to establish direct

operations more easily.
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Example: A fast-food chain like McDonald’s may use franchising in
markets with strong cultural similarities, like the United States or
Canada, but might choose a joint venture approach in markets like
China, where understanding local consumer preferences and dietary

habits is crucial.
5. Economic Factors

The economic environment, including factors like economic
stability, disposable income, and the overall purchasing power of
consumers, plays a significant role in determining the appropriate
entry strategy. In developed economies, where consumers have
higher disposable incomes, companies may pursue direct investment
to establish a long-term presence. In developing economies, where
economic conditions might be more volatile, companies may opt for

less capital-intensive entry strategies like exporting or licensing.

Example: A company might opt for a joint venture or direct
investment in a developed economy like Germany, due to its strong
economic conditions and purchasing power. In contrast, it might use
exporting in a market like /ndia, where it is still testing the waters

and may face economic fluctuations or government intervention.

6.5 Classification of Market Entry Strategies

Market entry strategies can be broadly classified based on the
degree of control, level of investment, risk involved, and the nature
of commitment required. Different strategies offer different
combinations of these elements, allowing firms to choose the most
suitable approach based on their goals, capabilities, and external

environment.

The classification can be broken down into four primary categories:

135



6.5.1 Export-Based Strategies

These strategies involve producing goods in the home country and
then shipping them to international markets. Exporting is often the
first step in internationalization for many firms due to its relatively

low cost and risk.

a) Direct Exporting: In direct exporting, a company sells its
products directly to customers in a foreign country or through an
intermediary located there. This may include agents, distributors, or

retailers.
Key Characteristics:

e (reater control over marketing and sales
e Higher profit margins than indirect exporting
e Requires understanding of the foreign market and

regulations
Suitable For:

¢ Firms with international marketing capabilities

e Markets with stable demand and predictable logistics

b) Indirect Exporting: Indirect exporting involves selling to a
domestic intermediary, such as an export trading company or export
management company, which then exports the product to foreign

markets.
Key Characteristics:

e Minimal investment and risk
e Lower control and profitability

e Ideal for companies with limited international experience
Suitable For:
¢ Small and medium-sized enterprises (SMEs)

e Firms testing new markets with limited exposure

136



6.5.2 Contractual Entry Strategies

These involve various forms of contractual agreements between
firms, allowing foreign market entry with reduced investment and
operational control. They are less resource-intensive and can offer

access to local market knowledge.

a) Licensing: Licensing is a strategy in which a domestic firm
(licensor) allows a foreign firm (licensee) to use its
intellectual property (brand name, technology, patents) in

exchange for a fee or royalty.
Key Characteristics:

e Low risk and investment
e Fast market access

e Loss of control over quality and brand reputation
Suitable For:

e Firms with strong intellectual assets

e Markets with regulatory restrictions on foreign ownership

b) Franchising: Franchising is a more structured form of
licensing where the franchisor provides not only intellectual

property but also operational models, training, and support.
Key Characteristics:
e Stronger control than licensing
e Suitable for service-based industries (e.g., fast food, retail)
e Franchisee bears most of the local business risk
Suitable For:
e Businesses with proven business models

e Markets where brand recognition is a key driver
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¢) Turnkey Projects: In turnkey projects, a firm designs and
constructs a facility, trains local personnel, and hands over

operations to the local firm upon completion.
Key Characteristics:

e Common in sectors like construction, oil & gas, and
infrastructure
e Little long-term involvement

e Risk of knowledge transfer to potential future competitors
Suitable For:

e Engineering and construction firms

e Governments or large institutions in developing countries

d) Contract Manufacturing: This involves outsourcing the
production of goods to a foreign manufacturer, while the brand

owner handles marketing and distribution.
Key Characteristics:

e Lower production costs
e Focus on core competencies like marketing and design

¢ Quality and delivery may be difficult to manage
Suitable For:

e Consumer goods and electronics sectors

e (Cost-sensitive industries

6.5.3 Investment-Based Strategies

These involve higher levels of investment and resource commitment
but provide greater control over operations and long-term
profitability. These strategies are preferred when companies seek

deeper integration into foreign markets.
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a) Joint Ventures: A joint venture involves two or more firms
(usually one local and one foreign) forming a new legal entity to

undertake business together.
Key Characteristics:

e Shared resources, risks, and profits
e Access to local knowledge and networks

e Potential for conflict between partners
Suitable For:

e Markets with restrictions on foreign ownership

e Complex regulatory environments

b) Strategic Alliances: Strategic alliances are partnerships that
involve cooperation between firms without forming a new legal

entity.
Key Characteristics:

e Flexibility and reduced risk
e Useful for market access or R&D collaboration

e Less formal and may lack enforceability
Suitable For:

e Technology sharing or supply chain integration

e Rapidly changing or innovation-driven industries

¢) Wholly Owned Subsidiaries (WOS): This refers to establishing
a fully owned entity in the target market, either through a Greenfield
investment (building from scratch) or acquisition of an existing local

company.

Key Characteristics:
e Maximum control and integration
e High cost and risk

e Long-term strategic commitment
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Suitable For:

e Large firms with deep resources

e Strategic markets requiring full control
6.5.4 Hybrid and Sequential Strategies

Hybrid and sequential strategies combine elements of different entry

modes or evolve over time to suit changing market conditions.

a) Piggybacking: In piggybacking, a smaller firm uses the
distribution network of a larger firm already established in a foreign

market.
Key Characteristics:

e (Cost-effective entry
e Dependent on partner's performance

e Limited control over marketing

b) Sequential Entry: Companies may enter markets in stages—
starting with exporting, then moving to licensing, and eventually

establishing a subsidiary.
Key Characteristics:

e Risk is minimized in early stages
e Allows learning and adaptation

e Longer time to establish full presence
Suitable For:

e Firms entering culturally or politically uncertain markets

e Markets where investment climate evolves over time
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6.6 Evaluation and Selection of Entry Strategies

Choosing the appropriate market entry strategy is one of the most
critical decisions for a firm expanding internationally. The
evaluation and selection process involves a systematic assessment of
various strategic, financial, operational, and regulatory factors to
determine the most effective and sustainable mode of entry into a

target market.

The choice must not only be aligned with a firm's long-term vision
but also be adaptive to external market dynamics and internal
capabilities. Below are key criteria for evaluating and selecting a

market entry strategy:

6.6.1 Strategic Alignment

One of the foremost considerations is how well the entry strategy
aligns with the overall business strategy and corporate goals. This

involves:

Consistency with organizational mission and vision: The chosen
strategy should support the firm’s long-term growth, innovation, and

geographic diversification goals.

Fit with competitive positioning: If a company competes on cost
leadership, it might favor exporting or licensing. If it competes on
differentiation or customer intimacy, it might prefer joint ventures

or wholly-owned subsidiaries.

Synergy with existing operations: Strategies that complement
current supply chains, marketing capabilities, and brand equity tend

to be more successful.

Strategic Question: Does this entry mode reinforce or dilute our

global positioning and strategic intent?
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6.6.2 Cost and Resource Requirement

Each entry strategy comes with its own set of cost implications and
demands on financial and managerial resources.

Low-resource strategies: Exporting and licensing are generally less
capital-intensive but may offer limited market control.
High-resource strategies: Joint ventures and direct investments
require significant capital, human resources, and local infrastructure.
Opportunity cost: Investing heavily in one market may limit
resources available for other growth opportunities.

Strategic Question: Do we have the financial and human resources

to execute this strategy without compromising existing operations?

6.6.3 Risk and Return Profile
Entry strategies vary in terms of risk exposure and potential returns:

Low-risk, low-return: Exporting and licensing expose firms to
fewer risks but also limit profit margins.

High-risk, high-return: Direct investment offers greater profit
potential but exposes firms to political, legal, and operational risks.
Shared-risk models: Joint ventures and alliances distribute risk
among partners while enabling local adaptation.

Strategic Question: Does the expected return justify the risk and

investment required for this market?

6.6.4 Speed of Entry

Time-to-market is often crucial, especially in rapidly growing or

highly competitive markets.

Fast-track strategies: Exporting, franchising, or acquisitions

enable rapid market penetration.
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Gradual strategies: Greenfield investments and wholly-owned
subsidiaries take longer to establish but offer more tailored

operations.

Strategic Question: How important is speed in establishing our

presence before competitors gain a foothold?

6.6.5 Degree of Control

Control over operations, branding, and customer experience varies

by entry mode:

High control: Wholly-owned subsidiaries and direct investments

offer full control but demand intensive oversight.

Moderate control: Joint ventures and franchising allow shared

control with local partners.

Low control: Licensing and indirect exporting offer limited ability

to influence operations or branding.

Strategic Question: How critical is maintaining full control over

brand, pricing, and operations in this market?

6.6.6 Legal and Regulatory Feasibility

Legal and institutional environments in host countries can facilitate

or constrain certain entry modes:

Restrictions on foreign ownership: Some countries limit or
prohibit full foreign ownership, requiring partnerships or joint

ventures.

Licensing requirements and approvals: Sectors like
pharmaceuticals, telecom, and defense may require complex

approval processes.
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Investment incentives or barriers: Governments may offer tax

benefits for local manufacturing but impose high duties on imports.

Strategic Question: Is our preferred entry strategy legally

permissible and compliant with the host country’s investment laws?

6.7 Hybrid Strategies and Evaluation Over Time

In today’s complex and dynamic global marketplace, companies
often find that no single market entry strategy fully meets their
strategic objectives, resource capabilities, and risk appetite. As a
result, many international businesses adopt hybrid market entry
strategies—a combination of two or more entry modes tailored to
specific markets or stages of internationalization. These approaches
offer flexibility, risk mitigation, and the ability to adapt over time.
Alongside hybridization, ongoing evaluation is essential to ensure
the chosen strategies remain effective amid changing market

conditions, competitive pressures, and regulatory environments.

6.7.1 Concept of Hybrid Market Entry Strategies

A hybrid strategy refers to the deliberate combination of multiple
market entry modes to achieve synergistic benefits. Rather than
relying exclusively on exporting, licensing, franchising, or direct
investment, a company may blend these methods to optimize

performance across diverse markets.
Examples of Hybrid Strategies:

e Combining exporting with local partnerships to share risk

and increase market responsiveness.

o Using franchising for rapid expansion, while retaining
wholly owned subsidiaries in strategic locations for tighter

control.
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Beginning with joint ventures and transitioning to full
ownership once market familiarity and infrastructure are

established.

Engaging in e-commerce while simultaneously building a

brick-and-mortar presence.

6.7.2 Strategic Rationale for Hybrid Approaches

Hybrid strategies are particularly useful when:

Markets are highly fragmented or diverse, requiring multiple
approaches to reach different customer segments.

Products vary significantly (e.g., a tech firm selling both
software-as-a-service and physical hardware).

The company aims to balance control and flexibility.

There is a desire to hedge against political or economic

uncertainty by diversifying the modes of entry.

Hybrid strategies allow companies to:

Leverage local knowledge while maintaining core brand
integrity

Spread financial and operational risk

Scale operations gradually based on market performance

Increase agility in responding to policy or technological

shifts

6.7.3 Examples of Hybrid Strategies in Practice

Apple Inc.: Sells through online platforms (direct) and
authorized resellers (indirect), while also operating flagship

stores in key markets.
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o McDonald’s: Uses franchising in most markets, but
maintains company-owned outlets in regions critical for

brand management or innovation testing.

e Unilever: Partners with local distributors for its FMCG
brands but invests in joint ventures or acquisitions in

emerging markets to accelerate growth.

6.7.4 Evaluating Market Entry Strategies Over Time

Markets are not static—consumer behavior, legal environments,
technological infrastructure, and competition evolve. Therefore,
companies must continuously evaluate their market entry strategies

and be prepared to adjust them as needed.
Key Triggers for Re-evaluation:

o Changes in Market Conditions: Economic downturns,
political instability, or regulatory shifts.

e Performance Metrics: Poor sales, high operational costs, or
low customer engagement.

o Strategic Shifts: Mergers, acquisitions, or realignment of
global priorities.

o Technological Advancements: New digital platforms or

fulfillment technologies.
Metrics and KPIs to Monitor:

e Revenue and profit margins by entry mode
e (Customer acquisition and retention rates

e Supply chain efficiency and lead times

e Compliance and legal incidents

e Market share trends
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6.7.5 Transitioning Between Strategies

Hybrid models often evolve over time. A company may begin with

a low-commitment strategy like exporting and transition to higher-

commitment modes such as joint ventures or wholly owned

subsidiaries as confidence and familiarity grow.

Transition Examples:

1.

2.

Exporting — Licensing — Joint Venture: Common for
consumer goods companies entering regulated or high-

potential markets.

Franchising — Direct Ownership: Useful for regaining

control in strategically important locations.

Digital — Physical: E-commerce-led brands opening

physical stores (e.g., Amazon’s acquisition of Whole Foods).

6.7.6 Strategic Guidelines for Hybrid Implementation

1.

Market-Specific ~ Design: No  one-size-fits-all—design

hybrids tailored to each target country.

Clarity of Control and Responsibility: Clearly define roles

and expectations between partners.

Scalability and Exit Options: Ensure the model can scale or

pivot if market dynamics change.

Legal and Regulatory Alignment. Ensure compliance with
foreign investment laws and intellectual property

protections.

Technology Integration: Use integrated data systems to

monitor performance across all entry modes.
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6.7.7 Advantages of Hybrid Strategies

e Flexibility to respond to market demands

e Risk diversification across different geographies and
channels

e Optimized resource use, combining local knowledge with
global capabilities

e Faster learning curve due to exposure to multiple

operational models

6.7.8 Limitations and Risks

o Complex coordination across multiple modes

e Cultural clashes in joint arrangements or partnerships

e Diluted brand control when using intermediaries

e Resource strain from managing diverse strategies

simultaneously

6.8 Case Studies

Real-world case studies serve as powerful tools for understanding
how international businesses apply various market entry strategies.
By examining the practical experiences of global companies, we can
gain deeper insights into the motivations, challenges, and strategic
decisions that underpin successful (or unsuccessful) international
expansion. This section presents several illustrative case studies that
highlight different types of market entry strategies, offering a

comparative lens on their application and impact.

6.8.1 Starbucks — Joint Ventures and Licensing in Asia
Entry Strategy Used: Joint Ventures and Licensing

Target Market: China and other Asian countries
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Background:

Starbucks, the global coffeehouse chain, has employed a mix of
entry strategies to expand its presence worldwide. In Asia—
particularly China, Japan, and South Korea—Starbucks chose to

enter through joint ventures and licensing agreements.
Strategy Execution:

e In China, Starbucks initially formed joint ventures with local
partners to navigate cultural and regulatory complexities.

e It later took full control of its operations in several cities
after gaining market experience and consumer insights.

e In markets like South Korea, it operated through licensing

partnerships with local conglomerates.
Rationale:

e The joint venture model allowed Starbucks to benefit from
the local expertise of its partners, especially in understanding
consumer behavior and real estate dynamics.

e Licensing minimized capital investment and operational risk

while ensuring brand control.
Outcome:

Starbucks has become one of the most successful Western brands in
China, with over 6,000 stores, demonstrating the effectiveness of

adapting entry modes to local conditions.

6.8.2 IKEA — Sequential Market Entry and Adaptation

Entry Strategy Used: Sequential Market Entry

Target Market: India
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Background:

IKEA, the Swedish furniture giant, is known for its standardization
strategy. However, its entry into India marked a shift toward a more

sequential and adaptive approach.
Strategy Execution:

e IKEA first established a liaison office and conducted market
research for several years to understand Indian consumer
behavior and regulatory requirements.

e It then opened a large-format store in Hyderabad in 2018,
followed by expansion to other cities.

e IKEA adapted its product offerings (e.g., smaller furniture
for compact homes) and services (e.g., in-home assembly) to

suit Indian preferences.
Rationale:

India's complex regulatory environment and unique consumer needs
called for a cautious, step-by-step market entry with localized

offerings.
Outcome:

Although slower in expansion compared to other markets, IKEA has
built a strong foundation in India through deep localization and

steady scaling.

6.8.3 Uber — Aggressive Market Entry through Acquisition and

Partnerships

Entry Strategy Used: Direct Investment, Acquisition, Strategic

Alliances

Target Market: Southeast Asia
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Background:

Uber, the ride-hailing giant, entered Southeast Asian markets with
aggressive investment and growth strategies. However, it faced

intense competition from local rival Grab.
Strategy Execution:

e Uber initially entered through direct investment and rapid

expansion in multiple Southeast Asian countries.

e After several years of competitive struggle, Uber exited the
market by selling its regional business to Grab in exchange

for equity.
Rationale:

While Uber sought first-mover advantage, local competitors with
stronger regional understanding outperformed it in customer

engagement and government relations.
Outcome:

Uber’s exit highlights the risks of aggressive, non-collaborative
entry strategies in unfamiliar markets. It also underscores the

importance of local partnerships and market adaptation.

6.8.4 McDonald’s — Franchising with Local Customization
Entry Strategy Used: Franchising

Target Market: India

Background:

McDonald’s global expansion is primarily built on a franchising
model. In India, it faced unique challenges due to dietary

preferences and supply chain limitations.
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Strategy Execution:

e McDonald’s entered India through a master franchise

agreement with two regional partners.

e It localized its menu by excluding beef and pork and
introduced vegetarian offerings like the McAloo Tikki

burger.

e Significant investments were made to build a local supply

chain ecosystem.
Rationale:

Cultural sensitivities required deep localization, while the
franchising model enabled scalable growth through local expertise

and capital.
Outcome:

McDonald’s achieved wide market penetration in India, though later
disputes with franchisees led to restructuring and increased direct

control in certain regions.

6.8.5 Tesla — Wholly Owned Subsidiary and Direct Sales Model
Entry Strategy Used: Wholly Owned Subsidiary

Target Market: Germany and China

Background:

Tesla, known for its innovation in electric vehicles, prefers full

ownership and control in its international operations.
Strategy Execution:

e In Germany, Tesla established a Gigafactory to produce

vehicles locally for the European market.
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e In China, Tesla became the first foreign automaker to set up
a wholly owned plant without a local partner, after favorable

policy changes.
Rationale:

Tesla’s strategy was driven by its desire for control over its
technology, brand, and customer experience, along with the need to

localize production and avoid tariffs.
Outcome:

Tesla’s direct and capital-intensive approach allowed it to scale
quickly in key markets and maintain tight control over its

operations, but it also involved high financial and political risk.

6.8.6 L’Oréal — Acquisition-Based Market Entry
Entry Strategy Used: Acquisition

Target Market: Brazil, China

Background:

L’Oréal has frequently entered new markets by acquiring successful

local cosmetics brands.
Strategy Execution:

e Acquired brands such as Yue-Sai in China and Niely

Cosmeticos in Brazil.

e Retained local brand identities while integrating global
supply chains, marketing strategies, and product

development.
Rationale:

Acquisitions enabled L’Oréal to gain instant access to established

distribution networks, brand loyalty, and consumer insights.
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Outcome:

This strategy accelerated growth in emerging markets while
respecting local consumer preferences and leveraging global

resources.

6.9 Strategic Implications for International Marketers

The choice and execution of market entry strategies are not merely
operational decisions—they are deeply strategic moves that can
shape the long-term trajectory of a firm’s international presence. For
international marketers, understanding the strategic implications of
these choices is critical to ensuring alignment between entry tactics,
branding, customer engagement, competitive positioning, and long-
term business goals. As global markets continue to evolve in
complexity, agility and foresight in selecting and adapting market
entry strategies become essential components of sustainable

international success.

6.9.1 Alignment with Corporate and Marketing Objectives

A key strategic implication is that the selected entry strategy must

support broader corporate vision and marketing goals. For instance:

e If a company aims to position itself as a premium brand, it
may prefer direct investment to ensure control over customer

experience.

e If the objective is rapid expansion in multiple countries,

franchising or licensing may offer quicker scalability.

e Companies with [limited international experience might
choose low-risk options like exporting before advancing to

more resource-intensive modes.
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Implication: Entry strategies must be selected and managed in
coherence with brand identity, customer value proposition, and

long-term growth goals.

6.9.2 Customer-Centric Market Adaptation

Different market entry strategies influence the degree of localization

a firm can achieve:

e Direct entry (e.g., wholly owned subsidiaries) enables better

market customization of products and promotional strategies.

e Indirect methods (e.g., agents, distributors) may limit the

firm’s ability to adapt rapidly to local customer preferences.

Implication: Marketers must evaluate the trade-off between control
and localization to ensure brand relevance and customer

engagement in target markets.

6.9.3 Competitive Positioning and First-Mover Advantage
The choice of entry mode can impact competitive dynamics:

e Early entrants using high-commitment strategies (e.g., joint
ventures or acquisitions) may secure first-mover advantages,
such as prime locations, local partnerships, or brand

recognition.

e Conversely, companies that wait too long or enter via low-
commitment routes may face entrenched competitors and

higher entry barriers.

Implication: Strategic timing and mode of entry are intertwined; the
right combination can enable superior positioning and long-term

market leadership.
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6.9.4 Resource Allocation and Organizational Capabilities

Each market entry strategy demands different levels of financial,

human, and organizational resources:

e Exporting requires limited resource allocation but offers

minimal market feedback.

e Foreign direct investment requires extensive resources and
robust internal capabilities in operations, HR, legal

compliance, and marketing.

Implication: International marketers must assess internal readiness
and ensure adequate support systems are in place to deliver on

strategic promises.

6.9.5 Brand Control and Intellectual Property Protection

Maintaining brand integrity and protecting intellectual property (IP)

are vital considerations:

e Franchising and licensing may expose brands to inconsistent

service quality or IP misuse.

e Direct ownership ensures stronger control but demands

greater oversight.

Implication: The entry mode must be chosen with a clear plan for
monitoring brand representation, enforcing IP rights, and

maintaining customer trust.

6.9.6 Risk Management and Market Uncertainty

Different entry strategies expose firms to varying levels of political,

economic, legal, and operational risks:
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e High-control strategies offer greater rewards but also higher

exposure.

e Hybrid models or phased entry can spread risk while

providing market learning.

Implication: International marketers must incorporate risk
mitigation tactics—such as diversification, local partnerships, and

adaptive planning—into their entry decisions.

6.9.7 Impact on Marketing Mix Strategy

Entry modes directly influence the 4Ps (Product, Price, Place,

Promotion):

e Distribution channels may vary between direct and indirect

entry, altering pricing and promotional levers.

e Local partners might influence product offerings or dictate

promotional tone and media choices.

Implication: Marketers need to tailor their marketing mix to the
entry strategy, ensuring consistency with local preferences and

regulatory environments.

6.9.8 Digitalization and Omni-channel Considerations

In the digital era, firms often adopt blended online—offline market

entry strategies:

e E-commerce platforms enable low-cost, direct market

testing.

e Success online may justify physical expansion (e.g.,

Amazon, Xiaomi).
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Implication: Marketers should integrate digital strategy with
physical market entry planning, enabling omnichannel engagement

and real-time feedback loops.

6.9.9 Organizational Learning and Strategic Flexibility

Entry strategies offer opportunities for /earning—about consumer

behavior, regulatory frameworks, and competitive tactics:

e Companies can use phased entry or pilot programs to build

knowledge before full-scale commitment.

e Flexibility to switch or evolve entry modes is a competitive

asset.

Implication: Marketers must build feedback mechanisms and
performance monitoring tools into their entry processes to facilitate

continuous improvement and agile responses.

6.9.10 Long-Term Strategic Positioning

Ultimately, market entry strategy is not just about entering a
market—it’s about staying and growing. Entry decisions lay the

foundation for:
e Expansion into adjacent markets (regional clustering)
e Developing global brand equity
e Building supply chain and distribution networks

Implication: The chosen strategy must be sustainable and scalable,
enabling firms to evolve from market entrants to dominant players

over time.
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6.10 Challenges in Entry Strategy Execution

While selecting an appropriate market entry strategy is essential, its
successful execution is often more challenging. Many firms that
enter international markets with promising strategies face
difficulties due to wunforeseen cultural, legal, political, and
competitive dynamics. These challenges can lead to operational
inefficiencies, reputational damage, financial losses, or even
withdrawal from the market. Below are some of the most critical
challenges commonly encountered during the execution phase of

international market entry:

6.10.1 Cultural Misunderstandings

Cultural barriers remain one of the most common pitfalls in
international business. Differences in language, values, negotiation
styles, hierarchy, decision-making, and communication norms can

create misunderstandings that:
e Hamper contract negotiations
e Delay business operations
e Affect employee integration and morale
e Damage brand perception among local consumers

For example, a U.S. company entering Japan might misinterpret
indirect communication as indecision, while Japanese partners

might see directness as disrespectful.

Key Insight. Firms must invest in cultural training, hire local
managers, and adapt their business practices to the cultural context

of the target market.
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6.10.2 Legal Complexities

Navigating foreign legal systems can be complex, especially in
countries with opaque or frequently changing laws. Common legal

challenges include:

o [ntellectual Property (IP) protection gaps: Many firms face

counterfeiting or IP theft in markets with weak enforcement.

o Foreign ownership restrictions: Some sectors, like banking
or telecom, restrict full foreign ownership, forcing

companies into joint ventures.

e Labor, tax, and regulatory compliance: Differing standards
and reporting requirements can increase compliance burdens

and legal risks.

Key Insight: Legal due diligence, local legal counsel, and
compliance monitoring systems are essential to mitigate legal risks

during entry.

6.10.3 Political and Economic Instability

In emerging or politically volatile markets, sudden changes in
government policy, inflation, currency devaluation, or social unrest

can disrupt business operations. This instability can lead to:
e Nationalization or expropriation of assets
e Regulatory reversals (e.g., sudden import bans)
e Currency losses and capital repatriation challenges

For instance, companies operating in Venezuela or parts of Sub-
Saharan Africa have faced rapid operational shifts due to such

instability.

160



Key Insight. Political risk assessments, insurance mechanisms, and
diversified investment portfolios can help mitigate exposure to such

risks.

6.10.4 Integration Issues (in M&As and Joint Ventures)

Mergers, acquisitions, and joint ventures are popular market entry
modes but often struggle with post-entry integration challenges,

such as:

o Clashing organizational cultures
o Misaligned business goals and governance styles
e Uneven power distribution between partners

o Technology and process incompatibilities

These integration failures can lead to inefficiency, loss of talent, and

eventual breakup of the partnership or poor ROL

Key Insight: Clear integration plans, transparent communication,
shared performance metrics, and experienced integration managers

are essential.

6.10.5 Underestimation of Local Competition

New entrants often misjudge the capabilities and resilience of local
competitors, assuming their global brand or scale will be sufficient

to dominate the market. However:

e Local firms often have better market intelligence,

distribution networks, and regulatory connections.

e They may also be more agile in pricing and customizing

offerings to local tastes.
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Global retailers like Walmart and Carrefour, for instance, have
struggled or exited markets like Germany and South Korea due to

strong local competition.

Key Insight: A thorough competitive analysis and value
differentiation strategy tailored to the local market is crucial to

SUCCEsS.

6.11 Best Practices in Market Entry Strategy

Successful entry into international markets requires more than
choosing the right strategy—it demands the application of sound
management practices and strategic foresight. Best practices are
proven approaches and guiding principles that can enhance the
efficiency, effectiveness, and adaptability of market entry efforts.
These practices are derived from real-world experience, academic

research, and evolving global trade dynamics.

Below are the most critical best practices for formulating and

implementing effective market entry strategies:

6.11.1 Conduct Comprehensive Market Research

Thorough market research forms the bedrock of any successful

market entry. This includes:

e Macro and microeconomic analysis
o Consumer behavior studies

o Competitive landscape assessment

o  Cultural and sociopolitical profiling

o Legal and regulatory review
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Best Practice Tip: Use both primary (surveys, interviews) and
secondary (reports, databases) research. Engage local experts or

research firms to gain ground-level insights.

6.11.2 Align Strategy with Core Competencies

Firms should enter international markets using strategies that align

with their:

o Strengths in product/service delivery
e Brand equity and positioning
o [nternal capabilities (e.g., R&D, logistics, HR)

Best Practice Tip: Avoid choosing an entry mode just because it's
trending—select what fits your business model and value

proposition.

6.11.3 Localize, Don’t Just Translate

Localization goes beyond language. It involves tailoring the
product, marketing mix, and customer experience to meet local

expectations in areas such as:

o Packaging and labeling
e Product features and sizing
e Brand messaging

e Pricing and payment preferences

Best Practice Tip: Form a cross-functional team to drive
localization, including members from product design, marketing,

and compliance.
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6.11.4 Build Strategic Partnerships
Collaborating with local firms can provide immediate access to:

e Distribution networks
o Market knowledge

e Government and industry contacts

Best Practice Tip: Choose partners based on aligned values, clear
contractual obligations, and long-term compatibility. Conduct due

diligence before finalizing any agreement.

6.11.5 Start Small and Scale Smartly

Rather than investing heavily upfront, consider pilot projects or

phased rollouts. This allows you to:

o Test assumptions
e Adapt to unforeseen challenges

e Scale based on validated success

Best Practice Tip: Use metrics (e.g., sales conversion, market share

growth, cost-to-revenue ratio) to guide expansion decisions.

6.11.6 Embrace Digital Platforms

Digitalization enables low-cost and scalable international entry. Key

digital tools include:
o E-commerce marketplaces
e Social media marketing
o Digital advertising and influencer partnerships

o Virtual customer service
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Best Practice Tip: Use geotargeting, local SEO, and culturally
relevant digital content to connect with local consumers more

effectively.

6.11.7 Understand and Comply with Local Laws

Regulatory compliance is critical to avoid penalties, reputational

damage, or expulsion from the market. This involves:

e Licensing and permits
e Labor and tax laws
o [Intellectual property rights

o Trade and customs regulations

Best Practice Tip: Employ local legal counsel and compliance

officers to ensure ongoing adherence.

6.11.8 Invest in Cultural Competence

Cultural missteps can alienate customers and derail operations.

Cultivate sensitivity in:

e Marketing communications
e Negotiation and relationship building

o Team management and HR practices

Best Practice Tip: Provide cross-cultural training for leadership and

frontline staff interacting with local markets.

6.11.9 Develop Risk Mitigation Plans

International markets are subject to volatility—currency
fluctuations, political changes, supply disruptions, etc. Have

contingency plans in place:
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o Diversify supply sources

o Use hedging strategies for currency risk
e Maintain legal exit strategies and contractual safeguards

Best Practice Tip: Perform regular risk audits to identify and

address vulnerabilities in your market presence.

6.11.10 Monitor, Learn, and Adapt Continuously

Market conditions change, and entry strategies must evolve in

response. Implement systems for:

e Regular performance review
o Customer feedback analysis
o Competitor tracking

e Environmental scanning (economic, political, technological)

Best Practice Tip: Use agile decision-making models and empower

local teams to make real-time adjustments when needed.

6.12 Summing Up

Market entry strategies are not one-size-fits-all decisions; they are
nuanced, context-driven choices that shape a firm’s global
trajectory. As businesses expand internationally, they must balance
the need for control, speed, investment, and risk mitigation. The
strategy chosen should reflect the firm's objectives, capabilities, and

the realities of the target market.

The most successful international firms are those that treat market
entry not as a static event, but as a dynamic process—adapting over
time to better serve local needs while remaining true to global

values and vision. With strategic foresight, thorough analysis, and
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agile execution, market entry can become a source of long-term

competitive advantage.

6.13 Model Questions

1. Define market entry strategies and discuss their significance in

the context of international marketing.

2. Compare and contrast exporting, licensing, and franchising as

non-equity market entry modes.

3. Evaluate the advantages and disadvantages of joint ventures as a

market entry strategy, with suitable examples.

4. Discuss the factors influencing a firm’s choice of market entry

strategy. Provide real-world illustrations.

5. Critically assess the risks associated with foreign direct

investment (FDI) as a market entry method.

6. How does the level of control and resource commitment vary

across different market entry strategies?

7. Analyze the strategic considerations involved in choosing

between a wholly owned subsidiary and a partnership.

8. Examine how cultural, political, and legal environments affect the

selection of market entry strategies.

9. Discuss how digital platforms and e-commerce are reshaping

traditional market entry strategies.

10. Using a case study, demonstrate how a multinational enterprise

successfully entered a new international market.
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UNIT-7
MNCS AND WORLD MARKETS

Unit Structure:

7.1 Introduction

7.2 Objectives

7.3 Multinational Corporations in the Global Market

7.4 International Marketing Strategies of MNCs

7.5 Impact of MNCs on Host Countries

7.6 Ethical Considerations and Corporate Responsibility

7.7 Technological Advancements and Innovation

7 8 Challenges in Global Arena

7.9 Future Outlook for Multinational Corporations (MNCs) in 2025
and Beyond

7.10 Summing Up

7.11 Model Questions

7.12 References and Suggested Readings

7.1 Introduction

In the contemporary global economy, Multinational Corporations
(MNCs) stand as formidable entities that transcend national
boundaries, influencing economic, cultural, and political landscapes
worldwide. These corporations, characterized by their operations in
multiple countries, have become integral to the fabric of
international trade and commerce. Their expansive reach and
significant economic clout position them as key players in shaping

the dynamics of the world market.

The evolution of MNCs is deeply intertwined with the history of
globalization. From their early manifestations during the colonial

era, exemplified by entities like the British East India Company, to
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their modern incarnations such as Apple, Toyota, and Nestl¢, MNCs
have continually adapted to the changing contours of global trade
and economic integration. Advancements in technology,
transportation, and communication have further facilitated their
growth, enabling seamless operations across diverse geographical

regions.

MNCs contribute significantly to the global economy through
various avenues. They drive foreign direct investment (FDI), foster
technological innovation, create employment opportunities, and
enhance productivity by leveraging economies of scale. Their ability
to access and integrate into multiple markets allows them to
optimize resources, reduce costs, and deliver products and services

efficiently to a global customer base.

However, the expansive operations of MNCs are not without
challenges and criticisms. Concerns have been raised regarding their
influence on local industries, labor practices, environmental impact,
and the potential erosion of cultural identities. Additionally, issues
related to tax avoidance and regulatory compliance have sparked
debates on the ethical responsibilities of these corporations in the

global arena.

In the realm of international marketing, MNCs play a pivotal role in
shaping consumer preferences and market trends. Their strategies
often involve a delicate balance between standardization and
adaptation to cater to diverse cultural and economic contexts.
Understanding the operational frameworks, strategic approaches,
and socio-economic impacts of MNCs 1is essential for

comprehending the complexities of the world market.

This chapter delves into the multifaceted role of Multinational
Corporations in the global economy, examining their historical

evolution, strategic imperatives, contributions to economic
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development, and the challenges they encounter. By exploring the
interplay between MNCs and the world market, we aim to provide a
comprehensive understanding of their significance in the field of

international marketing.

7.2 Objectives

This unit is an attempt to analyse the ideas of MNCs and World
Market. After going through this unit you will be able to:

e understand the role and impact of Multinational
Corporations in shaping global trade, investment, and
economic integration,

e analyze how MNCs adapt their strategies to operate
effectively in diverse world markets, considering economic,
political, and cultural differences,

e cvaluate the opportunities and challenges MNCs face in
emerging and developed markets, including issues related to

regulation, competition, and sustainability.

7.3 Multinational Corporations in the Global Market

Multinational corporations (MNCs) are central to the dynamics of
the global market, leveraging their expansive reach and resources to
penetrate new markets and integrate complex supply chains. Their
strategies for market entry and expansion, coupled with
sophisticated supply chain integration, enable them to operate

efficiently across diverse economic and cultural landscapes.

7.3.1 Market Penetration and Expansion Strategies

MNCs employ a variety of strategies to enter and expand within

global markets. These strategies are tailored to align with the
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specific economic conditions, regulatory environments, and

consumer preferences of each target market.

Exporting: Exporting involves producing goods in one country and
selling them in another. This strategy allows MNCs to test foreign
markets with minimal investment. For instance, a company may
begin by exporting products to gauge market demand before

committing to more substantial investments.

Licensing and Franchising: Licensing permits a foreign company
to produce and sell products using the MNC's brand and technology,
while franchising allows the foreign entity to operate under the
MNC's brand and business model. This approach enables rapid
expansion with reduced financial risk. For example, McDonald's
utilizes franchising to establish a global presence, adapting its

offerings to local tastes.

Joint Ventures and Strategic Alliances: By partnering with local
firms, MNCs can leverage existing market knowledge and networks.
Joint ventures involve shared ownership and control, while strategic
alliances are more flexible collaborations. An example is the
alliance between BMW and Toyota to develop hydrogen fuel cell
technology, combining their expertise to innovate in the automotive

sector. EIMT

Foreign Direct Investment (FDI): FDI entails establishing or
acquiring business operations in a foreign country. This strategy
offers greater control over operations and can lead to significant
market influence. Toyota's investment in manufacturing facilities in
the United States exemplifies this approach, allowing the company

to produce vehicles closer to its key markets. EIMT

Mergers and Acquisitions: MNCs may merge with or acquire

existing companies in target markets to quickly gain market share
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and access established customer bases. This strategy can also

provide valuable local expertise and infrastructure.

Greenfield Investments: This involves building new facilities from
the ground up in foreign markets. While requiring substantial
investment, greenfield projects offer complete control over

operations and can be tailored to specific market needs.

7.3.2 Global Supply Chain Integration

Efficient supply chain integration is vital for MNCs to manage their
international operations effectively. By coordinating production,
distribution, and logistics across borders, MNCs can optimize costs

and responsiveness.

Vertical Integration: Vertical integration involves controlling
multiple stages of the production and distribution process. Apple
Inc. exemplifies this by designing its products in-house, controlling
software development, and managing retail operations, thereby

ensuring quality and consistency across its offerings.

Horizontal Integration: Horizontal integration entails expanding
operations at the same level of the supply chain, often through
mergers or acquisitions. This strategy can increase market share and
reduce competition. For example, a beverage company acquiring a

competitor to consolidate its position in the market.

Offshoring and Outsourcing: MNCs often relocate manufacturing
or service operations to countries with cost advantages. Offshoring
production to countries like China or India allows companies to
benefit from lower labor costs and favorable economic conditions.
Outsourcing non-core activities, such as customer service or IT

support, can also enhance efficiency.
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Reshoring and Nearshoring: In response to challenges such as
supply chain disruptions or rising costs, some MNCs are bringing
operations closer to home (reshoring) or to nearby countries
(nearshoring). This strategy aims to improve supply chain resilience

and reduce lead times.

Global Capability Centers (GCCs): GCCs are offshore units
established by MNCs to centralize key business functions like IT,
finance, and analytics. India, for instance, hosts numerous GCCs,

driving innovation and providing employment.

Technological Integration: Advancements in technology enable
MNCs to manage complex global supply chains effectively.
Implementing enterprise resource planning (ERP) systems, utilizing
big data analytics, and adopting artificial intelligence can enhance

decision-making and operational efficiency.

By employing diverse strategies for market penetration and supply
chain integration, MNCs can navigate the complexities of the global
market, capitalize on opportunities, and maintain a competitive

edge.

7.4 International Marketing Strategies of MNCs

Multinational Corporations (MNCs) operate in diverse markets
worldwide, necessitating strategic approaches that balance global
efficiencies with local responsiveness. To navigate this complexity,
MNCs adopt various international marketing strategies, each
tailored to their objectives, resources, and the specific demands of

the markets they serve.
7.4.1 Standardization Strategy
The standardization strategy involves offering a uniform marketing

mix across all international markets, maintaining consistency in
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product offerings, branding, and promotional activities. This
approach leverages economies of scale, reduces costs, and

strengthens brand identity.
Advantages:

Cost Efficiency: By standardizing products and marketing efforts,
MNCs can achieve significant cost savings in production and

advertising.

Consistent Brand Image: A uniform marketing approach helps in

building a strong, consistent global brand image.

Simplified Management: Standardization reduces the complexity

of managing multiple marketing strategies across different regions.
Challenges:

Cultural Differences: Standardized messages may not resonate
with local cultural nuances, leading to potential misunderstandings

or lack of engagement.

Regulatory Variations: Differences in laws and regulations across

countries may necessitate adjustments in marketing practices.

Example: Coca-Cola maintains a consistent brand image and
product offering worldwide, ensuring that its core message of

happiness and refreshment is universally communicated.

7.4.2 Adaptation Strategy

In contrast, the adaptation strategy tailors the marketing mix to fit
the specific needs and preferences of each local market. This
approach emphasizes cultural sensitivity and responsiveness to local

demands.
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Advantages:

Cultural Relevance: Customized products and messages are more

likely to resonate with local consumers.

Regulatory Compliance: Adapting marketing strategies ensures

adherence to local laws and regulations.

Competitive Advantage: Tailored offerings can differentiate a

brand from competitors in the local market.
Challenges:

Increased Costs: Customization can lead to higher production and

marketing expenses.

Complex Management: Managing multiple tailored strategies can

be resource-intensive.

Example: McDonald's adapts its menu to local tastes, offering items
like the McAloo Tikki in India and the McArabia in the Middle

East, reflecting the company's commitment to local preferences.
7.4.3 Glocalization Strategy

Glocalization combines elements of both standardization and
adaptation. MNCs standardize certain aspects of their marketing
efforts while adapting others to meet local needs. This hybrid
approach aims to achieve global efficiency without sacrificing local

relevance.
Advantages:

Balanced Approach: Glocalization allows MNCs to maintain a

strong global brand while catering to local preferences.

Flexibility: This strategy provides the flexibility to adapt to diverse

markets without overhauling the entire marketing mix.
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Challenges:

Resource Allocation: Determining which elements to standardize

and which to adapt requires careful analysis and resource allocation.

Consistency: Ensuring consistency across standardized elements

while allowing for local adaptations can be challenging.

Example: IKEA maintains its core brand identity focused on
Swedish design and affordability but adapts its store layouts and
product offerings to suit local market conditions, such as smaller

living spaces in urban areas.

7.4.4 Transnational Strategy

The transnational strategy seeks to combine the benefits of global
efficiency with local responsiveness. MNCs implementing this
strategy aim to leverage global learning and innovation while being

sensitive to local market differences.
Advantages:

Innovation Sharing: Global operations facilitate the sharing of

innovations and best practices across markets.

Local Responsiveness: Decentralized decision-making allows for

quick responses to local market changes.
Challenges:

Complex Organizational Structure: Balancing global integration
with local responsiveness requires a complex organizational

structure.

Coordination Costs: Ensuring effective coordination across diverse

markets can incur additional costs.

Example: Unilever employs a transnational strategy by centralizing

certain functions like R&D and supply chain management while
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allowing local subsidiaries to adapt products and marketing

strategies to meet regional needs.

7.4.5 Multi-Domestic Strategy

The multi-domestic strategy treats each country market as a separate
entity, with its own tailored marketing mix. This approach

emphasizes maximum local responsiveness and decentralization.
Advantages:

Deep Market Understanding: Local subsidiaries have a thorough
understanding of their markets, leading to more effective marketing

strategies.

Autonomy: Decentralized decision-making allows for quick

adaptation to local market changes.
Challenges:

Lack of Synergy: Limited sharing of resources and knowledge

across markets can lead to inefficiencies.

Higher Costs: Duplicating efforts across multiple markets can

Increase costs.

Example: Nestl¢ adopts a multi-domestic strategy by allowing its
subsidiaries to develop products and marketing strategies that cater
to local tastes and preferences, such as offering Maggi noodles with

regional flavors.

7.4.6 Factors Influencing the Choice of Strategy

MNCs consider several factors when selecting an international

marketing strategy:
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Market Characteristics: Differences in consumer behavior,

cultural norms, and market maturity influence the choice of strategy.

Product Nature: The type of product and its adaptability to

different markets play a role in strategy selection.

Competitive Landscape: The level of competition and the presence

of local players can impact strategic decisions.

Regulatory Environment: Laws and regulations in target markets

may necessitate adaptations in marketing strategies.

Company Resources: The availability of resources and capabilities

determines the feasibility of implementing certain strategies.

7.5 Impact of MNCs on Host Countries

Multinational Corporations (MNCs) wield significant influence over
the economies, societies, and environments of the countries in which
they operate. Their presence can lead to transformative changes,
both positive and negative, depending on various factors such as
industry type, scale of investment, and the host country's regulatory
framework. Understanding these impacts 1is crucial for
policymakers, businesses, and communities to navigate the

complexities of globalization.

7.5.1 Economic Impacts
7.5.1 a) Positive Economic Contributions

Foreign Direct Investment (FDI): MNCs are a primary source of
FDI, bringing capital into host countries. This influx can stimulate
economic growth, enhance infrastructure, and improve the balance
of payments. For instance, MNCs often invest in building factories,

establishing research and development centers, and developing local
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supply chains, which can lead to job creation and increased

economic activity.

Employment Opportunities: The establishment of MNCs in host
countries typically results in job creation. These jobs often come
with higher wages and better working conditions compared to local
standards. Moreover, MNCs frequently provide training and
development programs, which can enhance the skill sets of the local

workforce and improve overall productivity.

Technological Transfer: MNCs often introduce advanced
technologies and management practices to host countries. This
transfer can lead to increased efficiency and innovation within local
industries, as domestic firms may adopt these new technologies and
practices. Additionally, exposure to global markets can encourage
local companies to improve their products and services to remain

competitive.

7.5.1 b) Negative Economic Impacts

Profit Repatriation: A significant portion of the profits generated
by MNC:s in host countries is often repatriated to the home country.
This practice can limit the reinvestment of profits into the host
country's economy, potentially reducing the long-term economic
benefits. In some cases, MNCs may also engage in tax avoidance
strategies, further diminishing the economic contributions to the

host country.

Market Dominance: MNCs can exert substantial influence over
local markets, sometimes leading to the displacement of domestic
businesses. Their ability to leverage economies of scale and access
to capital can make it challenging for smaller local firms to

compete, potentially stifling entrepreneurship and innovation.
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7.5.2 Social and Cultural Impacts
7.5.2 a) Positive Social Contributions

Job Creation and Income Generation: The employment
opportunities provided by MNCs can lead to improved living
standards for local populations. Higher wages and better working

conditions can contribute to poverty reduction and social mobility.

Skill Development: MNCs often invest in training programs for
their employees, which can enhance the skill sets of the local
workforce. These skills may be transferable to other sectors,
contributing to the overall development of human capital in the host

country.

7.5.2 b) Negative Social and Cultural Effects

Cultural Erosion: The introduction of foreign brands and lifestyles
can lead to the erosion of local cultures and traditions. The
dominance of global brands may overshadow indigenous products

and practices, leading to a loss of cultural identity.

Labor Exploitation: In some cases, MNCs may exploit local labor
by offering low wages, poor working conditions, and limited labor
rights. This exploitation can lead to social unrest and criticism from

human rights organizations.

7.5.3 Environmental Impacts
7.5.3 a) Positive Environmental Contributions

Adoption of Sustainable Practices: Some MNCs implement
environmentally friendly practices, such as reducing emissions,

minimizing waste, and using renewable energy sources. These
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practices can set positive examples for local industries and

contribute to environmental conservation efforts in host countries.

7.5.3 b) Negative Environmental Effects

Resource Depletion: MNCs may exploit natural resources in host
countries at unsustainable rates, leading to environmental
degradation. Over-extraction of resources can result in deforestation,

soil erosion, and loss of biodiversity.

Pollution: Industrial activities associated with MNCs can lead to
pollution of air, water, and soil. In some cases, lax environmental
regulations in host countries may allow MNCs to operate without

stringent environmental safeguards, exacerbating pollution levels.

7.5.4 Political and Institutional Impacts
7.5.4 a) Positive Political Contributions

Institutional Capacity Building: MNCs can contribute to the
strengthening of institutions in host countries by promoting
transparency, accountability, and good governance practices. Their
adherence to international standards can encourage the adoption of

similar practices within local institutions.

Policy Reforms: The presence of MNCs can stimulate policy
reforms in host countries, particularly in areas such as trade
liberalization, investment protection, and intellectual property rights.
These reforms can enhance the business environment and attract

further foreign investment.

7.5.4 b) Negative Political Effects

Influence on Policy: MNCs can exert significant influence over

local policies, sometimes leading to decisions that favor their
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interests over those of the host country. This influence can

undermine national sovereignty and prioritize corporate interests.

Regulatory Challenges: The operations of MNCs can pose
challenges to local regulatory frameworks. Differences in legal
systems, enforcement capabilities, and regulatory standards can

complicate governance and enforcement of laws.

7.5.5 Strategies for Maximizing Benefits and Minimizing

Drawbacks

To ensure that the presence of MNCs leads to positive outcomes for

host countries, several strategies can be employed:

Strengthening Regulatory Frameworks: Implementing and
enforcing robust regulations can ensure that MNCs adhere to

environmental, labor, and ethical standards.

Promoting Local Content: Encouraging MNCs to source materials
and services locally can stimulate domestic industries and create

additional employment opportunities.

Fostering Public-Private Partnerships: Collaborations between
governments and MNCs can lead to shared investments in

infrastructure, education, and healthcare, benefiting both parties.

Enhancing Transparency and Accountability: Encouraging
MNCs to disclose their operations and impacts can promote

accountability and build trust with local communities.

7.6 Ethical Considerations and Corporate Responsibility

In the interconnected global marketplace, multinational corporations
(MNCs) bear significant ethical obligations that transcend mere

profit generation. Their expansive operations across diverse cultural,
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legal, and economic landscapes necessitate a commitment to ethical
practices and corporate responsibility. This chapter delves into the
multifaceted ethical considerations MNCs encounter and the

frameworks guiding their corporate responsibility.

7.6.1 Understanding Ethical Challenges in Multinational

Operations

MNCs operate in varied environments, each with distinct ethical
standards and expectations. This diversity presents several

challenges:

Cultural Relativism vs. Universal Ethics: The debate centers on
whether ethical standards should be adapted to local cultures or if
universal principles should prevail. MNCs often navigate this
tension, striving to respect local customs while upholding core

ethical values.

Labor Practices: Differences in labor laws and standards across
countries can lead to ethical dilemmas. MNCs must ensure fair
wages, safe working conditions, and respect for workers' rights,

even in regions with less stringent regulations.

Environmental Impact: Operating in countries with varying
environmental regulations can tempt MNCs to exploit lax laws.
Ethical responsibility entails adopting sustainable practices

regardless of local regulations.

Corruption and Bribery: In some regions, corrupt practices may
be prevalent. MNCs face the challenge of adhering to anti-
corruption laws, such as the U.S. Foreign Corrupt Practices Act,

while operating in such environments.
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7.6.2 Corporate Social Responsibility (CSR) in Multinational

Corporations

CSR represents a commitment by MNCs to operate ethically and

contribute positively to society. This involves:

Economic Responsibility: Ensuring profitability while considering

the economic impact on local communities.

Legal Responsibility: Complying with all applicable laws and

regulations in host countries.

Ethical Responsibility: Going beyond legal requirements to do

what is right, even when not mandated.

Philanthropic Responsibility: Contributing to societal well-being

through charitable activities and community engagement.

MNCs like ITC Limited have demonstrated how integrating CSR
into business strategies can lead to sustainable development and

positive community impact.

7.6.3 Legal and Governance Frameworks Guiding Ethical

Practices

To navigate the complex ethical landscape, MNCs adhere to various

legal and governance frameworks:

International Standards: Organizations such as the United Nations
Global Compact and the International Labour Organization provide
guidelines on human rights, labor standards, and environmental

practices.

National Regulations: Countries have specific laws governing
corporate behavior, including environmental protection, labor rights,

and anti-corruption measures.
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Internal Codes of Conduct: MNCs develop their own ethical
codes, setting standards for employee behavior, business practices,

and corporate governance.

Adherence to these frameworks ensures that MNCs operate

responsibly and maintain their reputation globally.

7.6.4 Ethical Decision-Making Models for MNCs
MNCs employ various models to guide ethical decision-making:

Utilitarian Approach: Decisions are made based on the greatest

good for the greatest number, considering the outcomes of actions.

Rights-Based Approach: Focuses on respecting and protecting
individual rights, ensuring that decisions do not infringe upon

fundamental freedoms.

Justice Approach: Emphasizes fairness and equity, ensuring that

benefits and burdens are distributed justly among all stakeholders.

Virtue Ethics: Centers on the character and integrity of the
decision-maker, promoting virtues such as honesty, courage, and

compassion.

By applying these models, MNCs can navigate ethical dilemmas
and make decisions that align with their values and societal

expectations.

7.6.5 The Role of Stakeholders in Promoting Ethical Practices

Stakeholders play a crucial role in influencing MNCs' ethical

conduct:

Consumers: Increasingly demand ethically produced goods and

services, pushing MNCs towards responsible practices.
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Employees: Advocate for fair treatment, diversity, and inclusion,

influencing corporate policies and practices.

Investors: Prefer companies with strong ESG (Environmental,
Social, Governance) performance, affecting financial backing and

stock valuations.

NGOs and Civil Society: Monitor corporate activities and hold
MNCs accountable for unethical practices, often through campaigns

and advocacy.

Engaging with stakeholders helps MNCs understand societal

expectations and align their operations accordingly.

7.6.6 Challenges in Implementing Ethical Practices

Despite the commitment to ethical practices, MNCs face several

challenges:

Cultural Differences: Diverse cultural norms can lead to

misunderstandings and conflicts in ethical perceptions.

Regulatory Arbitrage: Exploiting differences in regulations across
countries can lead to unethical practices, such as environmental

degradation or labor exploitation.

Supply Chain Complexity: Ensuring ethical practices across

extensive and often opaque supply chains is challenging.

Short-Term Profit Pressures: The focus on immediate financial

returns can overshadow long-term ethical considerations.

Addressing these challenges requires a robust ethical framework,
continuous monitoring, and a commitment to corporate

responsibility.
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7.6.7 Future Directions in Ethical Practices for MNCs
Looking ahead, MNCs are expected to:

Integrate ESG Factors: Embed environmental, social, and

governance considerations into core business strategies.

Enhance Transparency: Provide clear and honest reporting on

ethical practices and performance.

Foster Inclusivity: Promote diversity and inclusion within the

workforce and in decision-making processes.

Innovate Responsibly: Develop products and services that address

societal challenges without compromising ethical standards.

By embracing these directions, MNCs can lead in ethical business

practices, contributing positively to society and the global economy.

7.7 Technological Advancements and Innovation

In the contemporary global marketplace, technological
advancements and innovation have become pivotal drivers for
multinational corporations (MNCs) striving to maintain competitive
advantage, enhance operational efficiency, and meet the evolving
demands of consumers worldwide. These technological strides not
only redefine business operations but also reshape market dynamics,

influencing both developed and emerging economies.

7.7.1 The Role of Technology in MNCs' Global Strategies

MNCs leverage technology to streamline operations, reduce costs,
and improve product offerings. Information and Communication
Technology (ICT) facilitates seamless communication across
borders, enabling real-time coordination between headquarters and

subsidiaries. Moreover, advancements in automation and robotics
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have revolutionized manufacturing processes, leading to increased
productivity and consistency in product quality. These technological
tools empower MNCs to implement standardized processes globally
while allowing for localized adaptations to meet regional market

preferences.

7.7.2 Innovation as a Core Competency

Innovation serves as a cornerstone for MNCs aiming to differentiate
themselves in saturated markets. Through substantial investments in
Research and Development (R&D), MNCs develop new products,
services, and technologies that cater to diverse consumer needs. The
integration of Artificial Intelligence (Al), Internet of Things (IoT),
and data analytics into product development processes enables
MNCs to create intelligent solutions that offer personalized
experiences to consumers. For instance, companies like Apple and
Samsung continually innovate their product lines, incorporating
cutting-edge technologies to enhance user experience and

functionality.

7.7.3 Technology Transfer and Knowledge Spillovers

MNC:s play a crucial role in transferring technology and knowledge
across borders, particularly to developing countries. By establishing
research and manufacturing facilities in host nations, MNCs
introduce advanced technologies and management practices,
fostering skill development and technological capabilities locally.
This transfer not only benefits the host country by enhancing its
industrial base but also contributes to the MNC's global innovation
network. However, the effectiveness of technology transfer depends
on the absorptive capacity of the host country, including its

infrastructure, education system, and regulatory environment.
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7.7.4 Challenges in Technological Integration

Despite the advantages, MNCs face several challenges in integrating

new technologies across diverse markets:

Infrastructure Disparities: Developing countries may lack the
necessary infrastructure to support advanced technologies, hindering

their effective implementation.

Regulatory Barriers: Varying regulations across countries can
complicate the deployment of new technologies, requiring MNCs to

navigate complex legal landscapes.

Cultural Resistance: Employees and consumers may exhibit
resistance to adopting new technologies due to unfamiliarity or

perceived threats to job security.

Addressing these challenges necessitates a strategic approach,
including investing in local infrastructure, engaging with
policymakers to align regulations, and implementing training

programs to facilitate technology adoption.

7.7.5 The Future of Technological Innovation in MNCs

Looking ahead, MNCs are poised to further integrate emerging

technologies into their operations:

Artificial Intelligence and Machine Learning: Al and ML will
continue to drive automation, predictive analytics, and personalized

customer experiences.

Blockchain Technology: Blockchain offers enhanced security and
transparency in transactions, supply chain management, and contract

execution.

Sustainable Technologies: With increasing emphasis on

environmental sustainability, MNCs are investing in green
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technologies to reduce their carbon footprint and promote eco-

friendly practices.

By embracing these technologies, MNCs can not only enhance their
operational efficiency but also contribute to sustainable

development goals, aligning business success with societal progress.

7.8 Challenges in the Global Arena

Multinational corporations (MNCs) operate in a complex global
landscape characterized by diverse economic, political, social, and
technological factors. While globalization offers opportunities for
expansion and growth, it also presents several challenges that MNCs

must navigate to maintain competitiveness and sustainability.

7.8.1 Cultural and Social Differences

Operating across various countries exposes MNCs to a multitude of
cultural norms, values, and social expectations. Understanding and
respecting these differences is crucial for effective communication,
marketing, and human resource management. Missteps in cultural
sensitivity can lead to misunderstandings, damaged reputations, and

loss of market share.

7.8.2 Legal and Regulatory Compliance

Each country has its own set of laws and regulations governing
business operations. MNCs must ensure compliance with local laws
concerning labor, environmental standards, taxation, and intellectual
property. Failure to adhere to these regulations can result in legal

penalties, fines, and operational disruptions.
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7.8.3 Political Instability and Geopolitical Risks

Political instability, such as changes in government, civil unrest, or
armed conflicts, can disrupt business operations. Geopolitical
tensions, trade wars, and sanctions can also affect market access and
supply chains. MNCs must develop strategies to mitigate these risks,

including diversifying markets and supply sources.

7.8.4 Economic Fluctuations and Currency Volatility

MNCs are exposed to economic fluctuations, including inflation,
recession, and changes in consumer spending. Currency volatility
can impact profitability, especially for companies dealing in
multiple currencies. Implementing financial hedging strategies and
maintaining flexible pricing models can help manage these

economic uncertainties.

7.8.5 Supply Chain Complexities

Global supply chains involve multiple stakeholders across different
countries, each with its own set of challenges. Issues such as
transportation delays, trade restrictions, and quality control can
disrupt the flow of goods and services. MNCs need to establish
robust supply chain management practices to ensure efficiency and

resilience.

7.8.6 Technological Integration and Cyber-security

The rapid pace of technological advancement requires MNCs to
continuously innovate and integrate new technologies. However,
this also exposes them to cyber-security threats and data breaches.

Investing in secure IT infrastructure and adopting best practices in
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data protection are essential to safeguard business operations and

customer trust.

7.8.7 Environmental Sustainability

Increasingly, consumers and governments are holding companies
accountable for their environmental impact. MNCs must adopt
sustainable practices in production, waste management, and
resource utilization. Failure to do so can lead to reputational damage

and regulatory sanctions.

7.8.8 Ethical Dilemmas and Corporate Social Responsibility

MNCs often face ethical dilemmas related to labor practices, human
rights, and corporate governance. Balancing profitability with social
responsibility requires a commitment to ethical standards and
transparency. Implementing corporate social responsibility (CSR)

initiatives can enhance brand image and stakeholder trust.

7.8.9 Talent Acquisition and Management

Attracting and retaining skilled talent across different regions
presents challenges due to varying labor markets, educational
systems, and cultural expectations. Developing effective human
resource strategies that cater to diverse workforces is crucial for

maintaining a competitive edge.

7.8.10 Crisis Management and Resilience

Unforeseen events such as natural disasters, pandemics, or financial

crises can disrupt business operations. MNCs must have crisis
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management plans in place to respond swiftly and effectively to

such situations, ensuring business continuity and minimizing losses.

7.9 Future Outlook for Multinational Corporations (MNCs) in
2025 and Beyond

As we progress through 2025, multinational corporations (MNCs)
are navigating a landscape shaped by technological advancements,
shifting geopolitical dynamics, and evolving consumer expectations.
The future for MNCs is characterized by both challenges and

opportunities, necessitating strategic agility and innovation.

7.9.1 Economic Growth and Regional Variations

Global economic growth is projected to remain steady, with the
International Monetary Fund forecasting a 3.3% increase in global
GDP for 2025. However, this growth is uneven across regions. The
United States is expected to lead with a 2.7% growth rate, driven by
robust consumer spending and capital investment. In contrast, the
Eurozone is anticipated to experience weak growth, and China's

growth is projected to decline further.

7.9.2 Geopolitical Tensions and Trade Dynamics

Geopolitical instability and trade tensions, particularly between the
U.S. and China, continue to impact global markets. The imposition
of tariffs and trade restrictions has led to supply chain disruptions
and increased costs for MNCs. For instance, shipping giant Maersk
has adjusted its global container market volume growth forecast due
to these uncertainties. MNCs must navigate these challenges by

diversifying supply chains and adapting to shifting trade policies.
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7.9.3 Technological Innovation and Digital Transformation

Technological advancements remain a cornerstone for MNCs
aiming to maintain competitive advantage. The integration of
artificial intelligence, automation, and data analytics is transforming
operations and customer engagement. Companies are investing in
digital platforms to enhance efficiency and personalize offerings.
For example, Novartis is expanding its presence in China,

leveraging local innovation to drive growth.

7.9.4 Sustainability and Corporate Responsibility

There is an increasing emphasis on environmental, social, and
governance (ESG) criteria. Consumers and investors are prioritizing
sustainability, prompting MNCs to adopt greener practices and
transparent reporting. Companies that align their strategies with
ESG principles are likely to enhance their reputation and long-term

viability.

7.9.5 Talent Management and Workforce Evolution

The future workforce is evolving, with an emphasis on digital skills
and remote collaboration. MNCs are investing in employee
development and adopting flexible work models to attract and retain
talent. The integration of technology in the workplace is reshaping

organizational structures and job roles.

7.9.6 Strategic Agility and Adaptation

In an era of rapid change, MNCs must cultivate strategic agility.
This involves staying attuned to market trends, regulatory changes,

and technological advancements. Companies that can swiftly adapt
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to new challenges and opportunities will be better positioned for

sustained success.

7.10 Summing Up

In conclusion, the future for MNCs in 2025 is marked by a dynamic
interplay of economic, technological, and social factors. By
embracing innovation, navigating geopolitical complexities, and
committing to sustainability, MNCs can thrive in the evolving

global landscape.

7.11 Model Questions

1. Discuss the role of Multinational Corporations in shaping the
global economy. What are the key factors that contribute to their

growth and dominance in world markets?

2. Evaluate the impact of MNCs on host countries. How do they

influence economic development, employment, and local industries?

3. Critically analyze the strategies used by MNCs to enter and

expand in world markets. Support your answer with examples.

4. Examine the challenges faced by MNCs in managing cross-
cultural differences, legal environments, and political risks in

international markets.

5. Discuss how globalization has transformed the operations and
strategies of MNCs. What role do MNCs play in the process of

globalization?

6. How do MNCs balance global integration and local
responsiveness? Explain with reference to the integration-

responsiveness framework.
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7. Assess the ethical and environmental concerns associated with the
operations of MNCs in developing countries. Should stricter global

regulations be enforced?

8. Compare the competitive advantages of MNCs originating from
developed economies versus those from emerging economies. How

do they differ in approach and market strategy?

9. Analyze the role of technology and innovation in the global
expansion of MNCs. How do they use digital tools to access and

serve international markets?

10. MNCs are agents of both economic development and economic
inequality." Critically evaluate this statement with relevant

examples.
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UNIT-8
FREE TRADE ZONES

Unit Structure:

8.1 Introduction

8.2 Objectives

8.3 Understanding Free Trade Zones

8.4 Operational Mechanisms of Free Trade Zones
8.5 Benefits of Free Trade Zones

8.6 Challenges and Criticisms of Free Trade Zones
8.7 Case Studies of Prominent Free Trade Zones
8.8 Strategic Role of Free Trade Zones in International Marketing
8.9 Future Outlook of Free Trade Zones

8.10 Summing Up

8.11 Model Questions

8.12 References and Suggested Readings

8.1 Introduction

In an era marked by rapid globalization and interconnected
economies, Free Trade Zones (FTZs) have emerged as pivotal
instruments in facilitating international trade, attracting foreign
investment, and promoting economic development. These
designated areas offer businesses a conducive environment with
incentives such as tax exemptions, simplified customs procedures,
and infrastructural support. FTZs serve as vital nodes in the global
supply chain, enabling companies to optimize operations, reduce

costs, and enhance competitiveness in international markets.

The concept of FTZs is not new; however, their significance has
grown exponentially in recent decades. Governments worldwide

have established FTZs to stimulate economic activity, create
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employment opportunities, and integrate into the global economy.
These zones are strategically located near ports, airports, and major
trade routes, facilitating efficient logistics and distribution. By
offering a business-friendly environment, FTZs attract multinational
corporations seeking to establish a foothold in new markets and

leverage regional advantages.

From an international marketing perspective, FTZs play a crucial
role in enabling companies to adapt to diverse market demands,
customize products for local preferences, and respond swiftly to
changing consumer behaviors. They provide a platform for
businesses to conduct market research, test new products, and
implement innovative marketing strategies with reduced financial
risk. Moreover, FTZs facilitate collaboration between global and
local enterprises, fostering knowledge transfer and technological

advancement.

This chapter delves into the multifaceted concept of Free Trade
Zones, exploring their operational mechanisms, benefits, challenges,
and strategic importance in international marketing. It examines
how FTZs contribute to global trade dynamics, support economic
development, and offer unique opportunities for businesses to
expand their international presence. By understanding the intricacies
of FTZs, marketers and business leaders can make informed
decisions to capitalize on the advantages these zones offer in the

competitive global marketplace.

8.2 Objectives

This unit is an attempt to analyse the Free Trade Zones. After going

through this unit you will be able to-

e define the concept of Free Trade Zones (FTZs) and explain

their key characteristics and objectives,
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o differentiate between various types of special economic
zones (SEZs), including Export Processing Zones (EPZs),

Freeports, and Industrial Parks,

e understand the rationale behind the establishment of FTZs
by governments and their role in promoting trade,

investment, and industrialization.

8.3 Understanding Free Trade Zones

Free Trade Zones (FTZs), also known as free zones, free economic
zones, or special economic zones (SEZs), are designated geographic
areas within a country where goods can be imported, stored,
handled, manufactured, or re-exported without the intervention of
customs authorities. These zones are established to promote
economic activity, reduce bureaucratic barriers, and attract foreign

investments.

8.3.1 Definition and Purpose

The primary purpose of FTZs is to remove hindrances to trade
caused by high tariffs and complex customs regulations. By offering
tax exemptions and simplified customs procedures, FTZs aim to
encourage businesses and trade. These zones are often located near
ports, airports, or border crossings, making them ideal for

international trade.

8.3.2 Types of Free Trade Zones

FTZs can be categorized based on their functions and the nature of

activities permitted:

200



General-Purpose Zones: These zones facilitate a wide range of
activities, including warehousing, distribution, and light
manufacturing. They are commonly near points of entry, such as
ports or airports, focusing on commerce, such as finished and semi-

finished goods.

Specialized Zones: Focused on specific industries like technology,
pharmaceuticals, or textiles, these zones offer tailored incentives

and infrastructure to support particular sectors.

Single-Factory Zones: Designated for individual enterprises, often

in remote areas, to promote regional development.

Additionally, some countries have established Bonded Logistics
Parks (BLPs), focusing on customs-free storage and logistics
operations. Despite the name differences, all FTZs serve the same

purpose: making international trade easier and more efficient.

8.3.3 Evolution and Global Significance

FTZs have evolved over time to adapt to changing economic
landscapes. While initially focused on manufacturing and re-
exporting goods, many modern FTZs now accommodate service
industries such as software, back-office operations, research, and
financial services. The proliferation of FTZs worldwide

underscores their significance in global trade dynamics.

8.4 Operational Mechanisms of Free Trade Zones

Free Trade Zones (FTZs) are specialized areas within a country that
offer businesses a conducive environment to conduct international
trade activities. Their operational mechanisms are designed to

reduce trade barriers, streamline processes, and provide fiscal
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incentives, thereby attracting foreign investment and promoting

economic development.

8.4.1 Regulatory Framework and Governance

FTZs operate under distinct legal and regulatory frameworks that
differ from the rest of the country. These frameworks are established
by national or regional authorities to provide a favorable business

environment. Key features include:

Customs Exemptions: Goods entering FTZs are typically exempt
from customs duties and taxes until they leave the zone for domestic

consumption.

Tax Incentives: Businesses operating within FTZs often enjoy
reduced or exempted taxes, including corporate income taxes and

value-added taxes (VAT).

Simplified Procedures: FTZs usually have streamlined customs
procedures and fewer regulatory hurdles, which can significantly

reduce bureaucratic delays.

These regulatory frameworks aim to create an attractive ecosystem
for businesses and investors, fostering economic growth and

international trade.

8.4.2 Customs and Trade Facilitation

FTZs are designed to facilitate international trade by offering

various advantages:

Duty-Free Imports: Goods imported into an FTZ are usually

exempt from customs duties until they are moved out of the zone.
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Efficient Logistics: FTZs are strategically located near major ports,
airports, and trade hubs to maximize accessibility and reduce transit

times for goods.

Reduced Bureaucracy: Simplified customs procedures and
streamlined regulations within FTZs can significantly reduce

bureaucratic delays.

These features collectively enhance the efficiency of supply chains
and reduce operational costs for businesses engaged in international

trade.

8.4.3 Infrastructure and Services

FTZs are equipped with state-of-the-art infrastructure to support

business operations:

Logistics Facilities: Warehouses, cold storage, and transportation

networks are commonly available within FTZs.

Utilities:  Reliable  supply of electricity, water, and

telecommunications is essential for smooth operations.

Support Services: Banking, insurance, and legal services are often

accessible within the zone to assist businesses.

The availability of such infrastructure and services ensures that

businesses can operate efficiently and effectively within FTZs.

8.4.4 Licensing and Compliance

Operating within an FTZ requires businesses to obtain specific

licenses and adhere to compliance requirements:

Licensing Requirements: Companies must typically register with
the relevant FTZ authority and obtain the necessary permits to

operate within the zone.
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Regulatory Compliance: Businesses are expected to comply with
the regulations governing the FTZ, including reporting obligations

and adherence to operational guidelines.

These measures ensure that FTZs maintain their integrity and
continue to function as effective instruments for promoting

international trade and investment.

8.5 Benefits of Free Trade Zones

Free Trade Zones (FTZs) offer a multitude of advantages that
bolster international trade, stimulate economic growth, and enhance
the competitiveness of businesses. These benefits are realized
through fiscal incentives, operational efficiencies, and strategic

positioning, making FTZs pivotal in global commerce.

8.5.1 Fiscal Incentives and Cost Savings

One of the primary attractions of FTZs is the array of fiscal

incentives they offer:

Duty Deferral and Reduction: Goods imported into FTZs can
benefit from deferred or reduced customs duties. Companies may
choose to pay duties on either the raw materials or the finished

products, depending on which is more cost-effective.

Tax Exemptions: Many FTZs provide exemptions from various
taxes, including corporate income taxes and value-added taxes

(VAT), thereby reducing the overall tax burden on businesses.

Inverted Tariff Benefits: Manufacturers can take advantage of
inverted tariffs, where the duty rate on finished goods is lower than

that on raw materials, leading to significant cost savings.
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8.5.2 Enhanced Operational Efficiency

FTZs streamline various operational aspects, contributing to

increased efficiency:

Simplified Customs Procedures: FTZs often feature expedited
customs clearance processes, reducing delays and administrative

burdens.

Improved Cash Flow: By deferring duty payments until goods exit
the FTZ, companies can better manage their cash flow and allocate

resources more effectively.

Flexibility in Inventory Management: Businesses can store goods
in FTZs for extended periods without immediate customs duties,
allowing for more responsive inventory control and supply chain

management.

8.5.3 Attraction of Foreign Investment

FTZs serve as magnets for foreign direct investment (FDI) by

offering:

Business-Friendly Regulations: Simplified regulatory frameworks
and reduced bureaucratic hurdles make FTZs attractive to foreign

investors seeking to establish operations with ease.

Infrastructure Support: Many FTZs are equipped with state-of-
the-art infrastructure, including transportation networks, utilities,
and communication systems, facilitating efficient business

operations.

Access to Markets: Strategic locations of FTZs near ports and trade
routes provide businesses with direct access to international

markets, enhancing their global reach.
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8.5.4 Economic Development and Employment Generation

FTZs contribute significantly to the economic development of host

countries:

Job Creation: The establishment and operation of businesses
within FTZs lead to the creation of employment opportunities,

aiding in the reduction of unemployment rates.

Skill Development: The influx of foreign companies and
technologies fosters skill development among the local workforce,

enhancing human capital.

Regional Development: FTZs often stimulate economic activity in
surrounding  areas, promoting regional development and

infrastructure improvements.

8.5.5 Promotion of International Trade
FTZs play a crucial role in facilitating international trade:

Export Enhancement: By providing duty exemptions and
streamlined logistics, FTZs encourage businesses to increase their

export activities.

Trade Diversification: FTZs enable companies to diversify their
trade portfolios by accessing new markets and engaging in re-export

activities.

Integration into Global Supply Chains: The operational
advantages of FTZs allow businesses to integrate more effectively

into global supply chains, enhancing their competitiveness.

8.6 Challenges and Criticisms of Free Trade Zones

While Free Trade Zones (FTZs) offer numerous benefits, they also
face several challenges and criticisms that can undermine their

effectiveness and raise concerns among stakeholders.
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8.6.1 Regulatory Oversight and Compliance Risks

FTZs often operate under relaxed regulatory environments to attract
investment. However, this leniency can lead to compliance

challenges, including:

Illicit Activities: The reduced oversight in some FTZs can make
them susceptible to money laundering, smuggling, and other illicit

activities.

Lack of Transparency: Inadequate reporting requirements can
obscure the true nature of transactions, hindering effective

monitoring and enforcement.

8.6.2 Economic Disparities and Limited Local Benefits

While FTZs aim to stimulate economic growth, they can sometimes

exacerbate inequalities:

Uneven Development: FTZs may attract investment to specific

areas, leaving other regions underdeveloped.

Limited Spillover Effects: The benefits of FTZs might not extend

to the broader economy, especially if local linkages are weak.

8.6.3 Environmental and Labor Concerns

The pursuit of economic gains in FTZs can sometimes come at the

expense of environmental and labor standards:

Environmental Degradation: Industries operating in FTZs might
exploit lax environmental regulations, leading to pollution and

resource depletion.

Labor Exploitation: Workers in FTZs may face poor working
conditions, low wages, and limited rights due to weakened labor

protections.
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8.6.4 Governance and Policy Challenges

The establishment and operation of FTZs can present governance

1Ssues:

Policy Inconsistencies: Frequent changes in policies or lack of clear
regulations can create uncertainty for investors and hinder long-term

planning.

Corruption Risks: The concentration of economic activities and
discretionary powers in FTZs can increase the potential for corrupt

practices.

8.6.5 International Criticisms and Trade Implications

FTZs can attract scrutiny from international bodies and trading

partners:

Trade Distortions: FTZs might be perceived as creating unfair

trade advantages, leading to tensions with other countries.

Compliance with Global Standards: Ensuring that FTZs adhere to
international trade rules and agreements is essential to maintain

credibility and avoid disputes.

8.7 Case Studies of Prominent Free Trade Zones

Free Trade Zones (FTZs) have been instrumental in shaping global
trade dynamics, attracting foreign investment, and fostering
economic development. This section explores several notable FTZs
worldwide, highlighting their unique features, achievements, and the

lessons they offer.
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8.7.1 Jebel Ali Free Zone (JAFZA), Dubai, United Arab

Emirates

Established in 1985, JAFZA is one of the world's largest and most
successful FTZs. Strategically located near the Jebel Ali Port, it
offers unparalleled connectivity to global markets. JAFZA provides
businesses with benefits such as 100% foreign ownership, zero
corporate tax for 50 years, and no import or re-export duties. These
incentives have attracted over 7,000 companies from more than 100
countries, including numerous Fortune 500 firms. JAFZA's success
underscores the importance of strategic location, robust

infrastructure, and investor-friendly policies in FTZ development.

8.7.2 Shanghai Free Trade Zone, China

Launched in 2013, the Shanghai Free Trade Zone (SFTZ) was
China's first FTZ, serving as a testing ground for economic reforms
and liberalization. Covering an area of 120.72 square kilometers, the
SFTZ introduced measures such as simplified customs procedures,
relaxed foreign investment restrictions, and the adoption of a
negative list approach for foreign investment. These reforms have
enhanced China's integration into the global economy and provided

valuable insights for nationwide policy implementation.

8.7.3 Special Economic Zone (SEZ), Shenzhen, China

Designated as an SEZ in 1980, Shenzhen transformed from a small
fishing village into a bustling metropolis and a hub for technology
and innovation. The SEZ offered incentives like tax breaks, land-use
rights, and autonomy in economic policymaking, attracting
significant foreign direct investment. Companies such as Huawei

and Tencent have their roots in Shenzhen, highlighting the zone's
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role in fostering homegrown tech giants. Shenzhen's experience
demonstrates how SEZs can catalyze rapid urban and economic

development.

8.7.4 Dubai Multi Commodities Centre (DMCC), United Arab

Emirates

Established in 2002, the DMCC is a leading FTZ specializing in
commodities trading. Located in the Jumeirah Lake Towers district
of Dubai, it hosts over 21,000 registered businesses as of 2022. The
DMCC offers state-of-the-art infrastructure, a range of business
services, and a regulatory environment conducive to trade. Its
success has been recognized globally, with the Financial Times'
Magazine naming it the "Global Free Zone of the Year" multiple

times.

8.7.5 African Continental Free Trade Area (AfCFTA)

Operational since January 2021, the AfCFTA is the world's largest
free trade area by the number of participating countries,
encompassing 55 African nations. It aims to eliminate tariffs on
90% of goods, facilitate the movement of capital and people, and
promote sustainable development. By creating a single market of
over 1.3 billion people with a combined GDP of approximately $3.4
trillion, the AfCFTA has the potential to significantly boost intra-

African trade and economic integration.

8.7.6 Lekki Free Zone, Nigeria

Situated in Lagos State, the Lekki Free Zone is a joint venture
between the Nigerian government and Chinese investors. It aims to

attract foreign investment, promote export-oriented industries, and
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create employment opportunities. The zone offers incentives such as
tax holidays, duty-free import of raw materials, and streamlined
administrative procedures. Projects like the Dangote Refinery and
the Lekki Deep Sea Port within the zone underscore its strategic

importance in Nigeria's economic landscape.

8.7.7 Hainan Free Trade Port, China

Designated in 2020, the Hainan Free Trade Port represents China's
most ambitious FTZ initiative. It aims to transform the entire island
province into a globally influential free trade port by 2050. Key
features include zero tariffs on most goods, a simplified tax system,
and policies to attract foreign investment and talent. Hainan's
development focuses on sectors like tourism, modern services, and
high-tech industries, positioning it as a new frontier for China's

economic opening.

8.7.8 Ciudad del Este Free Zones, Paraguay

Located in the Tri-Border Area with Brazil and Argentina, Ciudad
del Este hosts two FTZs: Zona Franca Global and Zona Franca
International. While these zones have facilitated trade and economic
activity, they have also faced criticism for being conduits of illicit
trade, including smuggling and money laundering. Estimates
suggest that the value of illicit trade through these zones amounts to
billions of dollars annually, highlighting the need for robust
regulatory oversight in FTZs.

8.7.9 Prospera ZEDE, Roatan Island, Honduras

Prospera is a privately governed Zone for Employment and

Economic Development (ZEDE) established on Roatan Island. It
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operates under a unique legal framework, offering regulatory
autonomy, low taxes, and streamlined administrative processes to
attract investment. While it has drawn interest from libertarian
entrepreneurs and investors, Prospera has also faced opposition from
local communities and the Honduran government over concerns

related to sovereignty, environmental impact, and social equity.

8.7.10 Windsor's AutoParts Excellence, Canada

In Canada, Windsor's AutoParts Excellence leveraged FTZ benefits
to expand its export capacity by 45% within two years. By utilizing
duty deferral programs and streamlined customs procedures, the
company established new supply chains across North America while
maintaining its Canadian workforce. This case illustrates how FTZs
can support domestic companies in enhancing their competitiveness

in international markets.

8.8 Strategic Role of Free Trade Zones in International

Marketing

Free Trade Zones (FTZs) have evolved from mere logistical hubs to
pivotal components in the international marketing strategies of
businesses worldwide. By offering regulatory advantages, cost
efficiencies, and strategic positioning, FTZs enable companies to

enhance their global competitiveness and market reach.

8.8.1 Enhancing Global Market Access

FTZs serve as gateways to international markets, allowing

businesses to:

Streamline Customs Procedures: Simplified customs processes

reduce delays, enabling faster entry into foreign markets.
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Leverage Trade Agreements: Goods processed in FTZs can
benefit from preferential trade agreements, facilitating smoother

cross-border transactions.

Test New Markets: Companies can use FTZs to pilot products in

new regions without committing to full-scale market entry.

8.8.2 Optimizing Supply Chain and Logistics
FTZs contribute to efficient supply chain management by:

Reducing Inventory Costs: Deferred customs duties allow
businesses to store goods without immediate tax implications,

optimizing inventory levels.

Facilitating Just-In-Time Delivery: Proximity to transportation
hubs ensures timely distribution, aligning with just-in-time

inventory strategies.

Enhancing Flexibility: FTZs offer the ability to repackage or
modify products to meet specific market requirements before final

distribution.

8.8.3 Cost Reduction and Competitive Pricing
Operating within FTZs can lead to significant cost savings:

Duty Exemptions: Goods imported into FTZs for re-export may be

exempt from duties, lowering overall costs.

Tax Incentives: Many FTZs offer tax breaks or holidays, reducing

the financial burden on businesses.

Reduced Operational Expenses: Simplified regulations and
administrative procedures can decrease compliance and operational

costs.
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8.8.4 Facilitating Product Customization and Localization
FTZs enable businesses to tailor products for specific markets:

Localized Packaging: Products can be repackaged within FTZs to

meet local language and cultural preferences.

Regulatory Compliance: Adjustments can be made to ensure

products meet the regulatory standards of target markets.

Market-Specific Modifications: Features or components can be

added or altered to align with local consumer demands.

8.8.5 Supporting Brand Expansion and Market Penetration
FTZs play a strategic role in brand development:

Accelerated Market Entry: Reduced barriers facilitate quicker

introduction of products into new markets.

Enhanced Brand Visibility: Presence in FTZs can signal

commitment to regional markets, strengthening brand perception.

Collaboration Opportunities: FTZs often host clusters of related

industries, fostering partnerships and co-branding initiatives.

8.8.6 Encouraging Innovation and Product Development
The flexible environment of FTZs fosters innovation:

Research and Development: Some FTZs offer facilities and

incentives for R&D activities, promoting product innovation.

Pilot Testing: Companies can trial new products or processes

within FTZs before wider market rollout.

Feedback Integration: Proximity to diverse markets allows for
rapid incorporation of consumer feedback into product

development.
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8.8.7 Strengthening International Partnerships
FTZs facilitate global collaborations:

Joint Ventures: The conducive business environment encourages

partnerships between local and foreign firms.

Supply Chain Integration: FTZs serve as nodes connecting
various parts of the international supply chain, enhancing

coordination.

Knowledge Exchange: The concentration of diverse businesses

promotes the sharing of best practices and innovations.

8.9 Future Outlook of Free Trade Zones (FTZs)

As the global trade landscape evolves, Free Trade Zones (FTZs) are
poised to play an increasingly strategic role in international
commerce. Amidst shifting geopolitical dynamics, technological
advancements, and changing economic policies, FTZs are adapting

to meet new challenges and opportunities.

8.9.1 Embracing Technological Innovation

FTZs are at the forefront of adopting advanced technologies to
enhance efficiency and competitiveness. The integration of
automation, artificial intelligence, and digital platforms is
transforming operations within these zones, enabling real-time
tracking, streamlined customs procedures, and improved supply
chain management. This technological evolution positions FTZs as

critical nodes in the global digital economy.

8.9.2 Shifting Trade Policies and Geopolitical Realignments

Recent shifts in trade policies, including the implementation of

tariffs and the reevaluation of trade agreements, have prompted
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businesses to reassess their global strategies. FTZs offer a buffer
against such uncertainties by providing flexible environments that
can adapt to changing regulations. For instance, the increased use of
FTZs in the United States has been noted as companies seek to

mitigate the impact of new tariffs.

8.9.3 Focus on Sustainability and Green Initiatives

Environmental considerations are becoming central to the
development and operation of FTZs. There is a growing emphasis
on sustainable practices, including the adoption of green
technologies, renewable energy sources, and eco-friendly
infrastructure. These initiatives not only reduce environmental
impact but also align FTZs with global sustainability goals,

attracting environmentally conscious investors and businesses.

8.9.4 Expansion in Emerging Markets

Emerging economies, particularly in Asia, Africa, and Latin
America, are increasingly investing in FTZs to stimulate economic
growth and attract foreign direct investment. These regions are
leveraging FTZs to develop industrial capabilities, create
employment opportunities, and integrate into global supply chains.
The strategic placement of FTZs in these markets is expected to

enhance their role in international trade.

8.9.5 Integration with Global Value Chains

FTZs are becoming integral components of global value chains,
offering businesses the ability to optimize production and
distribution networks. By facilitating the efficient movement of

goods and services, FTZs help companies reduce costs and improve
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responsiveness to market demands. This integration enhances the
competitiveness of businesses operating within FTZs on the global

stage.

8.9.6 Policy Harmonization and International Collaboration

There is a trend towards harmonizing policies governing FTZs to
facilitate smoother international collaboration. Standardizing
regulations, customs procedures, and operational guidelines across
different FTZs can reduce complexity and encourage cross-border
investments. Such harmonization efforts are essential for

maximizing the benefits of FTZs in a globalized economy.1

8.10 Summing Up

Free Trade Zones (FTZs) explores the concept and significance of
these specialized areas where goods can be imported, processed, and
re-exported with minimal regulatory interference, taxes, and duties.
FTZs are designed to attract foreign direct investment (FDI) and
boost trade by offering incentives like tax exemptions, infrastructure
support, and relaxed customs procedures. The chapter delves into
the different types of FTZs, such as Export Processing Zones (EPZs)
and Industrial Parks, and examines their role in fostering
industrialization, creating jobs, and enhancing global supply chains.
It also discusses the challenges associated with FTZs, including
labor exploitation, environmental concerns, and potential loss of
government revenues. Drawing on global case studies, including
those in China, the UAE, and India, the chapter highlights the
successes and limitations of FTZs, providing a comprehensive
analysis of their economic and strategic importance in the context of

international trade and globalization.

217



8.11 Model Questions

1. Explain the concept of Free Trade Zones (FTZs). How do they
differ from other types of special economic zones (SEZs), and what

role do they play in global trade?

2. Discuss the key economic benefits and challenges associated with
Free Trade Zones. How do they contribute to job creation, foreign

direct investment, and industrialization?

3. Evaluate the impact of Free Trade Zones on local economies and
industries. What are the advantages and disadvantages for host

countries?

4. Examine the role of Free Trade Zones in facilitating international
supply chains. How do they contribute to reducing transaction costs

and improving logistics?

5. Analyze the ethical concerns surrounding Free Trade Zones,
including labor exploitation, environmental degradation, and tax

evasion. How can these issues be addressed?

6. Compare and contrast the success of Free Trade Zones in
developed and developing countries. What factors contribute to their

effectiveness or failure?

7. Discuss the regulatory framework governing Free Trade Zones.
How do governments ensure that FTZs serve their intended purpose

without leading to negative economic consequences?

8. How have Free Trade Zones contributed to the globalization of
trade? Discuss their role in enhancing economic integration and

market access for multinational corporations.

9. Using case studies from countries like China, India, or the UAE,
assess the effectiveness of Free Trade Zones in promoting export-

led growth and attracting foreign investment.
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10. Critically examine the role of Free Trade Zones in the context of

regional economic cooperation and trade agreements. How do FTZs

align with broader regional economic integration efforts?

8.12 References and Suggested Readings
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"The Economics of Free Trade Zones" by McLoughlin Ian
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UNIT-9
EXPORT FINANCE

Unit Structure:

9.1 Introduction

9.2 Objectives

9.3 EXIM Bank
9.3.1 Objective of EXIM Bank:
9.3.2 Role/Functions:

9.3.3 Area of funding:

9.4 Institutional Finance for Import
9.4.1 Developmental Financial Institutions (DFIs)
9.4.2 IDBI
9.43 ECG

9.5 Export Credit Insurance

9.6 Summing Up

9.7 Model Questions

9.8 References and Suggested Readings

9.1 Introduction

For a developing country like India, international trade plays a crucial
role in maintaining the growth projection of the country. Trade refers
to exchange of goods and services between countries. India’s top
trading partners include China, USA, Singapore, UAE, Indonesia etc.
which highlights the mutual dependence of countries for trade and

maintaining a cordial relationship.

Exporting goods and services is a vital component of any country’s
economic growth, however one crucial aspect that often goes
overlooked is export finance. Export finance falls under the broad

concept of Export business, which in simple words provides
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businesses with the necessary capital to expand their markets and

contribute to the country’s economic prosperity.

There are various stages in which finance is required by the business
units involved in export import business extended by Government
and other private sector players. The stages may include pre-shipment
finance, post shipment finance and few types can be export credit
finance, export factoring, export bill discounting, foreign currency
loans etc. These types are discussed in detail in the sub section

followed.

9.2 Objectives
After completing this unit, the learner will be able to:
e explain the concept and types of Export finance,
e discuss the various institutions extending the export finance
support,

e describe the recent development in export finance.

9.3 EXIM Bank

The scenario for export financing before economic reform of 1991
was characterized by a closed economy with limited access to the
international market. Post economic reform, to meet export financing,
which was not in the priority list of commercial banks, Government
of India in the aegis of Reserve Bank of India (RBI) established
various financial institutions. This section discusses the various

export financing institutions functioning in India.
Origin:

India’s high involvement in turnkey projects, construction and
consultancy services led to the emergence of EXIM bank. EXIM

Bank or Export-Import Bank of India is a wholly owned subsidiary
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and is India’s leading export financing institute. It was established as
a corporation type of organisation under the Export Import Bank of
India Act, 1981 and was finally formed in 1982 by the Government
of India to support business units in exporting activities. It also
engages in integrating foreign trade and investment with the country’s
economic growth. The bank is headquartered in Mumbai,
Maharashtra and Ms. Harsha Bangari, is currently the Managing

Director.

In recent years with focus shifting to sustainable approach, The
Bank’s focus is two-fold - it “finances the green” by providing
support to companies and projects in green sectors, while actively
“greening the finance” through the integration of Environmental,
Social and Governance (ESG) risk assessments into credit appraisals.
This dual approach ensures responsible and environmentally

conscious financing.

9.3.1 Objective of EXIM Bank:

“Providing financial assistance to exporters and importers, and ...
functioning as the principal financial institution for coordinating the
working of institutions engaged in financing export and import of
goods and services with a view to promoting the country's

international trade...”

9.3.2 Role/Functions:

The role of EXIM bank can be broadly categories under the following
heads:

Fund based assistance: In simple words it means providing direct
financial assistance to importers and exporters to carry out different

activities. The following entities receive the assistance:
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a) Financial facilities to India exporter: Pre- shipment credit,
export credit, forfeiting, finance for consultancy and

technology services and guarantee facilities.

b) Financial facilities to commercial banks: Refinance of export
credit, refinance of loan to EOU and term loans for computer

software exports, export bills rediscounting, etc.

¢) Financial facilities for overseas entities: Line of credit,

buyer’s credit, etc.

Non- Fund based assistance: On the other hand, assistance in the form

of guarantees and insurance falls under non- fund based assistance.
In general the role of EXIM banks are as follows:
e The bank providing medium to long term support to exporters;

e The bank’s lending activities can be classified into export
credit, mainly for financing project exports and finance for

export capability creation;

e The bank also provides non-fund-based facilities to Indian
companies in connection with their business operations,
including advance payment guarantees and performance
guarantees required for the execution of project export
contracts and guarantees for overseas borrowings in
connection with such contracts, letters of credit, standby
letters of credit and risk participation agreements with other

banks;

e The bank also provides advisory services and necessary
information regarding the overseas markets relating to their
financial, economic and political conditions by conducting

foreign market studies;
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e The bank also extends lines of credit to foreign financial
institutions, to enable them to finance imports of goods and

services from India on deferred credit terms

e Also launched programmes like Rural initiatives programme
in order to link the Indian rural industry to the global market

and export marketing service programme to support SMEs.

Stop to Consider
Types of Export Financing in India

In India, export financing can be broadly categorised into:

Pre- Shipment Financing: It is a type of fund primarily
extended with the aim to support the exporters before the
shipment of the goods. The fund is used to buy the raw materials,
processing of the raw materials, packaging etc.

Post - Shipment Financing: This fund is used to cover the
finance need of the exporter till the payment is received. During
the credit period, working capital is required to meet other
expenses and the fund helps in maintaining the cash flow.

9.3.3 Area of funding:
Fund based assistance extended by the EXIM are discussed below:

a) Buyers credit: Buyer's Credit is a unique credit facility programme
that motivates Indian exporters to explore new geographies. Through
this programme, the overseas buyer can open a "letter of credit" (LC)
in favour of the Indian exporter and can import goods and services

from India on deferred payment terms.

While on the one hand, the exporter enjoys reduced transaction costs
and complexities of international trade transactions, on the other

hand, the Indian exporter gets to compete in the international market
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and can continue to put his working capital to good use to scale up

operations.

b) Corporate banking: In order to encourage Indian investment abroad
EXIM bank extended term loan in Indian rupees as well as in foreign
currency to Indian Promoter company’s to invest 1 n
equity/preference shares of overseas Joint Ventures (JVs) and Wholly
owned subsidiary (WOS) . The foreign currency loans aim towards
part financing (i) capital expenditure for acquisition of assets, (ii)
working capital, (ii1) equity investment in a company, (iv) acquisition

of brands/patents/rights/IPRs, and (v) acquisition of a company.

c) EXIM Mitra : This is a portal created as a single destination to meet
the need of micro, small and medium enterprises in extending
information, advisory and support services. It helps the exporters to
enable them to evaluate international risks, exploit export

opportunities and enhance competitiveness.
d) Lines of Credit

Line of Credit is a unique programme which offers a risk free
financing option to Indian exporting companies. It is a document
which acts as a guarantee provided by the importer bank, to pay upto
a specified amount to the exporter, upon presentation of the document
and the proof of export transaction. The credit period extends
generally from 15 years to 25 years and it typically carries

concessional interest rates.

e) Project exports: Under this financing programme, the bank
facilitates exports of projects and capital equipment from India.
The Project export contract can be extended in Civil construction,
Industrial turnkey projects, Supplies on deferred payment terms
and Consultancy and technical services. Some financing
programs extended are buyer’s credit, Credit line to banks/FIs,

Export Project Cash Flow Deficit Finance (EPCDF), Supplier’s
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credit, Bank credit etc. The competitive advantages that the bank

offers are: -

1) Strong institutional linkages including correspondent

relationship in almost all over the country

i1) Better understanding of needs of project exporters and

country insights
f) Ubharte Sitare programme

Under this programme, Indian companies are identified that have the
possibility of becoming future champions with good export potential.
The companies identified have some competitive advantage by way
of technology, product or process etc. The Programme identifies the
hurdles for the companies and provides remedies in a bundle of equity

support, debt and technical assistance.
g) Services:

Marketing advisory services: Under this facility, the bank plays a
promotional role to create and enhance export capabilities by
proactively identifying overseas distributors, buyers and partners for
the products and services offered by the Indian companies. Further, it
facilitates Indian companies in entering into partnership or Joint

Venture with overseas companies.

Research and analysis : In the EXIM bank to maintain and provide
needed advisory assistance, the bank has a dedicated team of Experts
who provide insights on aspects related to international trade and
finance through qualitative and quantitative research. The group
tracks global macro-economics trends and recent developments in the
market while especially identifying trade and investment

opportunities in India.
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Check Your Progress
1. What is the primary purpose of the EXIM Bank of India?
Discuss and three functions.
2. How does EXIM Bank promote international trade?
3. How does EXIM Bank support project exports?
4. Explain the Lines of Credit (LOC) facility extended by
EXIM Bank.

9.4 Institutional Finance for Import

In the 80’s Indian market was restricted and had limited trade, it was
after 1991, the trade started growing at faster pace due to reduction of
import duty and taxes. Import financing refers to the credit facilities
and financial products that enable importers to purchase goods from
foreign suppliers. It is a kind of loan that enables importers to pay

their suppliers for the goods they have ordered.

In other words, Import finance encompasses a spectrum of financial
instruments and mechanisms employed by businesses to facilitate the
procurement of goods and services from international vendors,
addressing the unique financial exigencies inherent in cross-border

transactions.

It helps bridge the financial gap between the purchase and delivery of
goods, allowing businesses to manage their cash flow and import
goods from overseas. Essentially, it provides the necessary funds for
importers to make payments to foreign entities for the goods they've

purchased.

Reserve Bank of India (RBI) and Director General of Foreign Trade
(DGFT) are the primary regulatory bodies involved in import
financing in India. From time to time, the guidelines are provided, to

be followed while availing import financing. In addition, Foreign
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Exchange Management Act (FEMA) also needs to be adhered to. An
Import Export code (IEC) needs to be generated from DGFT to access

trade finance.

The structure of Institutional support for import financing in India

are:-
Institutions Infrastructure for
Export Import financing
l \ 4
Private Sector } [ Public Sector ]
-
Commercial bank J EXIM
o
ECGC
NBFCs etc
IIFT etc

9.4.1 Developmental Financial Institutions (DFIs)

DFTIs can play a pivotal role in nurturing the growth of export-oriented
businesses by extending financial support and resources to help them
thrive in the global market. These organisations are owned by the
government or charitable institutions to provide funds for low-capital
projects or where their borrowers are unable to get it from commercial

lenders

In India, after the 1991 reforms, major DFIs were converted into

commercial banks. Development finance institutions (DFIs) occupy
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an intermediary space between public aid and private investment,

facilitating international capital flows.
Types of Finance provided are —
e Medium (1 — 5 years) and
e Long term ( >5 years).
Few examples of DFIs are IFCI, ICICI, SIDBI etc.

a) Banks : Various banks in India extend the import finance
facility, the main players are EXIM bank followed by HDFC,
ICICI, Bank of Baroda etc.

b) Other Financial Institutions : Many government-owned
organization, play a crucial role in supporting Indian exports
by offering credit insurance and related services. autonomous
body under the Ministry of Commerce & Industry to
contribute in the skill building for the external trade sector of

India.

Self-Assessment Questions
1. Discuss the scenario of export and import finance in India before

the establishment of EXIM bank.

trade?
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3. Name at least three institutions in India that provide import

finance.

9.4.2 IDBI

Industrial Development Bank of India is operating as a full service
universal bank that serves the customers from all segments. IDBI —
which was an apex Development Financial Institution (DFI) in the
realm of industry from July 1, 1964 to September 30, 2004. As a DFI,
the erstwhile IDBI stretched its canvas beyond mere project financing
to cover an array of services that contributed towards balanced
geographical spread of industries, development of identified
backward areas, emergence of a new spirit of enterprise and evolution

of a deep and vibrant capital market.

On October 1, 2004, the erstwhile IDBI was converted into a banking
company — IDBI Ltd. - to undertake the entire gamut of banking

activities while continuing to play its secular DFI role.
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The bank extends a gamut of financing facilities to exporters. Under

the head of corporate financing the following few such facilities are

listed below: -

a)

b)

Letter of Credit : Documentary Credits, more commonly
known as letters of credit are a widely used method to effect
payments in domestic and international trade. A written
undertaking is issued by a bank (usually referred to as the
issuing bank) on the instructions of the buyer of goods to the
seller. The use of documentary credits provides enough
safeguards for the parties involved. The seller is ensured
payment, provided he complies with terms he agreed to while
the buyer can include all terms and conditions within the
documentary credits that satisfy him on the quality and
quantity of the goods without having to sight / inspect the

goods themselves.

Bank Guarantee : Bank Guarantee is an instrument issued by
the Bank in which the Bank agrees to stand guarantee against
the non-performance of some action/performance of a party.
The quantum of guarantee is called the ‘guarantee amount’.
The guarantee is issued upon receipt of a request from
‘applicant’ for some purpose/transaction in favour of a
‘Beneficiary’. The ‘issuing bank’ will pay the guarantee
amount to the ‘beneficiary’ of the guarantee upon receipt of
the ‘claim’ from the beneficiary. This results in ‘invocation’

of the Guarantee.

Documentary collection : Under this, the bank provides the
facility of export collection and import collection whereby
collections and negotiations are done by the bank directly
which have a great turnaround time and the collections are

faster.
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d) Forward contract and other hedging solutions : Loan

g)

Equivalent Risk (LER) limit is sanctioned to Corporates for
potential fluctuation in the contractual currency of a foreign
exchange transaction (forward / option) undertaken over the
transaction's stipulated time period, as determined using the
historical volatility of the contractual currency. Forward
Exchange / option contracts can be used to cover exchange
risk between an overseas currency and local currency or
between two overseas currencies. The contract may be entered
into at any time and can be used to cover both trade and Non

trade transactions.

Pre shipment finance : Pre-shipment / Packing Credit also
known as ‘Packing credit’ is a loan/ advance granted to an
exporter for financing the purchase, processing,
manufacturing or packing of goods prior to shipment. Packing
credit can also be extended as working capital assistance to
meet expenses such as wages, utility payments, travel
expenses etc; to companies engaged in export or services.
Packing credit is sanctioned/granted on the basis of letter of
credit or a confirmed and irrevocable order for the export of
goods / services from India or any other evidence of an order

for export from India.

Post shipment finance : ‘Post-shipment credit’ by way of Bill
Discounting or Advance against Export Receivables upto 180
days or tenor as approved by Reserve Bank of India. The
facility would be in the form of loan / advance granted to an
exporter. The loan can also be given against the security of
export incentives such as duty draw back and also against

undrawn balances in the invoice.

Post-shipment finance is provided against the evidence of

shipment of goods or supplies made to the importer or any
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h)

other/ designated agency. The Post Shipment Credit is

provided both in INR and foreign currency.

Bill discounting : Under this type of lending, Bank takes the
bill drawn by the borrower on his (borrower's) customer and
pays him immediately, deducting some amount as
discount/commission. The Bank then presents the Bill to the
borrower's customer on the due date of the Bill and collects
the total amount. If the bill is delayed, the borrower or his
customer pays the Bank a predetermined interest depending

upon the terms of transaction.

Bills are classified into four categories as LCBD (Bill Discounting

backed with LC), CBD (Clean Bill Discounting), DBD (Drawee bill

discounting) and IBD (Invoice bills discounting).

i)

Trade advisory services :

Few trade advisory services which are extended by the bank are :

a)

b)

d)

)
h)

Structuring of complex and long tenure LCs related to import

of capital goods / projects to safeguard your interest

Structuring of LC (Letter of Credit) / BG (Bank guarantee) to

save cost

Advice on regulatory provisions governing Overseas Direct

Investments and Foreign Direct Investments

Advice on pricing mechanics with reference to INR v/s

Foreign Currency loan for Export / Import

Advice on simple hedging solutions

Advice on facilities for current account remittances
Advice on FEMA related provisions on project exports

Liaison with regulatory authorities for expediting approvals
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Check Your Progress
1. What does IDBI stand for? What are the key functions of
IDBI?
2. How does IDBI support industrial development in India?
3. Distinguish between direct and indirect assistance

provided by IDBI.

943 ECG

ECGC Ltd. (Formerly Export Credit Guarantee Corporation of India
Ltd.), wholly owned by Government of India, was set up in 1957 with
the objective of promoting exports from the country by providing
Credit Risk Insurance and related services for exports. It functions
under the administrative control of Ministry of Commerce &
Industry, and is managed by a Board of Directors comprising
representatives of the Government, Reserve Bank of India, banking,

and insurance and exporting community.
What does ECGC do?

a) Provides a range of credit risk insurance covers to exporters
against loss in export of goods and services

b) Offers Export Credit Insurance covers to banks and financial
institutions to enable exporters to obtain better facilities from
them

c) Provides Overseas Investment Insurance to Indian companies

investing in joint ventures abroad in the form of equity or loan.
The range of facilities extended by ECG can be categorised as below:

1. Short term policy - declaration based
2. Short term policy - exposure based

3. Short term policy - others
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4
5
6.
7

Short Term Export Credit Insurance for Banks (ECIB)

. Medium and Long Term Policies

Medium and Long Term ECIB
Special Products

Under each of the categories a variety of policies are extended to

support the export import in India. A few such policies are discussed

in brief:

a)

b)

Shipment Comprehensive Risks Policy is commonly known
as Standard Policy. These policies are issued by ECGC of
India to provide export credit insurance support to Indian
exporters. Standard Policy is the one ideally suited to cover
risks in respect of goods exported on short-term credit, i.e.
credit not exceeding 180 days. This policy covers both
commercial and political risks from the date of shipment. It is
issued to exporters whose anticipated export turnover for the

next 12 months is more than Rs.50 lacs.

If a claim is settled under Standard Policy upto 90 % of the
loss, claim for the balance 10% can be filed under ECIB (WT-

PS), subject to terms and conditions. Few advantages are:

1) The Standard Policy protects the exporter from the external
risks both commercial and political including default by the

overseas buyer.

i1) The claim paid under the standard policy can be directly
credited to the post-shipment advances of the exporter thereby
ensuring that working capital requirements of the exporter are
not affected and also prevents downgrading of asset

classification.

ii1) The claim under the Standard Policy can be lodged even
in the case of individual bills due to the default of an overseas

buyer.
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d)

iv) Advances granted to exporters under confirmed contracts
backed by Standard Policy are considered as secured advance

by our bank.

v) Drawee-wise limit obtained by the exporter is the safe limit
upto which he can grant Credit facility to the overseas buyer

and it acts as a useful tool for risk assessment.

The Small Exporter*s Policy is basically the standard policy
incorporating certain improvements in terms of cover, in order
to encourage small exporters to obtain and operate the policy.
It will be issued to exporters whose anticipated export

turnover for the next 12 months does not exceed Rs.50 lacs.

Turnover policy is a variation of the standard policy for the
benefit of large exporters who contribute not less than Rs. 10
lacs per annum towards premium. Therefore, all the exporters
who will pay a premium of Rs. 10 lacs in a year are entitled

to avail of it.

Some exporters export to a large number of buyers. The
number of shipments made by them is also quite high. They
may not find it convenient to apply for a buyer exposure
policy for all their buyers. It may also be difficult for them to
declare their exports shipment-wise under the Standard
policies. In order to meet the needs of such exporters, “Multi-

buyers Exposure Policy” has been introduced.

These are short term policies and are available for exporters
since September 2001 for export of goods on short term credit
not exceeding 180 days. These policies can be taken by
exporters who do not hold SCR policy as well as by exporters
who hold SCR policy but 21 would like to exclude certain
exports from the purview of the SCR policy and bring the
same under SSP-ST policy.
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g) Types of SSP [ST] policy 1) Specific Shipment
(Comprehensive) policy-short-term ii) Specific Shipments
(political risks) policy-short term iii) Specific contract
(comprehensive Risks) policy —short term iv) Specific

contract (Political Risks) Policy

9.5 Export Credit Insurance

Export Credit Insurance primary purpose is to provide protection.
Export credit insurance in India, primarily offered by the Export
Credit Guarantee Corporation of India (ECGC), protects exporters
from financial losses due to non-payment by foreign buyers. It
safeguards against both commercial risks like buyer insolvency and

political risks like war or currency exchange restrictions.

Few other relevant organizations to mention are National Export
Insurance Account (NEIA), Indian Institute of Foreign Trade (IIFT).
Banks in India also extend insurance facility to exporters some of

which are listed below:

1. Individual Packing Credit (ECIB - INPC):

2. Individual Post Shipment (ECIB - INPS)

3. Surety Cover (ECIB-SC)

4. Whole Turnover Packing Credit (ECIB - WTPC)
5. Whole Turnover Post Shipment (ECIB - WTPS)

Check Your Progress
Objective / Multiple Choice Questions:
1. ECGC is a wholly owned company of:
a) RBI b) Ministry of Commerce & Industry
c¢) Ministry of External Affairs d) Ministry of Finance
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2. The main objective of ECGC is to:

a) Promote domestic trade b) Provide insurance to farmers
c) Promote exports by providing credit risk insurance and related
services

d) Regulate foreign exchange rates

Long question answer:

1. Mention any three types of insurance products offered by ECGC.
2. Evaluate the importance of ECGC in India’s foreign trade policy.
3. Analyze the role of ECGC in facilitating credit availability to
Indian exporters through banks.

9.6 Summing Up

In this unit, you have learnt all about export finance and its
significance in global trade facilitation, from the concept and
importance of it to its goals and main elements. This is particularly
relevant to the primary focus of this unit on the Export-Import Bank
of India (EXIM Bank) that explains the EXIM Bank goals, primary
responsibilities, and different funding areas, along with institutional
finance for imports, including the role of Developmental Financial
Institutions (DFIs), especially IDBI in providing medium- and long-
term financial support to meet import needs, and the role of the Export
Credit Guarantee Corporation (ECGC) in reducing export risk and
building confidence among exporters. The unit closes by discussing

Export Credit Insurance.

9.7 Model Questions :
Objective type questions : (Multiple choice questions/One word)
1. IDBI was established in the year:

a) 1956 b) 1964

c) 1982 d) 1991
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2. The primary function of ECGC is to:

a) Offer export incentives b) Provide export credit insurance

c) Collect export taxes d) Approve trade agreements

3. Name the financial institution which provides refinance to

banks for export credit.

Which organization promotes medium- and long-term export

credit in India?

EXIM Bank functions under the administrative control of

which ministry?
a) Ministry of External Affairs b) Ministry of Finance
¢) Ministry of Commerce and Industry

d) Ministry of Corporate Affairs

Short Answer Questions

What are the main functions of IDBI in export finance?
Explain the role of EXIM Bank in promoting exports.
What is the significance of export credit insurance in
international trade?

List any four areas of finance provided by ECGC.
Differentiate between pre-shipment and post-shipment
finance.

What are the key risks covered under export credit

insurance?

Long answers/ Essay type answers

1.

Describe the structure, functions, and role of EXIM Bank in
promoting international trade.

Discuss the various credit facilities provided by EXIM Bank
to exporters and importers.

Explain how EXIM Bank contributes to economic

development through its export financing initiatives.
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UNIT-10
INTERNATIONAL MARKETING DECISION

Unit Srtucture:
10.1 Introduction
10.2 Objectives
10.3  Product Design Strategy
10.3.1. Importance of Product Design Strategy:
10.3.2 Challenges in International Product Designing:
10.3.3 Product Standardization Vs Product Adaptation
10.4 New Product Development - Steps
10.5 Branding
10.5.1 Branding Levels and Alternatives
10.5.2 A Good Brand Characteristics
10.6 Packaging and Labelling
10.7 Summing Up
10.8 References and Suggested Reading

. 'Global Flavor, Local Taste: How Starbucks Entered and
Captivated China"

In 1994, Starbucks took its first strategic step into the Chinese market by offering
complimentary coffee to guests at several high-end hotels in Beijing. This subtle
yet impactful brand introduction aimed to familiarize the market with the Starbucks
experience. Several favorable factors supported this entry: there was a strong and
growing demand for quality coffee, especially among the expatriate community.
Additionally, local consumers—particularly the younger generation—were
increasingly drawn to Western brands and lifestyles, viewing them as aspirational.
This cultural shift created an opportunity for Starbucks to position itself not just as
a coffeehouse, but as a symbol of modern, cosmopolitan living. Plus the economic
and financial position of China showed positive trend with increase in income level
of middle income group. Many other factors such as local partnership building
strong relationship with the government etc. worked in favour of Starbucks.

Marketing decisions played a crucial role, whereby they enter the market through
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two modes of operations, i.e. licensed agreement and joint venture strategically with
Beijing Mei Da in 1998, a joint venture with the Taiwan based Uni-President Group
and opened stores in Shanghai in 1999 and in 2000, Starbucks entered into a joint
venture with Mei-Xin International Ltd, it also called “Coffee Concepts Ltd”. It
managed the operations in the region of Hong Kong, Shenzhen, Macau,
Guangzhou, and other parts of southern China. As a result for Starbucks, China is

the second largest market globally with 7500 plus stores presence.

10.1 Introduction
International marketing decisions

The case above highlights the different aspects of the international
market and its complexities which ranges from change in social
environment to change in its mode of operations in a country. To
fulfill the customers needs, aspirations and satisfaction level in the
global market is quite challenging, what is quality for one in a product
may not be satisfaction driven to the other buyer of the same product.
The competitive demands, attitudes, beliefs, interests, opinions,
associations and value expectations differ from nation to nation and
cultural variations too have their own impact in leading the customers
to decide on the acceptance and rejection of a product package offered
by the manufacturer. Say for example, buying a mobile phone fulfils
a customer’s basic need of making/receiving phone calls and to stay
connected, however a customer also wants status and a feeling of
owning a facility by preferring brands, for instance Apple or
Samsung. This additional package of add-ons highlights the fact that
other than the basic product a customer wants differ from country to
country and for an international marketer it becomes tough to match

the divergent customer wants.

In the day to day operation of a business there are major strategic
decisions which need to be taken by the management. In the case of

global business these decisions play a crucial role in the company’s
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success and expansion. With respect to marketing, the decisions in
local and global markets focus on the 7Ps, the only difference is the

global market and the local market and its complexities.

The marketing decisions are the strategic choices made by companies
when entering or operating in foreign markets, considering cultural,
economic, and legal differences. These decisions encompass various
aspects of the marketing mix, such as product, price, promotion, and
distribution, adapted to the specific needs and characteristics of the

target international market.
10.1.1 International Product Planning
What is a product?

As a product is the most crucial factor in any marketing activity, it is
important to have a clear idea on what a product is and its types. A
product is anything offered to a market that satisfies a need, which
includes both tangible goods and intangible services. This definition
extends beyond physical objects to encompass services, experiences,
ideas, and even organizations, highlighting the breadth of what can
be marketed to meet consumer demands.(Giirbiiz, 2018) (Saha,
2020). However the meaning excludes some other aspects of a

product, especially in the international market.

A product in marketing parlance can be defined ‘as a bundle of
physical, psychological, tangible and intangible, present and future
attributes that put together bring satisfaction or benefits to the buyer
beyond the price paid by him’. This definitions describes various

aspects of a product;

1. bundle of utilities or satisfaction - The products offered must
be able to bring utilities or satisfaction to the end-users or

consumers.
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2. includes both tangible and intangible part i.e. product and
services - A product encompasses not only tangible items like
physical goods and commodities, but also intangible elements
such as services, experiences, ideas, and even entities like
organizations and places (et al., 2019; Dudley &
MacNaughtan, 2002; Giirbiiz, 2018).

3. complete total offering or total product in the international
market, can be a combination of tangible as well as intangible
- When expanding into international markets, businesses must
consider how to adapt their product offerings to suit the
unique cultural, economic, and regulatory environments of

each target market.

Stop to consider
Type of Products

a) Industrial Products : An industrial product is a product used
in the production of other goods and services, rather than for
personal consumption. Example, Machinery, Tools and equipment,
Raw materials (e.g., steel, cotton, chemicals), Components (e.g.,
microchips, car parts)
Industrial services (e.g., maintenance contracts)

b) Consumer Products : A consumer product is a product
purchased by individuals for personal use or household
consumption. Clothing, Food and beverages, Electronics,
Toiletries, Furniture etc.

International product planning involves a ‘multifaceted decision-
making process that encompasses not only the selection of
appropriate products for specific international markets but also the
intricate adaptation of these products to resonate with the distinct

needs, preferences, and regulatory landscapes of each target locale’.
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In other wordes, it is a strategic decision making process in relation to
product offering of a manufacturer considering whether to
standardize, adapt or develop a new product. It's about making crucial
product-related decisions like product design, branding, pricing, and
packaging, all within the context of the global market and its diverse
consumer base. It also refers to the process of determining the length
and depth of the product line to be offered in the target international
markets. The length specifies the number of products to be offered
and the depth will relate to the various types to be adopted for the
same product in different international markets. For example, Procter
& Gamble has a wide product mix that includes various product lines,
such as beauty and grooming, health care, and home care. Within
these product lines, they offer numerous products (length), each with

multiple variations (depth) as well.

10.2 Objectives
Upon successful completion of this unit, students will be able to:

e understand the Concept of International Marketing - scope,

significance in the global business environment,
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® explain International Marketing Decisions - identify and
describe the wvarious types of international marketing
decisions and analyze its importance,

e describe International Product Planning - explain
international product planning including market research etc.
and outline the steps involved,

e discuss Product Design Strategy - understand the role of
product design, its process and types,

o cexamine New Product Development in the International
Context - the process and challenges and considerations
unique to new product development.

Understanding of global markets - explore Branding, Packaging, and

Labelling in International Marketing and steps

10.3 Product Design Strategy

International product designing is a comprehensive framework which
involves creating products that cater to the needs, preferences and
cultural nuances of consumers across different global markets. It
involves a thorough understanding of the target market, and then to
customize or adapt the product attributes to align with local tastes and
preferences. Effective international product design considers factors
such as functionality, aesthetics, materials, packaging ensuring that
products are not only appealing and usable for a global audience but

also compliant with local standards and practices.

It serves as a roadmap for aligning product vision with problem-
solving, target audience identification, feature prioritization, and
value proposition communication. A well-defined product strategy is
indispensable for organizational success, especially when venturing
into the complexities of international markets, as it provides a clear

direction for product development and market entry. (Winter, 1972).
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10.3.1. Importance of Product Design Strategy:

1.Global Market Understanding: A well-defined design strategy helps
businesses understand the specific needs, preferences, and cultural
nuances of different target markets. This understanding is essential
for tailoring products to resonate with local consumers. This
understanding is essential for tailoring products to resonate with local

consumers.

2. Meticulous design strategies ensure a user experience that
transcends geographical boundaries by factoring in the diverse usage
patterns, technological infrastructure, and cultural expectations
prevalent in different regions, resulting in interfaces and
functionalities optimized for seamless interaction worldwide. By
considering how users in various regions will interact with the
product, design strategies can ensure a seamless and enjoyable

experience, regardless of location.

3. Competitive Advantage: A unique and well-designed product can
stand out in a crowded global marketplace, attracting attention and
driving sales. An emphasis on innovative design not only carves out
a distinctive position amidst the competition but also cultivates a
perception of superior value, thus catalyzing increased sales and

bolstering brand recognition on a global scale.

4. Brand Building: Consistent design across different regions helps
establish a strong brand identity and build trust with global customers.
A harmonized design framework, encompassing visual aesthetics,
brand messaging, and overall user experience, solidifies brand
recognition and enhances credibility across international markets,
thereby fostering enduring customer relationships irrespective of

geographical location.

5. Cost-Effectiveness: A thoughtful design strategy can also lead to

more efficient production and marketing processes, ultimately
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reducing costs. An astute design approach streamlines manufacturing
processes, reduces material waste, and optimizes marketing
initiatives, culminating in substantial cost savings and improved

profitability in global operations

10.3.2. Challenges in International Product Designing:

Navigating the international product design landscape presents a
formidable array of challenges for businesses, ranging from cultural
to technological and also varying regulatory requirements and
intricate logistical networks. Few such challenges are discussed

below

1. Cultural differences: Understanding and respecting the
cultural nuances can be quite complex. While designing the
product one must ensure compliance with the culture and do
not offend local sensibility. For example, in disposable
packaging the colour green is unacceptable in Egypt and so

do black and white in Japan.

2. Language barrier : Product and packaging must be adapted to
include local language. The nuances inherent in diverse
languages necessitate a move beyond mere translation;
instead, transcreation becomes paramount, ensuring that the
product's core message and associated marketing collateral
not only convert accurately but also deeply resonate with the

target audience's cultural and emotional landscape.

3. Regulatory compliance : Navigating the intricate web of
international regulations and standards is a critical challenge,
as businesses must ensure their products adhere to the specific
legal and certification prerequisites of each target market,
which can span safety standards, environmental regulations,

and labeling requirements.
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4. Supply chain complexity : Coordinating and managing global
supply chains can be complex in itself, further amplified by
the need to navigate varying infrastructure conditions, trade
regulations, and logistical challenges across different regions,
all of which can impact product availability, quality, and cost-

effectiveness.

5. Sustainability and ethical consideration : Meeting consumer
demands for environmentally friendly and ethically sourced
products is a rising challenge for business. It requires careful
selection of materials, process, wastage disposal, product life

cycle impact.

Check Your Progress

Objective / Multiple Choice Questions

A product is:

a) A physical item only

b) A combination of tangible and intangible attributes
¢) Only a service

d) A brand name

A product design strategy in international markets should focus
on:

a) Uniformity across all markets

b) Cost alone

¢) Customer preferences and legal compliance

d) Domestic standards only

3. What is the difference between consumer products and
industrial products?

4. State any three challenges faced in international product
designing.

5. Explain the concept of international product planning. Why is
it important for companies entering global markets?
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10.3.3. Product Standardization Vs Product Adaptation

As discussed above, for developing a product meant for the
international market, various factors influence the decision. A
successful product from the home market can be marketed in other
parts of the world without any modifications such as Pepsi and Coke.
However, due to the divergent taste and preferences there is need of
alteration or developing a completely new product range meant for
international market. Product standardisation does not require much
change in the basics of the product except some overall change in the
outlook of the product on the other hand the more culture - bound a
product is the more adaptation is required say for example Pizza hut
and Dominos offering masala tikka flavour, kadhai paneer etc. for the

India taste buds.
Product Standardization

Product standardization is a process through which the product
originally designed for a local market is exported to other countries
with virtually no change except some cosmetic and ornamental
changes, translation of words etc in the packaging and labelling of the
product. Product positioning and other related strategies, more or less
remain the same. Say for example Revlon brand, sells its product
across the globe without much change in its formulations, advertising,

packaging etc.
Arguments in Favour of Product Standardisation

a) Simplicity and cost : It is a comparatively easy process to
understand and implement and is also cost-effective for the
manufacturers. Through standardisation, economies of scale

can be achieved by reduction in the production cost.

b) Image of the company : Product uniformity helps in

maintaining the image of the company. Say for example
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McDonald’s products across the globe are based on consistent

product quality and services.

c) Nature of product : With respect to few products, which are
not easily modifiable, say musical recordings and work of art
(cinema etc), due to its very nature modification will distort
the true nature of the product. In such a situation, maintaining
the originality is considered as a better option, however its

success in a diverse market is not easy to predict.

d) Technology : With regard to high - technology products, both
manufacturers and consumers in order to avoid confusion try
to go by industry specifications. Say for example, Tesla

Electric Vehicles, Apple iPhone ETC

e) Cultural Universal : Certain types of products due to their
universal nature need not require any modifications such as
watches, diamonds etc. In other words, these products have a
common value or function regardless of the diversity in the
international market. These products typically serve basic
human needs, aesthetic preferences, or technological
functions that are universally understood and appreciated. As
a result, they do not require significant cultural adaptation or

modification when marketed globally.
Product Adaptation

A product that is being very well accepted in a home country might
not get the same response in a global market, in such a situation
product adaptation becomes necessary. Product adaptation simple
means is the process of adjusting a product to meet the specific

requirements of a particular international market.
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McDonald’s
McDonald’s have customised their menu to meet the cultural and
religious food preferences, in India beef and pork are not sold
instead McAloo Tikki Burger (a potato-based patty) and
McPaneer (with Indian cottage cheese) are added in the menu, in

Japan Teriyaki Burger is offered to suit the local flavour.

A few mandatory reasons of product modifications are listed

below:

1. Global variation in physical conditions such as geography,
topography, weather, climatic conditions, per capita income,

standard of living etc.

2. Government mandatory standards differ in countries and to

gain entry into a foreign market it must be satisfied.

3. Difference in electrical current standards in countries makes
it compulsory to re-engineer and modify to meet the voltage,
frequency, and plug type used in each target country. Say
for example, the U.S. uses 110-120 volts, while most
European countries use 220-240 volts, in such a situation, A
U.S. hair dryer using 120V/60Hz would need to be re-
engineered or come with a transformer/adaptor to be sold in

the UK (which uses 230V/50Hz and a different plug type).

4. Measurement systems vary from country to country, for
example, A U.S. clothing brand selling jeans internationally
may need to convert inch-based sizes to centimeter-based

sizes for European or Asian markets.
Arguments in favour of product adaptation

The following are few points listed below highlighting the merits of

product adaptation :
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1. Cultural relevance : In order to meet the diverse needs of
culture with respect to varying tastes, traditions and
preferences, aligning products to meet the local norms

increases the chances of easier product acceptance.

2. Competitive advantage : In an international market to make a
product stand out, tailoring or customisation helps in easier
product recognition and differentiating it from competitors

products.

3. Increased market penetration and sales : A well adapted
product is more likely to be easily accepted by the customers
and thereby helping in better sales and easy market

penetration.

4. Legal and health regulation : Different countries have unique
laws and standards related to safety, health, labeling,
packaging, and ingredients. Adapting the product ensures
compliance with local regulations, avoiding legal issues and
penalties. Say for example, Coca- Cola in Europe uses sugar

(sucrose) in Europe and high-fructose corn syrup in the U.S.

Self-Assessment Questions

Identify any two Indian-origin companies that have expanded
internationally and explain how they have employed both product
standardization and product adaptation strategies to meet the needs
of global markets. Support your answer with specific examples.
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Check Your Progress

1. What is a product in the context of international marketing, and
how does its meaning extend beyond just the physical item?

2. Identify and discuss at least three major challenges companies
face when implementing product design strategies globally.
How can these challenges be overcome?

3. Why is it important to align design with local consumer needs
and preferences?

4. Compare and contrast the concepts of product adaptation and
product standardization in international marketing. Provide
examples of companies that have successfully used each

approach.

10.4 New Product Development - Steps

Many firms have witnessed that all product modification cannot be
cost effective for a firm. Also, from the customer point of view either
they cannot afford to buy the existing product line or go for the
modified version. In such a situation, developing a new product as per
the target market need seems to be a feasible option for the

manufacturers.
Process of new product development

The firms with marketing focus are always on the lookout to have a
competitive advantage and hence they try to introduce new and
innovative products to keep their marketing ability a step ahead of its
competitors. Further, a company needs to keep pace with change in
consumer dynamics demands and preferences which is affected by

various factors of the business environment.
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Even though a new product involves huge risk and its success is
unpredictable, marketers need to be open towards the idea of new
product development.

PROCESS OF NEW PRODUCT

DEVELOPMENT FOR
INTERNATIONAL MARKETS

GENERATION OF NEW
PRODUCT IDEAS

SCREENING OF NEW
PRODUCT IDEAS

DEVELOPING AND EVALUATING
INTERNATIONAL PRODUCT CONCEPT

ANALYSING PRODUCT
BUSINESS PROPOSAL

DEVELOPING THE
INTERNATIONAL PRODUCT
PROTOTYPE

MARKET TESTING
OF PRODUCT

INTERNATIONAL COMMERCIAL
LAUNCH OF PRODUCT

1. Generation of new product idea : In this initial stage of
developing a new product, ideas may generate from different
sources which can be internal sources and external sources. A
firm’s own international marketing department can provide
ideas on developing a new product and company executives
can sit together and brainstorm regarding the same. Various
other factors also contribute towards generation of new
product ideas, such as a majority of American brands such as
Pepsi, McDonald’s, Levis etc., which have gone on to become
international brands, were initially developed for the home
market. In addition, analysing the direct competitors and
indirect substitutes can also be a possible source of idea
generation. Big companies instead of imitating the product
idea tend to redefine the needs and desire of the customers and

develop a new and innovative product accordingly.
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2. Screening of new product ideas : In this step, ideas are
screened and evaluated to shortlist the most feasible ideas
from the list. A new product idea needs to align with the
company objectives and its vision and mission. It should also
meet the expectations and aspirations of the target market.
Some predefined criteria are set to evaluate the idea, say in
terms of the company's feasibility with respect to resource
availability, technology, manufacturing and marketing

capabilities is also considered.

3. Developing and Evaluating international product concept :
The idea thus selected and shortlisted is developed into a
drawing board concept to give an idea into the actual offering
that can be shown to the customers. The product until this step
has been intangible and henceforth it is laid out in the form of
drawing, sketches or through any digital platforms. Market
research undertakes product description testing to evaluate the
willingness, the purchasing capacity and the product attributes
acceptance from a select representative sample drawn from

the intended universe of customers.

4. Analysing product business proposal : In other words this
stage is also called business analysis, to assess the worth of
the product from a business point of view. The international
marketing firm will undertake analysis of commercial
feasibility, projected project investment, productions, sales
potential and estimated demand projection, which in turn
helps in projecting the profit. Also, in this stage, the company
is in a position to identify the acceptable price level of the
product which will ensure sales as well as keep the firm

profitable.

5. Developing the international product prototype : In this stage,

the R&D or engineering department converts a product
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concept into a physical product. This step involves a huge
jump in investment as it shows whether or not the product idea
can be turned into a workable product. This is also the stage
when any technological bottlenecks can also be resolved by
the firm, as the product manufacturing is taken up at the
assembly line. All the departments of the firm, such as
purchase, finance, marketing etc. work in close coordination
with each other, as the product is ready to be put in the

marketplace for testing.

Market testing of product : A product trial run is used to test
the marketing mix. Test marketing is an important part of the

product development process because it allows us to

collect and analyze customer feedback. It ensures that people
want the product and provides critical information that allows
us to fine-tune the quality of product and launch action plan

prior to a full-scale launch.

International commercial launch of product : At the final
stage, companies are now prepared to launch the new product
onto the market. For a successful launch, a company must
ensure that the product, marketing, sales, and support teams
are well-placed and should keep good track of its
performance. Companies must frequently monitor and
evaluate the success of the product launch and make

modifications if it fails to accomplish the expected goals.

Stop to Consider

Product positioning refers to the process of creating a distinct image
or identity for a product in the minds of the target consumers,
especially in comparison to competing products. It's how a product is
perceived by the target market — what space it occupies in their mind
— and what unique value or benefit it promises that makes it stand
out from competitors.

257




10.5 Branding

In international product planning there are four import decision areas
and they are branding, packaging, labelling and Product warranties

and services.

Brand
[‘brand]

A name, symbol, or other
marker that businesses
use to distinguish their
products from
competitors' and foster

a public identity.

2 Investopedia

As per the American marketing Association, ‘a brand is any
distinctive feature like a name, term, design, or symbol that identifies
goods or services’. The selection of a brand name that neither lose its

meaning nor image when

translated into diverse languages poses a serious challenge. In the era
of global market, branding also raises some unique challenges of
brand piracy, imitation and fake brand. Some famous international
brands in the technology industry are Apple — known for iPhones,
MacBooks, iPads, Samsung — Electronics, smartphones, home

appliances.

In the automotive industry are Toyota — Japanese car manufacturer,
BMW — German luxury cars, in apparels and fashion industry, Nike

— Sportswear and athletic gear, Zara — Fashion and fast retail etc.

Consumers are brand conscious - if not more so - because of their
social aspirations, sustainability factor etc. When a company is up for
sale, goodwill of the company adds some extra value to the sale price

and brand is an integral part of it. A brand equity is the value attached
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to a brand. For example, according to Interbrand’s 2023 Best Global
Brands Report: Apple’s brand value stands at $502.6 billion, Ist in

the world for 11 consecutive years.

The basic function of branding is :
1) to create identification and brand awareness ;
i1) guarantee a certain level of quality, quantity and satisfaction;

ii1) to help in promoting the product

10.5.1. Branding Levels and Alternatives

For a international marketer, in general there are four levels of
branding decisions:

a) No brand vs brand

b) Private brand vs manufacturer’s brand

c¢) Single brand vs multiple brand

d) Local brand vs worldwide brand

Branding vs No branding :

To brand or not to brand a product is not an easy decision in the
international market. It is not compulsory to brand each product as
branding is not a cost free proposition. While branding extra cost is
added in the form of marking, labelling, packaging and legal
procedures. In case of commodities ‘which are unbranded and
undifferentiated products’ that are sold by grade not by brand.
Branding in such a case is undesirable, along with that it allows
flexibility in quality and quantity control and lowers the production

cost and legal cost as well.

Branding on the other hand, allows premium pricing because of better
identification, awareness, promotion, differentiation, consumer

confidence, brand loyalty and repeat sales.
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Private brand vs Manufacturer’s brand :

When a distributor (retailer, importers, trading companies) in the
international market owns a product and sells it under its own brand
name instead of the third party manufacturer it is known as private
branding. For example, Reliance Trends' private clothing lines and
AmazonBasics. Private branding allows a distributor to create a
unique product by bundling or unbundling product attributes and then
adjusting the price accordingly. Also, it works like a defensive
strategy that guarantees that a distributor is not bypassed by its
suppliers. Further, for a manufacturer also some advantages of private
branding are, ease in haining market entry and dealers acceptance, no

promotional headaches and expenses.

A manufacturer brand is a brand owned and managed by the
producer/manufacturer, and sold through various distributors. For
example, Nike (Nike shoes sold in Foot Locker, Macy’s, etc.), Coca-
Cola (available in supermarkets, restaurants, vending machines),
Sony (electronics sold across multiple retailers), Nestl¢ (products like

KitKat or Nescafé¢).

Choosing a private or manufacturer brand depends on the bargaining
power, say if a distributor is well known and the manufacturer name
is not that well known in the market, so to penetrate the market in

such a situation the former option is feasible.

However, it needs to be noted that a private/manufacturer brand is not

an either/or proposition, it can be employed together.
Single brand vs Multiple brand :

In a single brand a company uses the same brand name, logo, and
positioning across all international markets. For example Apple,
Coca- cola, Nike etc. In this case, a brand is assured of receiving full

attention for maximum impact.
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When a company chooses to market several brands within a single
market based on the assumption that the market is heterogenous and
thus must be segmented. Consequently, a specific brand is designed
for a specific market segment. In simple words, a company uses
different brand names or tailored sub-brands in different countries or
regions, this is the case of multiple brands. For example, Unilever
(Dove, Lux, Lifebuoy, etc.) and Nestlé (Nescafé, KitKat, Maggi,
Perrier, etc.), Titan (Titan , Fastrack, Sonata, Raga etc). Multiple
brands are suitable when a company Wants to trade either up or down
as it has a tendency to hurt the firm's main business. Say, If a company
has the reputation of quality, trading down without creating a new

brand will hurt the prestige of the existing brand.
Local brand versus Worldwide brand :

Local brand is that which operates and caters to a specific country or
region often reflecting local culture, values, and consumer habits.
There are several reasons for using local brand, first in less developed
countries because of goodwill an international brand increases the
advertising budget Resulting in no benefit derived from the research
and development for local economies. In addition, the consumers are
forced to pay higher prices. Secondly, in a situation when a
manufacturer is unable to ensure uniform product quality across
countries it is considered to get a local brand. Third, when an existing
brand is difficult to pronounce, a new brand is desirable. Fourth, a
local brand is more easily understood and more meaningful for local

consumers.

A single worldwide brand is also known as International universal or
global brand. For a brand to be Global or worldwide it must by
definition have a commonly understood set of characteristics and
benefits in all of the markets where it is marketed. Coca-Cola is a
global brand in the sense that it has been successful in maintaining

similar perception across countries and culture. A worldwide brand
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has several advantages, firstly it tends to be associated with status and
Prestige. secondly, it achieves maximum market impact overall while
reducing the advertising cost as only one brand is pushed. For
example, the Bata company is considered to be a local brand in
various countries where its origin is in Switzerland. Thirdly a
worldwide brand provides the convenient identification, and
international Travellers can easily recognise the product. Finally, a

worldwide brand is an appropriate approach when a product has a

good reputation or is known for quality.

Brands decisions and its advantages

No brand

Lower production cost

lower marketing cost

lower legal cost

more flexibility in quality and
quantity control

good for commodities
(undifferentiated items)

Brand

Better identification
better awareness
better chance
differentiation
repeat sales
possible premium pricing

for product

Private brand

is in getting dealers acceptance
possibility of large market share
no promotional hassles and
expenses

good for small manufacturers

Manufacturer’s brand

better control of products and
features

better price

retention of brand loyalty
better bargaining power

creation of excitement among
employees

creation of competitive spirits
Avoidance of negative

with unknown brands and | Assurance of not being bypass
identity by channel members

Multiple brand (in  single | Single brand (in single market)
market) better marketing impact
utilisation of market | permitting more focus
segmentation technique marketing

full brand attention

reduction of advertising cost
elimination of brand confusion
among employees, dealers and
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connotations of existing brands
gain of more retail shelf space
Retention of customers who are
not brand loyal

allowing of trading up or down
without hurting existing brand

consumers
good for product with good
reputation and quality

Local brand

legal necessity

elimination of difficulty in
pronunciation

allowance of more meaningful

Worldwide brand

better marketing impact and
focus

reduction of advertising cost
elimination of brand confusion

names easy identification/recognition

elimination of negative | for international travellers
connotations Good for well known designers
avoidance of taxation on

international brands

quick market penetration by
acquiring local brand

of variation of
quantity and quality across

market

allowance

Source: Onkvisit, S., & Shaw, J. J. (1997). International marketing
(3rd ed., p. 429). Upper Saddle River, NJ: Prentice Hall

10.5.2 A good brand characteristics are:

A good brand name should possess certain characteristics and such
characteristics are widely discussed in various advertising and
marketing text books. Briefly a brand should be short, distinctive,
easy to pronounce and able to suggest product benefits without
negative connotations. Few characteristics of a good brand are
discussed below:

1. Negative connotations Negative connotations in
international marketing often arise when a brand name,

slogan, or product name carries unintended, offensive, or
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humorous meanings in another language or culture. Example,
Pepsi — “Come alive with the Pepsi Generation” when
translated in China, means “Pepsi brings your ancestors back

from the grave.”

Product image: A brand name should reflect the desired
product image in terms of its quality, purpose, style, or
emotional appeal. When Sprite, a soda drink, entered China,
they had to transform their entire brand identity. To localize
the product, they changed the name to xué bi. In Chinese
culture,’xué’ means snow while ‘bi’ translates directly to
blue-green. The combination of these two words strongly
suggests freshness—which perfectly mirrors the look of

Sprite’s packaging.”

Easy to pronounce: A brand name which is used worldwide
needs to have the characteristics of meaningful and easy
translation. So that it retains the original meaning and is easy

for the local consumers to remember and pronounce.

Unique or distinctive: As the very purpose of creating a brand
name is to provide a distinctive identity to a product, it needs
to stand out. In other words, a brand name should be clearly
different from competitors, easy to distinguish, and not easily
confused with other existing brands. It must stand out in the

minds of consumers.

Local culture : A global brand name should be able to cater to
the needs of different local cultures. What works in one
country might not work in another, and what is considered
normal in one culture can be considered offensive in another.
As a result, brands need to be highly aware of the cultural
context in which they are operating. They need to understand

local customs and traditions.
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Check Your Progress

1. Define branding in the context of international marketing. Why is
it important?

2. Discuss how cultural differences can impact branding strategies.

3. List and explain the different levels of branding.

4. What are the advantages and disadvantages of using a corporate
brand across all products internationally?

5. Compare manufacturer brands and private labels. How do they
compete in global markets?

6. What factors should companies consider when selecting a
branding alternative for international markets?

7. What are the key characteristics of a good international brand

name?

10.6 Packaging and Labelling

Much like the brand name, packaging is another integral part of a
product. The term "packaging" refers to the process and materials
used to wrap, protect, and present a product for storage, transport, and
sale. Packaging primarily serves two main functions which are
functional and promotional. A package must be functional in the
sense that it is capable of protecting the product at minimum cost.
Due to the factor of time and distance involved in international
marketing a manufacturer need to plan the packaging in such a way
that it provides extra protection. Further, the type of package chosen
must also be economical. In most of the countries the foreign
consumers are more concerned with the functional aspect of a
package then they are with convenience. For example, in the
Electronics (e.g., smartphones) — Japan or Germany usually phones
are packed in sturdy, shock-resistant boxes with foam inserts to

protect from impact, in Scandinavian countries milk or juice is often
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sold in Tetra Pak cartons with strong seals and labels showing eco-

friendly certifications.

From the marketing standpoint, the promotional function of
packaging is just as critical as the functional aspect. It attracts the
local customers' attention and also highlights the benefits or uses to

some extent.

Labelling carries valuable information regarding the ingredient usage
precautions expiry warranty or guarantee validity and conditions of
warranty or guarantee and retail price etc. international marketing
firms will have to carry out this information on their product labels
because it is generally mandatory by law in most countries to print
such details on the outer label and also insert other details printed
instruction inside the outer packages. information in as many
languages as the laws of the land demand, to ensure these are widely

understood by the customers of different countries

Some important considerations in international product

packaging and labelling are listed below:

Besides the statutory provisions which vary from country to country
an international firm will have to ensure the packaging of their

product takes into account the following important features:

1) Many times, in addition to the statutory provisions that form is
supposed to provide, the buyer abroad male like the international
marketing firm to print specific instructions on the packaging which

are also known as importer specific instructions.

i1) cultural influence cannot be ignored while designing the
packaging. the customs tradition, colour combinations, the style of
writing and even the packaging material used will have to take care

of religious and cultural philosophy and beliefs of different countries.
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ii1) In most of the Western countries, as also in the developing
countries, wider exposure is given to the products in big supermarkets
and shopping malls here the point of purchase salesman hardly gets
any role to play. It is the packaging and labelling that has to attract
the customers attention, the packaging therefore has to be attractive
and perform the task of point of purchase salesman and act as a

product hoarding to create a favourable sales impression.

iv) International marketing firms will have to take into account the
weather, climatic conditions available at air condition stores or open
stores, other stories conditions available in different countries and the
in transit handling of packaging. The retail store handling of the
package before it is finally sold off, was also to be kept in mind. The
packaging design should be able to withstand the stress and strains of

handling under extreme conditions.

v) The disposal of used products in many countries has been subjected
to legal environmental conditions. In many countries, wrapping paper
and outer packing paper have to be made environmentally friendly.
The international marketing firm will have to ensure their product
packaging meets the specific requirements of the pollution and
environment control statues. Another consideration, the firm should

consider reusable and recycle packaging.

vi) customer perceptions in terms of shape, size, colour, storage life,

reusability and aesthetics

Check Your Progress

1. What are the primary functions of packaging in international
marketing?
2. How does packaging influence consumer behavior in a global

context?
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3. Explain the role of labelling in ensuring product compliance with
international regulations.

4. Discuss how packaging can serve as a promotional tool.

10.7 Summing Up

In this unit, we had discussed the key aspects of international
marketing related to product planning and strategy: we have learnt
about matching product strategies with global market needs (key
learning objective 1) and the importance of designing a product
design strategy to stay competitive for meeting diverse customer
expectations (key learning objective 2). Designing products
internationally presents its own set of challenges, such as cultural
differences, regulatory compliance, and consumer preferences. A
discussion on product standardization versus adaptation will teach
students when they should keep offerings consistent across markets
and when they should tailor them differently. Finally, the unit guides
students through New Product Development (NPD), which is a step-
by-step process for launching new products in international markets
including ideation, screening, development, testing, and

commercialization.
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UNIT-11
INTERNATIONAL PRICING STRATEGY

Unit Structure:
11.1 Introduction
11.2 Objectives
11.3 Pricing Objectives
11.4 Pricing Methods
11.5 Dumping
11.5.1 Types of Dumping
11.6 Transfer pricing
11.7 Retrograde pricing
11.8 Summing Up
11.9 Model Questions
11.10 References and Suggested Reading

11.1 Introduction

Price is the currency value a customer is asked to pay for the product
or services offered for sale by the seller. Pricing, within the marketing
mix, is distinctive as the sole element directly responsible for revenue
generation, exerting a substantial influence on profitability and
financial performance of a company. Crafting effective pricing
strategies within the international marketing arena necessitates a
comprehensive understanding of diverse factors, including economic
conditions, competitive landscapes, regulatory frameworks, and
consumer behavior patterns, to achieve a delicate balance between

market penetration, profitability, and long-term sustainability.
A manufacturer uses three basic factors in determining the price:

a) Product cost - which includes the basic cost of raw materials, the

conversion cost and the related sales cost;
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b) Competitive product pricing - product positioning in the market
¢) Optimum price - determined by the forces of demand and supply

Few other factors which influence the international pricing strategy
are fiscal and exchange controls, exchange fluctuation, subsidies and
duties imposed by other countries etc. Even though the marketing
firm has introduced the best product and has also selected the best
distribution channel it will not sell if not correctly placed in the right
market segment. A product’s price must reflect the manufacturers’
objective in the market segment he/she wants his product to address.
Further, for a customer, it must reflect the quality and be able to meet
the value associated with the product as per the segment. In addition,
a product price should allow enough manoeuvrability to be able to
accommodate change in competitive pricing in the short as well as

long run.

For a company, determining the price of a product or service is quite
complex and a comprehensive framework covering all the aspects of
international marketing 1is essential. A firm undertakes this

comprehensive exercise to ensure:

a) Product is able to compete with competitive brands offering

the same product

b) To convey arelationship between the customer’s need and the

value perception a customer attaches with a product or service

c¢) The manufacturer gets adequately compensated for the
expenses incurred in the production process in the form of

various inputs (factors of production)

d) To provide adequate compensation to the middleman
involved in the distribution channel as they ensure availability
of product in the right time and place of convenience of the

customers
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11.2 Objectives

After going through this unit the student will be able to:

define international pricing strategy,
understand various pricing methods,
understand the concept of dumping, transfer pricing and

retrograde pricing in international trade.

11.3 Pricing Objectives

Pricing is like a tripod, the three legs being cost, demand and

competition. All the legs of the tripod support each other however at

first an international marketer needs to understand the objectives

behind setting the price. The main objective is to meet the needs of

the consumers in a competitive market so that the sales and the profit

are maximised. Few other objectives are discussed below:

a)

b)

Market penetration: In order to enter a new market, one may
adopt this strategy whereby low price is quoted so as to divert
demand from a regular channel of supply or generate new
demand for the product. This objective helps in gaining
market share and aims to get long term gain through higher

sales volume.

Market skimming: When launching a new/ innovative product
as per the objective the manufacturer can quote a higher price
as he/she is aware that there are a set of customers who are
ready to pay any price for a new/ innovative product, these
sets of customers are called innovators / early adaptors. Over
time, as competitors enter the market or demand levels out,
the price is reduced to attract a broader customer base. This

helps recover development costs early and can create a
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premium brand image. Say for example, Apple inc. launching

new handsets in the market.

c) Market share: In order to gain market share, a marketer with
this objective set the price in the international market after
taking into account the competitive price and the exchange
rate fluctuation. In a single market, the marketer can
determine the price depending upon the ability and the

willingness of the customers.

d) Cost recovery: A marketer in order to maintain international
operation has to incur huge costs in the form of tariffs,
logistics, and promotional activities. The price set by the
marketer needs to cover all the direct and indirect expenses,
this price adjustment makes the product/service resilient to the

changes occurring in the international market.

e) Long term positioning: Any global manufacturer aims to
establish a strong and sustainable position. This objective
supports brand image, customer loyalty, and builds market
reputation for the manufacturer which ensures building a long

term favourable image of the firm.

Self-Assessment Questions
1. List any three factors that influence international pricing.

2. Define international pricing. Why is it important in global
marketing?
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3. What is the role of long-term positioning in setting international
prices?

4. Why is maintaining price stability important in international
markets?

11.4 Pricing Methods

In international marketing firms can decide to have either a universal
price or can have a price which is higher or lower in the home market
if compared with the international market. A firm needs to keep in
mind some presumptions while following a differential pricing

approach. The two hypothetical situations are discussed below: -
a) Home market prices higher than the International market

A firm can justify a high price in the home market only if the

following factors and differences are noticeably in favour:

1) The labour or the raw material cost is higher in the home
country, in addition the cost of export comes down by the
export subsidies and other facilities extended by the

Government of the home country ;

i1) The firms pricing strategy is based on market penetration
pricing objective and in order to gain better market share in
international market, the firm can keep its price low in the

initial period;
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i11) In few cases, customers have a low propensity to pay, as a
result of which the marketer charges low prices in the
international market. For example, products from China, such
as toys, cosmetics etc are available at a cut price in

comparison with Indian products of similar quality.
b) Home market prices lower than the International market

A firm can justify a lower price in the home market and charge
higher price in the international market only if the following

factors and differences are noticeably in favour:

1) Limited competition can result in firms charging high prices
in international markets. In addition, when an innovative or new
product is in the introductory stage of the life cycle, a firm wants to
recover its initial expenses on research and development, under such
circumstances price difference between home market and

international market is common.

i1) The cost of manufacturing may be cheaper in the home market,

as compared to the cost incurred by the competition in other countries.

ii1) The international marketing firm caters to only a limited segment

of customers in the home country.

iv) The customers of other international markets have a higher
propensity to pay for the international marketing firm’s products in

their countries.

As discussed above, in both situations an international marketer has
a number of strategic options or pricing methods available to fulfill
the pricing objectives as well as meeting the demand of the customers.
Under no circumstances, a company can afford to sell at prices below
cost for a long time period. Also, to maximise profit a marketer can

charge higher prices, but from a customer perspective the product
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might not be worth the higher price charged. In addition, the price

should match the positioning strategy of the company.

Pricing Methods : The Pricing Methods are the ways in which the

price of goods and services can be calculated by considering all the

factors such as the product/service, competition, target audience,

product’s life cycle, firm’s vision of expansion, political influence,

and various others pricing and non- pricing factors etc. influencing

the pricing strategy as a whole.

a)

b)

Penetration Pricing : The rate issued for goods and services is
set artificially low in order to earn market share. After
achieving this, the price is increased. This strategy was first
used by France Telecom and Sky TV. Enterprises need to grab
the opportunity to hold on to customers, so they offer free
telephones or satellite dishes at minimal rates. And
eventually, people signed up for their services. After getting a
large number of subscribers, rates gradually go up. For
example, Tata Sky or any cable or satellite company, when
there is a premium movie or sporting event rates are at their
highest. Thus, they shift from penetration strategy to more of

a skimming or premium pricing strategy.

Cost - based Pricing : This method is also known as cost plus
pricing, whereby the company can either set the price on the
basis of the total cost of the product, or on the basis of its

variable cost.

1) Full cost pricing : Variable and fixed cost per unit is added
also the desired profit margin is added to come down to a final
figure which is added to the total cost. Variable costs include
cost of raw materials and components, labour costs, shipping
and freight etc, whereas fixed costs include cost of machinery,

factory cost etc. The Price can be calculated as P = [Fixed cost
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+ Variable cost + overhead cost + marketing cost] + specified

percentage of the total costs.

One of the major drawbacks of this pricing approach is that
the price of the product is directly related with the sales, if the
sales goes down the fixed cost per unit goes up and hence the
manufacturer needs to raise the price of the product. In
addition, the focus is on the internal costs rather than on the
customer’s ability or willingness to pay. In spite of the
drawback, it becomes easier to calculate the break even point,
which helps in the calculation of the sales volume required so

as to balance the revenue and cost.
i1) Direct cost pricing

In a situation, whereby a marketer has excess capacity of
product or has low demand, the desired profit margin is added
to the direct cost to obtain a price. Even though the price does
not cover the full cost of production, the manufacturer would
also be suffering loss. The validity of this strategy depends
upon the idle capacity as margin is covering some part of fixed
cost. Direct cost indicates the lowest price at which it is

sensible to take business if the alternative is to sit idle.

Competitors oriented pricing : In order to follow the price rate
of competitors or price leaders certain presumptions are, 1)
The product needs to be undifferentiated; ii) Competition is
intense in the segment; iii) Lack of market information. As a
beginner in the international market a manufacturer usually
follows cost plus method and also takes into consideration the

competitors price level.

By keeping into mind the above points a manufacturer can

have three alternate options in setting the price;

(1) Setting the price at the same level as that of the competitor.
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d)

(11) Setting the price below that of the competitor.
(ii1) Pricing higher than that of the competitor’s

Marketing oriented pricing : This is a very flexible policy in
the sense that it allows the prices to be changed in accordance
with the changes in market conditions. While following the

market trend pricing decision can be with regard to :

1) Pricing new product : For introducing any new product
target market is selected beforehand, say for instance if a new
microwave is launched the target groups can be hotels,
restaurants, families etc. Accordingly, for business purpose
price can be set high whereas price can be set low for families
using it for personal use. For a new product, a company must
decide its target market and also estimate the value that a

customer has set for the product.

A combination of high price and high promotion expenditure
is called rapid skimming strategy. The high price provides
high margins and heavy promotion cause greater product
awarness and knowledge. A slow skimming strategy
combines high price with low level of promotional
expenditure and is usually useful in case of patent protection

products.

A company practices rapid penetration strategy if it combines
low price with heavy promotional expenditure. The aim is to
gain quick market share at the expense of setting low price.
Slow penetration strategy involves combning a low price with
low promotional expenses. This pricing strategy is often used

in case of marketing own label products.
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HIGH .
P HIGH LOW
R
I . .
C Rapid skimming Slow skimming
E
Low Rapid penetration Slow penetration

Diagram : New product launch strategies

i1) Pricing existing product : a) Based on objective : In a price
sensitive market, if a company wants to increase its market
share it needs to take into account the competitors price as
well and adjust its price accordingly. Also, if a company wants
to hold or maintain its market share, the company reduces its
price in comparison to its competitors to hold its market share

and vice versa.

A company who is interested in increasing its revenue can do
the same even in situations if its sales are falling. By setting
premium price a company can achieve higher revenue. Also,
price change is subject to new positioning strategy, say if the
objective is to build a premium brand the company will price
its product higher however if the company wants to make it
available to a larger mass, the price can be lowered to make it

more competitive.

Skimming : Price skimming sees an enterprise charge a higher
rate because it has a substantial competitive benefit. However,
the benefit tends not to be sustainable and reasonable. The
high cost tempts new competitors into the market, and the rate
inevitably decreases due to increased supply. Producers of

smart phones used a skimming strategy. Once other producers
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penetrated into the market and the smart phones were
manufactured at a lower unit price, other marketing
approaches and pricing approaches were executed. New
products were launched and the market for smart phones

earned a reputation for innovation.

f) Economy Pricing: Here, the rates of marketing and
advertising a product are kept as low as possible.
Supermarkets often have economy brands for soups,
spaghetti, biscuits, etc. Budget airlines are popular for keeping
their overheads as low as possible and then providing the
customer a comparatively lower rate to fill an aircraft. The
first few seats are sold at a very low rate, almost an
advertisement rate price and the middle majority are economy
seats, with the highest rate being sold for the last few seats on
a flight i.e. in the premium pricing strategy. During times of

recession, economy pricing records more purchases.

Self-Assessment Questions

1. What factors should a business consider while choosing a pricing

method?

2. A company uses the formula “Cost + 20% profit margin” to set its
price. Identify the pricing method and discuss one advantage and one

disadvantage of using this method.
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3. Why might a firm choose marketing-oriented pricing over cost-
based pricing? Provide a real or hypothetical example to support your

answer.

11.5 Dumping

Dumping is a form of price discrimination, in simple words it means
exporting goods to another country at rates much lower than those
prevailing and being charged by the firm in its home country. GATT’s
1979 anti-dumping code also defines dumping as ‘the sale of an
imported product at a price lower than that normally charged in a
domestic market or country of origin. The price at which the product
is sold in the international market is usually less than the home
country price or sometimes even lesser than its production cost. This
harms the local producers and the economy as well as the production
sector. To prevent such a situation, a non-tariff barrier may be
implemented called an anti-dumping duty. This is a duty levied at a
value equal to the difference between the goods export price and their

nominal value.

11.5.1 Types of Dumping
There are several types of dumping of which few are discussed below:

Sporadic dumping is resorted mostly to sell out the excess stock that
may arise occasionally. In simple words, when a manufacturer with
unsold inventories wants to get rid of the excess supply, he/she may
resort to Sporadic dumping. Firms indulging in sporadic dumping
may not have any great interest or commitment in the foreign market;

their main interest may be to liquidate the excess stock. To preserve
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its competitive position at home, the manufacturer must avoid starting
a price war and the possible solution involves destroying excess
supply. For example, In 2016, the Directorate General of Anti-
Dumping and Allied Duties (DGAD) in India investigated sporadic
dumping of Sodium Citrate—a chemical used in food and

pharmaceuticals — imported from China.

Predatory dumping is more permanent in nature than sporadic
dumping. This strategy involves selling at a loss to gain access to a
market and perhaps to drive out competition. Once the competition is
gone or the market is established, the company uses its monopoly
position to increase price. For example, Chinese manufacturers
flooded the Indian market with ultra-low-cost solar panels,
pricing them well below the cost of production and significantly

lower than Indian solar panel producers.

Persistent dumping is the most permanent type of dumping, requiring
a consistent selling at lower prices in one market then in others. This
practice may be the result of a firm's recognition that markets are
different in terms of overhead cost and demand characteristics.
Japanese firms like Sony and Panasonic were found to be
consistently pricing televisions, VCRs, and other electronics

lower in the U.S. than in Japan.

Long-period dumping may be resorted to facilitate the utilisation of
the full capacity of the plant continuously. Operation at full capacity
lowers the average cost and increases profits in the home market. The
foreign market price must at least recoup the marginal cost of the

product and the home market price must be above the average cost.

11.6 Transfer pricing

Transfer pricing strategy refers to the pricing strategy adopted for

intra firms sale whether within the same borders or outside the state
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border but to the same corporate unit to which this fIrm belongs.
Another word, transfer pricing is a strategy by which a transaction
between the buyer and seller belonging to the same corporate parents
takes place. For example Ford Motors’ subsidiaries may buy or sell
to each other in India or abroad and the pricing strategy for selling
Ford Motors products to each other by different subsidiaries of Ford

motor is known as transfer pricing.

There are four basic methods used to determine transfer prices. The
first method involves transfer at direct manufacturing cost. The
problem with this method is that when a buying subsidiary acquires
merchandise at a very low price it has no incentive to hold down
expenses to maximize profits. The selling unit is also likely to be
unhappy for not showing profit, feeling that it is subsidizing an

affiliate of the firm's operations.

The second technique involves a transfer at direct manufacturing cost
plus a predetermined markup to cover additional expenses. Profit is
produced and added at every stage. The disadvantage with this
method is that the price generated may be too high because market

conditions are given secondary considerations to the markup taken.

The third course of action involves the use of market based transfer
price. The price, though competitive, may end up being too low for
the selling subsidiary because production cost may not be considered.
The fourth and the final process employs an arms length price as a
basis for determining transfer price. This price would be the price that
an affiliated trader would agree on for a particular transaction. The
problem with using this method occurs when the product has no

external buyers or is sold at different prices in different markets.

11.7 Retrograde pricing

Retrograde pricing is a pricing strategy used primarily in international

marketing, especially when dealing with developing countries. In this
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method, the selling price is determined first based on what the buyer
(importing country) can afford or is willing to pay, and then the
product is redesigned or adjusted to meet that price point. In short,
“Start with the price, then adjust the product.” Say for example,
Multinational companies like Unilever (through Hindustan Unilever
Limited) introduced shampoo sachets for 1. The rural market
couldn't afford full-size bottles, so HUL started with a price point
rural consumers could afford. Then it re-engineered packaging,

volume, and supply chain to make it profitable at that low price.

11.8 Summing Up

The importance of pricing strategies in international marketing is
examined in this unit, along with how they affect a company's ability
to compete, turn a profit, and successfully enter foreign markets. It
begins with an introduction and clear objectives to help learners
understand various aspects of international pricing. Important
objectives like profit maximization, market penetration, competitive
positioning, and return on investment are outlined in the section on
pricing objectives. The unit goes on to discuss several pricing
strategies used in global markets, such as competition-based pricing,
value-based pricing, and cost-based pricing. It emphasizes the
necessity of adjusting prices in response to cost structures, consumer
behavior, and market conditions. Dumping, the practice of selling
goods at unreasonably low prices in overseas markets, is given a lot
of attention. The unit goes into detail about the different types of
dumping, including predatory, persistent, and sporadic dumping, as

well as the effects they have on global trade.

11.9 Model Questions
Section A: Very Short Answer / One Mark Questions

1. Define the term pricing in marketing.
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A S I AT e S

What is the main aim of pricing in international marketing?
What is penetration pricing?

Give one example of a skimming pricing strategy.

Define cost-based pricing.

What is economy pricing?

Define dumping in international trade.

What is transfer pricing?

What is meant by retrograde pricing?

10. State one objective of pricing.

Section B: Short Answer Type (2—3 Marks)

1.

2
3.
4

e

Explain any two objectives of pricing.

Differentiate between penetration and skimming pricing.
What are the key features of competitor-based pricing?

How does market-oriented pricing differ from cost-based
pricing?

Why is transfer pricing controversial in international trade?
Describe the concept of dumping with an example.

State two limitations of using economy pricing.

List two advantages of cost-based pricing.

Write a short note on retrograde pricing with an example.

Section C: Long Answer / Essay Type (5—-8 Marks)

1.
2.

Discuss the importance of pricing in international marketing.
Explain the different objectives of pricing in international
markets.

Compare and contrast the following pricing methods:

a) Penetration pricing
b) Skimming pricing
c) Competitor-based pricing
d) Market-oriented pricing
Evaluate the advantages and disadvantages of cost-based

pricing.
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What is dumping? Explain its types with relevant examples
from India.

Explain transfer pricing and its implications on multinational
companies.

How does retrograde pricing help firms in price-sensitive
markets?

Explain with examples how international firms use different

pricing strategies to enter foreign markets.
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UNIT-12
INTERNATIONAL CHANNELS OF
DISTRIBUTION

Unit Structure:

12.1 Introduction

12.2 Objectives

12.3 International Channel System

12.4 Direct and Indirect Export/Channel

12.5 Marketing Environment and Distribution Strategies
12.6 International Logistics

12.7 Summing Up

12.8 Model Questions

12.9 References and Suggested Readings

12.1 Introduction

A customer at times purchases a product not on the basis of brand but
on the basis of its availability. Convenience in product purchase
provides customers higher satisfaction as compared to the time, effort
and money spent by a customer. In international marketing, this mega
task of ensuring product availability at all times is an important
function as a marketer needs to manage logistics, distribution and
supply chain in such a way that it becomes the most cost effective and
efficient way. In today’s marketing environment, manufacturers
cannot perform all the functions of distribution and hence this task

has become the task of a specialist.

The middleman selection becomes easier if the manufacturer has first
hand information on the legal, economic, financial and ethical

implications. However, one need to also keep in mind the fact that
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distribution channels in international marketing may vary in countries

and at times within the countries.

This chapter describes the varieties of intermediaries involved in
moving products between countries as well as within countries. The
task and functions of the various intermediaries will be examined. It
should be kept in mind that certain type of intermediaries do not exist
in some countries and that the pattern of use as well as the importance

of each type of intermediary varies from country to country.

12.2 Objectives
The reader should be able to-
e Explain the concept of International distribution channel
e Explain the concept of Direct and Indirect exports
o Discuss distribution strategies and supply channels in
international markets
e Explain and discuss the advantages and disadvantages of
middleman in international supply chain management
o Addresses the challenges in logistic management in

international marketing

12.3 International Channel System

As per the American Management Association channel of
distribution “organised network of agencies and institutions which
incombination perform all the activities required to link producers
with users to accomplish the marketing task”. Distribution does

establishes channels that handle:

1. the physical flow of goods and related services from the
factories of manufacturers to marketing channels which are

easily approachable by the end user and consumer
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2. it facilitates the transfer of ownership from the actual

manufacturer or the middleman to the ultimate customer

3. It manages backward flow of the price of goods realized from

the customer to the manufacturers

4. It regulate the flow of information about the product
performance and the customer feedback to the manufacturer
and the other Agencies involved in rendering services to the

customer

Thus, in simple words, Channels of distribution refer to the pathways
or routes through which goods and services flow from producers
to consumers. These are the intermediaries involved in making a

product available for consumption or use.

While the international marketing firms may look for outside agents
and seek their services and help within the home country. It has two

options abroad to reach its product and services to the end consumers:

1) direct entry through its own sales force, Sales offices, own retail

stores, retail showrooms and retail franchise outlets

i1) Indirect entry through distributors, stockist, retailers, stores and

wholesalers

12.4 Direct and Indirect Export/Channel

Companies used to principle channel of distribution when marketing

abroad:
1) Indirect selling
i1) Direct selling

Indirect selling, also known as the local or domestic channel, is
employed when a manufacturer in India, for example, markets its

product through another Indian firm that acts as the manufacturer's
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sales intermediary. As such the sales intermediary is just another local
or domestic channel for the manufacturer because there are no dealing
abroad with a foreign firm. By exporting through an independent
local middleman, the manufacturer has no need to set up an
international department. The middleman, acting as the
manufacturer's external export organisation, usually assumes the
responsibility for moving the product overseas. In other words, when
a manufacturer exports indirectly, he transfers the responsibility for

the selling job to some other organization/intermediary.

Direct selling is employed when a manufacturer develops an overseas
channel. This channel requires that the manufacturer deal directly
with a foreign party without going through an intermediary in the
home country. The manufacturer must set up the overseas channel to
take care of the business activities between the countries. Being
responsible for shipping the product to foreign market itself, the
manufacturer exports through its own internal export department or

organisation.
Advantages of Indirect Selling :

1. The indirect channel is simple and inexpensive as the
manufacturer incurs no start up cost for the channel and is
relieved of the responsibility of physically moving the good
overseas;

2. New exporters often face trust issues, even if their price and
quality match competitors. To gain credibility, it is advisable
to partner with a well-known distributor, as their established
reputation can help customers accept the product more easily.

3. Distributors handling a full range of complementary products
reduce selling costs, which may not be possible for a direct-
selling manufacturer unless very large.

4. The exporter avoids setting up an overseas marketing

operation.
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5. Distribution is straightforward and inexpensive.
6. Involving a local party reduces business risks.

Limitations of Indirect Selling :

The manufacturer even though has been relieved of any immediate
marketing cost but, in fact, has given up control over the marketing
of its product to another form. This situation may adversely affect
product success in the future. If the chosen intermediary is not
aggressive, the manufacturer becomes vulnerable, especially in the
case where competitors are careful about their distribution practices.
Moreover the indirect channel may not necessarily be permanent.
Being in the business of handling products for profit, the intermediary
can easily discontinue handling a manufacturer's product if there is

no profit or if a competitive product offers a better profit potential.
Advantages of Direct Selling:

1. One of the advantages of direct selling channels is active
market exploitation, since the manufacturer is more directly
committed to its foreign markets.

2. Direct selling allows the exporter to maintain full control, as
the channel improves communication because approval does
not have to be given to a middleman before a transaction is
completed. Therefore, the channel allows the company's
policy to be followed more uniformly over pricing, branding,
customer relationships, and marketing strategies, ensuring the
company’s vision is consistently implemented in the target
market.

3. For highly specialized equipment, buyers usually prefer to
deal directly with manufacturers to ensure reliable service and
support. Distributors often lack the technical expertise
required for pre-sale, point-of-sale, and after-sales service.

4. By selling directly, the exporting company can avoid paying

commissions to agents. If sales volume is high, establishing
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its own sales office may be more profitable than using a

distributor.

Limitations of Direct Selling

It is a difficult channel to manage if the manufacturer is unfamiliar

with the foreign market. Moreover, the channel is time consuming

and expensive. Without a large volume of business the manufacturer

may find it too costly to maintain the channel. In short, direct export

entails more risks, but more control and more return.

Check Your Progress
Q1. What is meant by an international channel system?

Q2. Give one example of a company using a direct channel

internationally.

Q3. Differentiate between direct and indirect international

distribution channels, highlighting their advantages
limitations.

Q4. Explain the concept of an international channel system. Why is

it important for companies operating globally?

and

12.4 Types of Intermediaries in International Marketing
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Direct Channel
a) Foreign Distributors :

A foreign distributor is a foreign firm that has exclusive rights
to carry out distribution for a manufacturer in a foreign
country or specific area. Orders must be channeled through
the distributor, even when the distributor chooses to appoint a
subagent or subdistributor. The distributor purchases
merchandise from the manufacturer at a discount and then
resells or distributes the merchandise to retailers and
sometimes final consumers. In this regard, the distributor’s
function in many countries may be a combination of
wholesaler and retailer. But in most cases that distributor is

usually considered as an importer or foreign wholesaler.
Example: Nestlé in Nigeria (via Veepee Group)

Nestlé, the global food and beverage giant headquartered in
Switzerland, often uses foreign distributors in markets where setting
up full-scale operations is less feasible initially. In Nigeria, Nestl¢
products such as Nescafé¢, Maggi, and Milo are distributed with the
help of local firms like Veepee Group, which acts as a foreign

distributor.
b) Foreign Retailer

A foreign retailers are used, the product in question must be a
consumer product rather than an industrial product. There are
several means by which a manufacturer may contact retailers
and interest them in carrying a product, ranging from a
personal visit by the manufacturer’s representative to mailing
catalogue, brochure and other literature to prospective
retailers. The use of personal selling or a visit, although
expensive because of travel costs and commissions for the

manufacturer’s representative, provides for a more effective
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d)

sales presentation as well as for better screening of retailers
for the distribution purpose. The use of direct male, although
less expensive, may not sufficiently catch the retailer's

attention.

For example, Adidas retail showroom, H&M retail

showroom, Apple retail showroom
State Controlled Trading Company

For some products particularly utility and telecommunication
equipment, a manufacturer must contact and sell to state
controlled companies. In addition, many countries, especially
those in Eastern Europe, have state control trading companies
which are companies that have a complete monopoly in the
buying and selling of goods. Being government sanctioned
and controlled for trading in certain goods, buyers for state
control trading companies are very definitely influenced by
their government’s trade policies and politics. Most
opportunities for manufacturers are limited to raw materials,

agriculture machinery, manufacturing equipments etc.

For example, State Trading Corporation of India Ltd. (STC) —
India, China National Cereals, Oils and Foodstuffs
Corporation (COFCO), Russian Export Center (REC), EGPC
(Egyptian General Petroleum Corporation).

End user

Sometimes a manufacturer is able to sell directly to foreign
end users with no intermediary involved in the process. This
direct channel is the logical and natural choice for costly
industrial products. For most consumer products, the
approach is only practical for some products and in some
countries. A significant problem with consumer purchases can

result from duty and clearance problems. A consumer may

294



place in order without understanding his or her country's

import regulation.
Indirect Channel

For a majority of products manufacturers may find it impractical to
sell directly to the various foreign parties. .. other. With an indirect
channel, a manufacturer deals with one or more domestic middlemen,
who in terms move and sell and sell the product to foreign middlemen
or final users. Although there are many kinds of local sales

intermediaries, all can be grouped under two broad categories :

a) Domestic agents : Domestic agents never take title to the
goods, regardless of whether the agents take possession of the

goods or not.

b) Domestic merchants : They own the merchandise, regardless

of whether the merchants take possession or not.
Export Broker

The function of an export broker is to bring a buyer and a seller
together for a fee. The broker may be assigned, some or all foreign
markets in seeking potential buyers. It negotiates the best term for the
manufacturer but cannot conclude the transaction without the
approval of the manufacturer in the arrangement done. As a
representative of the manufacturer the export broker may operate
under its own name or that of the manufacturer. For any action
performed the broker receives a fee or commission. An export broker
does not take position or title to the goods but is useful because of its
extensive knowledge of the market supply, demand and foreign
customers. This knowledge enables the broker to negotiate the most

favourable terms for the principal (manufacturer).
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Manufacturer’s Export Agent or Sales Representatives

A manufacturer export agent independent business person who
usually retains his or her identity by not using the manufacturers
name. The agent has more freedom than the manufacturer’s own
salesperson; a sales representative can select when, where and how to
work within the assigned territory. Like a broker, the manufacturers
export agents work for the Commission. Unlike the broker the
relationship with the manufacturer is continuous and more permanent
in nature. The contract is for a definite period of time and the contract
is renewable by mutual agreement between the manufacturer and the

sales representative.
Export Management Company (EMC)

An export management (EMC) manages, under contract, the entire
export program of a manufacturer. An EMC is also known as a
combination export manager because it may function as an export
department for several allied i.e similar but non competing
manufacturers. The EMC provides extensive services, ranging from
promotion to shipping arrangement and documentation. Foreign
buyers usually prefer to deal directly with the manufacturer rather
than through a third party. Therefore, an EMC usually full fields this
business need and does the business in the name of manufacturer and

1s even allowed to use the manufacturers letterhead.
Cooperative Exporter

A Cooperative exporter is a manufacturer with its own export
organisation that is retained by other manufacturers to sell in some or
all foreign markets. Except for the fact that this intermediary is also a
manufacturer, the Cooperative exporter functions like any other
export agents. The usual arrangement is to operate as an export

distributor for other suppliers, sometimes acting as a commission
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representative or broker. Because the cooperative exporter arranges

shipping, it takes possession of goods but no title.
Purchasing/ Buying Agent

The purchasing or buying agent represents the foreign buyer. By
residing and conducting business in the exporters country the
purchasing agent is in a favourable position to seek a product that
matches the buyers preference and requirement. Operating on the
overseas customer's behalf, the purchasing agent acts in the interest
of the buyer by seeking the best possible price. Therefore, the
purchasing agent’s client pays a fee or a commission for the services

rendered.
Country Controlled Buying agent

A country control buying agent performs the exact same function as
that of a purchasing or buying agent the only distinction being that a
country controlled buying agent is actually a foreign government
agency or quasi-governmental firm. The country controlled by agents
is empowered to locate and purchase goods for its country. This agent
has a permanent office location in countries that are major suppliers
or the country's representative may make formal visits to supplier

country when the purchasing need arises.
Resident Buyer

The resident buyer is an independent agent that is usually located near
highly centralized production industries. Although functioning much
like a regular purchasing agent, the resident buyer is different because
it is retained by the principle/manufacturer on a continuous basis to
maintain a search for new products that may be suitable. The long
term relationship makes it possible for the resident buyer to be
compensated with a retainer and a commission for business

transacted.
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Export Merchant

An export merchant seeks out needs in foreign market and makes
purchases from manufacturers in its own country to fill those knees.
Usually the merchant handles staple goods, undifferentiated products
or those in which brands are not important. After having the
merchandise packed and marked to specifications, the export
merchant resells the goods in its own name through contact in foreign
market. In completing all these arrangements, the merchant assumes

all risks associated with ownership.
Export drop Shipper

An export drop shipper, also known as desk jobber or cable merchant
is a special kind of export merchant, as all these names imply the
mode of operation requires the drop shipper to request a manufacturer
to drop ship a product directly to the overseas customer. Upon the
receipt of an order from overseas, the export job shipper in turn places
an order with a manufacturer, directing the manufacturer to deliver
the product directly to the foreign buyer. The manufacturer collects
payment from the drop shipper, who in turn is paid by the foreign
buyer. Their service is mainly used in case of low unit value products
such as coal, lumber, construction materials etc. The high freight
volume related to the low unit value makes it expensive to handle
such products physically several times. Minimising physical handling

reduces the cost accordingly.
Export Distributors

This distributor is authorised and granted exclusive right to represent
the manufacturer and to sell in some or all foreign markets. It pays
for goods in its domestic transaction with the manufacturer and
handles all financial risk in the foreign sale. An export distributor
differs from a foreign distributor simply in location. The export

distributor is located in the manufacturers country and is authorised
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to sell in one or more markets abroad. The export distributor operates
in its own name or that of the manufacture of. It handles all shipping
details, thus relieving the manufacturer of having to pay attention to

overseas activities.

Check Your Progress
True or False type :
1) Trade associations often provide valuable market information
and networking opportunities.
i1) Resident buyers are usually employed by foreign governments
to buy goods.
i11) Export merchants purchase goods from manufacturers and resell
them overseas on their own account.
iv) Export drop shippers carry large inventories in foreign markets.
v) Foreign distributors typically buy goods and resell them in their
own countries.
vi) State-controlled trading companies are privately owned
corporations.
Short Question Type
1. Who is an export broker in international marketing, and what is
their primary role?
2. Define an export agent and explain how they differ from export
brokers.
3. What is an Export Management Company (EMC)? State one
advantage of using an EMC.
4. Explain the concept of a cooperative exporter with an example.
Long Question Type
1. Analyze the role of trade associations in facilitating international
trade for exporters.
2. What are the risks and benefits associated with dealing with
export drop shippers?
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12.5 Marketing Environment and Distribution Strategies

The way goods are distributed in a market usually depends on that
country’s business environment which is dynamic by nature. So, it’s
common for the physical distribution system in a foreign market to
be quite different from the one used in the home country. For
example, an international marketer from a developed country may
discover that some distribution facilities available in their own

country do not exist in less developed countries.

A distribution channel that works well for a product in one country
might not be suitable in another. Sometimes, exporters have no choice
but to use the existing distribution system in the foreign market. Also,
if customers in a foreign market are used to buying a certain product
from a specific place, it can be very difficult to change their buying

habits and convince them to switch to another source.

Differences in Retail Distribution Channels Across Countries due

to business environment

The way consumer goods are distributed within a country differs
greatly from one country to another. As Fayerweather notes, there are
significant differences in the size and type of retail businesses

operating in various countries.

For example, in the United States, large supermarket chains dominate
food sales. In France, supermarkets are growing, but many people still
buy food from small local shops. In India, food is mainly sold by
countless individual vendors who either sit in open markets or run

very small shops.

Retail services also vary widely. In countries like India, shopping
often involves personal attention and bargaining between buyers and
sellers. In contrast, in wealthier countries like the USA, self-service

shopping is more common.
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Additionally, the range of products offered by retailers differs. In

lower-income countries, retailers often specialize in fewer products.

Finally, retail systems often reflect a country’s social class structure.
There are high-end stores serving wealthy customers, mid-range
stores for the middle class, and open markets or small roadside shops

catering to people with lower incomes.

International Business Environment and Retail Distribution

Trends

In countries like Canada and South Korea, large supermarkets and
chain stores are highly influential and dominate the retail sector.
However, in many regions of South America, such as Argentina and
Peru, large-scale retail chains are less developed or have only a minor

presence in the market.

For instance, South Korea’s leading retail giant, Lotte Shopping,
operates hundreds of hypermarkets, department stores, and
convenience stores nationwide, reaching millions of households and

helping distribute international products from around the world.

A noticeable trend is the increasing power of large retail firms. In
Canada, for example, retailers like Loblaw Companies have grown
significantly, purchasing much larger shares of domestic food
production over the past decade. This concentration puts
manufacturers in a vulnerable position, heavily reliant on these big

buyers.

Mass retailers like Walmart in Canada and E-Mart in South Korea
place enormous orders and maintain large inventories. In contrast,
many retailers in South American markets, such as Colombia or
Chile, are smaller, keep lower stock levels, and require fast deliveries
when restocking. Exporters who are used to dealing with large North
American or Asian chains face very different conditions in South

American markets. However, regional economic agreements in South
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America, like the Mercosur trade bloc, may encourage the

development of bigger retail chains in the future.

International retail businesses—that is, companies operating in
multiple countries—have been growing in prominence. These include
general merchandise retailers like Carrefour (France), Tesco (UK),
and El Corte Inglés (Spain), as well as specialized retailers such as

Decathlon (sports goods) and Habitat (home furnishings).

There has also been significant growth in international e-commerce
and mail-order businesses. Fast-food chains like Subway, Domino’s
Pizza, Tim Hortons, and Jollibee are expanding globally, showing
how retail and food services have become increasingly

internationalized.

Distribution Strategies

The following strategies are used :
a) Channel structure strategy

This strategy is aimed at reaching the optimal number of
consumers in a particular period of time, at minimal cost and
also maintaining the desired degree of control. In selecting
this distribution strategy a company needs to make a
comparison between direct and indirect channels which can
be based on parameters such as ; cost, product characteristics,
degree of control and some other factors. In this strategy a
customer receives holistic information about the product,
company and distribution channel and also acquires a strong

image of the product and brand.

For example, Apple operates direct retail stores worldwide
for high brand control but also sells through authorized

resellers in some countries.
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b)

Nestlé uses local distributors in many developing countries

due to their market knowledge.
Distribution scope strategy

This strategy provides an advantageous position to the
company for distribution of goods and services which is
effective for the target market. A company can adopt either of
the two options; providing exclusive distribution to sole
retailers or using an intensive distribution approach, whereby
a product is made available in all possible retail outlets. The
main goal of this strategy is to serve the chosen market at

minimal cost and also maintain the desired product image.
Multiple scope strategy

As the name specifies, in this strategy two or more different
channels of distribution are used to serve the market.
Companies adopt this strategy to maximize market coverage,
reduce reliance on any single channel, and effectively reach
different customer segments with varying preferences for how

they buy products or services.

It has two basic categories complementary and competitive.
In the complementary form, different channels are used to
serve separate market segments without overlapping, so each
channel complements the others and contributes to broader
market reach. For example, a company might sell premium
products through exclusive boutiques while offering more
affordable product lines through mass-market retailers,
ensuring that different customer groups are reached without
causing internal competition. Similarly, a business may
combine direct online sales for tech-savvy customers with
traditional distributors who serve those preferring in-person

shopping experiences. This approach helps avoid channel
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conflict and allows for targeted marketing strategies for

distinct groups.

On the other hand, the competitive multiple scope strategy involves
channels that overlap and compete for the same customers in the same
market. Companies deliberately use this strategy to strengthen their
market presence, offer customers multiple ways to purchase their
products, or encourage better performance among intermediaries

through healthy competition.

For example, Samsung sells smartphones through its own stores,
telecom carriers, electronic retail chains, and online platforms—

serving different segments and preferences.

Nike operates flagship stores, partners with sports retailers, sells
through e-commerce platforms, and has its own online store, creating

both complementary and competitive channels.
d) Channel Modification Strategy

In this strategy a change is introduced in the existing
distribution system on the basis of evaluation and critical
review so as to maintain an optimal distribution system on the
basis of changing business environment. One of the
requirements of this strategy is continuous evaluation of
existing channels, cost/benefit analysis, consideration of the
effect of the modified channel on other aspects of the
marketing mix and also the ability of the management to adapt

to the modified plan.
e) Channel control strategy

In this strategy in order to gain control of the channel, a
member of the channel administers the activities so as to
enable a centrally organised effort towards achieving the

common goal. The main advantage of this strategy is
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increasing control, correcting inefficiencies, realizing cost
effectiveness and gaining efficiencies of scale. In general, the
channel controller is a large firm with market leadership and

influence.

12.6 International Logistics

Logistics refers to the organized movement and storage of raw
materials, inputs, and finished goods to ensure that customer needs
are met at the right location, at the right time, and in the most cost-

effective manner.

International logistics refers to the systematic planning,
implementation, and control of the efficient movement and storage of
goods, services, and related information across international
boundaries to meet global customer demands at the lowest cost
possible. It plays a central role in a multinational company's global
strategy, significantly influencing cost-efficiency and overall
competitiveness. Further, logistics costs account for approximately
10-25% of a product’s landed cost. Efficient logistics management is
therefore essential for enhancing speed, improving operational

efficiency, and keeping expenses under control.

In international business, companies often have units or subsidiaries
spread across various countries, each with its own unique
environment. As a result, sourcing raw materials and marketing
finished goods require tailored plans and strategies. This geographical

and operational diversity adds complexity to logistics management.

Developing an international logistics strategy is crucial due to the
numerous challenges involved. These challenges can be broadly
classified into general and specific categories. General issues include

long distances that lead to increased time and costs, fluctuations in
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exchange rates causing foreign exchange risks, and inadequate

transport infrastructure in some regions.

Specific challenges differ across countries and may include variations
in transportation methods, availability of warehousing, and distinct
packaging and labeling regulations. Multinational enterprises
(MNEs) must understand and address these specific issues in the

countries where they operate, source materials, or target markets.
Key International Logistics Functions and Approaches:

1. Exporting Finished Goods from the Home Country:
Most companies begin their international logistics strategy by
exporting finished products directly from their home country,
such as the U.S. This approach helps enhance the productivity
and cost-effectiveness of domestic plants. Though overseas
manufacturing has its advantages, it also introduces risks and

challenges associated with managing operations remotely.

2. Local Manufacturing for Domestic Sales in Foreign
Markets:
Companies often face government-imposed barriers in
developing countries that favor local production over imports.
To overcome such restrictions and maintain a presence, firms
may choose to establish manufacturing units within these
countries. Although the investment can be significant, many
firms prefer this route to avoid exclusion from emerging

markets with future growth potential.

3. Overseas Manufacturing for Both Local and Export
Markets:
With the reduction of trade barriers and the formation of trade

blocs like common markets, companies are increasingly
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setting up large-scale manufacturing hubs in strategic
international locations. These facilities serve both local
customers and neighboring markets, allowing for greater
economies of scale and reduced logistics costs compared to

small-scale, single-country operations.

Exporting  Components and Raw  Materials:
When exporting complete products is not viable, companies
often export components, spare parts, or inputs—especially
for complex goods such as automobiles, pharmaceuticals, and
electronics. These components are sent either from the home
country or third countries to overseas plants for final
assembly, facilitating flexible and cost-effective global

production networks.

Key Components of International Logistics Planning

1.

Scheduling Material Arrivals: Ensuring timely arrival of
raw materials and inputs is essential for smooth production

and supply chain operations.

Warehousing and Inventory Management: This involves
selecting strategic warehousing locations globally and
maintaining optimal inventory levels to meet demand

efficiently.

Production Scheduling and Monitoring: Planning and
tracking the production process to ensure timely completion

and movement of goods through manufacturing stages.

Packaging, Transportation, and Delivery: Preparing
products for shipment, selecting appropriate transport, and

ensuring timely and safe delivery to customers.
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5. Selection of Transport Mode: Evaluating different
transportation options based on customer needs such as speed,

reliability, delivery frequency, and ease of pickup.

6. Transport Cost Evaluation: Analyzing all logistics-related
expenses including freight charges, insurance, handling,
warehousing, special packaging, documentation, damage or
spoilage, inventory holding, and interest costs on goods in

transit.

12.7 Summing Up

This unit provides a comprehensive overview of distribution channels
and logistics in the context of international marketing. It begins with
an introduction to the importance of effective distribution systems in
reaching global markets, followed by clearly defined objectives to
guide learning.

The unit explains the International Channel System, focusing on the
structure, functions, and participants involved in moving goods from
producers to international consumers. It emphasizes the need for
selecting the right channel partners and strategies to ensure efficient
product flow and market coverage.

The distinction between Direct and Indirect Export Channels is
highlighted, showing the benefits and limitations of each. While
direct channels offer greater control and customer connection,
indirect channels provide easier access to foreign markets through
intermediaries.

An important aspect covered is the Marketing Environment and
Distribution Strategies, where learners explore how cultural, legal,
economic, and technological factors influence distribution decisions.
It underscores the need for adapting distribution strategies to match

local market conditions.
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Finally, the unit focuses on International Logistics, which includes
the planning, implementation, and control of the physical flow of
goods across borders. This section covers key components such as
transportation,  warehousing, inventory management, and
documentation—critical to ensuring timely and cost-effective
delivery.

In summary, this unit equips learners with the knowledge to design
and manage efficient international distribution systems and logistics
operations, which are vital for global competitiveness and customer

satisfaction.

12.8 Model Questions
Multiple choice based questions
1) A key benefit of direct channels in international marketing is:
a) Lower promotional costs
b) Greater control over customer relationships
¢) Reduced paperwork requirements
d) Fewer legal regulations
i1) An Export Management Company (EMC):
a) Manufactures goods for export
b) Acts as an export department for several manufacturers
c) Is always a state-controlled trading company
d) Only operates in domestic sales
ii1) Foreign distributors typically:
a) Act as agents only
b) Purchase goods and resell them in their own country
c¢) Operate entirely in the exporter’s country
d) Work for government embassies
iv) International logistics involves:
a) Only packaging and warehousing

b) Coordination of movement and storage of goods globally
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c¢) Only financial transactions in export markets

d) Domestic advertising campaigns
Short Answer Questions:
1) Differentiate between direct and indirect channels in international
marketing.
i1) How do purchasing agents help in international marketing?
iil) Give one example of a state-controlled trading company.
iv) Why is international logistics important for exporters?
Long Answer and Questions:
1) Explain the key components of international logistics planning.
i1) Dicsuss briefly any two distribution strategy in international
marketing environment.
ii1) Describe any three intermediaries involved in international
marketing and their roles.
iv) Compare and contrast direct and indirect international channels,

citing examples.
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UNIT-13
INTERNATIONAL PROMOTION

Unit Structure:

13.1 Introduction

13.2 Objectives

13.3 International Promotion

13.4 Communication Mix

13.5 Determining Advertising Strategy
13.6 Steps in Developing Effective Advertising
13.7 Summing Up

13.8 Model Questions

13.9 Answers to Check Your Progress
13.10 References and Suggested Readings

13.1 Introduction

After deciding the nature of product range, pricing and distribution
policies, the international marketer should decide about how to
promote their products and communicate with their target audience.
Communication in the international market has to be very effective.
The International marketer needs to carefully understand the market,
including the cultures, traditions, languages of the markets and then
determine  their  advertising  strategy  accordingly. The
communication mix includes tools and strategies (with the help of)

which a company’s products can be effectively promoted.

In this chapter, we shall discuss in detail about the promotion and

communication (in the) within international markets.

13.2 Objectives:
After going through this unit, you will be able to-

e comprehend the idea of international promotion,
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e discuss the communication mix for an international marketer,
e explain what advertising strategy is,
e understand how an international marketer should design an

advertising strategy.

13.3 International Promotion

Let us first understand what the meaning of international promotion
is. You must know that promotion is a tool used by the marketers to
communicate about their products and services to target audience
and persuade them to make purchases. Just like domestic marketers,
international marketers also need to promote their products and
services in the international markets. International promotion refers
to the process of communicating and promoting products in markets
across the domestic borders of the marketers. It includes the
strategies international marketers use to inform, persuade and
remind target customers in foreign markets about their products and
services. It should be remembered that the home country
environment is different from the host country environment. In this
context, international promotion must address the issues of cultural

differences, legal and regulatory matters of the host country.

Students, the main goals and objectives of international promotion

are as follows:

e To build brand awareness and brand loyalty in the international

markets.

e [t also has the objective of persuading the target customers to

purchase the company’s products and services (of the company).

e Another objective of international promotion is to remind
existing customers, as well as retain customers in the

international market.
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Let us consider an example of Coca Cola for international

promotion.

In its global advertising campaigns, Coca Cola delivers universal

values such as sharing and happiness. It also localizes its advertising

campaigns by using local celebrities and cultural references.

Check Your Progress
What is Promotion?
What is International Promotion?
International promotion must address the issues of
in the host country markets. (Fill in the blank)

State one objective of international promotion.

Stop to Consider

What we have learnt-

International ~ promotion refers to the process of
communicating and promoting products in markets across the

domestic borders of the marketers.

International promotion includes those strategies that
international marketers use to inform, persuade, and remind
target customers in foreign markets about their products and

services.

International promotion must address the issues of cultural

differences, legal and regulatory matters of the host country.

13.4 Communication Mix:

Communication mix is also known as the promotion mix. There are

four major elements in promotion mix. The international marketer

needs to make a decision regarding which element of the
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communication mix should be used for effective promotion of its
products and services in the international market. The most
important points that guide the international marketer to make such
a significant decision are the marketing environment, company
resources and policies. Now we shall discuss these four elements in

detail.
a. Advertising:

Advertising is defined as any paid form of non-personal presentation
and promotion of ideas, goods or services by an identified sponsor.
The challenges associated with international advertising for
marketers include different advertising regulations, different
languages and cultures in different countries. Let us take an
example. Procter & Gamble’s advertisement for Pampers brand
diapers in the United States failed in Japan initially. The successful
commercial in the United States of America could not deliver the
same message and values to the Japanese audience due to cultural

differences between the two countries.

International marketers have two options of advertising: Mass

advertising or Direct advertising.

e For marketers who have resource constraints and whose
business is of small volume should prefer direct advertising.
Direct advertising is marketing communication addressed
directly to the specific targeted customers. For example: sales

literature, gifts, etc.

e On the other hand, mass media advertising uses mass media
such as television, newspapers, magazines, radio, etc., to reach a
wide range of the general public. The effectiveness of
advertising media is different in different countries. International
marketers need to analyze the availability, cost and coverage of

different available media. Advances in communication
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technologies, particularly the internet, are causing significant

changes in international advertising.
b. Sales Promotion:

Sales promotion refers to those marketing activities that stimulate
consumer purchases and improve retailer or middlemen
effectiveness. These are short-term incentives offered by marketers
which are directed towards retailers or consumers to encourage sales
or purchases. Sales promotions are generally designed to
supplement advertising and personal selling in the communication
mix. International marketers should be aware of the different

regulations regarding sales promotion in different countries.

In international marketing, sales promotion may take the form of
trade fairs and exhibitions, demonstrations, samples, gifts, contests,

games, lotteries etc.

It should be noted that trade fairs and exhibitions are effective

promotion methods for small exporters.

Sales promotion is also effective for reaching those consumers in
rural markets of less developed nations that are hard to access due to
media unavailability. Let us understand an example. Coca-Cola and
Pepsi spend a considerable amount on carnival trucks in Latin
America as a part of their sales promotion activity. These carnival
trucks make frequent trips to villages to attract customers and

promote their products.

Check your Progress
5. Communication mix is also known as . (Fill in
the blank)
6. Mention one challenge associated with international
advertising.

7. What is advertising?
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8. Give an example of direct advertising.
9. Mass media advertising uses what type of Mass media?
10. Sales promotions are _ incentives of the marketers.
(Fill in the blank)
11. Sales promotion may take the form of —
a. trade fairs and exhibitions,
b. demonstrations,
c. samples,
d. all of the above
(Choose the correct option)
12. Sales promotion is targeted towards consumers and
retailers. (State whether true or false)

13. Trade fairs are effective sales promotion methods for

. (Fill in the blank)

¢. Personal Selling:

Personal selling is defined as oral presentation in a conversation
with one or more prospective purchasers for the purpose of making
sales. In international marketing, personal selling is preferred by

marketers when the following conditions are satisfied:

e the product is technical in nature,
e the product is of high unit value, and

e the number of customers is limited.

There are three broad ways of personal selling for an international
marketer. This classification is dependent on how and where the
prospective customers are contacted by the sales personnel. Let us

now discuss what these three ways are.

o By Vising customers in foreign markets: Here, the foreign

prospects are met in their respective foreign markets by
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domestic based travelling salesperson or by salesperson attached

to the company’s office in the foreign market.

By meeting customers at trade fairs and exhibitions: Trade
fairs and exhibitions enable meeting many prospective
customers at one place. Salespersons can meet customers at the
International Trade fairs and exhibitions held in the home
country or foreign countries. For example, Hannover Messe in

Germany, held every year attracts a large number of people.

By meeting prospective customers visiting the home country:
When foreign prospects visit the home country of the marketer,
meetings can be scheduled with them. Foreign customers may

visit at their own initiative or may be invited by the marketer.

The advantages of personal selling in markets overseas are as

follows:

d.

As personal selling involves direct interaction with the customer,
this helps in getting a better feedback about the product.

It also makes customer grievance handling simple.

Personal selling is an alternative for marketers who cannot make
huge expenses on advertising.

It is flexible as personal selling can be made suitable to each
customer or situation.

Personal selling is the most effective method for explaining
product features and clarifying doubts of customers. This leads
to actual sales.

Public Relations:

Public relations include a variety of programmes designed to

improve, maintain or project a company’s image or product image.

In International marketing, the marketer should create good

relationships with press and other media for communicating

messages to the general public and customers.
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The main role of public relations in international marketing is:
e (QGetting positive news and reports about the product or company
released through media.

e Managing unfavourable rumours, stories and events.

In India, the export promotion organisations play a great role in

promoting India's exports through public relations.

Corporate sponsorships is a classification of public relations. It also
plays an important role in generating positive image of the
company. For example: Ford’s sponsorship of the Australian Open

tennis tournament.

Stop to Consider

What we have learnt-
e Communication mix or promotion mix has four elements.
e The elements of promotion mix are Advertising, Sales
promotion, Personal selling and Public relations.
e For effective promotion in the international market, there
should be careful decision making by the international

marketer regarding their communication mix.

Check Your Progress
14. What is personal selling?
15. Personal selling is preferred by marketers when-
a. the product is technical in nature,
b. product is of high unit value, and
c. the number of customers is limited.

d. All of the above
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16. There are broad ways of personal selling for an
international marketer. (Fill in the blank)

17. Personal selling makes customer grievance handling simple.
(State whether true or false)

18. Corporate sponsorships play an important role in generating
positive image of the company. (State whether true or false)

19. What is Public relations?

20. Public relations help in managing

13.5 Determining Advertising Strategy

Advertising plays a key role in International Marketing. We have
already discussed that advertising is defined as any paid form of
non-personal presentation and promotion of ideas, goods and
services by an identified sponsor. It needs to be understood that
international advertising decisions pose huge challenges for many
companies. Some of these challenges are cultural and language
differences between different markets, different levels of media
availability as well as conflict between company head office and

subsidiary office personnel.

Despite the various challenges posed by international advertising,
there is one basic question that disturbs international marketers.
That is, whether to standardize or localize their advertising. Thus,
international marketers have to make an important strategic decision
whether the basics of an advertising campaign developed at home
nation can be transferred to other nations or not. Thus, they are

faced with the following two situations:
a) Standardisation of advertisement

b) Localisation of advertisement
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Let us now discuss these two strategies in detail.
a) Standardisation of advertisement:

Standardising international advertising is a practice of advertising
the same product in the same way everywhere in the world. Thus the
same advertisement format can be used for the markets abroad. It is
believed that universal advertising can work if it supports a
standardized approach. There are certain appeals like the desire to
be beautiful which is universal. Such appeals as ‘mother & child’,
‘freedom from pain’ and ‘glow of health’ know no boundaries and

therefore can be standardised.

There is an apparent trend towards standardization. Several
international marketers have been supporting the concept of
standardization of advertisements. This is because of the advantages
of standardized advertising. Some of these advantages are as

follows:

e Firstly, there is cost savings.

e Secondly, advantages of economies of scale benefit worldwide
advertising.

e Thirdly, standardization permits full utilisation of home office

advertising expertise.

For example: Business people in countries like US, Singapore, India
may not differ much and have similar preferences. In such a case,

standardized advertising strategy can be used to reach them.

Now let us understand when international marketers should
standardize their advertisements. Standardisation of advertisement is

possible in the following situations:

e When worldwide customers form bases for identifying the
market segment to serve instead of countries.

e When countries have similar customer behavior and lifestyle.
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e When the product is industrial or highly technical.

e  When home country product positioning strategy is meaningful
even in the host country market.

e When host countries have similar physical, political and legal
environments.

e When there exists similar marketing infrastructures in both

home and host countries.

Check your Progress

21. Standardising international advertising is a practice of
advertising the same product in the same manner in all
markets overseas. (State whether true or false)

22. There is no savings in standardization. (State whether true
or false)

23. Standardisation is impossible when countries have similar
customer behavior and lifestyle. (State whether true or
false)

24. Standardization permits full utilisation of = office

advertising expertise. (Fill in the blank)

B) Localisation of advertisement:

Localisation or customization of advertising for each target market
in other nations is justified on the grounds of cultural differences
between various nations. Localised advertising has been advocated
by international marketers when there are huge challenges of
adopting standardized advertising. Let us understand this with the
help of an example. General Motors’ successful ‘Nova’ car did not
do well in the Latin America. This is because, ‘no va’ when

translated into Spanish means ‘does not go’. Hence this shows the
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adoption of customization proves to be a better decision of

international marketers.

Let us see a few reasons for preference of customization over

standardized advertising.

e A standardized advertising is particularly unfavourable when
there are differences in lifestyle, level of wealth, market
structure, and various environmental factors besides cultural
differences in the host nations.

e The common needs of people belonging to different nations do
not identify that the same product will be appreciated in the
same way.

e Intense competition and increasing sophistication of foreign

consumers have led to localization of advertisements.

Therefore, in such situations, customization of advertising seems to

be rational.

Stop to Consider
What we have learnt-

e International marketers have to make an important strategic
decision whether the basics of an advertising campaign
developed at home nation can be transferred to other nations
or not.

e Two strategies associated with international advertising are-
standardization or localization of advertisement.

¢ International marketers need to choose either standardization

or localization or balance between these two strategies.

13.5.1 Advertising Strategy Selection

As conditions between different nations differ, localized versus

standardized advertising decision has become a complex one for
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international marketers. In search for a more effective and
responsive promotion program, international marketers are
increasingly managing a balance between standardization and
customization of advertising. This makes the international marketers

enjoy the benefits of both standardization and localization.

Let us now understand the choice criteria for localization or

standardization of advertisement.

a. Environmental Factors: The environmental factors that affect
advertising transferability across national borders are the

following:

e Rate of economic growth of host country

e Per capita income and distribution of income
e Average size of household

e Level of literacy

e Level of education

e Auvailability of satisfactory media

Advertising decision should be taken after a close analysis of

environmental factors.

b. Cost/Benefit relationship: Choice of advertising strategy also
depends on a careful consideration of cost versus the benefits. If
the cost of localization of advertisement exceeds the benefits
that can be derived from it, it is desirable to choose standardized
advertising. On the other hand, if localized advertising provides

opportunities to the marketer, then it should be adopted.

c. Organisational support: The support from home office
regarding the overseas advertisement strategy plays an important

role taking a decision about localization or standardization.

d. Regional segmentation: If markets are segmented on a regional

basis, example, Europe, Latin America, SAARC nations etc.,

323



€.

standardized advertising can be used in a regional segment of
the market. Customisation of advertising can be done in
different regional market segments. Thus it enjoys the benefits
of both localization and stndardisation. For instance, a pan-
European advertising strategy would identify all European
countries and then design a promotional program for that
regional segment. This strategy has been followed by IBM and
Mars candy.

Language and cultural diversity: Knowledge of languages and
cultural diversity is of utmost importance while designing an
advertising strategy by an international marketer. Word to word
translation in a different language may also create problems in
advertising. For example: An advertisement in the Middle East
featuring an automobile’s new suspension system after
translation meant “the car was suspended from the ceiling”. To
avoid these kinds of blunders in advertising, intensive

customization strategy should be adopted.

Check your Progress

25. Localisation of advertising for each target market in other

nations is justified on the grounds of

between various nations. (Fill up the blank)
26. Organisational support is not significant in international

advertising. (State whether true or false)

Self Asking Questions

1. Defend either side of the proposition that advertising can be

standardized for all countries.
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2. How can advertisers overcome the problems of low literacy

in their markets?

13.6 Steps in Developing Effective Advertising

The important steps in developing an effective marketing

communication for international marketers are as follows:

a. Identifying the Target Audience: For any marketing
communication, the foremost step is to identify the target
audience. Since the conditions in different countries are
different, the target audience in these countries may differ even
for the same product. Example, in an advanced country, the low
income group people may be using certain consumer durables
which are being used by high income group people in a

developing nation.

In certain cases, the same product may be used to satisfy different
needs of the customers in different markets across nations. For
example, bicycle is used as a means of transport in a developing
nation. While in some developing and advanced countries, bicycle is
used for sporting and exercising. Hence the target audience is
different. Communication program should also be different for

varied target audiences.

b. Determining Communication objectives: In this step the

marketers should determine their communication objectives. The
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communication objectives depend on the target audience, stage
of the product in its life cycle, level of competition and so on.
For example, when a particular product is in the introduction
stage in a market overseas, the emphasis of communication is on
consumer education and creation of primary demand. In another
market of a different nation where the product is at other stages
of the life cycle, the communication objectives would be
different for that market. Again when there is a serious new
competition in one market, countering competition would
become a major communication objective in that market at that

time.

c. Determining the message: Next the message for the advertising
program should be determined. While designing the message,
proper attention should be given to the message content (what to
say), message structure (how to say it logically), message format
(how to say it symbolically) and message source (who should
say it). In international marketing, there is an influence of
cultural and legal factors on the decisions regarding the message
content, structure, format and source. Hence the same message

may not be appropriate in markets across nations.

Factors of the message like colour, values, beliefs, humour, tastes
and appropriateness of the spokesperson delivering the message
should be chosen utmost carefully; else the message may be
perceived incorrectly. For example, Marketer wants to convey
coolness for a product, so the green colour is used in the message.
However, the people in the tropics may decode green as dangerous

or associate it with some disease.

d. Budget Decisions: The size of the total promotional expenditure
and the apportioning of this amount to the different elements of
the communication mix are very significant but difficult

decisions for an international marketer. The most important
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methods that are used to set promotion budgets are Affordable
method, Percentages of sales method, Objective and task method

as well as Competitive parity method.

Communication Mix Decision: There are four elements of the
communication mix- advertising, sales promotion, personal
selling and public relations. Difference in the marketing
environment of different nations may necessitate variations in
the communication mix. This is because a channel or
communication medium that is very effective in one market may
not be so effective in another market. On the other hand, some
communication medium may not be available or underdeveloped

n certain markets.

Check your Progress

27. The same product may be used to satisfy different needs
of the customers. (State whether true or false)
28. The communication objectives depend on-
a. the target audience,
b. stage of the product in its life cycle,
c. level of competition,
d. all of the above
(Choose the correct option)
29. Message content means what to  in a message. (Fill
in the blank)

30. Mention one method used to set promotion budget.
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13.7 Summing Up:

International promotion includes those strategies international
marketers use to inform, persuade and remind target customers

in foreign markets about their products and services.

There are four major elements in promotion mix: Advertising,

Sales promotion, Personal selling and Public relations.

International marketers have to make an important strategic
decision whether the basics of an advertising campaign
developed at home nation can be transferred to other nations or

not.

International marketers need to choose either standardization or

localization or balance between these two strategies.

The factors that guide an international marketer to choose their
advertising strategy include environmental factors, cost/benefit
relationship, organizational support, regional segmentation and

language and cultural diversity.

The steps in developing effective advertising are: identifying
target audience, determining communication objectives,
determining message, budget decisions, communication mix

decisions.

13.8 Model Questions:

1.

Critically analyse the advertising strategies available to an

international marketer with suitable examples.

What is international promotion? What are its objectives? Give

examples.

Explain the advantages of personal selling?
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4. What are the ways in which personal selling can be done by the

international marketer?

5. Discuss the different communication mix for an international

market.

6. Differentiate between mass media advertising and direct

advertising in the international market.

7. State the major role of public relations in international

marketing.

8. Discuss how an international marketer can choose their

appropriate advertising strategy.
9. Explain the steps in developing an effective advertising.

10. Write a short note on sales promotion.

13.9 Answers to Check Your Progress

1. Promotion is a tool used by the marketers to communicate about
their products and services to target audience and persuade them to

make purchases

2. International promotion refers to the process of communicating
and promoting products in markets across the domestic borders of

the marketers.

3. Cultural differences, legal and regulatory matters of the host

country

4. International promotion has an objective of persuading the target

customers to purchase the products and services of the company.
5. Promotion mix

6. One challenge associated with international advertising is

different languages in different countries.
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7. Advertising is defined as any paid form of non-personal
presentation and promotion ideas, goods or services by an identified

sponsor.
8. Sales literature

9. Television, Newspaper
10. Short term incentives
11. d. All of the above
12. True

13. Small exporters

14. Personal selling is defined as oral presentation in a conversation
with one or more prospective purchasers for the purpose of making

sales.

15. d. All of the above
16. Three

17. True

18. True

19. Public relations include a variety of programmes designed to

improve, maintain or project a company’s image or product image.
20. Positive image

21. True

22. False

23. False

24. Home

25. Cultural differences

26. False

27. True
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28. d. all of the above

29. Say

30. Affordable method

13.20 References and Suggested Readings

Baack,D.W., Czarnecka,B., Baack,D. Infernational Marketing,

Sage, 2" edition

Cateora, P.R., Graham, J.L., Salwan,P. International Marketing,
McGraw Hill Education, 2013

Cherunilam, F. International Marketing: Text and Cases,

Himalaya Publishing House, 2010

Giligan,C., Hrid,M. [International Marketing: Strategy and
Management, Routledge Library editions, 2013

Jain,S.C. International Marketing, South-Western, 2001

McAuley, A. International Marketing: Consuming Globally,
Thinking Locally, Wiley, 2001

Solberg,C.A. International Marketing: Strategy Development
and Implementation, Routledge, 2017

okskkook

331



UNIT-14
ROLE OF EXPORT ORGANIZATIONS

Unit Structure:

14.1 Introduction

14.2 Objectives

14.3 Export Organizations

14.4 Role of Export Organizations

14.5 Management of Sales Force

14.6 Summing Up

14.7 Model Questions

14.8 Answer to Check Your Progress
14.9 References and Suggested Readings

14.1 Introduction

In this unit, firstly, we are going to understand about export
organizations and the role played by the export organizations. As
you know, exports are products and services produced domestically
that are sold to buyers in markets overseas. Exports have many
advantages for the domestic country, the most important is
generation of revenue. Besides, exports help in exploring new
markets and increasing sales.

We shall also be discussing about sales management in details in

this chapter. It is a very important aspect of international marketing.

14.2 Objectives

After going through this unit, you will be able to-

e Understand what are Export Organizations

e Discuss the role of Export Organizations in International
Marketing

e Explain the essentials of management of sales force
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14.3 Export Organizations

Export trade is very significant for a nation. The bodies that promote

and facilitate exports are known as export organizations. The key

export organizations in India are as follows:

a.
b.

C.

d.

c.

Federation of Indian Export Organizations (FIEO):
Export Promotion Councils (EPCs)

Commodity Boards

Export Development Authorities

India Trade Promotion Organization

Let us now understand these export organizations in detail.

a.

Federation of Indian Export Organizations (FIEO): FIEO is
the apex body of export promotion organizations. It was set up
in 1965 with its headquarters in Delhi. It engages in a number of
export promotion activities for exports from India to overseas
nations. It has prepared export strategy for many states in India.
FIEO provides the crucial interface between international
trading community of India and the Central and State
Governments, financial institutions, ports, railways, surface
transport and others engaged in export trade facilitation. It
publishes bulletins, reports, articles to keep exporters up-to-date
about international trade.

Export Promotion Councils (EPCs): EPCs are non-profit
organizations registered under Societies Registration Act or
Companies Act. They are under the administrative control of the
Department of Commerce, Government of India. The main role
of EPCs is to project India’s image overseas as a reliable
exporter. It also monitors the observance of international
standards by exporters. There are 14 EPCs at present. Some of
them are EEPC India, Project Exports Promotion Council of
India (PEPC), Council for Leather Exports, Sports Goods Export
Promotion Council, Gem and Jewellery Export Promotion

Council, etc.
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C.

Commodity Boards: Commodity Boards are statutory
organizations responsible for production, development and
export of certain specified commodities. There are five
commodity boards in India for tea, coffee, rubber, spices and
tobacco. They help these commodities in their export by linking
people abroad who are interested in buying these commodities.
A brief discussion on a few types of commodity boards has been
given below.

Tea Board: Tea Board is an Indian Government controlled
organization that regulates the trade in Indian tea. It was
established by an enactment of the Tea Act in 1953 with its
headquarters in Kolkata. It co-ordinates research institutes, tea
trade and government bodies and ensures technical support of
the tea trade.

Coffee Board: The Coffee Board was set up by an act of the
Parliament in 1942. It functions under the Ministry of
Commerce and Industry of India to promote coffee production.
It is mainly engaged in conducting coffee research and
promotion of the sale and consumption of coffee in India and
abroad.

Spices Board: The Spices Board is a promotion agency for
Indian spices set up in1987. It has state of the art testing
laboratory through which the Spices Board undertakes

mandatory quality checks for spices exported from India.

Check Your Progress
1. Exports are products and services produced domestically that
are sold to buyers in markets overseas. (State whether true or
false)
2. The bodies that promote and facilitate exports are known as

. (Fill in the blank)
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3. Name one export organization in India.

4. Mention one commodity board.

5. Thereare  Export Promotion Councils in India at present.
(Fill in the blank)

6. is the apex export promotion organization in India.
(Fill in the blank)

7. EPCs are registered under . (Fill in the blank)

d. Export Development Authorities: These authorities are
responsible for the promotion and facilitation of exports of
certain goods and services from India. A few Export
Development Authorities of our country include Agricultural
and Processed Food Export Development Authority (APEDA),
Coconut Development Board (CDB), Export Inspection Council
of India (EIC), Jute Manufactures Development Council
(JMDC), Indian Institute of Packaging (IIP), Indian Institute of
Foreign Trade (IIFT), Marine Products Export Development
Authority (MPEDA).

e. India Trade Promotion Organization (ITPO): It is the nodal
agency of the government for promoting the country’s export
trade. Its activities include organizing of fairs and exhibitions in
India and abroad, organizing buyer-seller meets, product
promotion, and contact promotion programs abroad. Besides it
develops quality infrastructure, conducts promotion through
overseas department stores, organizes market surveys abroad

and engages in information dissemination to facilitate exports.
14.4 Role of Export Organizations:

After discussing the different types of export organizations, we can

note down the role of export organizations as follows:
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The first and foremost role of export organizations is the
promotion of exports in our country.

Secondly, these organizations provide the interface between
international trading community of India and the Central and
State Governments, financial institutions, ports, railways and
surface transport.

Thirdly, these organizations try to provide infrastructural
support to the exporters for promotion of their exports.

Export organizations are engaged in providing latest information
through publications or other ways.

These organizations also promote the production, development,
testing and research of certain products with the objective of
increasing their popularity, sales and demand in the overseas
markets.

Besides, export organizations also engage in organizing of fairs
and exhibitions in India and abroad as well as arrange buyer-
seller meets to boost exports.

They motivate top performing exporters through awards and
recognitions.

These organizations help exporters identify opportunities for
exports in markets overseas.

Export organizations assist exporters in fulfilling statutory
requirements like export documentation, license applications and

SO On.

Check Your Progress
8. What is the full form of APEDA?
9. _ organizes fairs and exhibitions. (Fill in the blank)
10. Export organizations motivate top performing exporters

through . (Fill in the blank)
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Stop to Consider
What we have learnt -
e Exports have many advantages for the domestic country.
e The key export organizations in India are as follows:
» Federation of Indian Export Organizations (FIEO):
» Export Promotion Councils (EPCs)
» Commodity Boards
» Export Development Authorities
» India Trade Promotion Organization
e Export organizations play a significant role in the promotion

of exports from India.

14.5 Management of Sales Force
It should be remembered that sales force of an organization have a
direct contact with the customers. The growing global competition
and dynamic nature of international marketing has necessitated
closer ties between the company and its customers. Developing and
maintaining such closer ties with the customers is possible with the
help of an efficient and committed sales force. Thus, an effective
international sales force constitutes a great concern for international
marketers.

Management of the sales force for overseas market is a significant

part of international operations of an organization. Below a

discussion has been made on management of sales force in overseas

markets.

a. Designing the sales force: This is the first step in management
of sales force. The design decisions regarding the number,
characteristics, and assignments of sales force is affected by the
following factors:

e Selling environment,

e Competition,
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e Firm’s resources,

e Firm’s capabilities.
Decisions also need to be taken about territory allocation and
customer call plans. Such decisions need to be taken very carefully

in the context of the resources involved for international operations.

Self-Asking Questions
Select one export organization in India. Try to gather more

information about it and understand its activities in detail.

b. Recruiting marketing and sales personnel: The sales force
comprises of the largest personnel requirements overseas for
most companies. Such sales personnel can be recruited from
three sources- expatriates, local nationals and third-country
nationals. An organization may include all these three types of
personnel in a particular host market abroad depending on
qualifications, availability and the company’s needs. It should be
remembered that these personnel can be recruited through
advertising in newspapers, magazines or the internet, or through
employment agencies or referrals. Let us now discuss these three
types of sales personnel that can be engaged in markets abroad.

e Expatriates: They are home country nationals who are assigned
on marketing assignments in the host countries. For example: A
company’s home country is India. Its host countries include
USA and Japan. When Indian nationals are assigned duties in
either USA or Japan, then they will be known as Expatriates.

The number of sales personnel from home country to be assigned to

foreign countries varies according to size of the operation,

availability of qualified locals and other organizational
requirements. It should be kept in mind that expatriates are assigned

foreign marketing operations in the following circumstances:
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ii.

When the products of the company are highly technical and in-
depth knowledge about the products and its usability is
necessary;

When extensive background information regarding the product,

company, applications is must for selling in the overseas market.

Let us now discuss the advantages of assigning expatriates in

international markets.

1.

ii.

iil.

1v.

Expatriates are home country nationals and hence more
dependable;

Expatriates have technical training, better knowledge of the
company and its product line;

Expatriates selling in the overseas markets add prestige to the
products of the company;

Communication between the head office in home country and

expatriates in foreign countries is more open and free flowing.

Let us now discuss the disadvantages of assigning expatriates in

international markets.

1.

1i.

iil.

Maintaining a large force of expatriates in foreign countries
involves a huge cost for the company as the expatriates should
be given special cost of living benefits, moving expenses and so
on.

Expatriates generally face many challenges related to culture,
language and legal aspects in markets abroad.

There is a general reluctance among home country marketing
personnel to take up foreign assignments on a very long term

basis.

Check Your Progress
11. The design of sales force is affected by which one of the
following?
a. Selling environment,

b. Competition,
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c. Firm’s resources,
d. All of the above
(Choose the correct option)

12. Developing and maintaining such closer ties with the
customers is possible with the help of an efficient and
committed sales force. (State whether true or false)

13. Who is an expatriate?

14. Expatriates face challenges related to . (Fill in the
blank)

ii.

il.

Local Nationals: Locals nationals are people from the host
country who are assigned marketing assignments in that
particular country. For example: When the parent corporation in
the USA recruits Indian nationals to work in its subsidiary office
in India (host country), then they will be known as Local
nationals. There are a handful of benefits for the company when
they assign local nationals in marketing.

Locals generally do not face challenges related to culture or
legal aspects as they are working in their own country but for a
foreign company.

Local nationals possess more knowledge about their own
country’s business structure, distribution systems and networks.
Qualified, capable local nationals employed in the host country

are cost effective for the company.

Let us now discuss the disadvantages of assigning local nationals in

host markets.

1.

1i.

The headquarter may ignore the advice of the local nationals;
Sometimes, the home office and local national may not be able
to communicate effectively which may lead to lack of

understanding between them;
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iii. Home office may also face the problem of unavailability of
qualified persons in the host country who can take up marketing
assignments.

e Third-Country Nationals: Third country nationals are
personnel who belong to any other nation apart from the home
country or host country. For example: home country is USA and
host country is Japan. When an American company recruits an
Indian national to work in the host country office in Japan, then
that personnel who neither belongs to the home country nor host
country is known as Third-country national. These are truly
global personnel where nationality has little to do with in which
country they work. Thus, based on their requirement and the
availability of talented people, organizations engage more and
more third-country nationals for marketing operations.

c¢. Selecting sales and marketing personnel: Company must
clearly set what is expected of personnel who shall be selected
for international marketing positions. This can be done through a
formal job description of the job position. Also special
requirements specific to the host countries should be mentioned.
Below, we shall discuss some requisites/ traits needed for
selecting marketing personnel for international assignments.

e Maturity: Expatriates and third-country nationals should have
high levels of maturity. This is because they have to work
abroad more independently than their domestic counterparts.

e Emotional stability: Personnel selected for international
marketing assignments should have high emotional stability.
This is because they have to live and work in nations where
cultures are different and hence they should be very sensitive to

such dissimilarities.
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e Knowledge: Apart from the technical know-how and
specialization, such personnel should also possess knowledge of
local languages of the countries where they are posted.

e Flexibility: Marketing personnel assigned international
assignments should be very flexible and high adaptable to
changes in the foreign markets and environments.

e Energetic and enjoy travel: Marketing personnel need to enjoy
travel and be energetic and enthusiastic about travel as their job
demands frequent travelling.

These traits can be assessed through the process of interviews,

paper-and-pencil tests,  biographical information and reference

checks. Selection should be done very carefully. This is because

selection mistakes can prove to be too costly for the organization.

Stop to Consider
What we have learnt-
e Management of sales force for international marketing
include:
» Designing the sales force
Recruiting marketing and sales personnel
Selecting sales and marketing personnel

Training for international marketing

Y V V V

Motivating sales personnel and designing
compensation systems
» Evaluating and controlling sales personnel

e Sales personnel can be recruited from three sources-
expatriates, local nationals and third-country nationals.

e All the above sales personnel have their own advantages
and disadvantages. International marketer should decide
carefully whom to select.

e Traits needed for selecting marketing personnel for
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international assignments are maturity, emotional stability,

knowledge, flexibility, energetic and travel enthusiast.

d. Training for international marketing: Training is required for
all the three types of personnel selected for international
marketing operations: expatriates, local nationals and third-
country nationals. Training for expatriates focuses on the
language, customs and special sales problems that they will
encounter in these markets. Training for local nationals
emphasizes on the company, its products, technical information
and selling methods. It should also be noted that in international
marketing, sales personnel require continuous and more training
than their domestic counterparts. This is because of the lack of
routine contact with the parent corporation and its marketing
staff. The method of training to be used can be decided by the
parent corporation based on suitability.

e. Motivating sales personnel and designing compensation
systems: Sales force requires high level of motivation to meet
the challenges of their job. In international marketing,
motivation of sales personnel is more complicated because they
have to deal with different cultures and philosophies.
Motivational patterns of the sales force is also affected by the
nationality of the sales person. For example, individual
incentives that are successful in United States may fail in Japan
because of cultural differences. However, some of the ways
through which sales force can be motivated are promotion, good
compensation packages, performance-based incentives and
proper communication between the parent corporation and the
sales personnel in host countries.

Appropriate compensation systems should be designed for the

expatriates, local nationals and third country nationals who are
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assigned international sales assignments. Compensation should be
such that the sales force are motivated enough to function

effectively in a very competition environment for sales.

Check Your Progress
15. Are local nationals cost effective for the company?
16. Who are third country nationals?
17. Marketing personnel need to enjoy travel. (State whether
true or false)
18. Ways through which sales force can be motivated are-
a. promotion,
b. good compensation packages
c. both (a) and (b)
d. neither (a) and (b)

(Choose the correct option)

f. Evaluating and controlling sales personnel: It should be
understood that sales and sales personnel or sales force are
inseparable for an organization. Evaluation and control of sales
personnel is an important part of management of sales force.
Getting a good foothold in the market is possible through
efficient and committed sales force. Therefore, the evaluation of
the performance of sales personnel is inevitable for any
organization. The better the performance of the sales force, the
more are the chances of the firms in enhancing their sales and
profits. Hence organizations should give utmost care and
importance to an impartial and fair evaluation or appraisal or
measuring of their sales personnel’s performance.

Methods of evaluating performance of sales personnel: Sales

evaluation means evaluating or measuring the performance of the

sales personnel with the help of certain methods to understand how
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they are performing on their sales jobs and what needs to be done to
improve their performance. Measuring the performance of each
sales person is necessary for determining their promotion,
compensation and training on the basis of the level of performance.
The sales personnel performance can be evaluated by two broad
methods: qualitative and quantitative methods. Let us now discuss
these methods in detail.

i. Qualitative methods: These methods measure the performance of
sales personnel qualitatively. Such methods can again be classified
into three types — Merit rating, customer opinion of salesmen and
personal observation by sales executives. Let us now have a detailed
understanding of each of these methods.

a. Merit rating: Merit rating is a method in which the sales person is
evaluated by their superior by rating him on the basis of his
performance in his job. A rating form is used in this method that
lists traits/characteristics to be measured. A numerical scale is
present against each trait ranging from high to low. The salesman is
evaluated by the superior by rating him high or low on the basis of
each of these traits. These traits can be dependability, judgement,
knowledge of products, sales task etc.

b. Customer opinion of salesperson: This is an opinion based
method. This method evaluates performance of sales personnel on
the basis of the opinions about the sales people gathered from
customers and dealers. Sales managers collect regular feedback
about the sales personnel and their performance from customers and
dealers. The sales people who provides dealer assistance, advice,
helps customers in getting good service gets favourable opinion
from customers and dealers. Therefore, a good customer and dealer
opinions are a sign of success and good performance of the sales
personnel. On the other hand, a bad opinion is a sign of poor

performance of the salesman. Favourable and unfavourable opinions
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about the sales personnel guide the sales managers in evaluating the
performance of sales people in their jobs.

c. Personal observation by sales executives: The sales managers
use their personal observation in judging and understanding the
positive and negative aspects of the performances of the sales
personnel. There should be continuous observation of the sales
personnel so that their true performances in the job can be judged.
This method is basically a casual one that is used in the day-to-day

evaluation of performance effectiveness of the sales personnel.

Check Your Progress

19. is a method for evaluating sales personnel
performance. (Fill in the blank)

20. Sales evaluation means evaluating or measuring the
performance of the sales personnel. (State whether True or
false)

21. Which method evaluates performance of sales personnel on

the basis of the opinions gathered from customers?

a Merit Rating

b. Personal observation by sales executives
c. Customer opinion of salesperson

d. Sales Scorecard

(Choose the correct option)

ii. Quantitative methods: These methods measure the performance
of sales personnel quantitatively. Such methods can again be
classified into two types — Analysis of sales records and reports and
Comparison of salesperson’s performance with quota.

a. Analysis of sales records and reports: This analysis starts with
the sales call report. Information from the call report is summarized

on a sales person’s weekly or monthly sales record file. The
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summarized sales record of each salesperson show a concise report
of the salesperson’s sales, commission, travel expenses, number of
calls, products sold and other facts about his activities. Now the
sales manager can make a weekly or monthly analysis of the
performance of the sales personnel based on such summarized
records. If the analysis of such sales records shows outstanding
performance of the sales personnel, then appropriate recognition in
the form of promotion or bonus is needed to be given. Else
corrective action should be taken promptly.

b. Comparison of salesperson’s performance with quota: Let us
first understand what is quota. Quota or sales quota is basically a
target set for the sales personnel which is expressed in terms of the
number of units or rupees for a specific period and territory. The
sales quotas are fixed by the management for each salesperson on
the basis of consultation with the salesperson, analysis of market
potential, past sales performance, advertising, competition, the
ability and judgement of salesperson as well as the prevailing
economic conditions. Thus, these sales quotas form the standards of
accomplishment against which the performance of each sales
personnel is evaluated by the management. The standards set in the
sales quota are compared with the actual performance of the sales

personnel.

Self Asking Question
Give your viewpoints regarding the best method to evaluate sales

personnel in the international market.

Stop to Consider
What we have learnt -

e Sales evaluation means evaluating or measuring the

347




performance of the sales personnel with the help of certain
methods to understand how they are performing on their
sales jobs.

e The sales personnel performance in an organization can be
measured by two broad methods: qualitative and quantitative
methods.

e The Qualitative methods are Merit Rating, Personal
observation by sales executives and Customer opinion of
salesmen.

e The Quantitative methods are Analysis of sales records and

reports, Comparison of salesman’s performance with quota.

14.6 Summing Up

Exports have many advantages for the domestic country, with
the most important being the generation of revenue.

The bodies that promote and facilitate exports are known as
export organizations. The key export organizations in India are
as follows: Federation of Indian Export Organizations (FIEO),
Export Promotion Councils (EPCs), Commodity Boards, Export
Development Authorities, India Trade Promotion Organization
etc.

Export organizations play a huge role in the promotion and
facilitation of exports.

Developing and maintaining such closer ties with the customers
is possible with the help of an efficient and committed sales
force. Hence here lies the significance of management of sales
force.

Management of sales force for international marketing include:
Designing the sales force, recruiting marketing and sales
personnel, selecting sales and marketing personnel, training for

international marketing, motivating sales personnel and
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designing compensation systems, evaluating and controlling
sales personnel.

e Sales personnel can be recruited from different sources such as -
expatriates, local nationals and third-country nationals. All of
these sales personnel have their own advantages and
disadvantages. International marketer should decide carefully
which one to select.

e Traits needed for selecting marketing personnel for international
assignments are maturity, emotional stability, knowledge,
flexibility, energetic and travel enthusiast.

e The sales personnel performance can be measured by two broad

methods: qualitative and quantitative methods.

14.7 Model Questions

1. What are export organizations? State the role played by these
export organizations in India.

2. Discuss a few export organizations of India.

3. What are Commodity Boards? Discuss a few commodity boards
in India.

4. Discuss how sales force assigned for international operations are
managed.

5. Describe the three types of sales personnel that can be engaged in
markets abroad.

6. Explain the traits needed for selecting marketing personnel for
international assignments.

7. Discuss the qualitative and quantitative methods of measurement

of performance of sales personnel.
14.8 Answer to check your progress/ Possible answer to SAQ:

1. True

2. Export organizations
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3. Export Promotion Councils (EPCs)

4. Tea Board

5.14

6. Federation of Indian Export Organizations (FIEO)

7. Societies Registration Act

8. Agricultural and Processed Food Export Development Authority
(APEDA)

9. India Trade Promotion Organization (ITPO)

10. Awards and recognitions

11. All of the above

12. True

13. Expatriates are home country nationals who are assigned on
marketing assignments in the host countries

14. Culture

15. Yes

16. Third country nationals are personnel who belong to any other
nation apart from the home country or host country.

17. True

18.c

19. Merit rating

20. True

2l.¢c
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UNIT-15
ORGANIZATION AND PLANNING IN
INTERNATIONAL MARKETING

Unit Structure:

15.1 Introduction

15.2 Objectives

15.3 Planning in International Marketing

15.4 Organising in International Marketing

15.5 New Perspectives of an Organization: Corporate Networking
15.6 Summing Up

15.7 Model Questions

15.8 Answer to Check Your Progress

15.9 References and Suggested Readings

15.1 Introduction

There is an intense competition in the international marketing
scenario. To compete globally with quality products, customer
satisfaction, cost containment, it becomes significant to engage in
appropriate planning and organizing in international marketing.
There are several aspects associated with planning and organizing in
the international marketing which needs to be studied as it involve a
number of challenges. In this chapter we shall discuss about
planning and organizing in international marketing. You shall also

study about corporate networking.

15.2 Objectives
After going through this unit, you will be able to-

e Discuss about planning and organizing in international

marketing
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e Explain the new perspectives of an organization

e Discuss Corporate Networking

15.3 Planning in International Marketing

Planning in international marketing is an effort to manage the
effects of external, uncontrollable factors on the firm’s weaknesses,
objectives and goals in a desirable manner. The challenges
associated with marketing environments of different countries,
organizational structure and multi country operations create
differences in the process of international planning when compared
to planning in the domestic country.

The planning approach undertaken by the organization affects the
degree of internationalization. You should also understand that
without proper planning if a company ventures into a market
overseas, they are likely to fail. This is why adequate planning is
needed to venture successfully into the complex international
markets. For marketing plan to be successful, it should be fully
supported by senior management. Let us now understand the

planning process in international marketing.

15.3.1 Planning Process

Marketers who are about to venture into a foreign market for the
first time should decide what products to introduce in which foreign
market and plan for resources. Firms which already have
international presence should plan for resource allocation among
countries and products, new markets to venture into, and which
products need to be introduced or dropped. It should be remembered
that in all the stages of planning for international operations,

company objectives and resources play a very crucial role.
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Check your Progress
1. Is planning for international market different from that of
domestic market?
2. The planning approach undertaken by the organization
affects the degree of . (Fill in the blank)
3. Planning is not significant in international marketing. (State
whether true or false)
4. Marketing plan should be supported by . (Fill in the
blank)
5. Company objectives play crucial role in all stages of
planning. (State whether true or false)
6. First-time foreign marketer should decide on-
a. what products to introduce
b. in which foreign market
c. resource planning
d. all of the above
(Choose the correct option)
7. Why is it significant to plan and organize for international

marketing?

The steps in the planning process for an international marketer have

been explained as follows:

a. Preliminary analysis and screening: The first step in the
planning process is an evaluation of the potential markets the
marketer wishes to venture into. It is done by analyzing and
screening countries based on certain screening criteria. The
screening or evaluation criteria should include factors like
minimum market potential, minimum profit, return on
investment, acceptable competition levels, political stability,

legal requirements and such other host country’s constraining
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factors. Those countries that do not offer sufficient potential for
further consideration are eliminated.

b. Adapting the Marketing mix to Target market: In the first
step, the target markets have been selected. In the second step,
marketing mix needs to be evaluated based on the conditions of
the target market(s) selected. The aim of this step is to decide on
a marketing mix adjusted to the cultural constraints of the
uncontrollable environment of the target markets. If marketing
mix requires drastic adaptation for a particular target market,
then that market may be dropped from further consideration. It
should be understood that company marketing objectives and
goals should be met while taking marketing mix decisions.

c¢. Developing marketing plan: In this stage, a marketing plan is
developed for the target market. Here target market may be a
single country or a global market set. The marketing plan
includes situation analysis, selection of market entry mode and
specific action program for the target market. This specific plan
determines what is to be done, when, by whom and how it is to
be done.

d. Implementation and control: In this step, implementation of
specific plans for successful international marketing is done. All
marketing plans require co-ordination and control during the
period of implementation. Continuous monitoring of the plans
implemented should be done so that the plans remain on track.

Efficient planning enables international marketers to focus on the

most important aspects of the product, company and the market

needed for successful global marketing.

Stop to Consider
What we have learnt-

e Planning in international marketing is an effort to manage
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the effects of external, uncontrollable factors on the firm’s
weaknesses, objectives and goals in a desirable manner.
There is difference between planning for domestic markets
and international markets.

Adequate planning is needed to venture successfully into
the complex international markets.

Planning is required for both first-time foreign marketers
and committed international marketers.

The first stage in planning process is preliminary analysis
and screening of markets.

The second stage in planning process is adapting the
marketing mix of the company with the target markets that
are selected.

In the third stage of planning process, a marketing plan is
developed for the target markets.

In the final and fourth stage of the planning process, plans

are implemented with continuous monitoring.

Self-Asking Questions

Suppose your company which produces electronic goods wants to

venture into markets abroad. Select one country in Asia and one in

Europe. Develop screening criteria to use in evaluating the two

countries.

15.5 Organising in International Marketing

The organizational plan includes the type of organizational

arrangements to be used. In international marketing, it is difficult to

devise a standard organizational structure. This is because of many

complexities involved in characteristics like size and level of policy
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decisions, degree of control, centralization and level of marketing
involvement. For a plan to be effectively implemented there should
be efficient lines of communication, lines of authority in the
organization and cooperation between head office in home country
and subsidiaries in host countries. Hence here lies the significance
of organizing in international marketing.

It should be kept in mind that a firm can internationalise itself

through simple organization structure. But as the company grows,

organization structure becomes complex. The organization structure
is determined by the following factors:

e Extent of commitment of the organization to internalize

e Nature of its international orientation

e Size of international operations and expansion plans

e The number and consistency of product lines

e Characteristics of foreign markets

A few organizational structures that are effective for international

marketers are as follows:

a. Built-in Export Department: The simplest form of export
organization which is very easy to establish is the Built-in export
department. In this type of organization structure, an export unit
is created within the marketing department of the organization to
look after export sales. The other aspects related to export sales
like advertising, accounting etc. are handled by appropriate
domestic departments.

This organization is suitable under the following conditions:

1. When the export business is small

il. The firm is new in the international marketing scenario

iii. When the company have limited resources at their disposal for
international operations

iv. The management is not oriented towards huge growth in the

international markets
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Although this structure is very advantageous for small organisations

or those that are newly venture into the international markets,

several serious limitations are also associated with this type of

structure. One of them is that the export activities may be regarded

as subsidiary to domestic business as most of the activities related to

exports are carried by the domestic departments. Also export

manager may not get required co-operation from other domestic

departments that are not under their control.

b. Separate Export Department: When exports grow

substantially, then the above type of organization structure
becomes unsuitable. In such a case, a separate export department
is established to undertake all activities associated with the
export business of the organization. It should be understood that
this department is set up as a separate department in the
organization, for example marketing department, finance
department, production department and so on. The separate
export department is self-sufficient and capable of handling all
activities connected with export business. Thus, the dependency
on domestic departments that existed in built-in export

department structure is absent in this type of structure.

Several advantages are associated with separate export department.

Let us check some of them:

As a full-fledged department, separate export department can
undertake the all responsibilities associated with exports
efficiently.

This department can train their personnel to perform all
functions related to exports efficiently.

The separate export department can induce an export orientation
in the company. This is not possible in built-in export

department.
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e A separate export department can be located in any suitable

foreign market abroad away from the company headquarters.

8.

10.

11

12.
13.

14.

Check your Progress

The screening or evaluation criteria should include which
of the following?
a. minimum market potential,
b. minimum profit,
c. return on investment
d. all of the above

(Choose the correct option)
If marketing mix requires drastic adaptation for a particular
target market, then that market may be from
further consideration. (Fill in the blank)
Target market should be only a single country abroad.

(State whether true or false)

. What should be done so that plans implemented remains in

track?
Which is the third stage in the planning process?
Which of the following points out the significance of
organizing?
a. efficient lines of communication
b. lines of authority
c. both (a) and (b)
d. neither (a) nor (b)
(Choose the correct option)
The organization structure is not determined by which one
of the following factors?
a. International promotion
b. Size of international operations

c. Consistency of product lines
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d. Characteristics of foreign markets
(Choose the correct option)
15. The simplest form of export organization is-
a. Built-in export department
b. Separate export department
c. Both (a) and (b)
d. None of the above
(Choose the correct option)
16. Separate export department needs to depend on other
domestic departments for their transactions. (State whether

true or false)

¢. Export Sales Subsidiary:
Export sales subsidiary is a separate company which is wholly
owned and controlled by the parent corporation. An export sales
subsidiary purchases products from the parent corporation and then
markets them overseas. Such subsidiary companies are developed
by the parent corporation to promote exports and internationalise
itself in a large scale. Thus, when exports are large, then a company
can establish export sales subsidiaries which have a large number of
advantages. Some of such advantages are as follows:

e There is separation of international marketing activities from
domestic operations.

e Such subsidiaries are more independent than a department. This
makes them more flexible and capable of adjusting to changing
circumstances.

e They can develop export marketing facilities and become

specialists in international marketing operations.
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Global Organisation Structures: A few types of global
organization structures have developed due to intense
competition and complexities associated in the global
businesses. Let us now understand some of such global
organization structures.

Global Product Structure: It refers to organizing divisions or
departments on the basis of product lines. Such organization
structure is popular with large conglomerates that deal in
multiple, unrelated products. They are responsible for product
sales globally. Companies that adopt such structure experience
rapid growth in their multiple product lines.

Global Geographic Structure: Under this structure of
organisation, the global market is divided geographically. The
geographic departments are responsible for all products and
functions within a particular geographical area.

Global Functional Structure: You should be knowing that the
functional areas of a business are production, marketing,
finance, personnel and so on. Now, under the global functional
structure of organisation, the head of a particular functional area,
for example production or marketing etc. becomes responsible
for the entire worldwide operations of their own functional
areas.

Global Customer Structure: When global customer groups are
very diverse and require distinctive approach, it is advisable to
adopt global customer structure. In this structure, departments
are organized on the basis of the diversity of customer groups.
Global Matrix structure: This structure is a mix or hybrid
structure that tries to combine and adopt the advantages of the
other types of organization structures and overcome the

disadvantages associated with these structures.
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This organization structure is popular with companies that want to

face the challenges of global competition. This structure is designed

to encourage sharing of experiences, resources, expertise,

information and technology among global business units.

Stop to consider

What we have learnt-

In international organizing, many complexities are involved
which makes a standard organization structure impossible.
A firm can internationalise itself through simple
organization structure. But as it grows, organization
structure becomes complex.

Organisational structures that are effective for international
marketers are: Built-in export department, separate export
department, export sales subsidiary, global organization
structure.

The most simplest organization structure is the built-in
export structure. It is suitable for new exporters engaged in
small exports.

As exports grow, the organization structure needs
modification from built-in export structure to separate
export department, export sales subsidiary.

Intense competition and complexities associated in the
global businesses have given rise to global organization
structure.

Global organization structure includes global product
structure, global functional structure, global geographic
structure, global customer structure and global matrix

structure.
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15.5 New Perspectives of an organization - Corporate
Networking:

It needs to be understood that multinational corporations have
become very large through foreign acquisitions, joint ventures or
direct investment overseas. Because of their giant size, the
traditional ways of organizing are not recommended as it is not
suitable for them. Such large organisations are characterized as
being technology oriented, flexible, respond quickly to
technological advances and are product innovators. The only way
such large companies can accommodate their needs is by adopting a
radical system of organizing human resources and work. This

system is called Corporate Networking.

Self-Asking questions
Design an organization structure for a company engaged in multiple
products in the overseas market; spreads across diverse regions and

faces intense competition.

Let us now discuss some important points related with corporate

networking.

e In a networked company, inter-relationship and flexibility is
valued over conformity. Therefore, unlike conventional
organisations, information does not necessarily move along
present organizational routes or chain of command. For
example, the marketing personnel can directly speak with the
manufacturing personnel in Singapore without involving home
office in the USA. These lateral relationships pave way for
innovation, new product development and better quality control.

e Networking puts greater decision making responsibility in the
hands of the middle level managers. They are not required to

approach the higher levels for every details and events. As such,
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middle level managers from research and development,
marketing and other functions discuss their common problems
among themselves and try to accommodate one another.

e Another requirement of corporate networking is that various
working groups in the host country and home country should
stay in close contact with each other. This has been facilitated by
electronic mail, teleconferencing and other advanced
telecommunication techniques. Such advanced techniques are
accessible easily, inexpensive and are recognized as extremely
valuable management tools.

e The transnational model of organization refers to the networking
organization. Transnational organization is somewhat more
sophisticated and advanced when compared to multinational,
global and international organisations. The transactional
organization makes selective decisions in matters of centralizing
or decentralizing decisions of the organization. Some operations
and resources of the company are centralized while others are
decentralized. This enables the company to gain from proper
distribution of resources and control throughout the
organization. Creating interdependent units in the company and
allowing them to concentrate on their strengths is another
objective of such an organization.

Thus corporate networking ensures enhanced market insights,

strategic partnerships, access to resources, reduced uncertainty,

global opportunities and reach.

Check Your Progress
17. Export sales subsidiaries are developed by the parent
corporation. (State whether true or false)

18. are more independent than a department of

a company. (Fill in the blank)
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19. Which organization structure refers to organizing divisions
based on product lines?
a. global product structure,
b. global functional structure,
c. global geographic structure,
d. global customer structure
(Choose the correct option)
20.  is a hybrid organization structure. (Fill in the blank)
21. Networking puts greater decision making responsibility the
hands of the middle level managers. (State whether true or
false)
22. The refers to the networking organization.

(Fill in the blank)

15.6 Summing Up:

To compete globally with quality products, customer
satisfaction, cost containment, it becomes significant to engage
in appropriate planning and organizing in international
marketing.

Planning in international marketing is an effort to manage the
effects of external, uncontrollable factors on the firm’s
weaknesses, objectives and goals in a desirable manner.
Planning is fundamental part of marketing, for both new and
established marketers.

The steps in planning process include preliminary analysis and
screening of markets, adapting company’s marketing mix with
the target markets, developing a marketing plan and
implementation and control of plans.

In international organizing, many complexities are involved

which makes a standard organization structure impossible.
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A firm can internationalise itself through simple organization
structure. But as it grows, organization structure becomes
complex.

e Organisational structures that are effective for international
marketers are: Built-in export department, separate export
department, export sales subsidiary, global organization
structure.

¢ Due to the giant size of multinational companies, their needs can
be fulfilled by a radical system known as corporate networking.

e In a network company, technology, flexibility and inter-

relationships are prioritized over traditional ways.

15.7 Model Questions:

1. State what is planning for international marketing: Explain the
concept of planning in international marketing.

2. What are the steps in planning that should be followed by
international marketers.

3. Explain what is corporate networking?

4. Discuss the organization structures that can be used by
international marketers.

5. Describe the different types of global organization structures.

15.8 Answer to Check Your Progress

1. Yes. The challenges associated with marketing environments of
different countries, organizational structure and multi country
operations create differences in the process of international planning
when compared to planning in the domestic country.

2. Internationalization

3. False

4. Senior management

5. True
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6. d. all of the above

7. To compete globally with quality products, customer satisfaction,
cost containment, it becomes significant to engage in appropriate
planning and organizing in international marketing.

8. d. all of the above

9. Dropped

10. False

11. Continuous monitoring of the plans implemented should be done
so that the plans remain on track.

12. Developing marketing plan

13. (c) both (a) and (b)

14. (a) International promotion

15. (a) Built in export department

16. False

17. True

18. Export sales subsidiaries

19. (a) Global product structure

20. Matrix structure

21. True

22. Transnational model of organization
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UNIT-16
DIMENSIONS OF INTERNATIONAL PLANNING
AND STRATEGY

Unit Structure:

16.1 Introduction

16.2 Objectives

16.3 International planning and strategy

16.4 Dimensions of international planning and strategy

16.5 Summing up

16.6 References and Suggested readings

16.7 Model questions

16.8 Answer to check your progress/ Possible answer to SAQ

16.1 Introduction

In international marketing, planning helps in rapid growth of
international functions; helps in selecting markets and changing
markets (when necessary). Appropriate planning also helps in
navigating fierce competitions in the global market. It guides in
facing the challenges posed by different markets of different regions
of the world. Students, we shall be learning about the dimensions of

international planning and strategy in this unit.

16.2 Objectives
After going through this unit, you will be able to-
¢ Discuss the dimensions of international planning

e [Explain the dimensions of international strategy
16.3 International Planning and Strategy

Planning is related to the goals and methods of accomplishing them.

We need to understand that every organization should look ahead —
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one year, five years to ten years. Then organizations should plan for

the following:

e Organization should consider the future political, social and
economic environment

e Organization should consider the evolution of the particular
industry

e How the industry is likely to change and the problems and
opportunities that will arise

Marketing planning at the subsidiary level is short-term planning.
Such short-term panning is related with planning for the next 12 to
15 months. A short term marketing plan constitutes the core of an
overseas subsidiary’s planning effort. It is operationally, not
strategically, oriented. Such short term plan covers marketing
operations for usually about a year. But it is different from strategic
planning. Strategic planning has long range focus which extends
beyond 10 years. Also, it should be remembered that a subsidiary’s
planning efforts should co-ordinate fully with the head office.

We need to understand that planning can be structurally categorized

as corporate, strategic or tactical planning. Now let us understand

these types of planning in organizations.

e Corporate planning is long term planning that incorporates
generalized goals for the whole organization.

e Strategic planning is done at the highest levels of management
for achieving long term goals related with products, research,
etc.

e Tactical planning refers to specific actions and resource
allocation for implementing strategic planning goals in target
markets.

International planning involves strategy at different levels. Let us

now understand about functional and operational strategy.
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e Operational Strategy: It involves a detailed plan which guides
the management in its day-to-day operations. Implementing
strategies at the operational level involves managing resources,
processes, and people effectively so that long term goals of the
organization can be achieved.

¢ Functional Strategy: Such strategy outlines the specific plans
and action each functional department (marketing, finance,
production, etc.) of the organization undertakes to assist the
overall corporate strategy of the organization. It is crucial to
develop functional strategies that support the overall

international marketing plan of the organization.

Self-Asking Questions
Choose a particular company that operates internationally and

understand their strategies for the international markets.

16.4 Dimensions of International Planning and Strategy

The dimensions of international planning and strategy encompass a
wide area that needs comprehensive discussion. Let us have a brief
discussion now.

a) Environmental Analysis:

Marketing environment refers to all the internal and external factors
related to the market that affect the decision making of international
marketers. The external factors are uncontrollable which proves
challenging for any international marketer. These external factors
include economic environment, social environment, demographic
environment, political and legal environment, technological
environment etc. International planning and strategy requires a deep
understanding of the external environment and competitive

landscapes in the various countries.
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There are two techniques for environmental analysis. These are
PESTLE (Political, Economic, Social, Technological, Legal and
Environmental) Analysis and SWOT (Strength, Weaknesses,
Opportunities and Threats) Analysis. Also, Market analysis
(evaluating the specific needs of target market) and Competitive
analysis (identifying and analyzing competitors in each target

market) needs to be undertaken.

b) Strategic Objectives and strategy formulation:

The international marketers should ensure that long term strategic
objectives are set for international marketing. Any decision for
international operations is actually a long term decision. In order to
be successful, careful strategic objectives should be set for a period
of at least ten years and beyond.

Multinational corporations need to select any strategies out of four
basic strategies in international marketing: international, multi-
domestic, global, and transnational. Each strategy has a different
approach to balance cost efficiency and responsiveness to local
market conditions. It should be understood that strategies need to
be tailored to specific country or region depending on cultural

differences, regulatory frameworks, and market dynamics.

Stop to consider
What we have learnt-

e Marketing planning at the subsidiary level is short-term
planning that covers marketing operations for usually about
a year.

e Strategic planning has long range focus which extends
beyond 10 years.

e Planning can be structurally categorized as corporate,

strategic or tactical planning.
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e Both operational strategy and functional strategy support
the achievement long term goals of the organization.

e Environmental analysis can be done through PESTLE and
SWOT Analysis.

e In order to be successful, international marketers should set
strategic objectives for a period of at least ten years and

beyond.

¢) Market entry strategies:

A significant strategic decision in international marketing is the
mode of entering the foreign market. When a firm makes a
commitment to become international, it must choose a market entry
strategy. Such a decision should be taken after an analysis of market
characteristics, company capabilities and characteristics, marketing
involvement and commitment of management. Some considerable
strategies to enter into the global market are- Franchising,
Exporting, Joint ventures, mergers and acquisitions, strategic

alliance, contract manufacturing, etc.

d) Organizational Structure:

This has been discussed in chapter 15.

Check Your Progress
1. Organizations should plan for which of the following:
a. The future social environment
b. The evolution of the particular industry
c. Both (a) and (b)
d. Neither (a) nor (b)
(Choose the correct option)

2. Short term plan covers marketing operations for usually
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___year. (Fill in the blank)

3. Strategic planning extends beyond  years. (Fill in the
blank)

4. Corporate planning is  term planning. (Fill in the
blank)

5. Operational Strategy involves a detailed plan which guides
the management in its day-to-day operations. (State
whether true or false)

6. International planning and strategy requires a deep
understanding of the external environment. (State whether
true or false)

7. What is the full form of PESTLE?

8. Strategies need to be adjusted to specific country based on
__ differences. (Fill in the blank)

9. Name one market entry strategy.

10. What is Competitive Analysis?

16.5 Summing Up

Appropriate planning also helps in encountering fierce
competitions in the global market.

Marketing planning at the subsidiary level is short-term planning
that covers marketing operations for usually about a year.
Strategic planning has long range focus which extends beyond
10 years.

Planning can be structurally categorized as corporate, strategic
or tactical planning.

The dimensions of international planning and strategy include
Environmental Analysis, Strategic Objectives and strategy
formulation, Market entry strategies and Organizational

Structure.
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Some significant market entry strategies are- Franchising,
Exporting, Joint ventures, mergers and acquisitions, strategic

alliance, contract manufacturing, etc.

16.6 Model Questions

1. What is short term planning and strategic planning?

2. How can planning be categorized?

3. Differentiate between operational strategy and functional
strategy.

4. Discuss the dimensions of international planning and strategy.

16.7 Answer to check your progress/ Possible answer to SAQ:

1
2
3
4.
5
6
7

10.

c. Bothaandb

one

ten

long

True

True

Political, Economic, Social, Technological, Legal and
Environmental

Cultural

Franchising

Competitive analysis means identifying and analyzing

competitors in each target market.
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UNIT-17
INTERNATIONAL MARKETING INFORMATION
SYSTEM

Unit Structure:

17.1 Introduction

17.2  Objectives

17.3 Meaning and Importance of International Marketing
Information System

17.4 Components of International Marketing Information System

17.5  Sources of International Marketing Information

17.6  Marketing Research in International Markets

17.7  Steps in International Marketing Research:

17.8  Benefits of Marketing Research in International Markets:

17.9  Challenges in International Marketing Research:

17.10 Designing an Effective IMIS

17.11 Challenges in Developing an IMIS

17.12 Summing Up

17.13 Model Questions

17.14 References and Suggested Readings

17.1 Introduction

The international marketing environment is highly dynamic, complex
and competitive. Firms operating in international markets need to
base their decisions on accurate, timely and relevant data. This
necessitates a systematic approach to gather, analyse, and disseminate
marketing information. An International Marketing Information
System (IMIS) serves as a structured mechanism for this purpose,
enabling businesses to make informed marketing decisions in a global

context. This unit provides a comprehensive understanding of IMIS,
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its components, the role of marketing research and the importance of

integrating technology into international marketing efforts.

17.2 Objectives

After studying this unit, you should be able to-

® define and explain the concept of an International Marketing
Information System,

e understand the key components and types of information
required in global marketing,

® analyze the role of international marketing research in
decision-making,

e identify the challenges faced in developing an effective IMIS,

® get an idea about marketing research.

17.3 Meaning and Importance of International Marketing

Information System

An International Marketing Information System (IMIS) is a
structured system designed to gather, process, analyze, and distribute
marketing information relevant to international markets. It helps
firms anticipate and respond to global market changes, customer

preferences, competitive actions, and regulatory shifts.
Importance of IMIS

1. Decision Support: Helps in making strategic and tactical

decisions.

2. Market Identification: Facilitates identification of new

foreign markets.

3. Competitive Advantage: Provides insights into competitor

strategies.
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4. Risk Mitigation: Reduces wuncertainty in foreign

environments.

5. Monitoring Performance: Enables evaluation of marketing

programs abroad.

17.4 Components of International Marketing Information

System

IMIS consists of several interconnected subsystems that work

together to support marketing decision-making:
1. Internal Records System

The internal records system serves as the foundation of an
International Marketing Information System by providing vital data
generated within the organization. It includes sales data segmented by
product lines, geographical regions, and customer -categories.
Companies also track inventory levels, production reports, and export
documentation through this system. Financial information, such as
pricing structures, profit margins, and transportation costs, also forms
part of internal records. This system enables organizations to monitor
their international operations effectively, identify sales trends, and

ensure timely product availability in global markets.
2. Marketing Intelligence System

The marketing intelligence system focuses on collecting information
from the external environment on a continuous basis. It gathers data
from sources such as trade publications, industry reports, competitor
websites, government bulletins, and news articles related to
international markets. Employees, distributors, agents, and even
customers can contribute valuable intelligence from their respective
countries or regions. The primary objective of this component is to

provide updated, real-time insights into market trends, regulatory
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developments, technological advancements, and emerging
opportunities or threats, which are essential for timely decision-

making.
3. Marketing Research System

Marketing research is a systematic process of gathering, analyzing,
and interpreting data to solve specific international marketing
problems. Organizations often conduct surveys, interviews, focus
group discussions, and observational studies in foreign markets to
understand consumer preferences, cultural differences, and
purchasing behavior. Additionally, companies may carry out product
testing, market segmentation studies, or brand awareness research to
evaluate the potential success of their offerings in new markets.
Marketing research helps reduce uncertainty, supports product
adaptation, and aids in understanding barriers to entry in international

markets.
4. Marketing Decision Support System (MDSS)

The marketing decision support system is a set of software tools,
analytical models, and databases designed to assist managers in
analyzing complex information and making informed marketing
decisions. This system includes tools for sales forecasting, demand
estimation, pricing simulations, and what-if scenario planning. It
helps organizations process large volumes of data collected from
various international markets and transform it into actionable
insights. By providing accurate predictions and evaluating alternative
marketing strategies, MDSS enhances the quality and speed of

strategic and tactical decision-making.
5. Competitive Intelligence System

The competitive intelligence system systematically gathers, analyzes,
and interprets information about competitors operating in

international markets. This involves monitoring competitors’ product
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launches, pricing strategies, market share movements, partnerships,
and innovations. Sources of competitive intelligence include
published financial reports, trade fairs, industry conferences, and
news articles. By understanding the strengths, weaknesses, and
strategies of global competitors, organizations can anticipate
competitive moves, identify market gaps, and develop more effective

positioning and marketing strategies.
6. Global Environmental Scanning

Global environmental scanning involves monitoring external factors
that influence international marketing decisions. Organizations must
stay aware of economic conditions such as inflation rates, currency
fluctuations, and trade agreements. Political and legal developments,
including changes in foreign regulations, tariffs, and political
stability, are also crucial to track. Additionally, advancements in
technology and evolving socio-cultural trends, such as shifting
consumer lifestyles or demographic changes, can significantly impact
marketing strategies. Environmental scanning enables companies to
anticipate challenges, capitalize on emerging opportunities, and adapt

to the dynamic global business environment.
7. Customer Relationship Management (CRM) System

The CRM system is designed to manage and analyze customer
information from international markets. It maintains detailed records
of customer profiles, purchase histories, feedback, preferences, and
communication interactions. This system enables organizations to
build long-term relationships with their international customers by
providing personalized services, responding to customer queries, and
resolving complaints effectively. A well-implemented CRM system
helps improve customer satisfaction, fosters loyalty, and enhances the
organization’s ability to meet diverse customer needs across different

cultural and regional contexts.
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17.5 Sources of International Marketing Information
Effective IMIS relies on a diverse range of information sources:

Primary Sources

e Surveys and interviews with customers abroad.

e Focus groups and field trials.

Secondary Sources

e Reports from international organizations (e.g., IMF, WTO,
UNCTAD).
e Country trade statistics.

e Industry reports and market research databases.
Government and Trade Bodies

e Export Promotion Councils.
e Chambers of Commerce.

e Embassies
Digital Sources

e Web analytics.
e Social media trends.

e E-commerce performance metrics.

17.6 Marketing Research in International Markets

Marketing Research involves systematic gathering, recording, and
analysis of data about issues relating to marketing products and

services.
In international marketing, research helps businesses understand:

o Consumer behavior across cultures
e Market demand in different countries

e Foreign competition
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e Pricing strategies

e Product acceptance and adaptation

17.7 Steps in International Marketing Research
1. Problem Definition

The first and most critical step in international marketing research is
the clear definition of the research problem and objectives. In an
international context, this task becomes more complex due to cultural,
economic, and regulatory differences between countries.
Organizations must ensure that the research problem is relevant and
appropriately framed for each market under study. Misinterpretation
of the problem due to cultural misunderstandings or communication
barriers can lead to flawed research. Defining the objectives involves
specifying what information is needed to make informed marketing
decisions, such as understanding consumer behavior, market

potential, or product acceptance in different regions.
2. Research Design

Once the problem is clearly defined, the next step is to develop the
research design, which outlines the overall approach to conducting
the study. Researchers must decide whether to adopt qualitative
methods, such as focus groups and in-depth interviews, which are
useful for exploring attitudes and cultural nuances, or quantitative
methods, such as surveys and experiments, which provide measurable
data across larger populations. The research design also determines
the tools, instruments, and techniques for data collection, considering
the diversity of international markets. Factors like language
differences, legal restrictions, and technological accessibility

influence the shaping of research design in each country.
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3. Data Collection

Data collection in international marketing research involves gathering
both primary and secondary data from foreign markets. Primary data
refers to new information collected directly from target markets using
techniques such as surveys, interviews, observations, or focus groups.
This allows researchers to obtain specific, up-to-date insights that are
tailored to the research objectives. Secondary data includes existing
information such as industry reports, market statistics, government
publications, and competitor analyses. While secondary data is often
more accessible and cost-effective, its relevance and accuracy must
be evaluated, as data availability and reliability vary significantly

across countries.
4. Sampling

Sampling is a critical aspect of international marketing research, as it
determines who will be included in the study. Researchers must
define the sampling units, which could be specific countries, regions,
cities, or customer segments, based on factors like age, income, or
purchasing behavior. The challenge in international research lies in
ensuring that samples are representative of diverse markets and
cultural groups. Proper sampling ensures the collected data accurately
reflects the characteristics of the target populations, allowing for
meaningful comparisons and generalizations across different

international markets.
5. Data Analysis

Once the data is collected, researchers proceed to the data analysis
stage, where statistical tools and techniques are used to process the
information. In international research, this stage involves identifying
patterns, trends, and relationships within and across different markets.
Data analysis may include comparative studies between countries,

segmentation analysis, and cultural interpretation of results. Special
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care must be taken to adjust for variations in currency, language,
measurement units, and market conditions. Effective data analysis
transforms raw data into actionable insights that support global

marketing strategies.
6. Interpretation and Report

The final step in international marketing research is the interpretation
of results and preparation of the research report. The findings must be
presented in a clear, concise, and culturally sensitive manner,
ensuring that decision-makers can easily understand the insights. In
an international context, reports often include market comparisons,
cultural considerations, and strategic recommendations tailored to
each region or country. Effective reporting bridges the gap between
research outcomes and practical business decisions, enabling
organizations to design marketing strategies that are relevant,

competitive, and responsive to the needs of diverse global markets.

17.8 Benefits of Marketing Research in International Markets:

e Reduces business risk

e Increases marketing effectiveness
e Facilitates market segmentation
e Informs product adaptation

e Enhances customer satisfaction

17.9 Challenges in International Marketing Research:

e (Cultural sensitivity and language barriers
e Data reliability and comparability across countries
e FEthical and legal issues in data collection

e Higher costs and longer timelines
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e Difficulty in selecting representative samples in diverse

populations

17.10 Designing an Effective IMIS
Creating an efficient IMIS involves several strategic steps:

1. Establishing Objectives:
Clearly define what decisions the system will support.

2. Identifying Key Information Needs:
Market potential, competitor analysis, distribution networks,
pricing strategies.

3. Developing Collection Mechanisms:
Automated data capture tools, international surveys, CRM
systems.

4. Ensuring Data Quality:
Data quality requires Accuracy, timeliness, reliability, and
relevance.

5. Designing User-Friendly Interfaces:

Dashboards and reporting tools for marketing managers.

17.11 Challenges in Developing an IMIS
Despite its advantages, implementing IMIS is not without challenges:

1. Data Standardization: Harmonizing data from multiple

countries.
2. Cost: High cost of acquiring international data.

3. Cultural and Legal Barriers: Differences in privacy laws

and consumer behavior.

4. Technological Limitations: Inadequate infrastructure in

some countries.
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5. Integration Issues: Combining data from different platforms

and formats.

17.12 Summing Up

This unit focuses on the vital role of information and research in
making informed decisions in international marketing. It begins by
defining the concept and purpose of an International Marketing
Information System (IMIS) and outlining the objectives for better

understanding of global marketing intelligence.

The unit explains the meaning and importance of IMIS, emphasizing
how accurate, timely, and relevant information supports strategic
decision-making in international markets. It identifies the key
components of IMIS, such as internal records, marketing intelligence,

marketing research, and decision support systems.

It also explores the various sources of international marketing
information, including governmental data, trade associations,

syndicated services, and online databases.

A significant portion of the unit is dedicated to Marketing Research
in International Markets, covering its role in identifying customer
needs, market trends, and potential opportunities. The steps in
international marketing research are detailed—from problem

definition to data collection, analysis, and report preparation.

The unit concludes with a focus on designing an effective IMIS and
the challenges in developing it, such as cost, complexity, data

integration, and technology infrastructure.

In summary, this unit equips learners with the knowledge to
understand and apply marketing information systems and research
tools to navigate the complexities of global markets, enabling

informed, data-driven decisions for international success.
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17.13 Model Questions

Short Answer Questions

1.
2.
3.

5.

What is the meaning of IMIS?

Name the components of an IMIS.

What is the role of marketing research in international
marketing?

Mention two challenges in data collection in international
markets.

Define internal records system in IMIS.

Long Answer Questions

1.

Discuss the importance of International Marketing
Information Systems.

Explain the role of technology in enhancing IMIS.

Describe the process of international marketing research.
What are the key sources of international marketing
information?

Discuss the challenges in developing and implementing an

IMIS.
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18.1 Introduction

In today’s interconnected global economy, international trade has
become a fundamental driver of economic development and
integration. For countries like India, where a growing economy and a
large workforce present immense opportunities, participating in the
global marketplace is not merely an option—it is a necessity. Trade
liberalisation supported by global and national institutions, has played
a critical role in opening up markets, increasing competitiveness, and

fostering innovation.

This unit explores the framework of international trade governance
and support systems, focusing on key institutions and initiatives that
influence and promote global trade. At the forefront is the World
Trade Organization (WTO), which serves as the principal
international body regulating trade among nations and resolving
disputes. Its role in trade liberalisation and its impact on countries like

India will be examined in depth.

Trade liberalisation itself is a complex and often contested process,
involving the removal or reduction of trade barriers, such as tariffs
and quotas. This liberalisation has enabled developing countries to
access international markets, but not without challenges, including

domestic industry vulnerability and dependency on foreign markets.

In addition to international institutions, this essay will also delve into
various national bodies and councils in India that facilitate trade and
exports. These include the Central Advisory Council, Export
Development Councils, Commodity Boards, and Export Promotion
Councils. Each plays a specific and vital role in promoting Indian

exports, supporting specific industries, and advising on policy.
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Understanding the role of these institutions and policies is crucial for
students of international marketing, as it provides insight into how
countries strategize to enhance their global trade performance. This
essay will provide a comprehensive analysis of how these elements
collectively shape India's trade landscape and support its global

economic ambitions.

18.2 Objectives

After going through the unit, you will be able to-
® explain the evolution, objectives, and core functions of the
World Trade Organization (WTO), and its role in promoting
global trade liberalisation,
® describe the role of key international institutions such as
UNCTAD, IMF and the World Bank in supporting developing
countries like India,

e understand about Commodity Boards of India.

18.3 World Trade Organization (WTO)
18.3.1 History and Evolution

The World Trade Organization (WTO) was established on Ist
January 1995, succeeding the General Agreement on Tariffs and
Trade (GATT), which had been in place since 1948. GATT was a
provisional agreement aimed at reducing tariffs and other trade
barriers post-World War II. However, as global trade expanded and
became more complex, there was a need for a more permanent and
robust institution. This led to the Uruguay Round (1986—1994), the
most comprehensive trade negotiation at the time, culminating in the

formation of the WTO.

391



The WTO was created to institutionalize global trade rules and
provide a platform for trade negotiations, policy review, and dispute
resolution. It brought under one umbrella agreements related not just
to goods (as in GATT), but also services and intellectual property.
The founding of the WTO marked a significant moment in economic
globalization, with over 160 member countries currently

participating.

18.3.2 Objectives and Functions

The primary objective of the WTO is to promote free and fair trade

across nations. Its core functions include:

e Facilitating trade negotiations: The WTO hosts rounds of
negotiations where member countries agree on trade rules and
tariff reductions.

o Monitoring trade policies: Through its Trade Policy Review
Mechanism (TPRM), it examines national trade policies to
ensure transparency.

o Settling trade disputes: One of its most significant roles, the
Dispute Settlement Body (DSB) adjudicates trade conflicts
between countries.

e Assisting developing countries: It provides technical
assistance and training programs to help them integrate into

the global trading system.

By enforcing trade rules and ensuring transparency, the WTO aims to
create a predictable and stable environment for international

commerce.
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18.3.3 Role in Trade Liberalisation

The WTO has been instrumental in trade liberalisation, the process of
removing or reducing trade barriers such as tariffs, import quotas, and
subsidies. Through various negotiation rounds, such as the Uruguay
Round and the ongoing Doha Development Agenda, the WTO has

pursued the goal of making global trade more open and accessible.

The organization encourages non-discriminatory trade practices,
notably through the Most Favoured Nation (MFN) and National
Treatment principles. MFN ensures that any trade advantage given to
one country must be extended to all WTO members. National
Treatment mandates that once goods have entered a market, they

should be treated no less favourably than domestic products.

The WTO’s efforts have led to significant tariff reductions across the
world. Average tariffs in industrial countries have fallen from about
40% in 1947 to less than 5% today. The WTO has also helped reduce
non-tariff barriers and facilitated more efficient customs procedures

and transparency measures.

However, liberalisation under the WTO 1is not without controversy.
Critics argue that it often benefits wealthier nations more, and that
poor countries struggle to compete on equal footing. Nevertheless,
the WTO remains central to the dialogue and direction of global trade

liberalisation.

18.3.4 Impact on Developing Countries like India

For developing countries like India, WTO membership has brought
both opportunities and challenges. Since joining the WTO in 1995,

India has significantly increased its trade volumes and enhanced its
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participation in global value chains. Indian exports have diversified,
moving beyond traditional sectors like textiles and agriculture to

include pharmaceuticals, IT services, and automotive components.

One major advantage has been access to global markets under
predictable trade rules. India's service sector, especially IT and BPO,
has benefited immensely due to the WTO’s General Agreement on
Trade in Services (GATS), which facilitates cross-border trade in

Services.

However, India has also faced challenges. The agriculture sector
characterized by a large number of small-scale farmers, has been
vulnerable to foreign competition. Disputes like the one regarding
India’s ban on poultry imports from the U.S. or its food security
programs being questioned under WTO rules have highlighted the

tensions between development goals and trade obligations.

Moreover, India has been an active participant in WTO dispute
settlement cases, both as complainant and respondent. This has
helped it assert its rights under international law and protect national

interests.

India has also pushed for greater flexibility for developing nations,
such as special and differential treatment (S&DT) provisions, and
continues to advocate for a fairer global trade regime that accounts

for the socio-economic disparities among member nations.

18.4 Trade Liberalisation

18.4.1 Definition and Importance

Trade liberalisation refers to the removal or reduction of restrictions

or barriers on the free exchange of goods and services between

394



nations. These barriers can include tariffs, quotas, export subsidies,
and import licensing systems. The primary goal of liberalisation is to
promote international trade by making it easier and more efficient for

countries to exchange goods and services.

Trade liberalisation is considered a vital component of modern
economic policy, especially in the context of globalisation. It allows
countries to specialise in the production of goods in which they have
a comparative advantage, leading to increased efficiency, lower
prices for consumers, and more choices in the marketplace. It also
encourages competition, innovation, and access to larger markets,

which can contribute to economic growth and development.

However, liberalisation can also expose domestic industries to intense
foreign competition, often resulting in economic and political

resistance, especially in developing economies.

18.4.2 Policies Adopted by India

India’s journey toward trade liberalisation began in earnest with the
1991 economic reforms, triggered by a balance-of-payments crisis.
Prior to this, India had followed a protectionist economic model,

characterised by import substitution, high tariffs, and strict licensing.

The New Economic Policy of 1991, under the leadership of then-
Finance Minister Dr. Manmohan Singh, marked a paradigm shift.

Key liberalisation measures included:

e Reduction of tariffs on imports, which were once as high as
300% in the 1980s but reduced to an average of around 10-
15% today.
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e Dismantling of the License Raj, allowing easier entry for
private and foreign firms into various sectors.

e Removal of quantitative restrictions on imports and exports.

e Liberalisation of foreign direct investment (FDI) norms in
various sectors like telecom, aviation, and retail.

e Introduction of Special Economic Zones (SEZs) to attract

foreign investment and boost exports.

These measures were aimed at integrating India more closely with the
global economy, improving productivity, and boosting export

competitiveness.

18.4.3 Impact on Indian Trade and Economy

Trade liberalisation has had a profound impact on India's economy
over the last three decades. One of the most visible outcomes has been
the significant rise in exports and imports. India's merchandise
exports increased from around $18 billion in 1991 to over $400
billion in recent years, making it one of the top trading nations

globally.

Liberalisation also spurred the growth of the services sector,
especially in information technology and business process
outsourcing (BPO), which now contribute a significant share to
India’s GDP and export revenues. Indian companies gained access to
global markets, capital, technology, and best practices, enabling them

to become competitive on a global scale.

The Indian consumer benefited as well, with access to a wide variety
of goods, better quality, and lower prices. Sectors such as
automobiles, electronics, and telecommunications underwent rapid

transformation due to increased foreign competition and investment.
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However, trade liberalisation also posed challenges, especially for
small-scale and traditional industries that struggled to compete with
imports. The agriculture sector, in particular, has seen mixed
outcomes, with some segments benefiting from export opportunities

while others suffer due to price volatility and lack of support.

Despite these issues, most economists agree that liberalisation has
helped India modernise its economy, improve efficiency, and lift
millions out of poverty. Continued reforms and support for vulnerable
sectors are essential to ensure that the gains of liberalisation are

inclusive and sustainable.

18.5 International Marketing Institutions

18.5.1 UNCTAD, IMF and World Bank

Several international institutions play a pivotal role in shaping the
global trade environment and supporting marketing efforts of
developing nations. Among the most influential are UNCTAD
(United Nations Conference on Trade and Development), the

International Monetary Fund (IMF), and the World Bank.

UNCTAD was established in 1964 with the aim of integrating
developing countries into the global economy in a fair and sustainable
manner. It conducts research, provides policy analysis, and facilitates
dialogue between countries. UNCTAD has played a key role in
highlighting the structural disadvantages faced by developing
economies in global trade and has advocated for special treatment and

more equitable trade policies.

The IMF supports global economic stability by providing short-term
financial assistance to countries facing balance-of-payments

problems. It also advises nations on macroeconomic policies and
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fiscal reforms. Although not a trade-specific body, the IMF’s
stabilisation programs often influence trade policies and market

structures.

The World Bank provides long-term funding and technical assistance
for development projects in infrastructure, education, and healthcare.
Through its arms like the International Finance Corporation (IFC) and
Multilateral Investment Guarantee Agency (MIGA), it also supports
private investment in developing countries and fosters an

environment conducive to international marketing and trade.

Together, these institutions provide both the financial backing and
policy framework necessary to enable developing countries like India

to participate effectively in global markets.

18.5.2 Role in Promoting Global Trade

These international institutions not only offer financial aid but also
play an active role in promoting international marketing and trade

competitiveness.

UNCTAD, for instance, assists developing countries in building
trade-related capacities through technical assistance programs. It
helps nations identify promising export sectors, understand market
access requirements, and adapt to non-tariff measures and
sustainability standards. UNCTAD also conducts e-commerce and
digital trade capacity building, which is increasingly relevant in

today’s digital-first global economy.

The IMF, by encouraging countries to pursue sound fiscal and
monetary policies, helps create stable economic environments—

critical for attracting foreign investment and supporting trade. A

398



stable macroeconomic environment reduces risks for international
buyers and investors, making a country more competitive in global

markets.

The World Bank finances trade-related infrastructure such as ports,
logistics systems, and energy grids. It also supports trade facilitation
reforms, including better customs procedures and reduced
bureaucratic hurdles—critical for exporters looking to enter foreign
markets. Additionally, through its data and knowledge platforms, it
helps countries analyze export performance and identify areas for

policy intervention.

All three institutions often work in collaboration with regional
development banks and national governments to design and
implement projects that support export-oriented growth. For
countries like India, these institutions offer valuable resources,
insights, and platforms for international collaboration. Their
combined efforts have contributed to trade expansion, especially by
enabling developing economies to compete more effectively in the

global marketplace.

18.6 Central Advisory Council

18.6.1 Structure and Composition

The Central Advisory Council (CAC) plays a strategic role in India’s
trade governance, primarily serving as a consultative body to guide
the formulation and implementation of export promotion policies. It
typically operates under the Ministry of Commerce and Industry,
involving key stakeholders from government ministries, industry
associations, export promotion councils, public sector undertakings,

and academia.
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The composition of the Council is diverse, ensuring a comprehensive
approach to policymaking. Members may include representatives
from the Federation of Indian Export Organisations (FIEO), Export
Promotion Councils, Commodity Boards, and other relevant
authorities. The Council is chaired by a senior government official,

often a Union Minister or a Secretary of Commerce.

By bringing together voices from various sectors, the CAC ensures
that trade policies reflect ground realities and the needs of exporters.
It also helps align India’s trade goals with international developments

and domestic economic priorities.

18.6.2 Role in Policy Making

The Central Advisory Council plays a consultative and policy
advisory role in shaping India’s foreign trade strategy. One of its key
responsibilities is to review the performance of export sectors and
recommend measures for boosting competitiveness and global reach.
It also evaluates the effectiveness of existing export promotion
schemes and suggests modifications or new initiatives based on

industry feedback.

The CAC acts as a bridge between the government and the exporting
community, facilitating two-way communication. Exporters use this
platform to raise concerns about issues such as infrastructure
bottlenecks, procedural delays, high logistics costs, and global trade
barriers. Through this engagement, the Council provides inputs that
are used to fine-tune policies like the Foreign Trade Policy (FTP) and
Export-Import (EXIM) Policy.

Additionally, the CAC offers guidance on India’s trade negotiations

at international forums, ensuring that the interests of domestic
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industries are protected and promoted. It also supports the
identification of emerging markets and recommends capacity-

building programs for exporters.

In summary, the Central Advisory Council is a vital mechanism for
participatory trade policy formulation, enhancing coordination
between various stakeholders to create a robust and export-friendly

trade environment.

18.7 Export Development Councils

18.7.1 Purpose and Functions

Export Development Councils (EDCs) are specialized bodies
established to advise the government on matters related to the
development and promotion of India’s exports. They work in close
collaboration with the Ministry of Commerce and Industry, various
export promotion councils, and industry stakeholders to formulate

strategies that enhance export performance across different sectors.

The primary purpose of EDCs is to ensure that policy decisions are

industry-driven and export-oriented. Their key functions include:

e Identifying bottlenecks in the export process and suggesting
policy remedies.

e Recommending measures to improve product quality, design,
and packaging to meet international standards.

e Advising on market diversification strategies to reduce
dependency on a limited number of export destinations.

e Facilitating technology upgradation and capacity building for
small and medium exporters.

e Promoting innovation and R&D in export sectors.
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By involving stakeholders from both the public and private sectors,
EDC:s provide actionable insights that help shape India’s trade policy

and improve its global competitiveness.

18.7.2 Contributions to Export Growth

Export Development Councils have played a significant role in
enhancing India’s export performance by driving sector-specific
strategies. For instance, EDCs have successfully identified sunrise
sectors—such as renewable energy, organic products, and electronics

manufacturing—where India has significant growth potential.

One of their major contributions is the support provided to Micro,
Small, and Medium Enterprises (MSMEs), which form a backbone of
India's export economy. EDCs help these enterprises access global
markets by simplifying procedures, promoting e-commerce, and

offering market intelligence reports.

Additionally, EDCs play an instrumental role in organizing trade
fairs, exhibitions, buyer-seller meets, and export awareness
workshops, both domestically and abroad. These initiatives not only
provide exporters with direct market access but also help them
understand global trends, compliance requirements, and buyer

expectations.

EDCs also work closely with other institutions like the Export
Promotion Councils, Commodity Boards, and financial institutions to

coordinate policy implementation and resource allocation.

Overall, Export Development Councils act as a dynamic interface

between the government and the export industry, ensuring that the
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export ecosystem remains responsive, innovative, and globally

competitive.

18.8 Commodity Boards
18.8.1 Overview and Objectives

Commodity Boards are autonomous or statutory bodies set up by the
Government of India to promote the production, development, and
export of specific agricultural and plantation commodities. Each
board focuses on a particular commodity and operates under the
administrative control of the Ministry of Commerce and Industry or

the Ministry of Agriculture, depending on the commodity's nature.
Some of the prominent Commodity Boards in India include:

e C(Coffee Board of India

e Tea Board of India

e Spices Board

e Rubber Board

e Tobacco Board

e Coconut Development Board

e (Coir Board
The key objectives of these boards are:

e Enhancing productivity and quality of the commodity.

e Promoting research and development in cultivation,
harvesting, and processing.

e Facilitating export promotion by improving packaging,
branding, and marketing.

e Providing extension services and training to farmers and

Processors.
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e Supporting value addition and sustainable farming practices.

These boards play a critical role in protecting the interests of farmers
and producers while enhancing India's global market share in their

respective commodities.

18.8.2 Role in Export Promotion

Commodity Boards play a proactive role in boosting exports by
ensuring that Indian products meet international quality standards and
market requirements. They conduct market intelligence studies,
identify new export destinations, and guide stakeholders on export

procedures, packaging norms, and phytosanitary regulations.

For instance, the Spices Board has significantly contributed in
making India a leading exporter of spices through initiatives like
quality certification labs, spice parks, and organic farming programs.
Similarly, the Tea Board supports exporters by facilitating GI

tagging, branding initiatives, and participation in global trade fairs.

These boards also act as a bridge between farmers, processors, and
exporters, ensuring alignment of supply with market demand. They
provide financial assistance and infrastructure support, such as
processing units, cold storage, and transport logistics, to enhance

export readiness.

Moreover, they collaborate with international organizations and trade
missions to negotiate favorable trade terms and protect the interests

of Indian exporters in global forums.

In summary, Commodity Boards are vital institutions that help

strengthen India’s agricultural exports by ensuring quality,
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innovation, and market access for key plantation and farm-based

products.

18.9 Export Promotion Councils (EPCs)
18.9.1 Definition and Structure

Export Promotion Councils (EPCs) are non-profit organizations
established by the Government of India with the objective of
promoting and supporting the export of specific products or services.
The EPCs function under the guidance of the Ministry of Commerce
and Industry, and serve as a vital link between the Indian government

and the export industry.

There are over 20 EPCs in India, each responsible for a specific

sector. Some well-known councils include:

e Engineering Export Promotion Council (EEPC)

e Pharmaceuticals Export Promotion Council (Pharmexcil)

o Chemicals and Allied Products Export Promotion Council
(CAPEXIL)

e Gems and Jewellery Export Promotion Council (GJEPC)

e Services Export Promotion Council (SEPC)

EPCs are usually governed by a managing committee composed of
elected representatives from the export community. Membership in
an EPC is often a prerequisite for availing various export incentives
and schemes provided by the government under the Foreign Trade

Policy (FTP).

Their structure is designed to ensure representation from diverse

industry segments, including manufacturers, traders, and exporters,
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which allows for inclusive and effective policy formulation and

implementation.

18.9.2 Functions and Support to Exporters

Export Promotion Councils play a multifaceted role in supporting and

growing India’s export sector. Their key functions include:

1. Market Intelligence and Research: EPCs gather and
disseminate critical information regarding international
market trends, demand patterns, product standards, and
competitor analysis. This enables Indian exporters to make
informed business decisions.

2. Trade Facilitation: EPCs organize trade fairs, buyer-seller
meets, virtual expos, and B2B interactions. These events help
Indian exporters showcase their products and connect with
global buyers.

3. Policy Advocacy: Acting as a bridge between exporters and
the government, EPCs represent industry concerns and
suggest policy reforms to address challenges such as high
tariffs, logistics costs, or non-tariff barriers. Their feedback is
essential during the formulation of India's Foreign Trade
Policy.

4. SKkill Development and Training: EPCs regularly conduct
workshops, webinars, and training programs on export
documentation, compliance with international standards,
certifications, and logistics management.

5. Support Under Government Schemes: EPCs assist
exporters in availing benefits under schemes like RoDTEP
(Remission of Duties and Taxes on Export Products), SEIS
(Service Exports from India Scheme), and MAI (Market

Access Initiative).
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6. Promoting Brand India: Many EPCs undertake branding
and promotional campaigns in overseas markets to establish

India as a reliable source for quality goods and services.

By nurturing sector-specific growth and offering tailored support,
EPCs are instrumental in boosting India’s export performance. Their
efforts have led to increased visibility for Indian products in global
markets and have contributed to building India’s reputation as a

trusted trading partner.

18.10 Summing Up

In today’s interconnected global economy, the significance of
international trade cannot be overstated. The comprehensive study of
institutions like the World Trade Organization (WTO), mechanisms
such as trade liberalisation, and specialized bodies including Export
Promotion Councils, Commodity Boards, and Export Development
Councils reveals the complex and multifaceted framework that
supports and sustains India’s export growth. Each component plays a
distinct yet interconnected role in shaping the country’s external trade

dynamics and enhancing its integration with the world economy.

The WTO serves as the cornerstone of global trade governance by
promoting a rules-based, transparent, and fair trading system. For
India, WTO membership has opened avenues for better market access
and while also imposing responsibilities to adhere to international
trade norms. While challenges such as disputes over subsidies and
intellectual property rights persist, the benefits of participation in a
global trade order are undeniable. The WTQO’s dispute settlement
mechanism, negotiation platforms, and technical assistance programs
collectively help India protect its trade interests and foster economic

development.
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Trade liberalisation acts as the catalyst that unlocks the country’s
economic potential by reducing tariff and non-tariff barriers, thus
encouraging competition and innovation. India’s economic reforms
post-1991 underscore the transformative power of opening markets
to global forces. The subsequent growth in exports, foreign direct
investment, and employment highlight liberalisation’s pivotal role in
modernizing the Indian economy. However, it is equally important to
recognize and address the challenges of liberalisation, such as the
vulnerabilities faced by domestic industries and workers exposed to
global competition. Policies must continue to balance openness with

safeguards for economic resilience and inclusive growth.

The role of international marketing institutions—such as UNCTAD,
IMF, and the World Bank—further enhances India’s trade capacity
by offering financial support, policy guidance, and infrastructure
development. These organizations complement the WTO framework
by addressing development needs, stabilizing macroeconomic
environments, and fostering sustainable trade policies. Their
interventions are crucial for emerging economies to navigate the
complexities of globalization and leverage opportunities for export

diversification and value addition.

India’s trade ecosystem benefits immensely from specialized
institutions like the Central Advisory Council, Export Development
Councils, Commodity Boards, and Export Promotion Councils.
These institutions bridge the gap between government policies and
industry realities. They ensure that export promotion efforts are well-
coordinated, sector-specific, and aligned with global market
demands. By offering market intelligence, capacity building, policy
advocacy, and logistical support, these bodies help Indian exporters,
especially MSMEs, to overcome challenges and tap into new

opportunities. Their work in quality enhancement, branding, and
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compliance with international standards has contributed significantly

in strengthening India’s global trade reputation.

In conclusion, the success of India’s export sector depends not only
on liberal trade policies but also on the effective functioning of
institutions that support exporters at every stage—from production to
market access. The dynamic interplay between global frameworks
like the WTO, national policy reforms, and specialized export
promotion bodies creates an enabling environment that fosters

sustained export growth and economic development.

Going forward, India must continue to leverage its institutional
strengths while adapting to evolving global trade trends, such as
digital trade, sustainability requirements, and shifting geopolitical
landscapes. Strategic investments in infrastructure, technology, skill
development, and innovation will further enhance export
competitiveness. Moreover, inclusive policies that address the needs
of all stakeholders—from farmers to large exporters—will ensure that
the benefits of international trade contribute to broad-based economic

prosperity.

Conclusively, India’s ability to thrive in the global marketplace rests
on its commitment to an integrated trade strategy supported by robust
institutions, sound policies, and active engagement with international
partners. This holistic approach will help India realize its vision of
becoming a leading global trading nation, fostering economic growth

and development for its people.

18.11 Model Questions
Short Answer Type Questions
1. What is the World Trade Organization (WTO) and when was
it established?
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9.

Mention any two core functions of the WTO.

Define trade liberalisation in the context of international trade.
State any two benefits India has gained from trade
liberalisation.

What is the primary role of UNCTAD?

Name any two Commodity Boards functioning in India.
What is the function of Export Promotion Councils (EPCs)?
Mention any two ways in which Export Development
Councils support India’s exports.

What does the Most Favoured Nation (MFN) principle imply?

10. Name any two sectors that benefited from India’s post-1991

trade liberalisation policies.

Long Answer Type Questions

1.

Discuss the evolution of the WTO from GATT and explain its
role in promoting global trade.

Analyse the impact of WTO membership on India’s trade
performance with suitable examples.

Explain the concept of trade liberalisation and its importance
for developing economies like India.

Describe the role of UNCTAD, IMF, and the World Bank in
supporting global trade and economic development in
countries like India.

Explain the structure and role of the Central Advisory Council
in shaping India’s export policies.

Describe the objectives and export promotion functions of
Commodity Boards in India.

How do Export Promotion Councils (EPCs) assist Indian
exporters in improving global competitiveness?

Evaluate the contribution of Export Development Councils to

India’s export growth with suitable examples.
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9. Discuss the challenges faced by India in the process of trade
liberalisation and suggest measures to overcome them.
10. Highlight the coordinated role of domestic and international

institutions in strengthening India’s global trade position.
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19.5 Directorate General of Foreign Trade(DGFT)
19.5.1 Objectives of DGFT
19.5.2 Key Functions of DGFT
19.5.3 Organizational Structure
19.6 Trade Fair Authority of India
19.7 India Trade Promotion Organisation(ITPO)
19.7.1 Objectives of ITPO
19.7.2 Functions of ITPO
19.8 State Trading Corporation
19.8.1 Objectives of STC

19.9 Metals and Minerals Trading Corporation of India
19.10 Summing Up
19.11 Model Questions and Answers

19.12 References and Suggested Readings

19.1 Introduction

Trade Development Authorities play a crucial role in enhancing a
country's international trade by formulating and implementing
policies, offering support services and facilitating trade promotion
activities. These authorities are established by the government to
strengthen export competitiveness, develop trade infrastructure and
create a favorable environment for businesses to explore and expand

into global markets. By organizing trade fairs, conducting market
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research and providing financial and technical assistance, Trade
Development Authorities aim to boost exports, diversify trade
portfolios and contribute significantly to the economic development
of the country. In India, several such bodies function under the
Ministry of Commerce and Industry to support the nation’s trade

agenda effectively.

19.2 Objectives
After completing this unit, learners will be able to:

1. understand the meaning and role of Trade Development

Authorities in promoting international trade,

2. identify key institutions like DGFT, ITPO, STC, and MMTC

and their functions.

19.3 Definition and Purpose of Trade Development Authorities

A Trade Development Authority refers to a government-established
or government-supported institution that is responsible for the
promotion, facilitation, and strategic growth of a country’s
international trade. These authorities are typically mandated to
support exporters, improve trade infrastructure and build the capacity
of domestic industries to compete in the global marketplace. They act
as a bridge between the government and the exporting community,
ensuring that trade policies are implemented effectively and exporters
receive the assistance they need to enter and sustain themselves in

international markets.
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19.4 Purpose of Trade Development Authorities

Trade Development Authorities play a pivotal role in fostering and
promoting trade activities, both domestically and internationally, in
order to enhance economic growth, increase export potential and
improve market access for businesses. Their core functions and

objectives can be outlined as follows:
1. Promotion of Exports

One of the primary purposes of trade development authorities is to
boost exports of goods and services. These organizations work to
identify and explore new markets, promote Indian products globally

and help exporters gain access to international trade opportunities.
2. Formulation and Implementation of Policies

Trade development authorities play a critical role in formulating and
implementing policies that facilitate trade growth. By creating clear,
coherent trade policies, they help streamline export-import
procedures, encourage foreign investments and simplify regulatory

frameworks to improve trade practices.
3. Export Incentives and Schemes

These authorities design and offer export promotion schemes and
incentives to encourage businesses to venture into international
markets. These include financial incentives, subsidies, training
programs, and support for market research, which help reduce the

barriers to entry for exporters.
4. Skill Development and Capacity Building

Trade development authorities are involved in skill development by
organizing workshops, seminars, and training programs for exporters.
These initiatives enhance the capacity of Indian businesses to meet
international standards, improve competitiveness, and ensure the

quality of exports.

414



5. Market Intelligence and Research

The authorities collect and provide market intelligence, such as
information about global trends, market demands, and trade
regulations. This data helps businesses make informed decisions
about where to focus their efforts, target markets, and product

development strategies.
6. Quality Standards and Certification

Trade development authorities play an important role in setting and
enforcing quality standards. They provide certification services to
ensure that Indian products meet international standards, thus

improving the credibility of Indian exports in global markets.

7. Facilitation of Trade Events

Many authorities are responsible for organizing and supporting trade
fairs, exhibitions, and buyer-seller meets to connect Indian exporters
with international buyers. These events serve as platforms for
showcasing products, networking, and establishing trade
partnerships.

8. Legal and Administrative Support

They offer legal and administrative support to exporters, guiding
them through complex documentation, customs regulations, and
compliance procedures. This support ensures smoother transactions
and reduces delays in cross-border trade.

9. Strengthening International Trade Relations

Trade development authorities work closely with foreign trade
agencies and diplomatic missions to enhance trade relations between
India and other countries. Through bilateral and multilateral
agreements, these authorities help negotiate favorable trade terms and

expand market access for Indian goods.
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19.5 Directorate General of Foreign Trade(DGFT)

The Directorate General of Foreign Trade (DGFT) is a key
government body under the Ministry of Commerce and Industry,
Government of India, responsible for the regulation and promotion of
India's foreign trade. It plays a central role in implementing the
country’s Foreign Trade Policy (FTP) and in facilitating smooth trade

operations across borders.

19.5.1 Objectives of DGFT

e To facilitate international trade by formulating and
implementing transparent, predictable, and stable trade

policies.

e To promote exports by offering various incentives and

schemes to exporters.

e To act as a regulatory authority ensuring compliance with

trade regulations and standards.

19.5.2 Key Functions of DGFT
1. Formulation of Foreign Trade Policy

o DGEFT prepares and enforces India's Foreign Trade Policy,
which outlines strategies and procedures for enhancing

exports and managing imports.

e The policy is typically revised every five years and includes

various export promotion schemes.
2. Issuance of Importer Exporter Code (IEC)

e The DGFT is the sole authority to issue the Importer Exporter
Code (IEC), which is mandatory for any Indian business

involved in foreign trade.
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3. Export Promotion Measures

DGFT administers several export incentive schemes, such as:

o Remission of Duties and Taxes on Exported Products

(RoDTEP)
o Advance Authorization Scheme

o Export Promotion Capital Goods (EPCG) Scheme

4. Licensing and Permissions

It grants licenses and authorizations for restricted or regulated

imports and exports.

It monitors and manages the allocation of quotas, especially

for sensitive goods like food grains, metals, etc.

5. Simplification of Trade Procedures

DGFT works towards the digitalization of trade processes,
such as online filing and approval of applications through the

DGEFT portal.

It simplifies documentation requirements to make

international trade more efficient and less time-consuming.

6. Monitoring and Enforcement

DGEFT ensures compliance with trade laws and may take

corrective actions against defaulters or violators.

It also monitors export performance and identifies sectors that

need policy support.

7. Capacity Building and Awareness

It conducts training programs, seminars, and workshops to
educate exporters about policies, procedures, and

international trade requirements.
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19.5.3 Organizational Structure

e The DGFT is headed by the Director General, typically an
officer of the Indian Administrative Service (IAS).

e [t operates through its headquarters in New Delhi and a
network of regional offices (Zonal, Regional, and Sub-
regional offices) across the country.

The Directorate General of Foreign Trade (DGFT) acts as a bridge
between the Government and the trading community. By streamlining
trade regulations, providing policy support, and offering export
incentives, the DGFT plays a crucial role in enhancing India’s

presence in global trade and contributing to economic development.

19.6 Trade Fair Authority of India

The Trade Fair Authority of India (TFAI) was incorporated on 30
December 1976 under Section 25 of the Indian Companies Act, 1956.
It was formed through the amalgamation of three Government of
India organizations: The India International Trade Fair Organisation,
the Directorate of Exhibitions & Commercial Publicity, and the
Indian Council of Trade Fairs & Exhibitions. TFAI officially began
its operations on 1 March 1977. Later, TFAI and Trade Development
Authority (TDA) were merged to form India Trade Promotion
Organisation (ITPO).

19.7 India Trade Promotion Organisation(ITPO)

ITPO is a government of India enterprise. It was formed on January
1, 1992 and is the premier trade promotion agency of India. It operates
under the Ministry of Commerce and Industry. ITPO is a Mini-Ratna
Category-1 Central Public Sector Enterprise with 100 percent
shareholding of Government of India. Its mission is to promote,
facilitate, encourage and coordinate various activities and

programmes to enhance India’s share of exports.
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19.7.1 Objectives of ITPO

a. To advance India’s external and domestic trade in a cost-
effective way by organizing and taking part in international
trade exhibitions both within India and overseas; arranging
meetings between buyers and sellers and organizing
promotional contact initiatives overseas; carrying out foreign
market studies, promoting contact exchanges and
programmes abroad; carrying out international market
surveys, organizing and coordinating exchanges of business
delegation visits, and conducting targeted research to promote

trade in particular sectors/markets;

b. To aid and help small and medium enterprises in accessing

markets both within India and internationally;
c. To spread trade information and ease E-commerce/trade;

d. To develop high-quality physical infrastructure, services, and
management to facilitate the hosting of trade promotion
events like conventions and trade exhibitions that meet

international standards; and

e. To engage the participation and backing of State
Governments, additional government trade promotion
agencies, as well as trade and industry associations in

promoting India’s domestic and external trade.

19.7.2 Functions of ITPO
a. Organizing of fairs and exhibitions in India

b. Participation in select overseas fairs and organizing of

exclusive Indian trade shows in select locations abroad

c. Promotion through department stores, contact and product

promotion programmes, and market surveys
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d. Information dissemination on products and markets among

trade and industry in India and abroad.

e. Organizing seminars, conferences and workshops on trade-

related issues.

f. gradation of the facilities of Pragati Maidan to exacting

international standards.

19.8 State Trading Corporation

The State Trading Corporation of India Ltd. (STC) was established in
1956 as a leading international trading enterprise under the
Government of India. Initially created to facilitate commerce with
Eastern European nations, it aimed to complement the efforts of
private sector trade and enhance the country’s export capabilities.
Registered as an autonomous entity under the Companies Act, 1956,
STC operated under the administrative supervision of the Ministry of

Commerce & Industry.

Over the years, STC played a pivotal role in India's economic
landscape, particularly before the liberalization of the economy. It
served as a government instrument for overseeing foreign trade and
intervening in domestic markets. The Corporation managed the
canalized import and export of a broad range of goods—including
bulk items like edible oils, sugar, wheat, urea, cement, and
newsprint—ensuring their timely supply and fair distribution. This
system of canalization also enabled the country to optimize foreign

exchange use and benefit from bulk trade economies.

STC was also involved in supporting price stabilization initiatives,
stepping in to procure commodities such as raw jute, shellac, tobacco,

rubber, and vanilla at fair prices when requested by the government.
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In its efforts to promote exports, STC provided exporters with
marketing, technical, and financial assistance. It facilitated the import
of machinery and raw materials, established design and testing
facilities, and helped small-scale producers gain access to
international markets by forming consortia and participating in global

trade events.

In recent times, STC has ceased taking on new business activities and

is presently functioning as a non-operational entity.

19.8.1 Objectives of STC

a. To develop core competencies in selected areas and exploit
the market opportunities in these areas to the best advantage

of the Corporation.

b. To continuously undertake horizontal and vertical
diversifications thereby enabling sustained growth of

business.

c. To make best use of the financial strength of the Corporation

in expanding its business.

d. To lay emphasis on quality of services to customers so as to
develop long-term business relationships with buyers and

suppliers in and outside the country.

e. To undertake market intervention operations as and when

advised by the Government of India.

f. To create new infrastructure and make optimum utilisation of

infrastructure available with the Corporation.

g. To strive to pay adequate returns to the stakeholders.
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h. To fulfil Corporation’s social responsibility by following
ethical business practices and reinforcing commitment to

customers, employees, partners and communities.

1.  To undertake on a continuous basis training / retraining of
existing manpower and induct professionally qualified young
talent so as to create a cadre of highly professional and

motivated managers.

j.  To ensure an efficient and streamlined system of operations,

with minimum transaction costs.

k. To act as a facilitator to small and medium exporters and

importers.

19.9 Metals and Minerals Trading Corporation of India

Founded in September 1963, MMTC was established under the
Ministry of Commerce & Industry to canalize and promote India’s
trade in minerals and metals. MMTC started as part of the State
Trading Corporation of India but later became a separate company
that mainly dealt with trading minerals and metals. In the 1990s, it
began doing business with European countries and expanded its
international presence. During the same time, MMTC also opened
special vaults to store gold and set up duty-free jewelry shops at big
airports in India. It even started a new company in Singapore, called

MMTC Transnational Pte Ltd, to help with its international trade.

Metals and Minerals Trading Corporation of India (MMTC Ltd.) is
one of India’s top two foreign exchange earners and the largest
trading enterprise in the public sector. It is involved in both the export
and import of key commodities, including coal, iron ore, industrial
and agricultural products. MMTC also deals in vital imports and

exports of ferrous and non-ferrous metals for industrial use, as well
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as agricultural fertilizers. Its trading operations are broad and include
third-country trade, joint ventures, link deals, and modern global trade
formats. MMTC has built an extensive international network,
covering most countries in Asia, Europe, Africa, Oceania, and the
United States. It also owns a fully controlled overseas subsidiary in
Singapore, called MMTC Transnational Pte Ltd (MTPL). The

company holds the status of a Miniratna public sector undertaking.

MMTC is the second-largest foreign exchange earner for India, after
petroleum refining companies. It was the first public sector company
to receive the Five Star Export House status from the Government of
India, recognizing its long-standing contribution to exports. In the
bullion sector, MMTC is the largest player in the country. During
2008-09, it imported 146 tonnes of gold out of the 600 tonnes brought

into India.

Today, MMTC holds the distinction of being:

e The largest exporter of minerals from India
e The biggest bullion trader in the country

e The largest public sector importer of steel and coal in India

19.10 Summing Up

This unit offers a perceptive summary of the main Indian trade
development authorities that are instrumental in advancing and
enabling the nation's foreign trade. It starts with an overview of the
unit's goals and the significance of institutional support for trade. The
unit defines Trade Development Authorities and outlines their main
goals, which include encouraging exports, assisting exporters, easing
trade regulations, and fostering an atmosphere that is conducive to
global trade. The Directorate General of Foreign Trade (DGFT) is a
primary focus. It describes the goals, like creating and carrying out

the Foreign Trade Policy, and goes into detail about its main duties,
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like granting licenses and controlling trade. Additionally discussed is
DGFT's organizational structure, which clarifies its operational
framework. The Trade Fair Authority of India and its development
into the India Trade Promotion Organization (ITPO) are also covered

in this unit.

19.11 Model Questions and Answers

I.  Discuss the main roles and responsibilities of Trade

Development Authorities in India.

Answer: Trade Development Authorities in India play a crucial role
in promoting and facilitating the country’s foreign trade. These
authorities are either government-established or government-
supported institutions designed to enhance export potential,
strengthen trade infrastructure, and support domestic industries in
becoming globally competitive. Their main roles and responsibilities

include:
1. Promotion of Exports

Trade Development Authorities work to boost the exports of Indian
goods and services by identifying new markets, promoting Indian

products abroad, and helping exporters access global opportunities.
2. Formulation and Implementation of Trade Policies

These authorities assist in the creation and execution of policies
aimed at simplifying procedures, reducing trade barriers, and
encouraging foreign investments. They ensure that policies align with

the country’s overall trade strategy.
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3. Export Incentives and Schemes

They design and implement various export promotion schemes such
as duty drawbacks, subsidies, and tax exemptions to make Indian

exports more competitive in the international market.
4. Capacity Building and Skill Development

By organizing training programs, workshops, and seminars, they help
build the skills of Indian exporters. These initiatives help businesses

meet global standards and improve their market readiness.
5. Market Intelligence and Research

Authorities collect and disseminate valuable market data, including
trends, demand forecasts, and regulatory updates. This helps

exporters make informed business decisions.
6. Setting Quality Standards and Certifications

They help Indian exporters comply with international standards by
offering certification services. This enhances the credibility and

acceptance of Indian products in foreign markets.
7. Organizing Trade Events

Authorities arrange trade fairs, exhibitions, and buyer-seller meets to
provide Indian businesses with platforms to showcase their products

and connect with international buyers.
8. Legal and Administrative Assistance

They offer support in completing trade documentation, understanding
customs procedures, and meeting compliance requirements, thereby

simplifying export-import transactions.
9. Strengthening International Relations

Trade Development Authorities work with foreign agencies and
embassies to build strong bilateral and multilateral trade

relationships, helping India negotiate favorable trade terms.
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II. Write a detailed note on the establishment and objectives of the

India Trade Promotion Organisation (ITPO).

Answer: The India Trade Promotion Organisation (ITPO) was
established on January 1, 1992, as the premier trade promotion
agency of the Government of India. It was created through the merger
of two important institutions—the Trade Development Authority
(TDA) and the Trade Fair Authority of India (TFAI). ITPO operates
under the administrative control of the Ministry of Commerce and

Industry, Government of India.

ITPO is a Mini-Ratna Category-1 Central Public Sector Enterprise
(CPSE) and is fully owned by the Government of India. It is
headquartered at Pragati Maidan, New Delhi, which is also India's
largest exhibition complex and the main venue for various national

and international trade fairs.

Objectives: Refer to 19.7.1

III.  Explain the functions and organizational structure of the

Directorate General of Foreign Trade (DGFT).
Answer: Referto 19.5.2 and 19.5.3

IV.  Critically evaluate the role of the Directorate General of
Foreign Trade (DGFT) in facilitating India's export

performance post-1991 liberalization.

Answer: Following the 1991 economic liberalization, the Directorate
General of Foreign Trade (DGFT) emerged as a key institution for
implementing and regulating foreign trade policy. It contributed
significantly to shifting India’s trade approach from import

substitution to export promotion.
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1. Policy Formulation and Implementation

DGFT’s primary role has been to design and execute the Foreign
Trade Policy (FTP), which outlines India’s strategy for enhancing
exports and managing imports. Policies such as the Advance
Authorization Scheme, EPCG, and SEIS have provided much-needed
incentives for exporters. These policy measures have helped Indian

businesses become more competitive globally.
2. Simplification and Digitalization of Procedures

The DGFT has taken major steps to digitize trade processes, including
online issuance of Importer Exporter Codes (IECs) and electronic
filing of export applications. The launch of the DGFT portal has
improved transparency and reduced procedural delays. However,
access to these digital tools remains uneven, particularly for MSMEs

in smaller towns and rural areas.
3. Export Incentive Schemes and Support

To promote exports, DGFT administers a range of incentive schemes.
Programs like RODTEP and EPCG reduce the cost of exporting by
reimbursing taxes and duties or allowing duty-free import of capital
goods. While effective in boosting exports in key sectors like
engineering, textiles, and chemicals, these schemes have faced
challenges such as WTO compliance issues and procedural

complexities.
4. Capacity Building and Outreach

DGFT regularly conducts training, workshops, and seminars to build
awareness among exporters about trade regulations, policy updates,
and international market opportunities. These initiatives have
empowered exporters to navigate global trade environments.
However, their reach is still limited to urban centers and organized

sectors.
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5. Regulatory Oversight and Trade Facilitation

As aregulatory body, DGFT ensures compliance with trade laws and
monitors export trends. It coordinates with customs, ministries, and
export promotion councils to address grievances and facilitate trade
operations. Nevertheless, bureaucratic overlaps and inter-agency

coordination sometimes hinder smooth functioning.

Overall, DGFT has played a transformative role in shaping India’s
export landscape since 1991. It has helped open global markets for
Indian businesses and streamlined trade administration. However, for
sustained and inclusive export growth, DGFT must improve scheme
accessibility, enhance coordination with other trade bodies, and

expand its outreach to underserved regions and sectors.
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UNIT-20

INDIA’S FOREIGN TRADE AND BALANCE OF

PAYMENT POSITION

Unit Structure:
20.1 Introduction
20.2 Objectives
20.3 Meaning and Importance of Foreign Trade
20.4 Trade strategies of India
20.4.1 Pre-1991: Inward-Oriented (Import
Strategy
20.4.2 Post-1991: Outward-Oriented Strategy
20.5 Export procedure
20.6 Export incentives and Subsidies
20.6.1 Key Export Incentives in India
20.7 Balance of Payment
20.7.1 Meaning of Balance of Payment (BoP)
20.7.2. Components of Balance of Payment
20.7.3 Balance of Payment Position in India
20.8 Summing Up
20.9 Answers to Check Your Progress
20.10 Model Questions
20.11 References and Suggested Readings

20.1 Introduction

Substitution)

India’s foreign trade and its Balance of Payment (BoP) position play

a vital role in assessing the country’s economic performance and

external stability. Foreign trade, which includes the exchange of

goods and services with other nations, significantly contributes to

India’s GDP, employment, and foreign exchange earnings. The
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Balance of Payment, on the other hand, provides a comprehensive
account of all international economic transactions made by the
country during a specific period. It reflects the country's ability to pay
for its imports, attract foreign investment and maintain currency
stability. Together, foreign trade and BoP offer a clear picture of
India’s integration with the global economy, the effectiveness of its
trade policies and the resilience of its economic structure in the face

of global challenges.

20.2 Objectives

After going through this unit, you shall be able to
e understand the meaning and importance of foreign trade,
e understand India’s trade strategies,
e outline the detailed procedure for export in India,

® recognize the various export incentives and subsidies
provided by the Indian government and their purpose in

promoting international trade,

® understand the meaning and importance of Balance of

Payment (BoP) for a country.

20.3 Meaning and Importance of Foreign Trade

Foreign trade, also known as international trade, has become the
lifeline of a nation in this era of globalisation. In today’s
interconnected world, thriving in isolation is almost impossible for a
country. Hence, foreign trade acts as the link which binds industries,
markets and people across international borders. Foreign trade
essentially refers to the exchange of goods, services and capital

among different countries. For example, when India exports its
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pharmaceutical products to the US or imports crude oil from Saudi
Arabia, it is referred to as the trade of ‘goods’. Similarly, when Indian
IT giants like TCS, Infosys and Wipro provide software development
and IT solutions to clients in Germany, France and UK, while India
imports financial consulting services from firms based in the UK—
these are examples of trade of ‘service’. On the other hand, trade of
‘capital’ may include Foreign Direct Investments(FDI), Foreign

Portfolio Investments(FPI), etc.

Foreign trade is the backbone of globalisation— it leads to economic
stability, industrial growth and global integration. International trade
contributes significantly to a nation’s GDP by increasing production
and by allowing countries to specialise in industries where they have
a competitive advantage. Foreign trade also plays a crucial role in
employment generation. As countries engage in international trade,
businesses experience higher demands for goods and services,
leading to increased workforce requirements across various sectors.
For instance, India’s textile and garment industry employs a large
number of workers due to high export demand. Additionally, foreign
trade attracts FDI which further boosts employment opportunities. It
fosters diplomatic and economic ties between countries reducing
trade barriers and conflicts. Foreign trade is a major source of foreign
exchange earnings for a country, as it brings in valuable foreign
currency through exports of goods and services. When a country
exports products to international markets, it receives payments in
foreign currencies such as U.S. Dollars, Euros or Pounds. These
earnings help strengthen the country’s foreign exchange reserves,
which play a crucial role in economic stability and international trade.
Hence, foreign trade serves as a catalyst for economic development
of a country by driving industrial growth, attracting investment and

expanding market
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opportunities. By strengthening its trade policies and infrastructure, a
country can further harness the potential of foreign trade to support

sustainable economic development.

20.4 Trade strategies of India

Trade strategies refer to the policies and approaches adopted by a
country to regulate its international trade. Trade strategies can be
broadly classified into outward-oriented and inward-oriented
approaches, based on how a country engages with the global
economy. An outward-oriented strategy, also known as outward
looking strategy, is a strategy where the trade and industrial policies
do not discriminate between production for the domestic market and
exports, nor between purchases of domestic goods and foreign goods.
An outward oriented strategy is fundamentally neutral and should not
be confused with an export-oriented or export promotion strategy.
However, it can create conditions conducive to export-led growth, as
seen in some South-East Asian countries. An outward-oriented policy
neither favours exports, nor it is against import substitution. It is
unbiased, with neutrality as its core. On the other hand, an inward-
oriented or inward-looking strategy is marked by trade and industrial
policies that favour domestic production while restricting foreign
trade. Since import substitution is central to this approach, it is often
referred to as the ‘Import Substitution Industrialisation Strategy’. A
key characteristic of this approach is the protection of domestic
industries from foreign competition. It is done through imposing
tariffs, quotas, administrative controls like licensing, etc. Although
the inward-oriented approach does not intend to discourage exports,

it has an inherent bias against it.

India's trade strategy has undergone significant changes over the

decades, reflecting shifts in economic priorities, global trade
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dynamics, and policy reforms. Broadly, it can be divided into three

major phases:

20.4.1 Pre-1991: Inward-Oriented (Import Substitution) Strategy

Before 1991, India followed an Import Substitution Industrialization
Strategy, aiming for self-reliance and reducing dependence on foreign
goods. This approach was influenced by socialist economic principles
and India's colonial past, which emphasized the need to protect
domestic industries. This involved imposing high tariffs and strict
import controls to shield domestic industries from foreign
competition. The government played a dominant role in the economy
through public sector enterprises, and private businesses operated
under a tightly controlled system known as the License Raj, where
permissions were required for almost every aspect of production and
trade. Foreign direct investment (FDI) was heavily restricted, and

technology imports were closely regulated.

While this strategy helped build a foundation for industrial
development and ensured self-sufficiency in some sectors, it had
several significant limitations. One of the most significant drawbacks
was the lack of global competitiveness among Indian industries. Due
to high tariffs and strict import restrictions, domestic firms were
shielded from foreign competition, leading to inefficiency, low
productivity, and poor quality of goods. The strategy also fostered
excessive government control through the License Raj, which created
bureaucratic delays, discouraged entrepreneurship, and led to
widespread corruption. Moreover, the limited exposure to foreign
investment and advanced technologies hindered innovation and
industrial modernization. Economic growth during this period
remained sluggish, with GDP growing at a modest rate of around 3—

4% annually, often referred to as the "Hindu rate of growth."
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Additionally, the inward-looking policies contributed to a persistent
balance of payments crisis, as exports remained low while essential
imports, especially oil and machinery, continued to rise. This
ultimately led to a severe foreign exchange shortage in 1991, forcing

India to rethink its trade policy and move towards liberalization.

20.4.2 Post-1991: Outward-Oriented Strategy

India’s outward-oriented trade strategy emerged as a response to the
economic crisis of 1991, which was marked by severe fiscal deficits,
low foreign exchange reserves and a balance of payments crisis. This
period was a turning point in India’s economic history, leading to the
adoption of liberalization, privatization and globalization (LPG)
policies. The outward-oriented strategy emphasized integration with
the global economy through trade liberalization, export promotion,
and openness to foreign investment. Unlike the earlier inward-
focused model that relied on import substitution and heavy
government control, the new approach aimed to boost
competitiveness, attract foreign capital and technology, and improve

efficiency through market-driven reforms.

One of the major features of this outward-oriented strategy was the
reduction in trade barriers. India significantly lowered import tariffs,
dismantled quotas and relaxed licensing procedures. This made it
easier for businesses to import raw materials and capital goods and to
engage in international trade. The simplification of procedures and
the adoption of a more transparent trade policy encouraged private

participation and improved access to global markets.

Another key element was the promotion of exports. India introduced
various incentives to encourage exports, such as the establishment of
Special Economic Zones (SEZs), duty drawback schemes, and tax

exemptions for export-oriented units. These measures were especially
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beneficial for sectors like information technology, textiles,
pharmaceuticals, and gems and jewellery, which experienced rapid
growth in the post-reform period. Export-led growth became a
strategic goal, and India began to diversify its export base beyond
traditional goods, focusing on services and knowledge-based

industries.

The policy shift also included a major focus on attracting Foreign
Direct Investment (FDI). To make India an attractive investment
destination, the government liberalized FDI norms across various
sectors including telecom, banking, insurance, infrastructure, and
manufacturing. This helped bring in not only capital but also modern
technology, management expertise, and access to international
markets. Several multinational companies entered India, contributing
to employment generation, industrial development, and the

modernization of infrastructure.

However, the transition to an outward-oriented strategy was not
without challenges. While the reforms accelerated economic growth
and global integration, they also exposed the economy to global
market fluctuations. India’s dependence on imports, especially for
crude oil, electronics, and capital goods, led to trade deficits.
Moreover, the benefits of globalization were unevenly distributed,
with certain regions and sectors reaping more rewards than others.
Agriculture and small-scale industries faced increasing competition

from imports, affecting their profitability.

To address some of these imbalances, the Indian government in recent
years has adopted a balanced approach, combining outward
orientation with elements of self-reliance. Initiatives like Make in
India, Digital India and Startup India aim to strengthen domestic
capabilities while promoting exports and attracting foreign
investment. The Production-Linked Incentive (PLI) scheme has been

introduced to boost manufacturing in critical sectors such as
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electronics, pharmaceuticals and renewable energy, thereby reducing

import dependence and enhancing export potential.

Stop to Consider

e Foreign trade plays a central role in globalisation by enabling the
free flow of goods, services, and capital across countries. It helps
integrate economies, promotes economic interdependence, and

facilitates access to broader markets.

e Before 1991, India’s inward-oriented trade strategy led to limited
global competitiveness and inefficiencies in domestic industries,
which ultimately made the economy vulnerable to external
shocks—this prompted a shift towards an outward-oriented

approach in the post-reform period.

e The shift in India’s trade policy in 1991 was driven by a severe
economic crisis marked by low foreign exchange reserves, high
fiscal deficits, and a balance of payment problem, prompting the

need for liberalisation and global integration.

e India’s current trade strategy aims to strike a balance between
outward orientation and self-reliance by encouraging exports and
foreign investment while also building strong domestic
capabilities through initiatives like Make in India and the PLI

scheme.

20.5 Export procedure
1. Registration

The exporter must obtain a Permanent Account Number (PAN) from
the Income Tax Department, which is mandatory for all economic

transactions in India.

436




After obtaining the PAN, the exporter is required to register with the
Directorate General of Foreign Trade (DGFT) to get a Business
Identification Number (BIN). The BIN is a PAN-based unique 15-
digit number assigned to the exporter and is essential for customs
documentation and tracking of export-import transactions. The BIN
helps customs and DGFT systems to coordinate and verify export
activities digitally. It must be quoted in all shipping bills and related

export documents.

Further, depending on the nature of the goods being exported, the
exporter may also be required to register with specific Export
Promotion Councils (EPCs) or Commodity Boards to avail of export

incentives and participate in trade fairs or buyer-seller meets.
2. Obtaining Import Export Code (IEC)

An Import Export Code (IEC) is a mandatory 10-digit number issued
by the Directorate General of Foreign Trade (DGFT). No exporter is
allowed to undertake export activities without an IEC. The
application for IEC is to be submitted online through the DGFT
portal, accompanied by necessary documents like PAN card, bank
certificate and address proof of the business. Once issued, the IEC

remains valid for the lifetime of the business.
3. Submission of Shipping Bill

The shipping bill is one of the most crucial documents in the export
process. It acts as a declaration by the exporter to customs and is
essential for the clearance of goods. The exporter or their Customs
House Agent (CHA) files the shipping bill electronically through the
ICEGATE (Indian Customs EDI Gateway) system. The details
required include invoice value, quantity, product description, export

incentives claimed and destination port.
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4. System Appraisal of Shipping Bills

Once the shipping bill is filed electronically, the customs automated
system processes the information and verifies it against existing rules,
export benefits and documentation. Based on system risk parameters
and past compliance history, some shipping bills are cleared
automatically, while others may be flagged for further scrutiny or

manual assessment by customs officials.
5. Quota Allocation

For certain commodities under export control or restrictions (such as
textiles or agricultural products), quota allocation is required. These
goods can only be exported within specified limits set by the
government. Exporters need to apply for a quota or license from the
concerned authority. Once approved, the exporter can proceed with

the shipment within the allocated quota.
6. Arrival of Goods at Docks

After the goods are packed and ready, they are transported to the port
or dock for export. The goods must arrive at the docks before the
vessel’s expected departure. The shipping company or freight
forwarder ensures the cargo is delivered to the container freight
station (CFS) or inland container depot (ICD), where it is temporarily

stored before customs clearance.
7. Customs Examination of Export Cargo

Before the goods are allowed to be exported, customs officials
conduct an examination to verify the quantity, quality, and nature of
the goods. The examination is done to ensure compliance with the
shipping bill, to check for prohibited items, and to determine the
correctness of export incentives claimed. Some goods may be cleared

without physical inspection based on the risk management system.
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8. Stuffing/Loading of Goods in Containers

Once the customs examination is completed and no discrepancies are
found, the cargo is stuffed into containers. This process may be
supervised by customs officials, especially if the cargo is eligible for
duty drawback or other benefits. The containers are sealed and
marked for shipment. After sealing, the containers are shifted to the

port area for loading onto the vessel.
9. Drawal of Samples

If required, customs may draw samples from the consignment to
verify product classification, quality or compliance with export
regulations. This is generally done for certain sensitive items, or in
cases where the exporter is claiming duty drawbacks or other export
incentives. The samples are tested in authorized laboratories and the
export is permitted only after the results confirm the declared

specifications.
10. Grant of Entry Outwards

“Entry Outwards” is a formal permission granted by the customs to
the vessel to load cargo meant for export. This step indicates that the
vessel is ready and has been granted clearance by the port and
customs authorities to accept cargo. Only after the entry outwards is
granted can the shipping bill be processed further, and goods loaded
onto the ship.

11. Clearance of Goods for Exportation

After receiving the entry outwards and satisfying all customs
formalities, including examination and sample testing, if any, the
export cargo is cleared for shipment. Customs issues the “Let Export
Order” (LEO), which is the final clearance allowing the goods to be
exported. The shipping bill is endorsed, and the consignment is

handed over for loading onto the vessel.
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12. Delivery of Export General Manifest (EGM)

After the ship departs, the shipping line files the Export General
Manifest (EGM) with the customs. This document lists all the cargo
loaded on the vessel along with details such as shipping bill number,
description of goods, quantity and destination. The EGM serves as
proof that the goods have actually been exported and is essential for
the realization of export incentives and for closing the shipping bill

in the customs system.

20.6 Export incentives and Subsidies

To promote international trade and enhance the competitiveness of
Indian products in the global market, the Government of India offers
a range of export incentives and subsidies. These benefits are
administered primarily by the Directorate General of Foreign Trade
(DGFT), the Ministry of Commerce and Industry, and supported by
other financial and regulatory institutions such as the Reserve Bank
of India (RBI), Export Credit Guarantee Corporation (ECGC), and
commercial banks. These incentives aim to reduce the cost burden on
exporters, refund taxes and duties incurred during production and

facilitate market access abroad.

Export incentives are benefits provided by the government to promote
the export of goods and services. These incentives help reduce the
cost of production, refund taxes or duties, and make Indian products
more competitive in the global market. They may include duty
drawback, tax exemptions, concessional finance and support for

export promotion activities.
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On the other hand, Export subsidies are direct or indirect financial
assistance given by the government to exporters. These subsidies help
lower the price of exported goods, making them more attractive in
international markets. They can include cash payments, transport and
freight support, interest subsidies or assistance for raw materials and
inputs used in export production. In India, the government provides
various export incentives and subsidies to promote foreign trade,
enhance the global competitiveness of Indian products, and increase
foreign exchange earnings. These measures are primarily
administered by the Directorate General of Foreign Trade (DGFT)
under the Ministry of Commerce and Industry, with support from

institutions like RBI, ECGC, and commercial banks.

20.6.1 Key Export Incentives in India
1. Duty Drawback Scheme

This scheme provides a refund of customs duties paid on imported
inputs that are used in the manufacture of export products. The aim is
to avoid double taxation and make Indian goods more competitive in
international markets. The refund is processed after the goods are

exported and verified.

2. Remission of Duties and Taxes on Exported Products

(RoDTEP)

RoDTEP is a key incentive scheme that replaces earlier programs like
MEIS. It reimburses taxes and duties that are not refunded through
other means (such as electricity duties, VAT on fuel, etc.). The refund
is provided in the form of transferable electronic scrips that can be

used to pay basic customs duty.
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3. Export Promotion Capital Goods (EPCG) Scheme

Under EPCG, exporters can import capital goods (like machinery and
equipment) at zero or concessional customs duty. In return, they must
fulfill an export obligation, typically over six years. This helps
companies modernize their production facilities and improve

productivity.
4. Advance Authorization Scheme

This scheme allows duty-free import of inputs like raw materials,
components and fuel that are physically incorporated into export
products. The exporter is required to fulfill a minimum export
obligation, and the imported goods must be used for manufacturing

exports.
5. Interest Equalization Scheme

This scheme provides interest subsidies on export credit (pre- and
post-shipment) to make finance cheaper for exporters, especially
Micro, Small and Medium Enterprises (MSMEs). The subsidy ranges

between 2% to 3%, depending on the sector and category of exporter.
6. Transport and Marketing Assistance (TMA) Scheme

TMA aims to reduce the high transport costs associated with
agricultural exports. It provides subsidies on freight charges and
marketing expenses for exporting agricultural and perishable goods
to distant markets. The benefit is especially useful for rural and small-

scale exporters.
7. Special Economic Zones (SEZs)

SEZs are designated areas that offer tax exemptions, duty-free
imports and simplified export procedures. Units established in SEZs
enjoy benefits like 100% income tax exemption for a specified period,

exemption from GST and single-window clearance for approvals.
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8. Market Access Initiative (MAI) and Market Development
Assistance (MDA)

These schemes provide financial support for export promotion
activities such as participation in international trade fairs, exhibitions,
buyer-seller meets, market research and brand promotion. They help
Indian exporters explore new markets and build international

presence.

These export incentives are designed not only to promote exports but
also to create employment, boost industrial growth, and strengthen

India’s position in global trade.

Check Your Progress
1. Explain the two major types of trade strategies.

2. What are the key features of India’s outward-oriented trade

policy post-1991?

3. Why does the Indian government provide export incentives?

Mention some types of export incentives.

20.7 Balance of Payment
20.7.1 Meaning of Balance of Payment (BoP)

The Balance of Payment (BoP) is a comprehensive record of all
economic transactions between the residents of a country and the rest
of the world over a specific period, usually a year. It includes all
imports and exports of goods and services, cross-border investments,
and financial transfers. BoP is maintained in the form of double-entry
accounting, where each transaction is recorded as both a credit

(inflow) and a debit (outflow).
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The BoP is an essential economic indicator as it reflects a country's
external economic health, its ability to earn foreign exchange, and the

sustainability of its international economic relations.

20.7.2. Components of Balance of Payment
The BoP is broadly divided into two main accounts:
(a) Current Account
This records the flow of goods, services, income, and transfers.
e Trade Balance: Exports and imports of goods (visible trade).

e Services: Tourism, transportation, software services, banking

etc. (invisible trade).

e Income: Earnings on investments, such as interest, dividends,

wages.
o Current Transfers: Remittances, gifts, grants.

A current account surplus means a country is earning more from

exports than it is spending on imports. A deficit implies the opposite.
(b) Capital Account

This includes capital transfers and acquisition/disposal of non-
produced, non-financial assets (like patents). However, in India, this
part is small and often merged with the financial account for practical

analysis.
(¢) Financial Account
It records cross-border investments and financial assets. It includes:

e Foreign Direct Investment (FDI)
e Foreign Portfolio Investment (FPI)
e External Commercial Borrowings (ECB)

e Loans and banking capital
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This account reflects the inflow and outflow of capital to/from a

country.
(d) Errors and Omissions

This is a balancing entry to account for any discrepancies in data

recording.
(e) Foreign Exchange Reserves

Changes in the country’s foreign exchange reserves held by the

Reserve Bank of India (RBI) are also part of the BoP statement.
20.7.3 Balance of Payment Position in India

India’s BoP position has evolved significantly over the decades,
shaped by domestic policy changes, global economic conditions, and

trade dynamics. Here's a look at its key phases:
1. Pre-1991: Chronic BoP Crisis

e India followed an import substitution strategy, leading to low

exports and high import dependence.
e High fiscal deficits and limited foreign exchange reserves.

e BoP deficits were frequent and severe, especially during oil

shocks in the 1970s and 1980s.

e By 1991, India faced a severe BoP crisis with foreign
exchange reserves barely enough to cover two weeks of

imports.
2. Crisis Year 1991:
e India's reserves fell below $1 billion.
e The country had to pledge gold and seek IMF assistance.

e This led to economic liberalisation and adoption of an

outward-looking trade strategy.
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3. Post-1991: Improved BoP and Liberalisation Impact

After the economic reforms, India gradually moved towards a

market-driven exchange rate.

The current account deficit (CAD) widened due to increasing
imports (especially oil), but capital account inflows (FDI and

FPI) often offset the deficit.

Services exports, especially software and IT, emerged as

major contributors to current account earnings.

India saw foreign exchange reserves rise steadily due to

sustained capital inflows and growing service exports.

4.2000s to Early 2010s: Capital Inflow Boom

Strong FDI and FPI inflows, especially after 2003.
Remittances from NRIs grew significantly.

Though the trade deficit remained high, the BoP was stable

due to financial inflows.

The Global Financial Crisis of 2008 had a short-term impact,

but India recovered quickly.

5. Recent Trends (2014—Present)

A. Current Account

a. India continues to run a moderate current account
deficit (1.5-2.5% of GDP), largely due to oil and gold

imports.

b. Exports of services (IT, consulting, finance) and

strong remittances help bridge the gap.

446



c. Occasional current account surpluses (like in
FY2020-21) occurred due to low oil prices and
reduced imports during COVID-19.

B. Capital Account

a. Strong inflows through FDI in sectors like telecom,
retail, manufacturing.

b. Portfolio investments are sensitive to global interest
rate changes and risk appetite.

c. RBI intervenes in forex markets to maintain currency
stability.

C. Forex Reserves

a. India’s forex reserves have crossed $600 billion in
recent years, among the highest in the world.

b. The reserves act as a buffer against external shocks
and help maintain BoP stability.

6. Challenges in BoP Management
e Rising crude oil and gold imports strain the current account.
e Volatile capital flows, especially portfolio investments.
e Trade deficit with countries like China.
e Need for export diversification and value addition.
e (Global uncertainties (e.g., wars, pandemics, interest rate hikes

in developed economies).

20.8 Summing Up

This unit gives you a comprehensive understanding of India's foreign
trade, including its history, tactics, processes, and the systems that
have helped it blossom. An overview of foreign trade's goals and
concept in the Indian context is given at the outset. In this unit, the
meaning and importance of foreign trade is explained, emphasizing

how it contributes to technological advancement, economic growth,
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foreign exchange earnings, and the fortification of international
relations. With a focus on two crucial periods, it describes India's
trade strategies over time. Prior to 1991, an inward-oriented (import
substitution) strategy was employed to encourage independence and
lessen reliance on imports. As part of economic reforms,
liberalization, globalization, and export promotion were prioritized in
the post-1991 period, which marked a change to an outward-oriented
strategy. The export procedure section offers a detailed rundown of

the official process.

20.9 Answers to Check Your Progress

1. The two major trade strategies are:

e Inward-oriented strategy, which focuses on self-reliance by
protecting domestic industries through tariffs, quotas, and
import substitution.

e OQOutward-oriented strategy, which encourages open trade,

neutrality in treatment of domestic and foreign goods, and
integration into the global economy.
Before 1991, India followed an inward-oriented strategy,
emphasizing import substitution. After 1991, due to a balance
of payments crisis, India shifted to an outward-oriented
strategy, focusing on liberalization, privatization, and
globalization.

2. Key features of India’s outward-oriented policy post-1991
include:

e Reduction of trade barriers like tariffs and quotas.

e Simplification of import/export procedures.
e Export promotion through SEZs, tax exemptions and

incentives.

e Liberalization of FDI norms to attract foreign investment.

448



Emphasis on competitiveness, efficiency and integration with
the global market.

Launch of initiatives like Make in India and Production-
Linked Incentive schemes to balance global integration with
domestic capacity building.

Export incentives are provided to enhance the
competitiveness of Indian products globally, reduce
production costs, and support exporters in accessing
international markets. These incentives include:

Duty Drawback Schemes.

Tax exemptions and refunds (e.g., GST refund).

Export Promotion Capital Goods (EPCG) scheme.

Interest Equalization Scheme on pre- and post-shipment
credit.

Financial assistance for marketing and participation in

international trade fairs.

20.10 Model Questions

1.

Outline the major steps involved in the export procedure in

India.

Explain the components of the Balance of Payment statement.
Differentiate between current account and capital account in

BoP.

Describe the recent trends in India’s BoP (2014—present).

Highlight both current and capital account developments.
Compare India’s trade strategy before and after 1991.

Discuss the importance of foreign trade for a country like

India.
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