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3.0 OBJECTIVES 

After studying this unit, you should be able to: 

identify various environmental factors that affect international marketing. 

explain how demographic trends, social values and beliefs influence markets. 

explain how economic conditions, instilutions and practices influe~lcc internatiollal 
markets. 

describe how various political 'and legal factors influence international marketing, 

identify the need to coordinate marketing activities in view of the various international 
marketing environmental factors, 

3.1 INTRODUCTION 

Developing a marketing strategy to compete effectively in the world market is one of 
the most critical challenges facing the firms today. Firms that market their products only 
in their home countries are influenced by the environmental forces operating in the 
domestic market only. However, in today's global economy, most corporations must 
anticipate and respond to opportunities and threats presented by forces in both Ihe 
domestic environment and foreign environment. Wether the firm concentrates on a few 
markets close to home or target many markets throughout the world, a long run dynamic 
strategy must be formulated to provide the firm with a sustairlable coinpetitive advantage. 
This strategy should, at the same time, enabge the firm to ' anticipate, respond and adapt 
to the complexity and rapid pace of various environmental changes taking place in' the 
global.market. Since no business firm can by itself, control the forces in international 
marketing environment, it must take the environmental factors as given and adapt its 
business strategy to suit the environmental factors, 

a You have already studied, in fidl detail, international business environment in 'IBO-03 
International Business Environment, IBO-03 fully covered rill details relating to business 
environment felevant to an international marketing organization, This unit covers the 

3.2 CONCEPT OF INTERNATIONAL BUSINESS 
ENVIRONMENT 

1 
simply put, environment refers to one's milie; or surrounding. In Lhe context of a 
business firm, environment can be defined as various external factors and forces that 
surround the firm and influence its decisions and operations. The two major 
charac.teristics of the environment are: (1) these factors and forces are external to the 
firm, and (2) these are essentially uncontrollable. The firm, by itself, can do little to 
change them. It has rather to learn to live with them. Environmental factors are 
dynamic i.e., they continuously change over time. 

One way of understanding the various elements constituting international business 
environment is to divide the elements into five broad groups. (1) internal environment, 
(2) micro environment, (3) domestic environment, (4) foreign environment, ahd (5) 
global environment. Figure 3.1 provides a schematic presentation of the five levels of 
environment alqng with their components. 

Figure 3.1: Components of International Business El~viron~ncnt 

In the Figure, the innermost circle represents the firm's iiltcrnrl cwironmoat. It 
comprises the firm's business strategy and decisions with regard to production, finance, 
marketing, human resources and research activities. Since these strategies and decisions 
are entirely made by the firm, they are considered controllable elements. The firm can 
change them, but within the constraints of various environmental factors. 

Micro environment can be defined as the factors in the firm's immediate environment 
which directly influence the firm's decisions and operalions. These include: suppliers, 
various market intermediaries and service organizations such as middlemen, transporters, 
warehouses, adveaising and marketing reseuch agencies, business consulting firms and 



Iritroduction to financial institutions, competitors, customers and the general public. While the customer: 
Internntionnl Marketing constitute the firm's market, suppliers and market intermediaries help the firm with 

inputs and assist in production and marketing processes. Competitors and the general 
public also influence the way a firm conducts its business. The factors are semi- 
controllable i.e., controllable to some extent. 

The, third circle ripresents domestic environment and it consists of factors such as 
competitive structure, economic climate\, and political and legal forces which are 
essentially uncontrollable by a firm. ~bsides +wing a profound effect on the f ~ m ' s  
domestic business, these factors exeqf an illfluence on ltle firm's overseas market , 

operations. Lack of doniestic demand or intdnse competition in the domestic market, for 
instance, have prompted inany Indian firms to plunge into international business. Export 
promotion measures and incentives provided by the natio~~al government have been other 
motivatillg Pictors for the firins lo internationalise their business operations. Since these 
factors operate at the i~alional level, firms are generally familiar with them and are able to 
readily react to them. 

The fourth circle represents foreign e~lvironlnent consisting of factors like geographic and 
economic conditions, socio-cultural tr~lits, political and legal forces, and tech~lological and 
ecological factors prevalent in a foreign country, Because of being operative ill foreign 
market, firms are generally not very cognizant of these factors and their influence on 
business activities. The firm call neglect then1 only at the cost of losing business in the 
foreign markets, The problem gets more complicated with increase in the number of 
foreign markets in which q firin operates. Differences exist not only between domestic and 
foreign environments, but also among the environments prevailing in different foreign 
markets. Because of environmeiltal differences, business strategies that are successful in 
one nation might fail miserably in another country. Foreign market operations, therefore, 
require increased sensitivity to the environmental differences and adaptation of business 
strategies to suit the differing market situations. 

The ~~ppermost circle, viz,, circle five, represents the global environment. Global 
environment transcends natioilal boundaries and is not confined, in its impact, to just one 
country. Global environment exerts influence over domestic as well as foreign countries 
and comprises forces like world economic conditions, international financial systenl, 
international agreements and treaties and regional economic groupings. World-wide 
economic recession; international financial liquidity or stability; working of the 
international organizations such as World Trade Organisatlon (WTO), International 
Monetary Fund(IMF), World Bank and the United Nations Conference on Trade and 
Development (UNCTAD); Agreement on Textiles and Clothing (ATC), Genefalised System 
of Preferences (GSP); International Commodity Agreements; and initiative taken at 
regional levels such ns European Union (EU), North American Free Trade Association 
(NAFTA) and Association of South East Asian Nations(ASEAN) are some of the examples 
of global environmental forces having world-wide or regional influences on business 
operations, k I 

3.3 IMPORTANCE OF INTERNATIONAL MARKETING 
ENVIRONMENT 

As stated earlier, environment plays a vital role in the conduct of business operations. 
Especially, in the context of international business, environment assumes critical 
importance as no two countries have similar environments and different business 
strategies are required to cope with differing business conditions. As the environment 
affects a firms' strategies as well as tactical decisions, it becomes imperative for the firm 
to have in-depth knowledge of the domestic, foreign and global environments, 

When a firm decides to'enter international markets, it faces two major decision problems: 
(a) which market(s) to select, and (b) how to enter into those markets. Both these 
decisions are strategic in nature and are greatly influenced by the environmental forces. 
Firms select those countries as their target markets which have sufficient market potentid, 
Market potential ip turn depejds upon geographic, economic and cultural environments 
prevailing in the concerned countries, Demand for fans, for instance, will be more in 
countries which are geographically located in hot zones and where per capita income is 

high.eno~gh for the people to afford fans. Besides climate and income, electricity 
should be available to make the fans function. 

Once the firrn identifies countries with market potential, it needs to decide as to what 
mode it should use for entering into those markets. A wide range of options such as 
exporting, licensinglfranchising, joint venture or setting up wholly owned subsidiaries are 
available to firli~s. The choice of market entry mode is iilfluenced by a variety of 
environmental factors.'~xporting is desirable when it is econonlical to produce in the 
home country and there are not many reslrictions on the import of a given product in 
the foreign market. If import restrictions are severe and the costs of trailsportation are 
high, a r i m  may choose to set up its manufacturing and marketing subsidiaries abroad. 
But this is feasible only when foreign governments are not averse to foreign direct 
investment, and necessary raw materials and labour are available locally at competitive 
prices in the foreign countries. hi countries where the first condition is not fulfilled, the 
firm can go in for either licensing or joint venture as these entry modes are polilically 
less objectionable. 

Environmental forces play an equally important role in shaping a firm's functional and 
tactical decisions. What should be the scale of production? Should the fxm employ labour 
or capital intensive techniques? How to finance the firm's foreign operations? How 
much to repatriate? What marketing mix should the firm use? Should.it hire local persons 
or employ foreign nationals? What should be their compensation package? Answers to 
these and other questions require in-depth analysis of the prevailing environments In 
foreign countries. Since the environments differ, a firm cannot gain much by falling 
back upor1 its domestic decisions and practices. Firms need to screen the foreign country 
environments and accordingly decidc about the best course of action in each country, 

Analysing Intcrnnliond 
Marketing Environment 

It nlay be pointed out here that environmental analysis is important not only for the firms 
desirous of entering into foreign markets for the first time, but it is also important for 
the firrns already in international business. Since environmental conditions change over 
time, firms need to continuously monitor changes in the environment and make suitable 

* 

adjustments in their strategies. 

Environment comprises external factors over which the organization and management have 
little conlrol, They provide challenges and offer opportunities and influence the firm's 
survival and growth. A business organization is a socio-economic systenl of a larger 
environmental systenl, It nlust continuously adapt and adjust to the opportunities and 
threals or risks and uncertainties presented by changes in the environmental forces. 
Marketers must pay attention to the casual interaction of various environmental factors, 
because these set the stage for new opportunities as well as for threats, For example, 
explosive pcpulation growth(dernographic) leads to more resource depletion and pollution 
(natural environment), which leads consumers to call for more laws (political and legal), 
The restriction stimulates new technological solutions and products(technology), which if 
affordable(economic forces) may actually change attitudes and behaviour (social and 
cultural). 

A marketing opportunity exists at: any time or place where there is a person or an 
organization with an unfulfilled need or want, Selecting a target market requires an 
appraisal of the market opportunities avdlAble to the organization. Analysis of the market 
opportunities calls for study of the various environmental forces that affect the firm's 
marketing progranme. This, in turn, requires analysis of the components of markets - 
people (or organizations), their buying powers and their willingness to spend. Analysis of 
the "peoplev component involves study of the geographical distribution and demogaphic 
composition of the population, The second component is anulysed through the distribution 
of collsumer income and expenditure patterns, Finally, to determine consumers' 
willii~gness to spend, marketers study their buying behaviour and psychological factors 
that influel,ce buyer behaviour, As specified above, for the marketers, people must have 
money to spend and be willing to spend it. Conseq~ently, e ~ ~ n o m i c  a l ~ ~ ~ o n m e n t  is a 
significanl force that affects the m.urket. Factors such as Current stage of ~ ~ ~ n o m i c  
dcveloplllent, income distribution patterns, stages of business cycle, inflation, interest rats, 
etc., constitute competitive environn~nt. Cultur al factors specify h e  differences hat exist 
betweell coountrie, They involve different languages, different CUstoms and dfferent tastes 
and can cause major difficulties for unwary marketers. International business operators 
must understand the culture and business practices of different countries which often act - - 



Introcluction to 
I~rtenlationnl Mnrketing 

on different concepts of time, space and etiquette. The marketing executives should also 
appreciate the fact that the cultural patterns-life styles, social values, beliefs are changing 
much faster than they used to. 

The political environment - the practices and policies of government - laws and 
regulatio~ls and their interpretatioa may restrain or facilitate marketing activity. Political 
process in some countries may have dramatic impacts on international markets. For 
example, the former Soviet Union's "perestroika" (economic restructuriag) and "glasnost" 
(openness about public and political events) ultimately led to the dissolution of the heJnion. 
Today many international markets find thc business climate of states of Russia, Uktaine 
etc., totally different from the climate that existed prior to dissolution of the Soviet Union. 
Science and technology is another powerful force influencing international business 
environment. Many of today's commoll products were not available even lwenty-five years 
ago. Latest comnlunication system, rapid mass Lransil, cashless conlputerized financial 
transactions and medical breakthrough u e  the outcome of new technological products and 
processes that are in operation. As these clunges have major implications, exporters must 
monitor these and adjust their markeling mixes to meet them. 

Operation of these environnlmtal forces imply that all companies need to adopt a global , 
perspective in their strategic inarketillg planning. Cornpallies need to identify the most 
attractive opportunities worldwide and determine their global strategic thnlst, or l c ~ y  
competitive advantage and investment strategy related to various international ~narkets. 
Even companies not considering interilational operations need to develop strategy with an 
eye to internatiooal developments and potential ekry of foreign competition in the 
domestic mkket. 

We have already discussed that the e~ivironmental factors can be divided into five broad 
groups. They are: (I) internal environment, (2) micro-environment, (3) domestic 
environment, (4) foreign environment, and (5) international environment. You also know 
that internal environment is coiitrollable to a large extent, and, micro environment is 
controllable to some extent. The remaining lhree environmental factors, put together, 
constitute macro-environment which is completely uncontrollable. Macro environment 
(domestic, foreign and global eiivironmellts together) consists of geographical, 
demographical, economic, financial, socio-cultural, political, le,gal and ecological forces. A 
firm needs to examine these components of the environment I'or each one of the foreign 
countries in which it operates, 

Though we shall be discussing each of the components separately, in reality there exists a 
lot of overlapping as well as interaction among various components. Population, for 
instance, is discussed in literature, as part of both the physical and economic 
environments. There is a lot of overlapping among the socio-cultural, legal and political 
forces. Geographic characteristics of a country have profound impact on the country's 
economic and socio-cultural environments. 

Moreover, it should be kept in miild that all the components and elements of thc 
environment might not be relevant to a decisioli maker. Much depends on the nature of 
the flrm and its decisions, For a small firm interested in exporting, analysis of the 
commercial policy and the ecoilomic environment would be sufficient. But for a .  
multinational corporation interested in setting up a manufacturing plant in a foreign 
country, geographic as well as socio-cultural, legal and political environments would be as 
important as the ecol~omic ellvironment. Let us now learn each of tl~ese components in 
detail. 

3.4.1 Geographic E~lvirolln~cnt 

Geography is an important conlponent of the foreign envlrop~nent and refers to a 
country's climate, topography, natural resources and people, Everyone engaged in 
international business must have some knowledge of the geagraphic features-of ,the foreign 
cauntry as these influence the nature and characteristics of a society. It also affects the 

demand patlern of the people living in the country. Geography is a major contributory 
factor to the development of business systems, tradc centers aiid routes. 

Different climatic conditions (viz., rain, snowfall, wind, temperature, humidity, etc.) give 
rise to dein;?111 for different types of prod~~cts. It is largely due to climatic differences that 
people differ in their housing, clothing, food, medical aiid rccreatioiial needs. Many a time 
lleeds are the same, and the same products are demanded. But because of the climatic 
and lopographic differences, products need adaptation or modifications to suit local 
conditions. Rolls Royce cars from England, for instance, required extensive body work 
and renovatiolls in Canada because the salted sand, spread over streets Lo keep Ihem 

throughout four or five nlonths of virtually continuous snow in Canada, caused 
rusting and corrosion in the fenders and door panels and the oil system also developed 
leaks. 

Geographic conditions also affect a firm's plant location decision. A firm prefers Lo set up 
its manufacturing plant in a country which has favo~uablc climatic conditions, possesses 
suitable topography (i.e. surface features such as hills, plains, river aiid sea) and where 
raw materials, energy and labour are cheaply and abundantly available. The foreign 
country's proximity to other nmarkets and its strategic location on inajor Wade routes are 
other equally important considerations. 

A firm's distribution aiid logistic strategies arc directly iniluenced by geographic 
conditions in the foreign markets. Re-order points and safety level stocks are kept 
generally higher for those countries or places which are ilot easily accessible and can be 
cut off suddelily and heavily due tlo bad weather. 

Locatio~i of a cou~ilty on the world map is an equally important consideration, It affects 
its trade prospects will1 other countries. Landlocked countries such as Bolivia, Zambia and 
Zinlbabwc are not only costly to reach but are also difficult Lo penetrate as trading with 
these countries depends upon their relations with neighbouring countries through which 
goods have to pass. 

Consuiller demand for many a low priced and essential product is directly related to the 
number of people living in a country. It is primarily due to largc populations that 
countries like China and India have become Lhe targets of the nlultillational corporations, 
which are vying with one ailother to gain a foothold in these markets. To arrive at a 
corrsct estimate of the market size, however, one needs to take into account other factors 
also such as population growth, population density and population distribution by age, 
income, location and occupation. Taken together, these variables provide bettcr esCimates 
of the present and future matket potentials and also help in providing information relevant 
for communication, distribution, product quality and prici~ig decisions. 

I 3.4.2 Demographic Environment 

Demggraphy nlay be defined as the study of the size, conll3osition (for cxm1ple by age, 
racial group) and distribution of the human population i11 relation to geographic 
boundaries. Marketers arc keeilly interested in the size and growth rate of population in 
different regions and nations, age and sex distribution and ethnic mix, educational and 
income levels, household patterns and regional characteristics and movements. The world 
population is sl~owing explosive growth, which has inajor implications for international 
business. Accordingly, the companies have to carefully alialyse their markets and find 
opportunities for catering to them. The effect of various demographic factors is 
fragmentation of the inarkets into micro markets differentiated by age, sex, income, 
ethnic background, education, geography, life style and other characteristics. Each group 
has strong preferences and is reached through increasingly targeted communication and 
distribution channels. To be successful, companies have to design their marketing 
progranllnes as per the requirements of the a micro market. 

3.4.3 Economic Environment 

Annlysing I~aternaUonnl 
Marketing Environment 

Economic factors are one of the most importarit indicators to be considered for 
forn~ulation of international marketing strategy as these affect global markcting 
strategies both at macro aid micro 1evels.S~t macroecoi~omic level, they affect the nature 
and location of glo5n! marketing opportunities as well as the spatial conliguration of 



Introduction to markets. Microeconomic forces, on the other hand, affect the organization and efficiency 
htcmntionnl Marketing of the firm's operation. The cost and availability of resources influellces production and 

sourcing logistics as well as capital or labour substitution. AS studied earlier in Unit 1 , 

on "Introduction to International Business Environment", major economic indicators 
influencing international marketing decisions are economic development, illcome iricluding 
GDP, GNP and per capita income, expenditure pattern and infrastructural facilities. 
Accordingly, we shall be emphasizing upon other macro and microeconomic factors as 
specified earlier. 

One of the major forces influellciug the world economy is the dramatic growth in. 
global trade and increasing internationalization of business. Focus is no longer only on 
the economies of America. Wester11 Europe, Japan and other developed countries. Huge 
new markets such as China, Russia, India and Eastern Europe have opened up. These and 
other emerging markets are exerting a major influence on patterns of world trade. 

Likewise, links and trade tlows between neighboring markets are also on the increase. 
For exanlple, trade and business links amollg the South East Asian markets are expanding 
as Japanese, South Korean and Chinese firnls are investing and establishing operations in 
their neinhboring countries resulting in new market configurations. - - 

Factors such as econolnic volatility, particularly rapidly increasing or falling rates of 
inflation, in various countries, together with sharp swings in foreign exchanges reserve 
positions and exchange rate fluctuations, as was witnessed in the recent East Asian crises, 
add to the uncertainty and unpredictability of market trends. Accordingly, it becomes 
critical for the firms to diversify operations worldwide to counterbalance fluctuations in 
different markets or geographic regions and to develop strategies to respond to changing - - 

economic conditions. 

Patterns of ecoiiornic development uid growth of nations also influence production and 
sourcing logistics. As countries develop, wage levels rise, making them less attractive 
locations for prod~~ction or sourcing of componcnts. For example, rising wage levels in 
South Korea made companies less competitive in production of athletic shoes and leather 
goods. Consequently some of the South Korean companies have established production 
outlets in countries like Indonesia where wage levels are much lower. 

Recession in industries, coupled with unemployn~ent, has forced companies to prune layers 
of management, retrain employees and operate under tight cosl controls to sustain 
profitability. There is also mounting pressure to eliminate redundancy and duplication of 
effort in various operations. Similarly, increasing capital intensity and application of 
sophisticated technology creates need [or substantial capital investments, Companies, 
which are able and willing to make such investments, have an edge over their competitors. 
Japanese companies such as Sharp, Seiko and Toshiba have invested heavily in improving 
manufacturinn techniques for active matrix LCDS, which are a major component in - 
portable computers, video games, visual reality devices etc. As a result, these conlpanfes 
:ontrol 95 percent of the world market lor such devices. - 
Check Your Progress A 

1. Explain how demographic trends influence inter~lational marketing strategies. 

....................1.......1.........*..................................................*.................................................... 

.................... ........I.......................q.........................*....................................................*....... 

.............................................................................................................................................. 
2. What are the components of economic environment ? Discuss in detail. 

3. Explain the various ways in which economic conditions influence decisions of 
marketing organizations. 

L 

.............................................................................................................................................. 

3.4.4 Technological Environment 

Technological fhctors are often closely linked with ecollornic factors as technological 
developnlents affect the scale of operations and efficiency of production. Marketers should, 
therefore, take account of the accelerating pace of technological change, opportunities for 
innovation and increased governmental reguIatioii brought about by techliological change. 
Technological developments are importalit forces that help link and integrate markets 
while, at the same lime, spawning increasing heterogeneity and market fragmentation. 

Technological advances in communications have not only facilitated development of 
international busi~iess operations but have also fostered greater awarelless of and exposure 
to events and life styles in olher countries. In Asia, for example, growth of satellite and 
cable systems of TVs is reaching a vast and previously untapped audience with a wide 
range of programmes. This has dramatically increased the exposure of the local residents 
to the life styles, entertainment and events taking place in other parts of the world. 

The developnlent of computerized global information system has dramatically expanded 
and improved coordination of global production and distribution logistics. At the same 
time market developments such as changes in customer demand ,and competitor initiatives 
can be monitored worldwide to enable the firm adapt and respond more rapidly to them, 

Further, as specified earlier, rapid evolution of technology in industries such as computers, 
consumer electronics, home entertainment and communications require conti~luous ' 

adaptation and adjustment to keep pace with changes laking place. Rauid ~roduct  and 
A L 

knowledge obsolescence shortens the life cycle ofthe and increases the intensity 
of competition. No longer can a frrrn expect to maintain substantial lead over a competitor 
in introducing a new product. On the contrary as technology evolves, last followers may 
be able to leapfrog their competitors introducing a superior product incorporating the 
latest technology. It, therefore, becomes imperative for the international marketers to 
closely watch the changes taking place in science and technology and try to incorporate 
necessary changes in their products/services even to maintain their share of the market 
not to speak of expanding it. 

Analysing ~nlernntional 
Marketing Environn~ent 

3.4.5 Social and Cultural Environment 

Social and cultural factors shape patterns of market demand and underlie emerEence of 
new tastes and interests as well as growth of new market segments, At the same time, 
socio-cultural trends often reflect the impact of changing economic and technological 
conditions. An international marketing mix can only be eff&tive as long as it is relevant 
to a given culture. It may call for modification of the product, introduction of a new 

! promotional strategy or even new distribution chamlel. It has been observed that firms 
entering foreign markets without due regard for local customs and traditions, commit 
serious blunders. Being a major force as a culture of a country or region is, it should be 
thoroughly understood specially in terms of the particular values and social practices 
followed. 

In the context of marketing, the word culture does not refer to classical music, art and 
literature, but to social institutions, values, beliefs and behaviours. Culture includes 
everything a person learns to know as a member of a society but does not include the 

, basic drives with which one is born. Culture is also the total way of life and thinking 
pattern that are passed from generation to generation. 

! Characteristics of Culture: 

e Culture is learnl, it is not present at birth but is acquired over a period of time. 



h~troduction to e Culture is passed on from one generation to another. Inculcalion ~ I I V O ~ V ~ S  not only the 
Internntional Marketing passing on of techniques and knowledge but also disciplining the child's instincts and 

impulses in order to adjust him or her to social life. 

e Culture prescribes the lcinds of behavior considered acceptable in the society. This 
simplifies a consumer's decision making process by limiting product choices, to those, 
which are socially acceptable. 

e Culture is socially shared, arising out of necessity and is based on social interaction 
aid creation. It cannot exist by itself, thus actillg to reinforce culture's prescriptive 
nature. 

e It facilitates communication. Since culture imposes common habits of thought and 
feeliilg among people, it makes it easier for people to co~nnlunicate with one another. 
At the same time, culture may also impede communication across groups because of 
a lack of shared common cultural values. This is the reasoll why a standardized 
advertisements may not be equally effective in all countries. 

Elements of Culture 

All societies, whether tribal or advauced communities, are composed of a variety of 
cultures. Moreover, there are certain characteristics called cultural universals. These 
include elements such as bodily adornments, etiquette, falllily, mealtimes, music, status 

. differentiation etc. These activities occur in all cultures bur rheir mallifestation may be 
unique i n  a particular society, bringing about cultural diversity. Besidcs these, the other 
important elements to understand a country's culture are: - language (both verbal and non 
verbal), religion, values and attributes, manners and customs, material culture, aesthetics, 
education and soci& institutions. These have already been discussed in Unit 1. accordingly 
our stress here woidd be on cultural analysis, 

To try to understand and explain differences among cultures and subsequently cross 
culture behavior, the marketers should develop checklists and models showing pertinent 
variables and their interaction. Jagdish N. Seth and S. Prakash Sethi have provided such 
a cross-cultural model, which could be used in the analysis of buyer behavior. The model 
is based on the premise that all international business activity should be viewed as 
innovation and as producing change process. The inter~lational marketers, including 
multinational corporations, introduce, froni one country to other, cultures, marketing 
practices as well as products and services, which are perceived to be new and different. 
The model tries to bring together most of the relevant variables that have an impact on 
how consumers in different cultures may perceive, evaluate and adopt new behavior. 

The central coilcept of the model is culture's propeilsity to change, which is determined 
by (i) cult~lral life style of individuals in terms of how deeply held their traditional beliefs 
and attitudes are and also which elements of culture are dominant, (ii) change agents 
(such as nlultinational corporatiolls and their practices) and strategic opinion leaders (for 
example, social eliles), (iii) commullicatioll about the iii~lovations from comnmercial 
sources, neutral sources (such as government), and social sources, such as friends and 
relatives. 

It has been argued that differences in cultural life-style can be accounted for by the 
following four dimensions of 'culture: 

i) individualism (e.g. "I" coi~sciousness versus "we" consciousness): 

ii) power distance (e,g, level of equality in a society); 

iii) uncertainity avoidance (e.g. need for formal rules and regulations); arid 

iv) ~nasculinity (e.g, attitudes toward achievement, role of men and women), 

Knowledge of a target market's posi lion on these dimensions enables the marketer design 
products and programmes for best results. For example, United States accords high value 
to individualism, therefore the promotional appeals in US should be relevant to the 
individuals. Similarly advertisement copy and channel choice have to be  accordingly 
adjusted to the cultural factors of a country. Likewise, differences in pace and business 
practices of the region has to be accepted. For example, Boeing Airplane Company, in 
one of its annual studies on world aviation safety found that countries with both low 
individualism and substantial power distance (i.e. there were marked differences in the 

status level of the people) had accident rates 2.6 times greater than those countries with Analysing International 
very low accident rates. These findings have: an impact on airlines training and service Mnrketing Environment 
operations. 

Communication about the innovation takes place through the physical product itself or 
through the policy of the company. Communication content depends on factors such as a 
product's relative advantages over existing alternatives; compatibility with established 
behavior patterns or the degree to which the product is perceived as difficult to use; 
triability or the degree to which it may be experimented 'without incurring risk and 
observability, i.e. the extent to which the consequences of the innovation are visible. 

Before the product is evaluated, information about it should be compared with existing 
beliefs. In case of distortions due to selective attention, exposure and retention; additional 
information may be sought from any of the input sources or from opinion leaders in the 
markets. Adoption tendency refers to the likelihood that the proguct or process will be . 

accepted. If an innovation clears this hurdle it may be adopted and slowly introduced in 
the entire market. 

This model may help in strategy planning by ensuring that all variables and linkages are 
considered; however, the analysis is incomplete wjthout the basic recogilition of cultural 
differences. Adjusting to differences requires putting one's own cultural values aside. This 
unconscious reference to one's own cultural values is the Self Reference Criterion (SRC). 
In oider to investigate a phenomenon in another country, the international marketer must 
attempt to eliminate the SRC effect. 

According to James Lee, a multi-step approach has to be followed to remove the undue 
influence of the SRC. . 

i) Def!ne the problem or goal in terms of domestic cultural traits, habits or norms. 

ii) Define the problem or goal in terms of foreign traits, habits or norms, without making 
judgements. 

iii) Any difference noted between the composite indicates existence of the SRC, 
necessitating another look at the problem with the SRC removed, 

The end result of this should be that the global manager thinks in international terms arid 
not in terms of his or her native culture. This enables the manager to be more customer- 
oriented and the marketing strategy developed will reflect trpe market needs. For example 
Americans consider purchase of a fire insurance a sensible and practical acquisition. On 
the country, Brazilians, owing to their superstition, are averse to purchasing fire insurance, 
as they feel that it may somehow lead to a fire. 

Check Your Progress B A. , 

1. Explain how technological advances influence marketing strategies of an internationar 
marketer. 

1.........................(...,......)........~.4.......~...*...,.,............,......*........,,,..,.,,..,,.*,...,.,,,.,,..,,..,,.,...,.,.,,.~,, 

2. What ,is culture? What are the characteristics of culture? 

~~....I........I....(...((..,..,....~............,a..........,.......,.........,......,....,.......~..........,....*.....,..*.*...,~.......,.,., 

3. What is  SRC (self reference criterion)? 



3.4.6 Political and Legal Environment 
me politicd envkonment, the practices and policies 0 1  governmelit and the legal 
environment, laws md regulations and their interprctirtioll lllay restrain or facilitate 
marketing activity. nley can limit !,he actions muketers arc allowed to take, for example, 
by reswicting b e  percentage of foreign ownership of a colpally operatillg in mother 
collnwy or by barring certain do~nestically produccd g o d s  from leavillg the country. 
certain actions may be prohibited including the sale of opiulll, heroin, and nuclear , 
weapons except under strict c011ltrols. 

Politicd process in other coulitries may liave dramatic iml~acts on iaternational n1:uketers. 
For exalnple, the former Soviet Union's iniliati011 01 perestroika (economic restructwing) 
and glas~iost (ope~mess about the public and political evellts) llltimately led to the 
dissolution of the Union. These historic political actions opened new markets in Asia and 
Europe, The advantages arising out of creation of larger nlarkct areas together with 
increasing internationalizalion of markets have e1icour:igcd number O[ governments to 

dismantle or simplify trade barriers s~lc11 as cuSl0lnS regulations, border formalities and 
other admillistrative reswictiolls as well as to ~ O W C ~  tariiTs and quotas. In mmy cases 
regional trade agreements have heen established to create larger regional markets and 
trading areas such as NAFTA, ASEAN ctc. Such initiatives llave important implications 
for the spatial confiyratio~l of operation and illtcgration or coordioation of marketing 
strategies. Many firms are co~~solidatii~g prodclctio~l andlor marketing operatio~is within the. 
regional markets, others u e  oxpanding operations to rducc  depepelldency on a single 
market and to ensure widespread market covcragc, 

It has been increasingly felt that a frec market systcnl has advantages and superiority 
over central planning or state il~tervention as a means of Soslcring economic growth. This 
has resulted in the movemelit towards free mtvkct systalls in mixed or ceiltrally planned 
ecouomies of erstwhile Soviet Union, China and India who are opening up markets to the 
entry of foreign business. In some instances, state owned enterprises are being sold or 
auctioned off and others reformed to operate along the lines of private entities. Price 
supports and price fixing structures are being removecl lo give way to free market-pricing 
mechanism. All these cl~anges have dramaticnlly affected thc intensity of colnpetition in 
world markets and have opened up new opportunities in thc hitherto restricted markets, 

On the other hand, political unrest and insurge~~cy has growl1 in inally parts of the world. 
Many countries of Africa, Middle EasL and former Soviet Union arc experiencing internal 
social conflict, thereby creating unstable economic conditions that are often unfavowable 
to ventures or investment by foreign entcrprises, Natioual sentiments and cconolnic 
recession also create pressures for the protection of clomestic busi~iess and also to 
maintain employment opportunities for the natives. Likewise, tllc limitation of freely 
operating market forces to achieve social welfare goals has Icd to increasing regulation of ' 

competitive market conditions. 111 many countries increasingly strict standards relating to 
product quality, safety, labeling, terms of sale and environnlental concerns are bdng 
established. Regulation of advertising and otller promo~ional activity is also increasing. 
This illcludes prohibition of cigarette arid alcohol advertising and also regulation of 
pha~naceutical advertising. . 

Thus, for the international nmarketers, political onviroriment is complex owing to the 

interaction among domestic, foreign and intcrnatiollal politics. If a product is imported or 
produced-overseas, political groups and labour orga~iizalion accuse Ule marketers of taking 
jobs away from the people in the home collntry, 011 the other hmd, foreign governments 
are not always receptive to overseas capilal and investment because of suspicions about 
the ~narketer's motives and commitment. When both the host country and the home 
country have different political aitd ilational interests, their conflicting policies can 
complicate the problem further. Marketing decisions are thus affected by political 
considerations. Because of the dynamic nature or politics in general, companies shollld 

prepae contingency plans to cope with changes that occur in the political environment. 
~urther, to minimize political risk, companies should attempt to accommodate the host 
country's national interest by stimulating the economy, employing nationals and sharing 
business ownership with local firms. Simultaneously, to protect their economic interests. 
companies should maintain political neutrality and quietly lobby for their goals. A 
company should institute a monitoring system that allows it to systematically and 
routinely evaluate the political situation. 

~ikewise, owing to the variety of legal systems and the different inte~repretations and 
enforcement mechanisms, the astute marketer must be aware of the complexity of the 
legal environment to avoid situations that might result in conflict, misunderstanding or 
outright violation of national laws. To appreciate the problem and subtlety of foreign law, 
it is necessary to have cbmpetent legal advice to find out how a conlpany's operation 
may be constrained by particular law. This would also help to deal with problems related 
to bribery, corruption, counterfeiting and infringement. The international marketers must 
also appreciate that the interaction among domestic, foreign and international legd 
environments creates new obstacles as well as new opportunitier. It is important to keep 
in mind that legal contract and agreements can only be as good as the parties who create 
them and the countries that enforce them. Therefore, a contract cannot be used as a 
s~~bstitute for trust and understanding between the parties or careful screening of business 
partners. 

Thus, while political and legal forces may operate to expand the geographical scope of 
markets and open up new opportunities, at the same time they may impose constraints 
on the firm's ability to exploit these opportunities and operate freely in the world 
markets. 

3.4.7 Physical Environment 

The physical environment consists of natural resources including minerals, animal 
population and other aspects of natural world such as changes in ecological systems. 
Accordingly, marketers must adapt their strategies to environmental differences in terms 
of availability of natural resources, configuration of land (surface features - hills, plains, 
rivers etc.), varying climatic conditions and ecological considerations. 

Global warming, deforestation, dissipation of the ozone layer and dangerous levels of air 
and water pollutions are some of the critical issues faced by the marketers. New 
legislations are being passed affecting certain industries very hard. For example, steel 
companies and public utility companies have had to invest large sums of money in 
pollution control equiprnents and more environment friendly fuels. Likewise, auto 
industries are required to introduce expensive emission controls in automobiles. 

Marketers need to be aware of the threats and opportunities associated with natural 
environment - shortage of raw materials, increased cost of energy, increased pollution 
levels and changing role of government: Besides this, growing pressure from strong 
green movement particularly in countries like Germany and USA is affecting the 
marketers. Coupled with this, is the willingness of the consumers to pay higher prices 
for the green products who are forcing the companies to mend their ways of production 
and marketing. Political actions to regulate environmental pollution and to foster 
conservation of resources reinforce the need for firms to respond to this heightened 
social concern. This has indeed created opportunities particularly in research and 
development area to develop substitute material and alternate material and alternate ways 
to produce and package goods. 

3.4.8 Ecological Environment 

Ecology refers to the pattern and balance of relationships between plants, animals, people 
and their environment. Earlier there was hardly any concern for the depletion of 
resources and pollution of the environment. Smoke stemming from the chimneys and the 
dust and grime associated with factories were accepted as a necessary price to be paid 
for development. But in recent years, the magnitude and nature of the 'pollution 
overload' has assumed such alarming proportions that pressures have built up all over 
the world to do  something urgently lest the situation gets out of control, In almost all 
the countries, there exist today legislations and codes of conduct to preserve the earth's 
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scarce resources and put a halt to any further deterioration in the environment. Business 
operations of the international firms are no exceptions and have been brought under such 
regulations. Very recently, the United States government imposed a ban 011 exporb of 
marine products from countries including India which did not have special devices fitted 
into fishing trawlers to free the tortoises uapped during fishing expeditions. Similarly, 
restrictions have been put on garment expoas using cloth processed throush the use of 
AZO dyes. Germany today is perhaps the CounuY with most Stringent environmental laws 
in the world. 

m e  concept of industrial progress and development has ds0  undergone paradigm shifts. 
Corporations today are judged in terms of not only financial returns, but also in terms of 
their record in conservation of environmental resources and reduction in pollution levels. 
Grwn technologies, green products and green companies are highly valued in today's 
global market place. 

Check Your Progas  C 

1. How nluch do you think, can marketers control political and legal influeilce on the 
marketing mix ? 

......*......... ................................................. ............................................................................. 
2. How appropriate is it for goverllrnents to help business of their companies abroad ? 

Should commerce be nol completely separate from politics ? 

3. What are the factors responsible for governnlent initiating legislative measures, which 
are environment friendly? 

3.5 IMPLICATIONS OF ENVIRONMENTAL FACTORS 

Analysis of the international business environment is in important prerequisite to 
successful export marketing in an age when cultural, political, legal and technological 
environments increasingly interveve in the globd businas process. In developing a global 
marketing strategy pertaining to international markets, a firm has to consider how far and 
in what way, global strategy differs from that for the domestic market, This difference 
basically arises due to the complexity of diverse environmcllts and governed by factors 
such as:- 

1) Most government's attitude and policies towards foreign enterprises. These may 
constitute either a barrier or incentive to operations, 

2) Investment and resource allocation decisions are rendered morc colnplex by 
differences in rates of economic growth and volatility in different countries which 

make the conseqwnces of such decisions morc dificulr to predict. This is further 
, compounded by fie growing interdependence of many national economies. 

3) ~ountr ' -s  are characterized by different social, cultural and technological 
environl 

A and by different marketer response patterns. As a result, suitability md 
. effectiveness of a marketing strategy will vary from country to countrv. 
4) The nature and strength of cornpeption may differ from one market to another. This 

' 
implies that @e firm's competitive advantage and what constitutes a desirable strategic 
thrust may also differ from o n e  country to another. 

m e  heterogeneity and complexity of environmental conditions, together with the 
, complexity of international operations, calls for developing an effective international 

marketing strategy. 'This has to be adapted to diverse demographic, economic, legal. 
social-cultural contexts, marketing response patterns and marketing intkasructbe. In 
addition, Ule strategy needs to be coordinated and integrated across countries, in order to 
take advantage of potential synergies arising from operating on a global scale. 

3.6 LET US SUM UP 

A major characteristic of the global marketers' world is the diversity of h e  marketing 
environments in which they conduct their operations. Successful companies realise that the 
marketing environment presents a never-ending series of opportunities and threats. Within 
the rapidly changing global pichlre, marketers must monitor 10 major environmental 
forces: geographic demographic, economic, technological, social, cultural, political, legal, 
~hysical, and ecological. Often a particular environment force .will be a pro&ct of a 
complex pattern of interaction'and interplay among other factors. Emerging ,,ncern for 
the environment is causing firms to rethink about the underlying technology and resources 
to produce and package new and existing products. This is stimulated, in part, by 

I changing socio-cultural values and heightened awareness of environmental issues. 
1 Strengthening both social concern and political aCtion is the economic argument of the 
j need to conserve scarce resources. 
I 

1 3.7 KEY WORDS 

Demographic environment: It relates to the study of the size, composition and , I 
distribution of the human popul~tion in relation to geographic boundaries. 

' Economic envlrorsment: It includes a complex of all the factors such as economic 
development, gross national product, per capita income, expenditure patterns. 
infrastructural facilities. Besides, i t  also includes global trade, interest rates, inflation, 

I foreign exchange and exchange rates. 

Technological environment: It includes the way things are done: the methods, materials 
and techniques used to achieve commercial and industrial objectives. 

I 
Social and Cultural environment: It includes attitude, behavioural patterns, values, 
beliefs, life styles, customs, traditions and social intuitions. 

I Self-Reference Criterion: It is observing foreign culture by unconsciously referring to 

/ personal cultural values. 

Political and Legal Environment: Political environment includes policies and practices of 
government. Legal environment pertains to laws and Rgklation and their interpretation. 

1 Physical Environment: It consists of natural resources, minerals, animd population and 

/ other aspects of the natural world. 

Ecological Envjronment : It refers to the pattern and balance of relationship between 
plants, mimall, pwpk and their environment. 

, Geographic Environment: It refers to a country's climate, topography, natural resources 
j and people. 
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