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I he international economic recession has led to an international rise in pro-
tectionist feeling and a fear of globalization. Some experts predict that this re-
jection will increase significantly in emerging countries.

When the World Trade Organization’s Doha Round of talks was launched to
deregulate the global market, soon after September 11, 2001, goodwill was the
order of the day. However, its progress is being hindered by national security
concerns, unease over possible food shortages and the desire to protect domes-
tic employment and the environment.

The Director-General of the World Trade Organization (WTO), Pascal Lamy, sees
international trade as an essential factor in overcoming the crisis: "Doha does
not have the answers to the financial crisis, but it would be an important step
forward in reinforcing international confidence at a time of uncertainty. Stability
in trade relations has always been one of the WTO’s main contributions to the
world economy.”43

The ministers of trade who attended the World Economic Forum at Davos in
2009 promised to rescue the Doha Round in order to revive the world economy,
and to refrain from creating new trade barriers. They also pledged “to refrain
from raising new trade barriers [...], imposing new restrictions on exportation or
applying measures incompatible with the World Trade Organization (WTO) to
stimulate their exports.” As a result, Obama’s decision to reconsider the Buy
American clause that would prohibit the use of foreign steel in major infrastruc-
ture projects was widely praised.

Behind these attempts to promote free trade lies the conviction that it will in-
crease the welfare of millions of people, particularly the inhabitants of develo-
ping countries. Taking advantage of the benefits of free trade is one of the great
challenges in the new multipolar order.

The experience of countries like Korea, China, India and Chile suggests that
trade liberalization leads to an increase in annual economic growth rates of se-
veral percentage points for some years. If that is true, doing away with subsidies
and trade barriers would result in resources being used more efficiently, thereby
creating more scope for the reduction of inequality and poverty, social tension,
environmental damage, malnutrition and disease. However, the recession has
made it clear that the outlook is not completely positive. The countries most
open to international trade are also the most vulnerable. This argument could
foster anti-globalization and anti-free market feeling, which could have a harmful
effect. It could mean not only the failure of Doha, but also an increase in barriers
to trade and immigration.
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Meanwhile, the trend toward signing bilateral and regional trade agreements may
also be a threat to the international trade regime, which has been built up with a
great deal of effort over the last 60 years** (see Figure 20). Fear of losing the
privileges stipulated in these agreements may be a barrier to the liberalization of
international trade.
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Figure 20. Distribution of intraregional exports, 2007.
Source: World Trade Developments, World Trade Organization 2008.

The New Consumers

Regardless of the trade agreements reached at the international level, the sud-
den drop in demand will lead to an irreparable decline in the volume of interna-
tional trade“® in the coming months. Consumption is falling, not only in the de-
veloped countries, which are undergoing a recession, but also in the emerging
countries.

When the financial crisis began in the rich countries, the large multinationals
thought that developing economies, where demand was still increasing at a brisk
pace, would be an easy route to continued growth. It seemed that the flourishing
middle class in those countries would absorb excess production from the deve-
loped countries at a faster rate than has in fact occurred. Despite this, the trans-
fer of consumer power from the developed countries to the emerging countries
is nevertheless taking place. In fact, the crisis seems to have increased the need
to seek consumers in these countries (see Figure 21).
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Figure 21. Percentage changes in retail sales.
Source: Emerging Markets Outlook for the business environment, Deloitte.

Most emerging countries—including the largest, China and India—anticipate con-
tinued growth in the next two years, although at considerably lower levels than
in the period 2000-2007. A symptom of the vitality in these economies are their
retail consumption figures, which remained relatively high in 2008. Furthermore,
the drivers of growth in Asia, such as the increase in productivity, the adoption
of new technologies and cultural and institutional changes, were not halted by
the 1997 financial crisis. This seems to suggest that the new consumers will be
able to boost international trade in the coming years.

The hopes placed on emerging countries as the regenerators of international
consumption lie in their rapid population growth as well as their solid economic
performance. This is an opportunity for the developed countries, where popula-
tion trends point toward imminent decline and aging. Estimates suggest that by
2030, the population aged over 65 years old will have increased by a billion peo-
ple, with the fastest growth taking place in the developed countries, with an in-
crease of 140% by that year.*”

The new consumers in emerging countries would be part of a growing middle
class, consisting of hundreds of millions of people with an annual income of be-
tween 6,000 and 30,000 dollars per capita. According to the calculations by the
Indian economist Surjit Bhalla, the Asian middle class is now larger than the
Western middle class for the first time since 1700 (see Figure 22).
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Figure 22. The middle-class population in Asia as a percentage of the global total.
Source: The Middle Class Kingdoms of India and China, Surjit Bhalla.

These people will change their dietary habits, make improvements to their homes
and increase their spending on education, technology and financial services. This
will lead to new business opportunities and to new global challenges arising from
greater pressure on resources at the same time. Mark Foster, Accenture’s Group
Chief Executive of Management Consulting and Integrated Markets, estimates
that in 2025, China will have the world’s highest number of consumers (see Fi-
gure 23).
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2005 2025 CAGR
China 3.088 14.527 8,0%
United States 7.335 12.512 2,7%
India 1.924 4.264 4,1%
Russia 749 2.489 6,2%
Japan 1.780 2.291 1,3%
United Kingdom 1.058 1.707 2,4%
Germany 1.180 1.512 1,2%
Brazil 757 1.465 3,4%
France 917 1.374 2,0%
Italy 836 1.168 1,7%
Mexico 648 1.139 2,9%
Canada 539 1.045 3,4%
Spain 560 945 2,7%
South Korea 413 914 4,1%
Australia 339 592 2,8%

Figure 23. The 15 largest consumer markets in 2025.
Source: Mark Foster, Accenture.

Some go even further, and see the four billion people living on less than two eu-
ros a day as potential consumers. The idea of providing commercial services to
these people at the “base of the pyramid” has been endorsed by authors inclu-
ding C.K. Prahalad, professor at the Ross School of Business at the University of
Michigan, who is recognized as one of the world’s top ten management experts.
According to his line of argument, these people on low incomes may be the dri-
ving force behind the next chapter in international trade and prosperity, and a
source of innovations that would benefit both rich and poor countries. Microloans
in India are an example of this type of business. However, critics of this theory
say that this market is very small, and is not a real business opportunity.

Nonetheless, new consumers with medium and low incomes in emerging coun-
tries are not the only segment that is attractive to business. The World Luxury
Association predicts that consumption of luxury goods in China will account for
32% of the international total in 2015.48
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Contraction in the Volume of International Trade

Coupled with the problem of fallen international demand is the strong restriction
on credit internationally, which also has a bearing on the contraction of interna-
tional trade. This will have a serious effect on private investment, which is the
most cyclical component of GDP, and is most closely related to international
trade. At the same time, this marked decline in credit is reducing financing for ex-
ports. Commercial banks are restricting credit to businesses, which are finding it
increasingly difficult to insure export operations. Finally, the crisis is leading to
sharp and unpredictable swings in exchange rates, which can also be an obstacle
to trade.

Several factors which have compensated for the effect of the decline in demand
from the United States in international trade have converged in recent years.
However, this situation may not arise again in the near future. Some exporting
countries have focused on markets in developing countries with higher growth
rates. For example, despite the United States’ share of India’s exports falling
from 17.1% in 2004 to 15.3% in 2007, China’s share of India’s imports in-
creased from 5.5% to 8.4%.

Likewise, the rise in prices of basic commodities compensated for the slowdown
in exports from several countries (many of them in Latin America) due the lack
of growth in American demand.>? The robust growth in intraregional trade in
East Asia—which was to a large extent generated by China’s integration into in-
ternational markets—also contributed to the improvement in the overall trade
balance. China’s imports and exports have increased by over 20% in recent
years.

Unfortunately, the decline in international demand for goods and services as a
result of the recession means that there are few centers of growth left for redi-
recting exports, and the prices of basic products are falling. As a consequence,
the developing countries will experience a sharp, albeit probably temporary, fall
in their income from exports.>! The countries that will be most affected are
those that have opened up to international trade to the greatest extent, such as
Singapore, where exports account for 86% of GDP, and Taiwan (60%).

The Transfer of Power to Asia in International Trade

American consumption levels had begun to decline even before the beginning of
the world recession. According to some experts, the country’s future as the driving
force behind international trade is in doubt. The baby boomer generation’s massive
consumption during the 1980s and 1990s will decline as this group retires, with
the consequent decline in income, which will be depleted even further by the de-
cline in housing prices and the fall of the Stock Exchange.

Businesses will increasingly have to look toward the Asian market. The recession
has accelerated a process that had already started, albeit at a leisurely pace.
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Despite the slowdown in the growth rate in emerging countries, it is unlikely that
it will cease altogether. If they do not succumb to the temptation of establishing
protectionist measures leading to a regression in their market dynamics, the
transfer of power will continue in the direction in which it is already moving.

4.1. Business Strategies and Globalized Trade

In the new globalized trade landscape, the speed of adaptation required by busi-
nesses is constantly increasing. The strategies that have recently made it possi-
ble for businesses all over the world to survive and prosper by adapting to the
changes, and which will continue to enable them to do so, are listed below in the
form of rules. These are based on the hypothesis that strategies for businesses
in developed countries should not be the same as strategies for businesses in
emerging countries, as their starting points are very different. Spanish compa-
nies, whose internationalization process has been outstanding in recent years,
will be looked at in particular detail.

Globalized Trade Strategies for Companies from Developed Countries

The opportunity for companies arising from the increasing demand from emerging
countries has been discussed above. In order to take advantage of this opportuni-
ty, it is necessary for companies to understand these new consumers’ needs and
preferences. They must adapt their business models and strategies in order to de-
sign value proposals in local terms, which meet the demands of these new con-
sumers. By doing so, they will be in a good position to absorb a demand which
forecasts suggest will be crucial.

Jagmohan Raju, Marketing Professor at the Wharton School, suggests that the
distribution of the middle class all over the world will continue to change, as de-
veloping countries remain competitive within the world economy. “Due to eco-
nomic pressures, more and more companies in developed nations are seeking
educated workforces in emerging markets to outsource manufacturing and serv-
ice jobs. [...] More economic pressures in the West mean more jobs in emerging
markets and a bigger middle class that has higher buying power.”

As a consequence, the multinationals that have so far to a large extent thought
of developing countries in terms of a source of cheap labor will once again bene-
fit, as many workers that they pay to manufacture products will be increasingly
in a position to purchase them. “"Countries like India consist of young consumers
who are ambitious and save quite a bit, but are also willing to spend on small
luxuries like Western brands of consumer packaged goods.”>3

Those at the base of the pyramid in these economies could also be a business
opportunity for companies that are able to adapt their products and sales strate-
gies to this group’s conditions. Finally, the outlook for sales of luxury goods is al-
so favorable, although it has worsened due to the current economic situation.
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Despite the strength of emerging market economies, businesses that decide to
focus on them should take into account the inherent volatility of these regions,
and the risks involved in investing there.

There are various models that companies can use in their internationalization
process. The Future Trends Forum experts consider that over the next three
years, companies in developed countries will mostly follow a “global sellers”
model, which involves manufacturing and supply domestically, while seeking
new consumer markets for sales abroad (see Figure 24). They also believe that
these companies will be global sourcers that, in a very similar way, are businesses
mainly interested in selling in their domestic market, but must obtain supplies
internationally due to the their country’s limited resources. To a lesser extent,
and at the bottom of the list, the Future Trends Forum experts believe that com-
panies in the developed countries will tend to be smaller, and in many regions
will be multiregional niche players, in sectors based on technology or innovative
processes.

Companies from developed world

3,6

3.2 . Global sellers

28 4 | Global sourcers

24 7 ] Full-fledged globalizers
21 [ | . Regional players

1,6 1 | Multi-regional niche players
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Figure 24. What will be the most common internationalization models
for businesses in developed countries in the next three years?
Source: Drawn from the conclusons within the Future Trends Forum.

Rule 1: Business is Good for Development and Development is Good for
Business54

C.K. Prahalad believes that one of the alternatives open to multinationals for
survival in the modern environment is “to discover how to convert the [world’s]
poor into consumers and introduce them to the global market.” This expert feels
that the large companies have so far overlooked a market which accounts for
around 70% of the world’s population, encouraged by the mistaken idea that a
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lack of resources is synonymous with low profitability. In his opinion, the key to
overcoming this challenge lies in “learning from emerging markets and developing
a balanced business model of products that are affordable and have acceptable
quality.”

Prahalad summarizes his “oblivion curve” theory by saying that, "We are all used
to thinking in one way. For example, we believe that poor people are not a mar-
ket because they don’t have money to spend. But if we devise a new business
model, such as [selling] tickets that are pre-paid [by customers] through cellular
phone service, we can convert those sorts of people into effective consumers.
This new model has opened the cellular phone model to three billion people. We
have to be aware of the limitations involved in looking at opportunities and
threats through our [usual] ‘management lenses.” What concerns me is that we
recognize these tendencies and we change them. That is the ‘line of oblivion’:
it's about learning to forget the old ways of doing things.”

One of the most successful ideas for high-yield companies has been to create
business models involving local entrepreneurs, backed by microfinancing pro-
grams that facilitate access for these low-income customers. The Nokia-Siemens
project in Africa is an example of successful deployment of this tactic. The
telecommunications giants carried out the “Village Connection” program in coun-
tries like Uganda and Rwanda, and involved various agents, starting with local
business leaders, whose task was to find customers. Then they sought an ope-
rator to provide the services and finally, a microfinancier to manage the supply.
The program succeeded in reducing fees, and having a cellular phone these days
costs three dollars a month.

Above all, it has been companies in the telecommunications and financial sectors
that have used this tactic. However, Unilever’s penetration in India, another clear
example of a successful strategy, is very similar. The Anglo-German consumer
goods company uses local microenterprises to reach rural communities. In India,
it used Hindustan Unilever as its local subsidiary. It is repeating this model in
Bangladesh, Sri Lanka and Vietnam, and considering it for the Latin American
and African markets. 50% of Hindustan Unilever’s income now comes from the
rural market, thanks to “Project Shakti,” which consisted of providing microloans
to achieve direct distribution of their products in homes.

Products and services must also undergo a profound transformation to meet the
needs at the base of the pyramid. With this objective in mind, Hindustan Lever
(Unilever) sells a shampoo that works better with cold water in the Indian market.

When designing products and services for this group, their needs must be given
careful consideration. Many businesses are allocating resources to this task, in
order to serve this segment and obtain privileged positions. Nokia organized
multidisciplinary teams with non-governmental organizations and universities in
Kenya, South Africa and Uganda in order to improve its understanding of
Africans’ needs in mobile communications. Other multinational tech firms, such
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as Google and Microsoft, are working on designing products directly for the Indian
rural market. Google is developing a new search product that uses voice, as well
as the unusual feature of being able to understand the various Indian accents, so
that people without a computer can also have access to their services.

In rural areas in India, there are thousands of soy farmers who do not sell their
crops without first visiting a communal center with Internet access. There, they
can see the price of the product, not only on the local market but also on the in-
ternational markets, and can decide whether to sell that day, or to wait for prices
to rise. They can also see information about the weather or look at studies on fer-
tilizers or pesticides. The project is called e-Choupal and the company behind it,
ITC, saw an excellent business opportunity as well as the chance to provide ser-
vice to a group that has traditionally been excluded from any technological
means. This situation is also a win-win scenario. The farmers benefit from selling
their crops at better prices, and ITC gains access to thousands of farmers to
whom it can sell its products, and becomes an intermediary between these peo-
ple and the international markets.

Also in India, the life-insurance company Max New York has developed an adapted
insurance policy to attract customers on low incomes, with a payment of 20 dollars
when it is arranged and a minimum premium of just 20 cents. It is also possible to
make payments in any store in the country.

Other projects with win-win strategies for businesses and low-income consumers
include those launched by GrupoNueva, who learned to distribute products more
directly to low income markets, and created a competition for producing other
business ideas focused on these markets in mind; Suez, which found new part-
ners for distributing water in Brazilian communities; Procter & Gamble, which is
committed to developing consumer products that meet the needs of the poor;
Vodafone, which developed a new franchising method for telephone services in
isolated communities; and SC Johnson, which obtains ingredients for its pro-
ducts by buying them from poor farmers in Kenya. In the future, other large oil
and mineral companies such as Shell, BP and Rio Tinto may create business oppor-
tunities in low-income countries and communities.>>

Rule 2: New Consumers are Concerned about the Price

Although millions of individuals are currently joining their countries” middle class-
es, they have yet to reach the same income levels as their counterparts in ma-
ture economies. In order to win over consumers in these markets, businesses
need to create new products that take price sensitivity into account. In the spe-
cific case of China, consumers appear to have no brand loyalty and their main
motivation is often the price, rather than any perception of quality or the pres-
tige that may be associated with the product.>®

The aim of multinationals in emerging countries has traditionally been to sell
premium brands because they have larger profit margins. However, they have
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realized that the main business lies with a broader market, which they must fo-
cus on by means of a pricing strategy that competes with local brands. This
strategy also usually requires personalized products, and even new ones, in or-
der to meet the specific needs of the market concerned.

One example here is Coca-Cola, which has designed a successful strategy for
adapting prices to the needs of new consumers. To do so, it prices its product
slightly lower in urban areas than in Western markets. The price is even lower in
rural areas, but consumers have to drink it immediately and return the bottle to
the supplier, as part of a strategy that saves on costs and cuts prices. The bottles
are also smaller than in the West.

Despite this significant price sensitivity, there are more expensive products (i.e.,
the premium products mentioned above), for which new consumers would be
willing to pay more, which resembles Western patterns of consumption. The ba-
by-food segment is an example. Mike Booker, a partner at Bain & Co. in Singa-
pore, says: “Nobody wants to be seen as not spending money on their child, so
infant formula is very premium. When you raise the price, sales go up. This will
likely remain a premium product, so there’s no reason for [companies] to water
down their lines with less expensive offerings.”>”

Likewise, Ellen Hu, Global Marketing Director of Estée Lauder skin care products
in Asia, says that Chinese women are prepared to pay for high-quality products
like those marketed by her company. However, they are not loyal to a brand and
change if the competition offers them a good discount. “In terms of cosmetics,
the Asian market is extremely sensitive to promotions [...]. One question that is
always on the consumer’s mind is: what type of promotion is it offering me? We
had to work hard to find a way to respond and preserve our brand’s tradition at
the same time.” Unfortunately for the multinationals, the premium segment in
these countries is still small.

Rule 3: Create Alliances between Sectors

Businesses’ strategies have always ultimately aimed to maximize their share value,
i.e., to meet the demands of their investors. To do so, it is essential to manage and
meet the demands of two of the cornerstones of all businesses: customers and em-
ployees. These three groups (investors, customers and employees) have historica-
Ily been the base on which business strategies have been established. In capitalist
market economies, these strategies are an appropriate response to the market si-
tuation. However, in many markets in emerging countries, governments and other
social agents have a great deal of influence, which means they must also be taken
into account when establishing strategic plans. Obtaining these groups’ loyalty is
crucial when entering these markets, and in subsequent positioning vis-a-vis com-
petitors.

Governments and Non-Governmental Organizations (NGOs) are becoming in-
creasingly interested in working with businesses for mutual profit. By involving
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development organizations that share similar objectives, companies can benefit
from their basic experience and additional resources. An intersectoral vision can
also lead to innovative alliances that involve companies in various sectors, tackling
a range of needs holistically.>8

At present, multinationals are failing to meet this tactical objective. Although
they invest vast amounts of resources in CRM (Customer Relationship Manage-
ment) applications to exploit all the opportunities provided by consumers, in-
vestments in seeking alliances in target countries are at an all-time low.

The case of Carrefour clearly shows how obtaining approval from the govern-
ment or social communities is by no means unimportant, and definitely not a
tactic that can be repeated in the same way in every emerging country. The
French retail group had a highly successful entry into the Chinese market, but
was unable to repeat that success in the Indian market. This may have been due
to a lack of planning, as it was feeling the pressure of Wall Street’s short-term
expectations of rapid growth for emerging countries. Or it may simply have been
the complexity of the target. Carrefour had everything in its favor: there were
vast amounts of consumers, it could cut prices by up to 10% thanks to its opti-
mized supply chain, and it had a job-creation proposal that would have been
quite attractive to any government. However, it did not take into account the
pressure from a pro-labor group that succeeded in making the Indian govern-
ment backtrack on its decision. Finally, it granted 100% of the wholesale market
in India to the German company Metro, Carrefour’s direct competitor, and in so
doing severely restricted Carrefour’s right to sell in supermarkets.

Another case of a failed entry into the Indian market due to a lack of commit-
ment from various communities or governments involved both Coca-Cola and
PepsiCo. The Indian Government informed the two soft-drink companies that
they would have to reveal their secret recipes in order to do business on govern-
ment premises in several Indian states. They obviously declined, and were thus
prevented from entering this market. The Indian government’s demand was the
result of studies undertaken by a local NGO, which declared that the products of
both companies contained levels of pesticides up to 24 times higher than those
considered safe for consumption.

Some companies, such as Procter & Gamble (P&G), have learned the importance
of these strategies from experience. In 1999, P&G decided to focus on the needs
of consumers in some emerging countries. The company firmly believed it would
be able to make money and benefit the communities where it was operating. It
initially focused on products that met dietary deficiencies, while offering con-
sumers a product that was appealing and affordable.

It created a product called NutriDelight, an inexpensive powdered drink that con-
tained all the essential micronutrients, and also tasted good. It was introduced in
the Philippines using launch strategies and tactics similar to those of many other
P&G products in developed countries. The results were disheartening, but provi-
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ded an important lesson. The product had been designed for a problem in the
developing world, but based on a developed country’s mentality. This product
included all the latest technology, instead of being designed for a low price.
P&G also realized that its infrastructure in the country was insufficient to offer
this product in the lower market segment, or in the poorest communities.

P&G changed the name of NutriDelight to NutriStar, and launched it in Venezuela.
It changed its approach to “Let’s do it all ourselves” and began to seek new part-
ners among businesses and in other sectors, with firmly established local roots.
It built up a network of alliances with NGOs, multilateral agencies and local
pediatric associations in order to make people aware of the need for the product.
It also included local business leaders and entrepreneurs as allies to form a
chain of coordination from the producers to the distributors. P&G gave the li-
cense for the product’s formula to local businesses, thereby spreading the risk
and reducing the capital investment. Local businesses benefited from the tech-
nology transfer, and P&G from the early positioning of the brand in markets with
a potential for future growth.

These cases highlight the importance of establishing strategic alliances in local mar-
kets. This is even more necessary as a consequence of the economic recession. The
increase in protectionism will lead to further difficulties for businesses, which will
have to make even greater efforts to convince governments and other social
agents of the contribution made by their business to the economies of the target
countries.

In emerging regions such as Latin America, some governments are placing in-
creasing obstacles in the way of European multinational companies. Countries
such as Argentina, Bolivia and Venezuela are trying to re-establish their pre-
sence in business areas in which foreign companies such as Repsol YPF, Grupo
Marsans, Endesa and Telefénica competed.

Rule 4: Consider the Diversity of Tastes

Before embarking on the adventure of serving new consumers in emerging
countries, the particular features of local tastes must be studied, and the range
of products and services adapted to them. According to Bain & Co.,>° local busi-
nesses have advantages in terms of consumer loyalty, lower costs and more fa-
vorable government regulation. Multinationals attempting to enter emerging
markets must overcome these obstacles in order to obtain a competitive advan-
tage. Substantial changes must often be made to the products offered. For ex-
ample, Procter & Gamble realized that in order to obtain a share of the Chinese
market, it had to adapt more to local tastes. It launched new flavors of tooth-
paste onto the market, such as fruit, tea and herbs. This helped the company to
obtain 25% of the market in 2007, when its presence was practically nonexistent
ten years beforehand.
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Many manufacturers are starting to adapt their products to local tastes. The
telecommunications companies in the Indonesian market analyzed consumption
patterns in mobile services and discovered that their income from the middle-
and lower-income classes came almost exclusively from text-messaging services
(SMS). These companies are focusing their efforts on designing new services for
sending data and wireless broadband devices.

A yogurt manufacturer launched a version of its product which combined the fla-
vors of cucumber and kiwi, because the product obtained good results among
some Chinese consumers. Meanwhile, McDonald’s always adapts its product
range to suit local tastes. For example, in India it does not sell its international
flagship hamburger, the Big Mac, replacing it with vegetarian products that it
does not sell in other countries.

It is important to remember that Asian markets in general—and China in parti-
cular—are much more diverse than many companies assume. Professor Fred
Young, team leader of the Asian division of Swain Tours, a tour operator special-
izing in exotic destinations and tailor-made itineraries, says: “There’s no such
thing as one China. In Shanghai, people prefer having a separate MP3 player
and phone. In other cities, people want one device. In Shanghai, people want
carousel loaders for their CD players. Down south, one-CD trays are fine be-
cause they’re cheaper. And tastes can be completely different when you drill
down to the small cities.”60

Rule 5: Dress up in Local Culture

It is necessary to go a step beyond simply adapting the range of products and
services, and obtain an image as a local business. The transformation must be
far reaching and sometimes affects the corporate image, processes, the supply
chain, the organizational model, etc.

According to Diana Farrell, Director of the McKinsey Global Institute®!, distribu-
tion is an important consideration for companies hoping to reach the emerging
middle classes. The infrastructures in many countries are underdeveloped and
businesses often forget the importance of the distribution system. Placing a
product on the market with the right distribution in these cases can be a major
challenge (although it can also be a great business opportunity). Many compa-
nies start in the big cities, where behavior, perception and attitudes are more
similar to those in developed markets. However, conditions in small towns are
very different, despite their rapid development, because more value is placed on
the face-to-face relationship with the vendor. For this reason, it is easier for
companies to reach this type of consumer through small shops.

The British supermarket chain Tesco made its sales format more flexible in order
to adapt to the idiosyncrasies of the local business in the Asian countries where
it was expanding. In these countries, consumers prefer to buy small amounts of
fresh food on an almost daily basis, instead of buying supplies for longer periods
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in larger stores. In their eagerness to adapt to local tastes, the supermarket
even started selling live tortoises and toads, which are common items in food
stores in China. Meanwhile, McDonald’s adopts the style and architectural image
of some countries where it wants to increase its presence. In the end, what
companies seek is to build their brand, and it is only possible to establish a long-
lasting relationship with the consumer in the target country by presenting a
long-term project, with a network of recognized and trusted distributors. Invest-
ment must be focused on the long term, and be persistent. Having a subsidiary
working exclusively on the market means that more specialized strategies can
be defined. Another strategy is to purchase a local player, which can facilitate
entry into an emerging market in the following ways: successfully adding local
brands to the business line, reinforcing product distribution, reducing operating
costs and hiring scarce local talent. In 2007, Coca-Cola bought the Russian com-
pany Aquavision in order to increase its production and presence in that country.

Another factor related to local culture that may influence the sales of multina-
tionals in emerging countries involves the political measures taken in their coun-
tries of origin. Given the world population’s access to international information
and news, in many cases there is an immediate rejection of multinationals’ pro-
ducts when their countries of origin make a decision that is unpopular in the tar-
get country. The most obvious example was when the United States invaded
Iraq in 2003. Many consumers rejected all companies they identified as Ameri-
can, such as McDonald’s and Coca-Cola, which were deemed the main American
brands to boycott. There was even a parallel product launched in Muslim coun-
tries to compete with Coca-Cola, called “"Mecca-Cola.” In view of multinational
companies’ inability in most cases to influence the political measures introduced
in their countries of origin, and the difficulties in softening their impact in the
countries where they operate, trying to disguise themselves culturally as local
businesses is an alternative.

Rule 6: Know your Competitors

While competition between companies offering the same products or services is
certainly nothing new in business, it is a key factor to consider when contem-
plating entry in emerging countries, given the differences between them and de-
veloped countries. The relative poverty of these countries is offset by their lower
competitive intensity and better prospects for growth.

The characteristics of the “enemies” must be studied before entering a country.
Some companies, for example, have a department focused exclusively on as-
sessing the specific features of each emerging market and designing entry
strategies adapted to the situation. Furthermore, once positioned in the target
market, it is also necessary to analyze the entry of new competitors in the same
way.

However, what are the competitors in these developing countries like? Obvious-
ly, multinationals expanding their services in other countries also want to take
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up a position in rapidly growing markets. An article by Bain & Co. warns that
some of the leading organizations in mass consumption, such as Coca-Cola,
Unilever and Danone, already get 9%-15% of their total income from the world’s
three main emerging markets— China, India and Indonesia—but these competi-
tors are already well known.

There are also local competitors who start with the advantage of greater know-
ledge of consumers’ needs and tastes. Hence it is worthwhile to study the way
they operate, their processes and strategies, which although probably impro-
vable, are currently efficient.

In many emerging countries, such as India, it is increasingly common to find
business conglomerates—such as Tata and Reliance—which are giants in their
country’s economy. The distinguishing competitive factor of these large compa-
nies operating in various sectors is their diversification of businesses and risks.
Furthermore, they achieve synergies between one another, optimizing resources,
knowledge and talent. They are sometimes powerful enough to drive competi-
tors out of the market with temporary price wars, while being supported by their
other businesses. These conglomerates are normally owned by extremely
wealthy families that decide to diversify, thereby obtaining a competitive advan-
tage over other companies.

One of the latest Indian conglomerates to emerge is Bharti, the company esta-
blished by Sunil Mittal, which operates in agriculture, financial services, insuran-
ce, telecommunications and retail sales. Its target income is up to 10 billion dollars
in 2010.

Globalized Trade Strategies for Companies in Emerging Countries

The globalization process has entered a phase in which business opportunities
are not exclusively taken by multinationals from developed countries in emer-
ging economies. The trend is shifting toward these investment flows taking place
in both directions, and to an increasing extent, even between some emerging
economies and others. Mark Spelman, Global Head of Strategy at Accenture,
highlights the interdependence between these flows. He feels that much can be
learned from the strategies of multinationals in developed countries, but also
from those in emerging economies. What formulas have led to the growth rates
seen by the emerging economies and their multinationals? What strategies will
sustain the rise of multinationals from emerging countries?

In the opinion of the Future Trends Forum experts, the search for new markets

will be the main factor behind the internationalization of companies from emer-
ging countries (see Figure 25).
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Which of the following factors do you believe are going to act as a motor for the internationalization of the companies
from developed and emerging countries in the following 3 years?
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Figure 25. Factors encouraging the internationalization of companies from emerging
countries.

Various types of barriers will arise in this internationalization process toward de-
veloped economies (see Figure 26). Indeed, the main barrier cited by the Future
Trends Forum experts will be the high level of competitiveness in the global mar-
ket. To overcome this barrier, these companies can use their experience in their
local market for their international expansion and adopt strategies involving
mergers, takeovers and joint ventures with businesses in developed countries.
For example, Hyundai Card, the result of a joint venture between Hyundai Motor
(South Korea) and General Electric (the United States) is planning to expand to
the United States, China and India.®2 The trend toward more ambitious mergers
and takeovers is increasingly applicable to multinationals in emerging econo-
mies.
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Figure 26. The main barriers on the path toward global competition for multinational
companies from emerging markets.
Source: Drawn from the conclusons within the Future Trends Forum.

As for the most common internationalization models to be adopted by business-
es in emerging countries, the Future Trends Forum experts point to “regional
players” and “global sellers.” The former seek out new consumers in nearby
emerging countries for reasons of cultural affinity and proximity. The latter seek
consumers elsewhere, despite producing goods using local resources in the
source markets (see Figure 27).
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Figure 27. The most common internationalization models adopted by companies from
emerging countries.

Rule 1: Withstand the Crisis in Western Consumption with Local Demand

One noticeable phenomenon occurring in emerging countries is the “return home”
of major export companies that originated there. The sharp drop in demand from
developed countries has led them to foster the neglected local demand in their
own markets. These companies’ competitive advantage, and the key to their suc-
cess, lies in knowing how to use their employees’ knowledge of the tastes and
needs of consumers in their own country. There are several cases of traditional
Chinese exporters adopting this strategy. These include the advertising campaign
by Lenovo, the Chinese personal computer manufacturer. The company, looking
to refocus on its domestic market, was aided by its staff's extensive knowledge of
that market, which is only now being explored by the company.63

Chinese mobile handset users have also been offered a wider range of advanced
services, such as video calls and wireless broadband connection. In January
2009, the Chinese government granted 3G licenses to three national operators:
China Mobile, China Unicom and China Telecom.®* Competition in the market is
thus being encouraged, as well as the opportunity for users to compare the
technology in each range of products.

© 2009 Fundacion de la Innovacidon Bankinter. All rights reserved. 79



Globalized Trade

65 The Rise of the Emerging-
Market Multinational, Accenture
(2008).

66 «Prospéritas, espiritu
emprendedor con vocacion
social», Knowledge@Wharton
(11/03/2009).

67 http://www.iadb.org/NEWS/
detail.cfm?language=Spanish&id=
1904.

Accenture uses the concept of “incubating local demand” to refer to the way in
which businesses can create purchasing power so that consumers with fewer
economic opportunities can become part of their clientele. There are three
strategies for “incubating demand”®3;

B Developing infrastructure. Some companies in emerging countries have
invested in the infrastructure necessary to promote new markets in the areas
of telecommunications, transport and financial formulas. Prospéritas, a mi-
crofinancing institution that won first prize in the IE Business School 2008 en-
trepreneurial project, offers microloans to Colombia’s low-income popula-
tion.%® Cell Bazaar, the company founded by Kamal Quadir, one of the Future
Trends Forum experts, uses wireless technology to create a virtual market
that provides a means of communication between farmers and traders in
Bangladesh and potential buyers. The vendors advertise their products by
price and location in a market with transparent information. Both Prospéritas
and Cell Bazaar are creating a group of potential consumers.

B Innovating. Access to the right technology also plays an important role in
winning over “hidden” demand. Many businesses have included new techno-
logy in their products and services. In Bolivia, a new debit card has given
many people access to the banking system for the first time, by means of over
50,000 cash machines. The machines talk to users instead of communicating
through written text, which is very useful considering that 25% of the custo-
mers are illiterate. By selecting the color on the screen, users can even choo-
se the language in which they want to be served: Aymara, Spanish or Que-
chua.®” The project was developed by Prodem, a local organization with exper-
tise in microfinancing, and has proved beneficial to both sides. The company
earns money with the seven dollars it charges each customer annually for
maintenance, and the users have banking services that they previously had no
access to, along with the advantage of having their money available 24 hours
a day, seven days a week.

m Adapting products. Businesses in emerging economies are often forced to
adapt their products to comply with the needs or preferences of new consu-
mer segments. A case in point is Arvind, one of the world’s largest manufac-
turers of denim garments, which was unable to corner the Indian low-income
segment because its prices were too high. The company ultimately decided to
market a kit for making denim garments for only six dollars. It was distribu-
ted to local tailors in rural areas, thereby reaching a largely inaccessible con-
sumer group.

Rule 2: The Recession Makes Low-Cost Products Fashionable
As a result of the economic crisis, consumers have started to tighten their belts
and although they have not stopped buying, they want to do so more cheaply.

The difference is in the price, and whoever offers the most competitive products
will increase their market share. Low-cost flights, low-cost computers, low-cost
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cars... more and more sectors are joining the trend toward cheap prices. The pio-
neers in the new sectors that have jumped on the bandwagon are merely con-
tinuing on a path that others have trodden successfully. Low-cost companies in
sectors such as fashion, household goods, and food are taking advantage of the
decline in consumption to increase their turnover. Companies from emerging
countries have an initial advantage, which is their lower production costs in their
countries of origin.

Starting with low-cost cars, the Indian company Tata Motors launched its Euro-
pean version of the Nano low-cost car in March 2009. It costs around 100,000
rupees (approximately 1,930 dollars) in India. The European version has been
adapted with improved specifications, and the price is around 5,000 euros.58
There is even a model with lower cylinder capacity to appeal to consumers who
want to cut down on their fuel costs. This shows that companies must include
aggressive cost cutting in their business models if they are to compete on price
in @ market in recession. Companies from emerging economies will find this
strategy much easier to apply, thanks to their lower production costs. Tata’s
Nano was supposed to compete with the motorcycle market in India, but has
succeeded in adapting to the needs of consumers in developed countries. These
needs, specifically in the automobile sector, take the form of cheaper and more
ecological means of transport. There are Chinese models already competing with
the Japanese hybrids because they have managed to cut costs while also reducing
their environmental impact.

In the technology field, Lenovo aims to overcome the economic crisis by focusing
on regions with emerging economies. The company’s new strategy is to sell low-
cost computers in rural areas in China.®® Meanwhile, the Brazilian factory Tectoy
in Manaus and the largest wireless chipset manufacturer, the US firm Qualcomm,
have launched the Zeebo console onto the market. The novel feature of this new
video game console is that it is designed for sale in developing countries, speci-
fically Brazil, India, China and Russia, where promoters see a market niche of
800 million young people wanting to play with something cheaper than the de-
vices currently available.”?

Rule 3: Aspire to “Global Localization”

Companies must strike a balance between business strategy at a global level
and adapting to local tastes and expectations. McDonald’s was a pioneer in offe-
ring fast food at an affordable price and also serves wine in France and beer in
Spain. Korea’s Samsung is a company from an emerging country that has followed
the same example: it launched washing machines onto the market in India that
had a memory-recovery function to compensate for power outages, as well as a
special wash cycle for saris (the traditional dresses worn by Indian women).

Another example is Brilliance China Auto, which has set up factories for car pro-

duction in Russia, Egypt, Vietham and North Korea. In the first six months of
2007, its international sales increased by 85% compared to the same period in
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the previous year.”! The Chinese carmaker has succeeded in reproducing a model
that competes with other companies from emerging economies in terms of price,
but is also appealing to the lower segment of the market in developed countries.

As a result of the crisis, a trend is starting to become apparent in which compa-
nies from emerging economies avoid depending on income generated by the
United States. It is therefore no surprise that the two largest telephone opera-
tors in Russia, having saturated their own market with an increase from 1 to 170
million users, are implementing sales strategies in India and Vietnam.”2 Mean-
while, Mexican “maquiladora” assembly plants’3 are seeking to increase their
sales in countries like Chile, Peru and Brazil.”*

Rule 4: Acknowledge Differences in Emerging Consumption Habits

One conclusion reached by the Future Trends Forum experts was that consumers
in emerging countries are undergoing a phase of consumption prior to that of
developed countries. Whereas “mass” consumption products meet the needs of
the inhabitants in emerging countries, consumers in developed countries are not
satisfied with the standard products that appeal to the vast majority. They are
increasingly demanding more varieties, leading to what is known as “mass cus-
tomizing” or product personalization. As the development of the emerging coun-
tries continues, they will follow the same path. Acknowledging this process will
be crucial to the success of companies from emerging countries.

In fact, the markets in countries such as China are so large that these diffe-
rences in consumption habits can be found within their borders. While in some
parts of the country, businesses merely meet basic demand, in other areas—
mainly in the cities of the East—they satisfy a far more sophisticated emerging
demand. Companies such as Youngor, one of China’s largest firms, designing,
manufacturing and selling menswear, use their *mass customizing” process to
reach the high end of the market. The company offers tailor-made suits in the
Chinese market for 320-378 dollars.

Other examples of China’s slow progress toward “customizing” can be seen in
the automobile sector, where it is possible to order an “a la carte” car, something
unthinkable in markets like the United States. In 2002, Haier also offered the
opportunity to customize refrigerators. Although this was not very successful
among individual consumers, it worked well among local businesses, who saw it
as a means to distinguish themselves from the competition.

C.K. Prahalad feels that part of a strategy’s success depends on whether it “in-
cludes the user community in the process of creating new products and services,
as in the video-game industry. This is the first time that the human race has
been connected together, thanks to the advance of new technologies ranging
from the BlackBerry to cellular phones to television. This connectivity makes it
easier for customers to be closely connected to the company and to work to-
gether.” For Prahalad, “it is the customer who now decides what can be done and
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what cannot be done.” It is the customer who “defines where the value of the
product is; not the company that does so, as in the past.”’>

As well as creating systems for customers to participate in product development,
and updating products and services in response to the market’s rapidly changing
tastes and needs, “corporate strategy has to go beyond fulfilling the expecta-
tions” that customers reveal through this interactivity.

Rule 5: The Importance of the Brand

Emerging markets do not have a history of brand marketing and management
as developed markets do. However, the rapid growth of their economies—with
the subsequent availability of money to spend and the increased sophistication
of their consumers—represents a great opportunity from the commercial stand-
point.

The challenge for emerging markets is to adapt their marketing strategies to
changes taking place in society and therefore among the consumers. The Indian
"1298" service (the number for calling an ambulance) received unexpected
attention when images of their bright yellow vehicles were broadcast interna-
tionally after the terrorist attacks in Mumbai. Without realizing it, the service
was capitalizing on its television appearance.”®

Who wins among consumers in emerging markets when a local brand comes
face to face with an international rival? Forty-seven percent of South Africans
believe that the quality of locally produced brands matches that of international
brands.”” Furthermore, almost 60% of consumers in emerging markets would be
more likely to buy a local brand than an equally priced international brand (see
Figure 28).
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Figure 28. Brand perception by consumers in emerging countries.
Source: Synovate Hotspots Report (South Africa).

Meanwhile, on their way toward internationalization, Asian economies aim to
silently but swiftly shed their image of manufacturers of cheap products of dubious
quality, and start competing with their own high value-added brands.

In recent years, markets worldwide have started to receive products from
emerging countries that are not commodities competing exclusively on price,
and which aim to compete on equal terms with the established international
brands. In all cases, the main objective of the Chinese brands is to repeat the
success of their Japanese counterparts 30 years ago, when they began their in-
ternational expansion with an image associated with quality and technological
breakthroughs.

The TCL television and air-conditioning brand began manufacturing in a plant in
Argentina a few years ago. Its sales director says that, “with televisions and
electronic products, there was a very big change 15 years ago in the market,
when all the major manufacturers moved to China, meaning that today quality
is associated with the brand and not the origin of the product.”’8

One of the strategies used by companies from emerging markets is to purchase
Western brands in order to penetrate the market. This occurred with the Tai-
wanese multinational Acer, and China’s Lenovo. However, there are companies
that have decided to enter the Western market on their own account, without a
partnership with another business. Asus, another multinational Taiwanese elec-
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tronics manufacturer, decided to change its image to become an up-market in-
ternational brand within its sector.”®

Another example is the Chinese car brand Chery, which is taking its first steps in
Argentina, in partnership with the entrepreneur Franco Macri, at almost the
same time as entering the United States. The cars sold domestically are assem-
bled in a plant in Uruguay, although a second factory is scheduled to open in
2010 in Argentina, with an investment of 500 million dollars. Chery’s objective is
to follow in the footsteps of Lenovo, which quickly positioned itself among con-
sumers in Argentina and the rest of the world by taking over IBM’s PC division in
December 2004.

The tobacco sector is another in which Chinese brands are taking their first
steps. To enter the Chinese market, Philip Morris reached an agreement with the
country’s tobacco monopoly, which includes production of Marlboro in China and
the expansion of Chinese brands in various markets throughout the world. In Ar-
gentina, the Harmony brand was chosen, being aimed at the upper segment of
the market.

In the near future, additions to this list could include other Chinese brands that
are starting ventures abroad, such as the sportswear line Li Ning Sports (which
has already become the shirt sponsor of the national basketball team), Tsingtao
beer, and Haier refrigerators and washing machines.

Rule 6: “"Green” is Fashionable

A study by the National Geographic Society and the company GlobeScan pre-
sents a new method for measuring and comparing the individual behavior of
consumers in terms of their relationship with the environment. The study,8° en-
titled Greendex 2008, highlights significant differences between consumers in
developed countries and those in developing countries, in terms of environmen-
tally sustainable behavior in the areas of housing, transport, food and consump-
tion of goods. One revealing part of the analysis is its focus on the individual be-
havior of each consumer, factoring in both consumption habits that are deter-
mined by active decisions (such as repairing something instead of replacing it,
washing clothing in cold water, etc.) and those that arise due to circumstances
(such as the availability of “green” products or public transportation). The results
show that Brazilian and Indian consumers score highest on sustainability. They
are followed by consumers in China, Mexico, Hungary and Russia. Among the
European countries, Spain ranked slightly above Great Britain and Germany. The
countries with the worst scores are the United States, Canada and France. The
main conclusion of the study is therefore that the behavior of people living in de-
veloping countries is more sustainable. The fact that consumers in developing
countries usually live in smaller homes, use public transportation, and own fewer
electronic devices could be attributable to their lack of alternatives due to in-
come levels. However, another study by Accenture8! shows that 50% of citizens
in emerging countries would be willing to switch products if it meant reducing
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the negative impact on the environment. However, only 24% of those living in
developed countries shared that willingness.

This analysis, together with other studies, gives a very good idea of which coun-
tries have the most sustainable consumption from the environmental point of
view, because the fact is: green is fashionable. Concern about the devastating
effect of human beings’ habits on Earth is nothing new, as “green” practices
have been part of business strategy for decades. However, in reality companies
are increasingly incorporating respect for the environment into their marketing
and advertising. Two years ago, a company in Malaysia built a natural gas
pipeline that crosses South Vietnam in order to carry cleaner alternatives and
meet the growing demand for energy, which is forecast to increase by 15% in
2010. The countries of Southeast Asia have also discovered the profits available
in the biofuel sector, as well as its advantages in terms of environmental protec-
tion, cost cutting and job creation. Indeed, in Indonesia the sector employs 1.5
million people.82 Meanwhile, China has become one of the economies with the
world’s highest growth rates, which are accompanied by a pollution problem. Af-
ter the United States, it is the country with the highest level of carbon dioxide
emissions. That is why in 2006 it adopted the GreenWatch program, on the ad-
vice of the World Bank’s Development Research Group, to publish information on
the Internet about factories’ emissions in order to encourage their reduction.83

4.2. The Situation of the Spanish Economy in the Globalized
Trade Landscape

Spain is facing the challenge of competing in an increasingly global, multipolar
trade landscape. Businesses must deal with the current decline in domestic de-
mand due to the recession, as well as the reduction in talent in the medium term
due to the aging of the population. Faced with this twofold problem, the interna-
tionalization of companies and the conquest of new consumers in emerging
countries should be a prime concern.

Internationalization has not been a priority among Spanish companies in recent
years. The robust performance of domestic consumption has been sufficient for
them to obtain good results. In fact, growth in the Spanish economy has mainly
been based on the continuous increase in domestic demand (40% growth between
2002 and 2006). Private consumption and construction (housing and public works)
were the driving forces behind domestic spending, based on favorable financial
conditions and job creation.

The high level of household and corporate debt to finance this demand led to
further vulnerability in this growth model. At the same time, the strength of do-
mestic demand was counteracted by the gradual decline in net foreign demand.
This development can be explained by both the slower growth in exports of
Spanish products and services, and the increasing penetration by imports. The
foreign trade deficit thus highlights the low levels of competitiveness in the
Spanish economy.

© 2009 Fundacion de la Innovacidon Bankinter. All rights reserved. 86



Globalized Trade

84 International Monetary Fund,
2008

A Growth Model Based on Domestic Consumption

The recession has cleared up all the doubts concerning the medium-term sus-
tainability of this growth model. The sharp rise in unemployment, the marked de-
cline in domestic demand and the credit drought have brought the Spanish pro-
duction model to its knees. The Spanish economy therefore faces a dual challenge.
First, immediate measures must be implemented to stimulate the economy in
the short term. Second, structural reforms must be undertaken to change the
production model in the medium term and improve its competitiveness and pro-
ductivity.

The drastic decline in domestic demand arose from the fall in consumer and
business confidence to record lows, according to data published by the European
Commission (see Figure 29). If this situation is to be counteracted, the out-
standing issue of increasing exports and improving Spain’s position in the field of
international trade must be addressed. To do so, improvements must be made
in the Spanish economy’s productivity and competitiveness by reforming the
cornerstones of its production model. If these areas are not improved, the risk
of the Spanish economy sliding down the international ranking, while more com-
petitive emerging countries move up, is becoming increasingly apparent. The
opportunity to serve the new consumers in these markets must also be seized.
As mentioned above, in the new multipolar landscape, consumers must also be
sought beyond Spain’s frontiers. The recession heightens the dependence of lo-
calized markets on emerging economies. Exports to these areas must therefore
be promoted. The euro area currently accounts for approximately 45%8* of
Spanish goods and services exports, while markets with high growth rates play
a minor role.
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Figure 29. Indicators of consumer and business confidence
(standard indicators—difference between indicator and its average,
divided by standard deviation).

Source: European Commission.

© 2009 Fundacion de la Innovacidon Bankinter. All rights reserved. 87



Globalized Trade

Did you know?

85 http://www.elpais.com/articulo/
economia/olvido/sector/exterior/el

pepieco/20090318elpepieco_6/Tes/.

86 http://www.countrybrandindex.

com/resources/pdf/CBI08_Spanish.

pdf

87 |a Imagen de Espafia, sus
Marcas y Empresas en el Mundo,
ICEX, March 2008.

The Major Challenges of the Spanish Economy in a Globalized Trade
Landscape

The specific influence of industry in the Spanish economy is lower than the
average for countries in the euro area, and the majority of products consumed
domestically are therefore produced abroad. This combination of high imports
and low exports leads to a deficit in the trade balance that has been a normal
feature of the Spanish economy for some decades, and hindered its growth. The
increase in the foreign trade deficit and the divergence between the develop-
ment of the domestic market and the production levels of Spanish companies
highlight the difficulties faced by Spanish industry in terms of successfully meet-
ing the new challenges raised by globalization.

José Luis Leal, an ideologist, politician, Spanish entrepreneur and Future Trends
Forum expert, describes the scale of the problem in the following terms: “our
trade balance’s current account situation is unsustainable in the long term. The
fact that the cost of financing the foreign debt exceeds the tourism revenues
gives some idea of the magnitude of the problem that we must solve. Unless we
strongly promote our exports of goods and services, it will be impossible to
maintain growth rates higher than those of the euro area and, consequently, the
convergence of our living conditions and those of more advanced countries will
cease, or even fall back.”85

In order to increase its volume of exports, Spain should invest in improving its
“country brand,” given its adverse position compared to neighboring countries. A
strong country brand not only attracts tourists and investors, but can also in-
crease the sale of products. Products with a country brand can have a significant
influence on preexisting perceptions and increase awareness, create an image
and influence opinions on product quality. In the final analysis, the stronger a
country’s brand, the more advantages its products will have in terms of prefer-
ences, price and loyalty.86

The survey carried out by ICEX to assess Spain’s image abroad®’ identifies

Spanish products’ strong points as being the price-quality relationship of its
products and services, and design/style (see Figure 30).
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Figure 30. Assessment of Spain’s brand image in other countries.
Source: The Image of Spain, Its Brands and Businesses in the World, ICEX, 2008.

The same study shows that the business sectors most closely associated with
competitiveness in Spain are tourism, food and drink, and fashion and accesso-
ries. The main competitors in these sectors are France in tourism, and Italy in
the other two sectors. Spain will need to design an image that gives it a differ-
ent and unique positioning in the market compared to these strong competitors.
The Future Trends Forum experts believe that Spain should invest more re-
sources in promoting its image abroad, mainly in Asia. They also believe that
more publicity should be given to the achievements of Spanish companies that
have successfully become international players.

Meanwhile, the aging of the Spanish population will change the nature of domes-
tic consumption in the medium and long term. If present trends continue, the
decline in the birth rate will lead to a reduction in domestic demand. Immigra-
tion will help to relieve the situation, but it will not compensate for its effects
completely (see New consumers: Aging Population and Immigration by the
Bankinter Foundation of Innovation). These are further grounds for improving
the trade deficit by increasing exports.

Spanish companies are facing major challenges in this new context characterized
by the globalization of trade, a topic we will discuss in the following section,
which looks at the trade strategies of Spanish companies. The telecommunica-
tions, transportation, retail and financial services sectors, all of which are crucial
in the new multipolar landscape, appear to be the best prepared to meet the in-
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ternational challenge. The emerging countries in Latin America are the ideal place
to begin international operations, due to the natural advantage of a common lan-
guage and culture. Meanwhile, the Asian countries are a matter pending in the
internationalization process of Spanish companies, and an opportunity that must
not be missed.

As regards the tourism sector, which has historically been one of the corner-
stones of the Spanish economy, the Future Trends Forum experts feel that efforts
should be made to attract more tourists from Asia in the medium term, mainly
from countries like China and India, which have enormous potential in terms of
numbers.

In short, the economy must be restructured in order to improve its productivity
and competitiveness if Spain is to take advantage of the new cycle of economic
growth when the world economy is back on its feet. Reforms in education, re-
search, the labor market, the energy market and competition are some of the
tasks that must be carried out in Spain if this is to happen, and if high added
value products and services are to be designed that win over new consumers in
the globalized trade landscape.

4.3. Spanish Companies’ Strategies for Globalized Trade

Few countries have made as much progress as Spain has made in the last 30
years. However, a vast difference remains between the perception of the coun-
try and its businesses abroad and the real socioeconomic and business condi-
tions. In this context, it is necessary to define the strategies that provide sus-
tainable growth. A distinctive positioning in international trade will undoubtedly
contribute to this objective. Some of the formulas that can help Spanish compa-
nies to deal successfully with the globalization of trade and thereby improve the
Spanish trade deficit are listed below.

Rule 1: Sell “"Made in Spain”

Spain, and Spanish companies by extension, must work together to improve the
image of “Made in Spain” products, as stated in the previous point.

In order to take advantage of Obama’s economic stimulus plan, the Spanish
government has recently begun to implement strategies to sell *Made in Spain”
in the United States.8° This program by the Spanish Foreign Trade Institute
(ICEX) has been given a budget of 44 million euros. The plan’s outlines were
presented by a hundred Spanish companies, with the minister of Industry,
Miguel Sebastian, and the Prince and Princess of Asturias in New York. As the
minister put it, “we have the world’s largest company in construction and use of
wind power; the second largest in wind turbines, and six of every ten companies
specializing in motorway concessions are Spanish.”
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In order to sell typical Spanish products and service in the United States and the
rest of the world, foreign consumers’ perception of what Spain has to offer and
the sectors that could make a more significant contribution at the global level
must be taken into consideration. The Future Trends Forum experts discussed the
most attractive investments in Spain in the future, and came to the conclusion
that these were renewable energy and tourism. Spain is in a very good position
in renewable energies, nanotechnology, high technology, tourism, infrastructures,
urban building construction, and operating concessions for freeways, airports,
hospitals and tunnels. Companies that work in these sectors must therefore take
full advantage and reinforce the good “Made in Spain” brand image even further,
to counteract the lack of awareness of the Spanish brand. “Although the connota-
tions of ‘Made in Spain’ are not negative—because they are not associated with
poor quality—the country’s products do not have a very high profile,” according to
a study carried out by the researchers Javier Noya, Beatriz Rodriguez and Anto-
nio Maria Ruiz Jiménez, of the Elcano Royal Institute, which takes an in-depth
look at Spain’s overall image in American public opinion.?® “The new icons in the
public eye in the United States, such as actors, athletes and chefs, are also not
sufficiently associated with Spain.”

Seat, Zara, Freixenet, Osborne, Rioja and Serrano and Iberian ham, in that or-
der, are the brands that most Germans mention when they are asked to name a
Spanish brand, product or service. Mango, Telefénica, Camper, Santander, Chupa
Chups, Tio Pepe and Codorniu are also mentioned by up to one in every ten Ger-
mans, according to a study on Spanish brands’ strategies in Germany by the
consultancy Ingo Ritten.®! In terms of geographical areas, Spain has yet to
raise its profile in emerging countries, which have so far accounted for a mino-
rity of its exports.

“Made in Spain” products are not clearly identified in some countries, and nei-
ther is Spanish culture. The British writer Michael Eaude said in his book
Barcelona: "No one has been able to explain to me why so many English tourists
come back to Manchester from the Reus [Catalonia] airport wearing Mexican
hats.” Attempts to differentiate Spanish culture and products date back a long
time. Many will remember the famous tourism promotion campaign with the slo-
gan “Spain is different,” which highlighted the Spain’s diversity of landscapes
and exotic nature. This difference should be passed on to the business sphere,
to distinguish Spanish products and services in the new, multipolar context.

Rule 2: Become Visible on the International Landscape

The internationalization of Spanish companies was a process that began in the
early 1990s. In 1990, direct Spanish investment abroad accounted for barely
3% of GDP, while in 2002 it was 34.3%, exceeding the average figure for the
other industrialized countries.??

One of the most well-known Spanish success stories abroad is the Santander

Group, which has risen from being a local bank which was sixth in Spain and
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number 152 in the world, to the global group that it is today—number two in Eu-
rope, seventh in the world and the leader in Latin America.®3 This all took place
thanks to a strategy “based on the search for new levers for growth and on di-
versification when the domestic market was mature, striking a balance between
mature and emerging markets, and prior knowledge of the markets where in-
vestments are going to be made and where sufficient critical mass is available.”

According to the 2007 Spanish Business Internationalization Yearbook, by the
Wharton School Circle of Entrepreneurs, one of the major challenges for Spanish
companies was visibility in the international media. According to its indicators,
this has improved thanks to businesses like Endesa, Telefdnica, BBVA, Santander
and Repsol. It is important for Spanish companies to have a good reputation in
international financial circles because they need financing, and this is to a large
extent obtained from institutional investors, bond placement, etc. An example is
Santander’s involvement in the largest bank takeover in history with the acquisi-
tion of the Dutch ABN-AMRO bank.

The inevitable question is: if the recession is a global problem, how does the
current situation affect companies’ internationalization? The recession may be a
double-edged sword, because as well as its negative consequences, it may also
create a number of opportunities. Investing in the United States currently makes
sense in view of the low asset prices and the euro’s strength compared to the
dollar. It is wise to take up a position in a market which will in all likelihood re-
cover and undergo future growth.

One of these impending opportunities is in China (and in emerging economies in
general), where aggressive policies to maintain their growth rate by means of
fiscal stimuli are being implemented. Infrastructures will play a key role in these
policies, and Spanish companies in the sector should position themselves there.
As far as the future is concerned, the internationalization of Spanish companies
toward emerging countries will be crucial.

Rule 3: Follow the Formulas for Success

What is the top-ranked international company in terms of growth in the food dis-
tribution sector? The answer is relatively easy: Wal-Mart. And what is the
second-place company? This answer is a little more surprising: Mercadona, which
is also the leader in the Spanish supermarket segment. Mercadona starts with a
universal assumption: “in order to be satisfied, you first have to satisfy others.”4
Its business model therefore focuses on total customer satisfaction and increasing
value to them by means of a policy of low prices, instead of temporary offers
and discounts. It uses meetings with local residents, courses on its own brand’s
product lines, open days, blind testing and efforts to increase the nutritional
quality of its range to build up trust among its customers, which keeps them loyal.
Its slogan is “Supermarkets you can trust” for a reason. They also say that “overall
revenues have grown nearly twelve-fold over the last 10 years, and at an ave-
rage annual rate of 22%,” thanks to the policies mentioned above and the de-
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sign of their stores, which aims to minimize the customer’s shopping time. In
other words, the opposite strategy to large outlets.

This does not mean that a business model can be imitated perfectly. The Silicon
Valley formula has been reproduced many times (Silicon Alley in New York, Sili-
con Glen in Scotland and Silicon Roundabout in London, for example) but they
were not as successful as anticipated.®> However, there are some models for
business initiatives that have been repeatedly proven to work. The Economist
describes some of these in its article “The Magic Formula.” First, there is the an-
chor-firm model, which is when a large company creates other small ones, giving
them the money necessary to start them on their way. A second model, currently
very popular, is driven by crisis. This takes advantage of a consequence of the
recession and makes it into an opportunity. An example is companies that hire
people with specific talent and skills who have lost their jobs. The example given
in the article is the hundreds of highly trained scientists that were recruited by
local start-ups in San Diego in the 1990s, after the end of the Cold War. The
third model is that of the local hero who sees an opportunity, starts up a busi-
ness and makes it into a goldmine. An example of this is Zara, which began in
1975 with one shop in A Corufia in Spain, and has become a leader in interna-
tional textiles as a result of its international expansion.

Rule 4: Change the Rules of the Game

The Inditex group is the Spanish success story par excellence. Its Zara, Pull and
Bear, Massimo Dutti, Bershka, Stradivarius, Oysho, Zara Home and Uterqtie re-
tail chains have more than 4,200 outlets in 73 countries. The group’s flagship,
Zara, has shown that it is able to adapt quickly to customers’ tastes all over the
world. By keeping its means of production in-house (Zara produces 60% in its
own factories and the fabrics come from Spain, the Far East, India and Morocco)
and operating with virtually no stock, it can take almost immediate advantage of
the changing opportunities in the market. Zara dyes its collections with new co-
lors, sends out new designs within two weeks, and even scraps a product line
completely if it fails to sell. In short, it has revolutionized the way in which tex-
tile companies operate by challenging the concept of fixed fashion seasons.

The Inditex group was in the news once again in February 2009 with the announce-
ment of an agreement with the Tata group to open shops in India from 2010 on-
wards.% This joint venture strategy shows that one of the formulas for penetra-
ting the market in a new country is to form a partnership with a company with
experience and knowledge there.

To return to the recession, who would have said that uncertainty in the markets
would have boosted the business of the large auditing companies? Until 2007,
the lucrative business was giving advice on corporate operations. At that time, it
was the numerous movements taking place on the Spanish business scene (with
the successive takeover bids with Endesa playing a leading role) that enabled
these companies to increase their turnover, which was boosted by the increase
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in the demand for financial advice®’. The rules of the game have changed since
2008, and the trend is now for large companies in the sector to seek assistance
with feasibility plans, detailed analysis of their clients’ credit risk and debt
restructuring, and advice on downsizing plans and redundancies. Flexibility to
adapt to the constantly changing situation is a sine qua non for survival, espe-
cially in times of crisis.

Rule 5: Join the “"Low-Cost” Fashion

Spain is one of the low-cost paradises. Brands and companies including McDo-
nald’s, IKEA, Primark and Ryanair have succeeded in this market, which has
seen the emergence of local brands based on the model of mid- or low-price po-
sitioning, such as Dia and Zara. The central role of leisure and consumerism in
Spanish culture, as well as income limitations, make the country a great testing
ground for these models.%8

This price awareness is typical of American culture, with its slogan “Why buy one
article of clothing when I can buy three for the same price,” which has reached
Spain with the force of a hurricane. The recession has made things difficult for con-
ventional businesses, as consumers will think much more about where they spend
their money. This phenomenon is turning low cost into an increasingly common
trend and a magnificent opportunity for businesses able to increase their producti-
vity. What is most surprising is that these businesses’ incomes are increasing in the
middle of the recession. For example, in 2008 McDonald’s Spain (in the middle of a
recession) saw its income increase by 7%, to 755 million euros.

Primark shops, the new fashion distribution phenomenon, were invaded by
hordes of shoppers in Spain. Why? Because there is not a single product in their
shops that costs more than 35 euros. However, let there be no misunderstanding.
These are not liquidation sales or cheap, low-quality goods. Primark fashion does
not appeal to the middle class for price reasons alone. Its designs are all the
rage. It is the new “low-cost chic.”

In view of these results, it is not surprising that many large companies, especially
those starting to feel the pinch of the recession, are adopting the low-cost mo-
del. Inditex, a pioneer in low-cost chic in Spain, has understood that cutting its
prices in Zara or Pull and Bear is no longer enough. In the last two or three
years, it has intensified the opening schedule of the outlets of its subsidiary Lefties,
a type of factory outlet with which it plans to halt the unstoppable Primark inva-
sion. Lefties, which sells pants for as little as 9 euros, increased from 38 stores
in 2006 to 63 in October 2008. In fact, some Zara stores have been closed in or-
der to become Lefties. Not even El Corte Inglés has escaped the carnage. Along
with its house brand, it has the recently launched Aliada. In the air transport
sector, Iberia has high hopes for the new Vueling-Clickair brand.®®

In this area, new business models and a change in travelers’ attitudes make
quality low-cost hotels possible. These combine affordable prices and facilities
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that are very similar to those found in classic four- and five-star hotels. An
example is Room Mate, a Spanish hotel chain founded in June 2001. Room Mate
hotels, which have over 700 available bedrooms, are more like real hosts, and
their customers, rather than guests, are roommates. The concept is that they
are “homes” that open their doors to travelers who have arrived in the city in
search of comfort, quality and the warm welcome that all hosts offer their
guests. The most important thing when attracting consumers is the price-quality
relationship.

There are currently a wide variety of companies in Spain promoting themselves as
low-cost. There are real-estate agencies such as Modainmobiliaria.com, carwash
services like Living, construction companies like Inverborche, consultants like Rhi-
no Consulting and legal services like Legalitas—all sectors have been caught the
fever. There are even low-cost jets (which fly at 1 dollar per kilometer). Not even
restaurants have escaped this phenomenon. Sergi Arola has decided to follow in
the footsteps of Ferran Adria (with Nhube, in partnership with NH) and is deve-
loping several luxury fast food chains. One of these is D'E Sergi A.

Despite it all, several marketing professors say that low-cost has acquired such
prestige that many undertakings of this type owe more to marketing than to the
possibility of providing a genuine service at a low price. Joaquin Garralda, of the
IE Business School, emphasizes that “low-cost has become a magnificent label
for attracting consumers.” In fact, some companies that declare themselves to
be low-cost apply similar prices to the others. Francesc Valls of ESADE says:
“One of the characteristics of these businesses, especially those applying dynamic
pricing, is that they advertise the lower price, despite subsequently selling part of
their range at prices similar to conventional companies.”100
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