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Abstract

Along with technological breakthroughs and an iasnegly globalized economy, it
has become easier for Small and Medium Enterpasescreative entrepreneurs to
penetrate once unreachable foreign markets or nwiteach of only multinational
corporations.

Throughout the years, China has become an extreapglgaling market that many
companies worldwide aspire to penetrate.

This case study proposes to analyze the entry maadeinternational marketing
strategies adopted by a Portuguese entreprenewen @e opportunity to penetrate
the Chinese market, the development of a basi@stricture to accommodate a
sustainable business model and a successful enthyst market was achieved based
on the exportation of Portuguese wine.

An overview of the business model used and ther@mtientercultural challenges as
a consequence of the very distinct cultural andas@conomic differences between
Home (Portugal) — Host (China) countries will alsopart of the core purpose of this

study.
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Resumo

Com os avancgos tecnologicos e uma economia cadaaiszylobalizada, tornou-se
mais facil para as pequenas e médias empresas reegrdpdores criativos, penetrar
em mercados estrangeiros anteriormente inacessiveixclusivamente reservados a
empresas Multinacionais.

A China tem-se tornado ao longo dos anos um Mereattemamente apelativo,
no qual empresas de todo o mundo aspiram penetrar.

Este caso pretende analisar e exp0r a estratégianttada e de marketing
Internacional adoptada por um empreendedor porsuglBna vez exposta a
oportunidade de penetrar este mercado, foi desadaohum curto espaco de tempo
uma infraestrutura passivel de acomodar um modeloegocio sustentavel, baseado
na exportacao de vinho Portugués.

Uma visdo global acerca do modelo de negdcio atiize os inerentes desafios
interculturais resultantes de diferencas notaveidodo cultural e socio-econémico

entre os dois paises: “Home” (Portugal) e “Hostafgualmente parte desta analise.

Palavras-Chave: Exportacédo, Vinho, EmpreendedorismaChina
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Chapter 1 - Introduction

Today, international business is no longer the westeé preserve of multinational
enterprises.

Along with technological breakthroughs and an iasnegly globalized economy, it
has become easier for Small and Medium Enterpri&dEs] and creative
entrepreneurs to penetrate into once unreachatdgyfomarkets.

In recent years, China in particular has becomegmealing market that many
companies worldwide aspire to penetrate.

Going through a deep metamorphosis for the pastytigears, this country has
evolved from a closed economy to a welcoming malideEoreign Direct Investment
(FDI). Similarly, Chinese companies are now bregkboundaries and expanding
overseas.

Evolving from strict and heavily regulated policieghere foreign investment was
restricted largely to alliances with strugglingtetawned companies in early 1980
(Mckinsey, 2003), this country later became synooyswith low cost manufacturing
in the 90’s, thanks to its massive population amebp labour.

From the beginning of the century, with China’s rgninto the World Trade
Organisation by 2001 and increasingly liberalizetigees introduced by the Chinese
Government, inward and outward FDI has increasguifgiantly.

Today, the market tendency has been shifting adya@nto an empowered economy
with growing purchasing power. China is swiftly betdng a pulsing and appealing
market, with 1.4bn consumers, with an eager intdoesvesternized products.

This fact is attracting not only Multinational Caomations [MNCs] but also SMEs
and entrepreneurs from relatively stagnated markedsveloped countries that find in
the east the opportunity to expand or, in somes;ag@vive given the recent years
recession affecting Europe and the United States.

However, intercultural challenges from structuratlyfferent cultures and the
chosen entry mode in this country are two factdoseaty linked to the success or
failure of such new ventures (Johnson & Tellis, 200

Therefore, | propose exposing and studying the oasePortuguese wine exporter
entrepreneur, Quinta da Bichinhg from its very conception to its successful

penetration into the Chinese Market.
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The main focus of this study will be on the choseitry mode and international
marketing strategies used to enter this marketesstelly and expand.

Moreover, an assessment from an entrepreneurigp@etive will also be made, as
“Quinta da Bichinha” [QB] represents an interestiBgrn-Global” company applied
to the Portuguese wine industry.

Thus, an overview of the business model used aedirtherent intercultural
challenges as a consequence of the very distimtalseconomic differences between
Home (Portugal) — Host (China) countries will als® assessed throughout this case
study.

As this case study unfolds, hopefully, it will bé elevance for Portuguese
entrepreneurs and SME’s looking into exploring @has a potential target for new

business endeavors.
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Chapter 2 -Literature Review

Here, a brief overview of the origins, history amdst remarkable milestones of
international business will be provided. The pugpds to analyze the evolution of
business since the very first concepts of foreigmestments up to today’s “free
market” concepts and liberalized policies. In acréasingly global economy, today’s
“Born-Global” companies & international entreprersfup represent the culminating
point in international business.

Using as support for this assessment importantribomibns to existing literature
by renowned names such as Johanson, Vahlne, Friguad, Cox, Hill, Guillen,
Garcia-Canal amongst others, it is intended tobéista a chronographic chain of
events.

Through this exercise, one hopes to shed furtight Bnd understanding not only
on international business itself but intrinsicaigated subjects, such as entry modes,
international marketing strategies as well as auitural challenges inherent in the
process of expanding abroad.

Lastly, considerations of the specifics of the @sm market and its own
institutional/regulatory changes throughout thet plaisty years will also be part of this

assessment as an introductory and supportive motééewance to the case study.
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2.1.Evolution of International Business — A brief chrorological
overview

Throughout history, doing business (Alternativee tmanner of conducting
business transactions) between countries has umieg remarkable metamorphosis
from its early days until today.

The most significant changes in business pattemes aa consequence of the
volatility of the markets and perhaps more declgivthe shifts of the external factors
(political, economic, social and technological), ieth are bound to impact
substantially the way of doing business.

Consequently, four distinct periods can be idesdifiJones, The Evolution of
International Business: An Introduction, 199@.ate XIX" century to early XX
century (Industrial Revolution); the interwar pehigpost WWII (1940’s to 1960’s)
and finally, from the 1970’s onwards. Below, a boeerview of each of these periods

will be provided as well as an introduction to tgdanternational business context.

2.1.1. Late XIX™ century to early XX™ century (before £' World War)

The years before the outbreak of WWI saw diffefenins of foreign investment -
portfolio, free-standing companies (i.e. local emtses owned by foreign syndicates)
and multinational corporations - emerge, with Ea;ognd especially Britain, making
the major contribution to international investméatvs.

Portfolio investments and passive investment irusges, (which does not entalil
active management or control of the securitiesuesdy the investor) were mainly
orientated towards trade-related activities in the-industrialised world. Free-
standing companies, as termed by Wilkins (1988peaped as a genuine form of
British foreign investment. Despite sharing in coomwith portfolio investments the
fact that the stakeholder who subscribed to these gtock companies did not exert
control over the company’s activities, their affaiwere nevertheless frequently
managed by a board of directors based in Britaims Torm of investment was
typically oriented more towards mining and utitieLike the portfolio investments
during this period, most of these investments wdidd/ from European countries

towards the “Imperial Territories” or “Colonies”.
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Finally, the multinational corporations remainethtigely small before the WWI
These predominantly manufacturing investments sboavenuch greater tendency to
seek market opportunities in the industrialisediaeg of Europe and the United

States.

2.1.2. Interwar period (1914-1945)

By 1918, the period of rapid expansion of FDI anogh of international business
suffered an abrupt fall as an immediate consequehites war.

In fact, many multinational corporations saw sorh¢heir foreign assets suddenly
lying in enemy territory which led in most casestprocess of repatriation.

This setback was closely experienced by many Earogempanies looking to the
previously appealing Russian market that expergrssyere losses with the rise of
Bolshevism and to German companies, who saw thmsinbss interests seized by the
Allied nations.

However, elsewhere in Europe, the period between wWars witnessed the
international development of major firms, such dse TNestle and Anglo-Swiss
Condensed Milk Company or Dutch electrical gianilip$ as a result of the loss of
markets by German competitors.

During this period, International cartels flourishewith the purpose of
circumventing the national restrictions surroundinggrnational trade. By definition,
firms form a cartel when they agree to restrictpatitor set prices (Levestein,
Margaret; Suslow, V; International Cartels, in &uss in Competition Law and Policy
1107 (ABA Section of Antitrust Law 2008)). They msgt target or minimum prices,
rig bids at auctions, set volume or market sharetag) allocate markets
geographically or allocate major customers to gmeonember firms. International
cartels are distinguished by the fact that theetartembers are comprised of firms
from more than one country. This way, in placeahpetition, national firms in many
industries relied on international cartels, nanefgmicals, plate glass, iron and steel
and electric goods.

Indeed, by the middle of the twentieth centuryeinational cartels affected a wide

range of goods.
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In the case of Asia, it was Japan’s export indestthat took advantage of the
withdrawal of European goods from these marketsrdéatzh, 1977) mainly in the
Chinese market, where by the end of the 1920’'sadd@ygcame China’s joint highest
inward investor together with Britain (Remer, 1931)

The growth of Japanese influence in Asia and th&l.8. firms in Latin America
during the 1920’s represented the beginning ofoagss of economic regionalism that
was a major characteristic of international busnkstween wars and which came
increasingly to the fore after the Great Crasha#al

This tendency amongst investment flows was alsdicegpd amongst countries
such as Great Britain and other European countni&sbecame much more focused
on the “Empire economies”. This was also true fourdries whose currency remained
linked to sterling and who together with the Empiuntries formed the so-called
Sterling Area.

It was also during this period that the Americanltmationals first emerged, with
vertically integrated companies, developing botppdyroriented and market-oriented
investments across a wide range of industries, lyarod, although the notion of
“global corporations” would recede into a mere neisgence of a seemingly bygone
age (Cox, 1997).

2.1.3. Post World War Il

The concept of multinational companies has, in &gsted for centuries. Indeed,
the famous East India Company, in the X¥tentury represents one of the well-
known early international ventures. Later on in Heginning of the XXth century,
Ford Motor Company was also created as what seemé@ an international new
venture (Wilkins and Hill, 1964).

However, after the Second World War, the hegemdnparth-America with its
wielding economic power has propelled the concdpMaltinational Enterprises
(MNEs). Due to a very large and prolific domestiarket, the Americacompanies
had already developed expertise in distributionmadketing across the country.

Hence, these skills would be easily adapted toratteekets leading to the concept
of MNEs.
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The concept of MNEs as the primary engine for ghowas described then as a
“quintessentially American form of business Entexgt, (Cox, 1997).

Moreover, their organisational capacity could belicated in their foreign
subsidiaries, giving them the necessary structorenanage the process of vertical
integration effectively in those industries whetestwas an important source of
competitive advantage. Thus, most MNEs have flbeds from large, mature
domestic firms.

British, North American and continental Europearm8 expanded around the
world on the basis of intangible assets such asnt#dogy, brands and managerial
expertise. The climax of their worldwide expanswas reached during the 1950s and
‘60s as trade investment barriers gradually feduad the world (Guillen et al., The
American Model of Multinational Firm and the “Newlultinationals from emerging
companies, 2009).

Works developed by authors such as Dunning or Hyeneund this time were of
the utmost importance in explaining the so calleAmeérican Concept” of
multinationals. The latter achieved an importanbrientation on this matter by
effectively linking two essential features of muoétionals: Oligopolistic firms
managing and controlling operations located abroad.

Hymer also introduced the concept of Foreign Dirgotestment (FDI), i.e.,
international capital flows with which investorstaimed direct responsibility for
managing their foreign investments namely througle treation of subsidiary
companies registered abroad.

The main goals of FDI was and still remains, toegscmarkets; access production
factors; production efficiency, knowledge and pciit safety (Cox, Evolution of
International business Enterprise).

Intrinsically related with MNEs came the perceptithhat these developed from
large, mature, domestic firms (Chandler, 1986),agssumption to be increasingly

challenged over recent years.

2.1.4. 1970’s Onwards

During the 1970s, The “Keynesian” theories becampeufar and with them, the

view that “private sector decisions sometimes ledd inefficient macroeconomic
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outcomes which require active policy responses Hey gublic sector” (Wikipedia,
2012) ultimately culminating in the view that muHltionals represented a pernicious
element in the world economic system. As such, MNsild act as alternative
centers of power in leading to unequal distributioh wealth between the
industrialized and less developed countries Co%719

This period was deeply shaped by a fast growtherservices industry and saw the
rise of Japanese multinationals during the 1970s&0s, adding yet more diversity to
the global population of multinational corporatiomsd firms expanding from
relatively rich and technologically advanced coiestrtended to share a core set of
features.

Chief among them were their technological, marlget@md managerial strengths
which enabled them to overcome the so-called ligibalf foreignness in a variety of
markets. This was achieved by investing for the tnp@st in wholly or majority-
owned subsidiaries, transferring technology, prtsltend knowledge from head-
quarters to far-flung operations around the glate r@lying on elaborate bureaucratic
and financial integration. Moreover, it was deepiarked by strategic partnerships
among firms of different nationalities.

In the late 70s, an important milestone in intdomal business studies was
achieved via the research work developed by UppYalaersity, namely through
Johanson and Wiedersheim-Paul (1975) and VahIn&r§19

A model describing the internationalization process companies based on
empirical research was created, commonly refeweastthe “Uppsala Model”. This
work depicted the internationalization process @mpanies that first and foremost
would gain experience from the domestic market teefthey moved to foreign
markets. At a later stage, they would focus “ongtadual acquisition, integration and
use of knowledge about foreign markets and operstiand on incrementally
increasing commitments to foreign markets”. The aggon would also start in
neighboring countries or countries with small “gsigadistance”.

From the 1980s, the establishment of new venturgsrnational by inception,
became increasingly common. These start-ups mans&gecompete with many
established competitors worldwide by raising cdmstaiftly and manufacturing and
selling products with an international scope anfast approach to the markets (as

opposed to the previously described gradual andtitmas” strategies).
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Moreover, since the 1990s, the global competitarelscape has started to become
increasingly populated by MNESs originating in caigg that are not among the most
advanced in the world.

Dimension New MNEs Tradifional MNEs

Speed of internationalization Accelerated Gradual

Competitive advantages Weak: Upgroding of resources required Strong: Required resources available in-house

Political capabilities Sirong: Firms used fo unstable political Weak: Firms used to siable political
environments environments

Expansion path Dual path: Simultaneous entry into Simple path: From less to more distant
developed and developing countries couniries

Default entry modes External growth: Alliances and Internal growth: Wholly owned subsidiaries
acquisitions

Organizational adaptability High, because of their meager Low, because of their ingrained structure and
infernational presence witure

Table 1 The New MNEs Compared to Traditional Multinationals, Guillen et al (2009)

These so-called “new” MNEs come mainly from uppeddtfe-income economies,
emerging countries, developing countries and ol-icountries They are of different
sizes, from different industries and penetrate migrky using multiple entry modes,
ranging from alliances and joint ventures to whallyned subsidiaries. Below, the
main features of the new MNEs in comparison with titaditional MNEs are exposed
(Guillen et al, 2009).

The above reinforces the need to challenge thadheal framework surrounding
the creation and proliferation of MNES, previoustyerred to as the Uppsala model,
which detected staged development, scale and horaogs and stable market
condition as some of the necessary requirementsaf@auccessful expansion of
multinational corporations.

In fact, much of the economic growth seen in enmgrgnarkets, namely in South
America and Asia, over the past decade has beemndidy governments. Big
investments in infrastructure resulted in high Isvef economic growth year after
year.

However, as the economy grew, so did company viahstand property prices.
Emerging market investing used to be dominatechbyBRIC nations; Brazil, Russia,
India and China. Similarly, the new MNEs from thRIB countries have made great
inroads into the global economy. Brazil for exampghas seen companies across
different industries such as Companhia Vale do BRige (Mining and steel), Natura
(Cosmetics) or Embraer (aviation), successfully rgmeanto the international stage
and become market leaders at an international ievtkir specific fields.
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As these economies have continued to grow, someediftey are no longer as
“emerging” as they once were, as new areas proqusigh return investments are
uncovered.

Over the next few years, acronyms such as MINT (dexndonesia, Nigeria and
Turkey) and CIVETS (Colombia, Indonesia, Vietnangypt, Turkey and South
Africa) are likely to become increasingly more coommand potentially, they may
start gathering inward FDI. By the same tokenrs iikely similar patterns will be seen
in new MNEs emerging from these increasingly apgpgakconomies (Bramford,
2012).

2.2.Internationalization: Motives & Entry Modes Strategies

The internationalization of companies has beerstitgect of scrutiny and thorough
analysis throughout the years. In fact, the focusnternationalization processes has
been intensified in recent literature. With inciagl/ open economies and stagnation
of some of the mature markets on the so-called &lped” countries, opportunities
to cross borders have seemed to become not ongakpg to companies, but, in some
cases a matter of survival.

Therefore, it is hardly a surprise to see the ugohgy motives, current processes
used and, perhaps more emphatically, the ways tetde such markets gather
increasingly generalized interest.

Thus, an explanatory description of the most inmgourt elements of the
Internationalization process is proposed, as tiypduce important concepts to be

explored later in the upcoming case study.

2.2.1. Motives

According to Frynas et al. (2005) the “Internatiliretion stimuli are those internal
and external factors that influence a firm’s demisto initiate, develop and sustain
international business activities”.

The reasons behind a firm’s decision to operatesacborders can be attributed to
mainly two sets of factors and have been summartge&rynas, Mellahi & Finlay
(2005) as below:

10
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The Organizational factorsinternal to the firm are: from a “Decision-maker”
nature, i.e., top management decisions driven &lgiby the manager’s exposure to
foreign markets either by experience abroad, backgt, foreign language
proficiency or simply personal characteristics (Rel981); Firm-specific factors,
specifically, its size (typically large firms tend internationalize more than smaller
ones) or International appeal, usually related witiique products likely to be
marketable in international environments.

The Environmental factorsexternal to the firm, are typically in the fornf o
unsolicited proposals, “Bandwagon effect”, Attraetiess of host country.

Unsolicited proposals can be largely attributethescompany’s networking, either
through the form of foreign governments, distrivat@r clients. Unarguably, the
Internet has been playing a major part as it alloeipanies an easy exposure to
otherwise unreachable business opportunities.

The “bandwagon effect” on the other hand, comedirast result of benchmarking
amongst competitors that see on the “pioneersdtesgies the opportunity to follow
and penetrate typically the very same markets ajnain optimization of products,
economies of scale or cheaper materials in ordgato competitiveness on the host
market.

Finally, the attractiveness of the host marketegitoy market size, similarities to
domestic market or high purchasing power are sointieeodrivers encapsulate within
this factor.

Whilst the latter is perhaps closer to a proactipproach (pull factors) the stimuli
of the two previously referred motives is ofteneaative approach to the changing
conditions of the market (push factors) (Cavusifig2).

Regardless of the specific motives driving the farplan to internationalize, the

activities to exploit in light of the market oppanities must be clear.

11
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2.2.2. Entry mode Strategies

The decision to internationalize, whilst drivenroptives described above, must be

supported by three main entry questions (Hill,20@0Hich market, when to enter such

market and with which level of commitment.

Once these key decisions are made, the questitlwfto penetrate the market

intrinsically follows.

In fact, the entry mode strategy often determihessuccess or failure of the firm’s

internationalization plan.

Root (1994) provides a complete survey of the olegemodes of market entry,

later segregated and grouped by Johnson & Tel088Rinto the following classes,

ordered by increasing control:

|043U0)

* Export: a firm’s sales of goods/services/products initbme market and sold
in the host country through an entity in the hamirdry. It is often regarded as
the first step towards international markets gsovides experiential knowledge
with minimal risks or strong commitment and enaldakes expansion so as to
achieve economies of scale. Cavusgil (1984) idedtithree different exporter
categories according to firms’ level of export ilwement: experimental
involvementwhere the firm initiates restricted export marnkgtactivity; active
involvement where the firm systematically explores a rangeexgfort market
opportunities; andommitted involvemenivhere the firm allocates its resources
on the basis of international marketing opportesiti

* License and Franchisea formal permission or right offered to a firmagent
located in a host country to use a home firm’s pedary technology or other
knowledge resources in return for payment. Framupigmvolves longer-term
commitment while License is oriented towards shidgam commitments.

* Alliance: agreement and collaboration between a firm inhih@e market and
a firm located in the host country. Hill (2007) idiéies, “Turnkey projectsas a
specific entry mode strategy. This market entrnastly used in industries such
as construction, petrochemical refining, pharmacealtmetal or chemicals and
relies on a “symbiotic” relationship between bothrties where typically one
firm possesses the resources but lacks the tedfinaldknow-how and vice-

V' versa.
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« Joint Venture: shared ownership of an entity located in a hoshtry by two
partners, one located in the home country and therdocated in the host

country.

|043U0)

» Wholly owned subsidiary. complete ownership of an entity located in a host
country by a firm located in the home country tonofacture or perform value
.\ / addition or sell goods/services in the host country

2.3.International new ventures — Born Globals & Internaional
entrepreneurship

As defined by Oviatt and McDougall (2004), antérnational new venture is a
business organization that, from inception, seekdérive significant competitive
advantage from the use of resources and the salatpfits in multiple countriés

There are several reasons explaining the increasimgygence of born global firms
as described by Blomstermo and Sharma (2003):

1. The increasing role of niche markets, especialindustrialized countries;

2. Recent advances in process technology;

3. Recent advances in communication technology;

4. Inherent advantages of small companies -fastersieemaking, quicker
response time, and adaptability. Small importerpoeters are more flexible at
adapting to international tastes and internatistethdards.

5. The means of internationalization-knowledge, tetbgy tools, facilitating
institutions etc. — have become more accessibddl foms and there are an increasing
number of institutions and ways by which variousegrmments, organizations like the
European Union etc. try to develop internationasibess and co-operation between
SMEs from various countries.

6. A trend towards global networks (Hakansson 1989Tdwatelli 1990).

In contrast to organizations that evolve gradufdbm domestic firms to MNES,
these new ventures begin with proactive internaligtrategy. In fact, the ability to
discover and take advantage of business oppoeangino longer an exclusive asset
of large mature enterprises, as stated by Oviatt #2004).

Low-cost communication technology and transportatiotertwined with the
openness and flexibility of investments are engpbéintrepreneurs and SME to have a
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share of the market otherwise exclusive to largeraature MNESs. Strategic alliances
as opposed to Foreign Direct Investments (FDIs)hame possible alternatives whilst
looking for foreign resources such as manufactuceggacity or marketing.

Successful international commerce today is increggi facilitated through
partnerships with foreign business — distributtiesjing companies, subcontractors, as
well as more traditional buyers and sellers.

Inexperienced managers can improve their chancesiceeding in international
business if they take the time to build mutuallyhdfcial, long-term alliances with
foreign partners.

In “international new ventures”, Oviatt and McDolldgeve successfully identified
four necessary elements for sustainable internaitioew ventures
1. Internalization of some transactions
2. Alternative governance structures,

3. Foreign location advantage
4

Unique resources

In the same study, and based on the elements ldbed@bove, the different types of
international new ventures distinguished by the Ipemof value chain activities are

included in summary table below:

[T
Few Activities Coordinated MNew International Market Makers

Across Countries Export/Import Start-up Multinational Trader
(Primarily Logistics)

Coordination of Value Chain

Activities TR
Many Actiwities Geographically Global
Coordinated Focused Start-up Start-up

Across Countries

MNumber of Countries Involved

Figure 1 Types of International New Ventures,n “International new ventures”, Oviatt et al.
(2004)

Quadrants | and Il focus on international new mirkeimport and export start-ups

(serve few nations with which the entrepreneur asnifiar) and multinational
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traders(serve an array of countries and are cahgstastanning for trading
opportunities where their networks are establisdredior can quickly set up).

Quadrant Ill, geographically focused start-ups yon the specialized needs of a
particular region of the world through the use ofeign resources) find their
competitive advantage in the coordination of midtivalue chain activities (e.g.
R&D, HR, production).

Quadrant 1V, global start-ups, is the most radimnahifestation of the international
new venture, because it derives significant corntpetiadvantage from extensive
coordination among multiple organizational actesti the locations of which are
geographically unlimited.

Aligned with the core purpose of this work, Quadracompanies — import/export
start-ups - will be further scrutinized as an idtrotory and necessary assessment for
the forthcoming study.

McDougall and Oviatt (2000, p.903) defined intermiaal entrepreneurship as “ a
combination of innovative, proactive and risk-segkbehavior that crosses national
borders and is intended to create value in orgéore. This definition has been one
of the most widely accepted.

Afterwards, they embraced a deeper concept of gnetneurship, defining it as the
discovery, enactment, evaluation and exploitatibnopportunities across national
borders to create future goods and services (McBlb&gOviatt, 2005).

2.4.China: Country Attractiveness & Institutional Changes

Using the definition from the Barron’s Marketingdilonary, country attractiveness
refers to “measuring the profit possibilities thiatwithin the structure of a particular
industry or market.

The most important factors considered to deterraim@untry’s attractiveness are:
market size; market growth; market seasons andutitions, competitive conditions,
market prohibitive conditions, economic and patitistability.

On the other hand, factors such as market sharetitay ability and capacity,
product fit, contribution margin, image, technologgsition, product quality, market
support, quality distribution and service are definas the country’s competitive

15



Quinta da Bichinha: A case of a Portuguese “Borob@l” in the Wine Industry

strengths (International Marketing and Export Maragnt, Albaum, G; Strandshov,
J; Duerr, E; Dowd, L.

Whereas China represented in the earlier yeardsofjriowth mainly low cost
manufacturing and diversifying sources of supplerfvon,W and Rangan 1996), the
rising wealth of 1.4 billion Chinese is now drivingarket-seeking behaviours.

A set of economic reform and the start of an opeorgolicy placed this country
as one of the lead key-players in the global econdititherto, China’s extraordinary
economic growth has positioned this country asseond largest economy of the
world, after that of the United States, surpassiagan in 2010 with a gross domestic
product of $5.8 trillion.

If we assume that the 2011 growth rates for botim&€hnd the USA (10% and 3%
respectively) are maintained, China will become wald’'s biggest economy by
2024.

According to the Foreign Investment Bulletin, inndary-December, 2011, the
number of newly approved foreign-funded enterprise€hina totaled 27,712, up by
1.12% year on year; and actual foreign investmeathied US$116.011 billion, up by
9.72% year on year.

By 2001, after 15 years of negotiations, China llgngined the World Trade
Organization. The WTO frameworks rest on three dasinciples: uniformity,
transparency and judicial reviewability. The mampacts and implications of this
process were analyzed by Agarwal and Wu (2003)a@deproduced in Annex |.

After becoming a member of the WTO, China becanmeoge welcoming market
for business. Expectedly, in the months followihg tountry’s entry into the WTO, a
remarkable 29.06% increase in the FDI was regdtaral this tendency has been
consolidated over the past ten years. More imptytaentry to the WTO encouraged
firms to adopt a longer term view of operation€imna.

Nonetheless, according to Child & Tse (2001) and [2006) these changes don’t
imply that host country factors were less influahtChina is intrinsically complex due
to its size and internal variation. The state &kkercises control over the terms of
foreign entry into different sectors and the busegystems.

A major issue that caused many failures is thdtaoftural differences”. Cultural
differences are often overlooked as they are inldedactors that are difficult to

visualize and measure.
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An inability to determine the exact cultural costads to neglectfulness of its
importance.

Mahoney (Mahoney, Trigg, Griffin & Pustay, 2001) ggests ownership
advantages, location advantages and internati@tiaiiz advantages. Breth and White
(Breth et al., 2002) suggests companies that heatezshthe Chinese market had used
the following criteria for their decision makinggmess:

 The amount of capital a company is prepared to cortonthe Chinese market;
this has previously been wrongly perceived as bairaglow level of costs.

* The degree of control a company wishes to have ibsd&China operations which
plays a crucial role in effectiveness management;

e The company’s attitude towards risk taking andgsessment of risk in China.

Chinese business culture is developed on a graguadjressive basis during a
period of time, rather than rushed. Companies tingerestimate the period of time
required to achieve such progress may also experi@n exhaustion of capital.
Decisions are either rushed or forced which in lwatbes will lead to an unsatisfactory
outcome.

The cultural variable, often ommited, is now beggio be recognized as a major
cost driver in international business activities.

For countries like China, with significant cultudifferences from western cultures,
this is an important factor to take into consideratas risks of faulty information
collection or cross-cultural management probleredikely to occur.

Contributors such as Hofstede(2001), Trompenaa®93)1or Hall (1976) have
developed important work towards measuring and tataieding the impact of cultural
differences in ilnternational business.

In reality, entering the Chinese market is carmed largely in the form of joint
ventures.

Although the performance of these joint ventures hat been satisfactory, the
stability has been relatively high (Beamish, 1993)e major reason for forming joint
ventures is the attraction of the Chinese partrecsil knowledge. However, this does
not allow for the dysfunctional aspects of croskural management from home to
host countries.

Increasing attention is being paid to the imporéaotccultural differences and there

is the recognition of “cultural differences as théygest barrier” to succesful
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international operations (Pan et al., 2004). Howeteere are still no satisfactory
answers from research to many of the cultural edigbroblems associated with
international investment.

The results of an analysis done by Chung (200§pau the argument that the
entry mode should be selected after firstly comsidecultural differences and the
ability of the investing organisation to adapt &suired because where cultural
differences are larger and the organization iexifile, the risks are higher. Thus it is
important to analyse the national culture of thentoy and the degree of adaptation
required prior to making serious investments deosi

According to the same source, it appears that theenof entry could be used as an
implementation consideration in cross-cultural ergi@n strategy rather than a
strategic focus in itself.

The approach that national culture should be usedma initial and important
criterion in the strategic decision making proce&ssuld improve the chances of
successful penetration in as the strategies woeldablored to the market of the
specific culture. With this approach, post impletaéion adjustments relating to
cultural costs will be limited to fine tuning rath@an major strategic adjustments.

Grant (2008) identifies customer relationships eseas to knowledge about the
customers and thereby analyzes how the differeat@wdividual characteristics and
preferences affect the profit contribution. Furthere, the author describes how the
firm can adapt its marketing attract customerdalocal market. When a firm has an
intermediary as sales channel, the intermediargbéshes, mainatins and develops
these relationships and it possesses the knowiglget the customer. However, one
dilemma if a firm chooses to establish its own salkannel in China, is how it can
overtake the relationships that the distributor dlesady established.

For every firm in China relationships are of importe, no matter what industry the
firm is in. In China these relationships are bulitectly between people, but they
influence whole business networks (Jansson, 2007).

Therefore, a firm has to be aware of the importasfcinese relationships in order
to perform and develop its business in the emergmmtry market. Another aspect of
the relationship building in China is a firm’s atiap to local networks. Everyone in
these networks has to be aware of Guanxi, whiokerg important for the Chinese
people. Guanxi is practised in networks and gosesrnm professional friendships,

known from western relationships, so in order tddsiness in Chinese context:
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“ It is typically that [...] people are distrustechtil they have proven they can be
trusted, therefore most often {business relatigmshistart with a good personal
relationship: only thereafter does the businesdiogiship start.”. — Jansson (2007:68).

Furthermore, in order to build organizational cali#ds, different types of
resources are required (Grant,2008). The resowmesist of tangible, intangible and
human resources, which are owned or acquired birthe

When entering a new market, a valuable capabdgitthe ability to understand the
new market and learn how to integrate with the fess networks.

Establishing customer relationships is crucial imlen to be competitive and
succesful in China. As mentioned earlier, the ingouze of trust is recognised in
Chinese business networks. Many western compamegssume that trust is present
from the beginning of the relationship, but in Dleinese business culture trust is built
gradually. Therefore, the creation of succesfuatrehships is central for firms to
become succesful by gradually adaping to the Chibesiness culture (Yang, 2004).
If a firm does not comply with the importance aidt and Guanxi, it can face severe
failure in the market as well as harming the fgnability to do business in other

business networks. Holmgvist et al. (2009).
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Chapter 3 - Methodology

A case study is a method used to approach a compltance, and provide
comprehensive understanding through extensive igéscr and analysis of that

instance, placed within a particular context (Maetal, 2009).

It involves what methodologists refer to as “thadscriptions”. This term involves
an in-depth description of the entity being evaddathe circumstances under which it
is used, the characteristics of the people involuedt, and the nature of the
community in which it is located. It also involvasterpreting the meaning of
demographic and descriptive data such as cultuvan® and mores, community
values, ingrained attitudes, and motives.

This methodology is often used in social sciences lde sciences and is believed
to be first introduced into social science by Fredke Play in 1829 as a handmaiden
to statistics in his studies of family budgets (L@svriers Europeens T2 edition,
1879)).

There are typically three types of Case studiesxpldbatory, Descriptive and
Combined Methodology (Morra et al.,2009):

» Explanatory: mainly used when the purpose is to explore causah
order to find underlying principles and or relateglationships among
program components. These can be namely:

. Program effects- Examining causality and usually involving
multisite multimethod assessments

. Program implementation- Investigating operations, often at
several sites, often normatively.

« Descriptive: With a narrower focus than the explanatory casesse
can be:

. lllustrative — Intended to add realism and in-depth examples to
other information about a program, project or polic

. Exploratory — Aimed at generating hypothesis for later
investigation rather than being illustrative

. Critical instance — Examining a single instance of unique
interest or serving as a critical test of an agsedbout a program, project,
problem or strategy
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* Combined: as the names suggests, bring forward both exyganand

descriptive approaches:

» Cumulative- Bring together findings from many case studieartswer
an evaluation question, whether descriptive, nareabr cause-and-
effect.

In spite of the formats described above, there rawerigid protocols whilst
developing case-study methods. They tend to be-aepth, longitudinal examination
of a single instance or event which comprises #sec

By providing a systematic way of looking at eversllecting data and analyzing
information, the researcher is enabled not onlgdm an in-depth understanding of
the subject but also what might become importahdd& at more extensively in future
research (Flyvbjerg,2011)

Case studiescan also be looked at as a research strategy, pmiehinquiry that
investigates a phenomenon within its real-life eatitwhere there is little control over
the events. This method enables the researchersteea “when” or “how” questions,
whilst seeking a holistic understanding of the éven situation in question using
logical reasoning from specific to more generamter

Case studies, can include quantitative evidencly, @ multiple sources of
evidence, and benefit from the prior developmenhebretical propositions.

In brief, the added value of this methodology cstsely lies on the fact that, and
guoting Hans Eysenck (1976, p. 9) , “sometimes ingly have to keep our eyes
open and look carefully at individual cases — mothie hope of proving anything, but

rather in the hope of learning something!”.

The adopted methodology, intends in this case wvige a comprehensible
understanding of this particular participant - QBy-making a thorough description of

the context surrounding the participant.

An assessment of all related variables is requasdt is bound to affect the
outcomes and performance of the participant. Theeethe research in this case will
be subdivided into both qualitative and quanti@atdata, based on readily available
information such as previous literature, existimgcbes and research in this specific
field.

Consequently, the proposed approach for this caleaghieve these goals by
having a standard structure that includes five rstages:
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Identify the Context/ Opportunities

Home-Host Overview

Market Analsysis

Size & Consumption Segmentation, Major Players

A 4

Describe & Analyze Business Model- Value Chain Analysis

Key Partners, Activities, Resources & Value Distribution Channels, Support Mechanisms,
Proposition Stakeholders, Decision-Making Proce: Customers, Regulations

Discuss Questions/Results and Propose Recommendations

Future medium long-term sustainability of this Imesis model? What are probable risks/dangers

Ultimately, the purpose is to obtain a clear, uabthdescription and subsequent
analysis of the case within the existing environtmen

It is not part of the chosen methodology to obthimsed on an initial hypothesis,
generalized truths or expose cause-effect reldtipns

Moreover, one aims after subsequent analysis aswliskion of the case to enable
further future research with direct relevance t® thse by identifying potential issues

and/or synergies worth analyzing within the currasrtext.
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Chapter 4 - Case study: Quinta da Bichinha — A Pouguese Wine
“Born-Global”

4.1.Context: Home country

Portugal is a country with a long tradition of wineaking. Its mild weather and
inviting river shores make it an ideal location faneyards. In addition, the long
coastline and easy access to ports facilitatedxipert of wine from around the Xl
century, initially, mainly to England.

The production of wine in Portugal has come a laagy since its very early days.
It experienced a first significant change when &alaand the “Estado Novo”, a
military regime, came to power in Portugal by 19B8.1935, the wine cooperatives
were first founded and an initial effort towardsrglardization of production and
quality was beginning to take place.

After the “Carnation Revolution” in 1974 and espdgi after the entry of Portugal
into the EU by 1986, the wine industry went throwmlieep restructuring process,
seeing an increased modernization with new teclgyaloroughout the industry, thus
resulting in an impressive quality improvement oftBguese wines as a whole.

This improvement has resulted in growing recognitiand awards at an
international level with wines such as Aveleda,a8lQuintas, Bonifacio and Vidigal
amongst others, gathering top marks by respected gvitics and magazines.

In 2011, Portugal exported an estimated 7.340.0b6flwine, coming 18 place in
the world’s top wine exporters.

Today, the well-known financial crisis throughouiet Eurozone has placed
Portugal as one of the countries currently facingeap recession with some of the
highest unemployment rates in Europe.

In spite of Portugal being théhzlargest wine consumer in Europe, there is curyentl
an increasing interest in expanding and promotimiguguese products overseas as the
domestic market stagnates and, in fact, lately been experiencing a retraction.
Indeed, domestic sales dropped 1.4% in 2011 in eoisgn with the previous year to
€485,000,000. On the other hand, wine exports asaeé 7% over the same period,
totaling €700,000,000 according to consultant DBHding up to an already reported

increase of 14% in the previous year (2010).

' 1 hectolitre is approximately 133 bottles of wine
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Products such as wine, olive oil and cork are saiée prime products with

potential to boost the exports market overseas.

4.2. Context: Host country

Whereas Europe continues to struggle, the BRi6untries continue to show
impressive growth, in particular China, which is/ing a huge knock-on effect on the
wine market.

China recently reported that its economic growttd slawed but was still at 8.9%
in the fourth quarter of 2011.

China’s rapid growth has seen a significant amof@inew wealth developing in the
country, thus breeding a new affluent class whauagdraid to show it off.

The rising middle-class population in some of thegést emerging markets —
including, but not limited to China- suggests apanunity to sell greater volumes of
goods and services to new consumers. The demogsaphmany of these emerging
markets are leaning towards growing affluence wheggons previously consisted of
farming communities, there are now new cities. Moitg dwellers mean a greater
demand for luxury goods and other items that terfdim the trappings of wealth.

Although the wine market is still quite small in i@a (especially when comparing
with the beer market, the preferred alcoholic bagerof the Chinese), it has very high
potential.

In recent years there a large quantity of fine wias been consumed in China. The
effect is twofold; not only is there a greater dachahich drives up prices but also the
more that gets drunk, the rarer it becomes, whighnraimpacts on value.

This particular context generates undeniable oppdieés between Home
(Portugal) -Host (China) countries which are to fbgher explored and exposed

through this case.

2 Brazil, Russia, India and China
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4.3, The Wine market in China

4.3.1.Market Size & Consumption

The acceptance (consumption) of wine in China le& lincreasing gradually.

The influence of western eating and drinking halailsngside an increase of
average incomes has been driving the change ofvimekaChina's urban household
average per capita annual disposable income irenldasm CNY 1,510 (approx. EUR
168) in 1990 to CNY 19,109 (EUR 2,127) in 2010.

Wine is now a favored drink amongst China’s elgdtds perceived as fashionable
and sophisticated.

The wine market has nearly tripled its market vaduee 2003. Throughout this
growth, there has been also an increasing demangrdéater quality, as the Chinese
consumer grows more sophisticated.

Wine consumption in China (ml)

1200

1000 /

800 / /
600 Wine consumption
/ (ml)

200

2003 2004 2005 2006 2007 2008 2009

Figure 2 — Wine Consumption in China trend betweer2003 and 2009 in million litres, (source:
WTA)

Despite a significant increase of annual per capitee consumption (0.26l in 2003
to 0.80 | in 2009),wine still accounts for lessrtha % of the total alcohol retail
consumption in China. There is however, an expegtedth between 2009 and 2014

of 12.5 % per annufaccording to a Chinese government study.

3 Source: Euromonitor International
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Available data from Euromonitor International/Worlfirade Atlas shows a

conspicuous increase of the apparent consumptiannef, dissected as follows:

Production, importation, exportation and apparemnisamption of wine (Mill. USD)
2004 2005 2006 2007 2008 2009
Production 367,3 424,3 485,3 665,1 - -
Imports 52,8 75,1 138,7 258,2 380,2 457,6
Exports 3,5 4,7 10,6 28,4 20,2 6,8
Apparent
: 416,6 4947 613,4 894,9 - -
Consumption

Table 2 Apparent Consumption of Wine in China. Souce: Euromonitor International/World
Trade Atlas, 2009

As per the table above, it is clear that the wirerket is clearly dominated by
domestic production. In fact, the National BuredBtatistics of China revealed that
the wine consumption in China by 2009 was disteduas follows: 83% domestic
wine production, 9% imported bottled wine and 8%khwine. The last named bulk
wine has been decreasing during recent years, afdmported bottled wine is
currently increasing.

In North China, Beijing and its surrounding citiasd coastal cities like Dalian

stand out as growing markets.

4.3.2.Domestic Wines

Unsurprisingly, the wine industry in China has besperiencing considerable
growth, side by side with the increase in demanithodgh it is a relatively new
industry in China— The first dry white wine datexck to 1978, and the first lot of dry
red wine dates back to 1983 - the quality and betrehgth of some domestic wines is
increasing. Indeed, it is reaching a level wheman compete on price with imported
wines and an export market seems to be developing.

Due to the shift in Chinese consumer preferences fspirit products to wine,
baijiu grain spirit companies have been drivennteethe wine market. Maotai and
Wuliangye have recently set up wine businesses ngakill use of their well-

established distribution and sales channels.
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There are currently over 940 Chinese wineries gragon, with at least ten classed

as major producets

China Wine production
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2003
2002
2001
2000

H Volume (million litres)
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Figure 3 - China Wine Production (Source: Wine Chim online & Wines-info.com)

With an impressive growth in domestic productioonir201million litres to 1089
million litres between 2000 and 2010, Chinese camgsa currently control the
domestic wine market (in Volume) benefitting fromaihd recognition, customer
loyalty and a well-defined niche market

It is however, important to note that most Chinesmsumers only consume
domestic products. Moreover, as the wine markeCimna is at a nascent stage,
guality regulations are not particularly strict. fact, it is common practice for
producers to blend wines from different vintagesl aountries, which may be
associated with the fact that a large majorityaisumers are “uneducated” new wine
tasters.

However, Chinese wine price is on the upward tregaherally. With the
popularization of the wine culture and gradual ioy@ment in the consumption
concept and capacity, the prices of mainstream simeChina have risen from 20-40
CNY/bottle (750ml) to 30-60 CNY/bottle (750ml) bpP0.

4http://www.wines—info.com/html/2011/2/1-36742.htmI

® In Webinar: Opportunities in the Chinese Wine Istdy; China Agribusiness & Food & Beverage
Team, May 2011
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4.3.3.Imported Wines

Wine imports into China date back to 1980, whemE&eawas the first mover into

this market. At that time, the first joint-ventuf2ynasty Wine Ltd. was established.

Imported wine in the Chinese market generally fallso one of three main
categories:

* Imported bottled wine with original packing,

* Imported bottled wine filled in China (foreign win®reign brand and
filled in China)

* Imported base wine blended and bottled by domegtie enterprises
and labeled with domestic brand (blending of fonemnd domestic wine,
Chinese domestic brand).

In China, imported wine is distributed mainly by allly foreign-funded or joint-
venture sales companies and domestic small tradeisstributors. Presently, sales of
imported bottled wine account for over 5% of theinfése wine market, which is
mainly supplied in high-end markets such as stdelfocand high-end clubs. The
inclusion in the figures of imported base wine,noled and bottled by domestic wine
enterprises and labeled with domestic brandingggake share of imported wine to
over 15% of the total Chinese market.

With advantages in raw material quality and cultwentent, imported wine has
dominated the Chinese high-end wine market. Imdowee brands in the Chinese
market are mainly from France, ltaly, Spain, GernmdoSA, Chile, Argentina and
Australia. The imported wine volumes from Frances#alia, Chile, USA, Italy and
Spain, etc rank among the top in China as perridyghic provided below.

In recent years, Portuguese wine has also staoteghin some visibility in this
market as exports continue to increase.

France still has a hegemonic hold of/dominatedriport market, in overall sales,
with an impressive 47% of the market.

Overall, whilst the sales volume of bulk wine imigodropped 23% between 2008
and 2009, imported bottled wine continues to inseeareaching a total of
$377,420,000, or 82.48% of total imported wine sale

Imported wines dominate this niche market in tieciies Beijing, Shanghai,

Guangzhou and Shenzhen.
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This product is sold through exclusive distributonho have competitive
advantages and established sales networks with heséaurant and café (HORECA)
channels.

See below, a distribution of countries exportingevinto China is provided (2010
data).

China Wine Market — Imports

Bottle Wine Imports to China by Volume - Calendar Year 2010

South &
Argentina <frica eI ihers
Spain .
0 2% 20 7 4%
us T 1 In g

47%

Chile i
Australia France
B France B Australia M Chile
W Italy ous E Spain
W Argentina OSouth Africa B Germany
O Others

Figure 4 - Bottle Wine Imports to China by Volume - Calendar Year 2010, Australia
Government/Australia Unlimited, 2010)

France also holds the third highest €(84.46USD/I, 2009), after New Zealand
($8.07USD/I, 2009) and Germany ($4.95USD/I, 200Rench wine’s renowned
quality and credibility provides the “status” sotudly the Chinese elite. French wines
have managed to create and sustain a high-end traok#ion, followed closely in
cost terms by Australia ($4.29USD/I, 2009), Chi&3.64USD/I, 2009) and ltaly
($3.58USD).

The chart below provides an interesting overviewtled main importers’ price
positioning in the market.

Although France is the market leader in the mosgieasive wines (8%, >400) it
shows an even coverage throughout all price ranges.

Australian and Italian wines focus more intensivielythe mid to high end (CNY
200-400) whereas South African and Chilean winesigoon the mid-range (CNY

® Cost,insurance and freight price. Price of a goelivered at the frontier of the importing country,
including any insurance and freight charges incltoethat point.
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150-300). Finally, US wine, in spite of an eclecficesence throughout all price

ranges, has got a stronger presence in the lowdaange (CNY 50-150).

Breakdown of imported wine price segments in China

Combined on-trade & off-trade by volume

China ! -]|
France T 0 : l — I._ |
Australian |7 # L . _lL L. :l
Italian [0 0 ' ' - .__:I

us -::: . o

Chile [0 o | l _ﬁl
South Africa | ! — . ' _3'

0% 10% 20% 30% 40% 50% 60% 70% 30% 0% 100%

‘South Africa Chile us Ltalian | Australian France China
~oo% | oo% 65% | 00% | 00% | 13% | &77%
5 | 00% | 00% | 5&% | 00% 0.0% 50% | 163%
=50-100 [ 17.8% 17.4% 52.8% 13.9% 7.0% 20% | 106%
m100-150 1.8% 2.1% 22.8% 4.6% [ 12.2% [ 24.3% 4,0%
m150-2001  350% | 37.6% | 150% | 132%  G4%  185% | 0%
m200-300 36.5% 32.4% 12.3% 43.2% | 21.9% | 18.8% ¢.4%
m300-400 7.4% 8.6% 2.2% 18.9% 49.2% 16.2% 0.2%
m >400 1.5% 1.8% 2.8% 6.1% 3.3% 8.0% 0.3%

Figure 5 Breakdown of imported wine price segmentsn China (Currency: CYN). Source:
Sub-sector repot: Wine Market in China, EU SME Cente,2011

Red wine is by far the favoured wine by Chinesesaomers.

It is drunk almost exclusively as table wine accampng a meal. One of the
reasons for this could be related with the associaif red with fortune and power.
Future industry growth relies heavily on the depetent of the “meal occasion”
market and Chinese consumers’ taste for new forprgducts. Expensive bottles of
red wine have become a trophy drink of the Chime=e rich to demonstrate wealth
and good taste.

Below, sales by type of wine between 2004 and Z0@8v that by 2009, red wines

represented 73% of the market, clearly supportaegnarket preference for this type
of wine.
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Sales by wine type (bottled)
(Millions of litres)
2004 2005 2006 2007 2008 2009

Total 489,7 547,1 609,6 789,1 967,5 1131
Red 314.,8 360,3 409,7 552,0 692,1 821.,4
White 131,7 141,6 152,8 188,1 2248 257,2
Rose 43,2 45,2 47,1 48,9 50,6 52,3
Sparkl

) 0,9 0,9 11 1,3 1,6 1,9

ing

Table 3 Sales by type of wine in millions of litregbottled), Euromonitor International

4.3.4.Major Players

The top selling brands in China are domestic prteduthis fact is unsurprising,
given that the majority of Chinese consumers onlystime domestic products.

Hence, Yantai Changyu Group holds an estimate 16&5¥%e market (2010) with a
diversified market portfolio that includes: dry redne, dry white wine, sweet wine,
sparkling wine, brandy wine and “healthy” wine. GQ®B Group, which holds the
brand China Great Wall Wine comes second, followedynasty Fine Wines Group
Ltd. In fact, these three Chinese brands have becbmleaders in their own regional
markets. ChangYu occupies an ascendant positiddhandong, Guangdong; Great
Wall leads the wine market in north China and Dypnésis realized the high market
share in Shanghai.

Many regional wine brands in China also enjoy rsgleed development, including
Weilong and Harvest in central and south China,tiBimand Yunnan Red in west
China and Tonghua dry red wine in northeast China.

The top domestic brands add up to approximately dD#e total market share.
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T IMajor Player MameiRS::gr:
Yantai Changyu Group 16.5% (2010)
COFCO Group 11.6% (2010)
Dynasty Fine Wines Group Limited 5.3% [2010)
Yantai Weilong Grape Wine Co., Lid. 3.9% (2010)
Weitai Victor Winery Go., Ltd. 20% (2010)
Other 60.7% (2010)

Figure 6 - Major Players ( IBIS World, 2010)

Regarding top selling imported foreign brands bigsaolume, Castel Freres and
Rochemazet from France, Felix Solis from SpainpbBadcCreek from Australia and
Concha Y Toro from Chile have led the imports maskece 2008.

The ease of market entry for new players is aftetlye government regulation and
availability of other alcoholic beverages. Winevisinerable to the threat from its
substitutes, such as spirits and beer, due to lawicting costs and different
consumption patterns. The degree of rivalry is mared moderate in this market.

The Chinese wine market is mainly occupied by mmdamd and low-end
domestic wines. Imported wines impact home-madesvin price, quality and variety
as well as encourage the improvement in the oveoalbumption level and volume of
Chinese wine market.

In 2009, the Chinese wine market was dominated Isnamw full grape juice wine.
Dry and semi-dry wines accounted for over 50% efrtrarket. Among dry wines, dry
red wines occupied 80% of the market, while theaiemg 20% was taken up by dry

white wines.
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4.4. The Company

Quinta da Bichinha, Doces Eventos, Lda.
was created in Portugal in January 2004.

Situated in the heart of the Estremadura
region and surrounded by an idylic landscape
with vineyards and a lake, this property makes
use of an ideal location close enough to the
major cities, but sufficiently far away that
visitors may enjoy the abundance and tranquility

Figure 7 Quinta da Bichinha’s Logo  Of the countryside

The company’s mission was originally to become retit&ader in organizing and
hosting events such as weddings and private/bissieesnts in the greater Lisbon
area.

The “Quinta”, situated in Alenquer and dating b&akhe XVIlIith century, boasts
an impressive achitectural heritage. It's succeskstb the acquisition of a second
property in the same region in 2009.

Quinta da Bichinha [QB] is a family busine§ogo Tavaresson of the founders,
started to become increasingly involved in the canys business, showing
entrepreneurial instincts.

Following an internship with the European Chamid@C@mmerce in China, part of
the 15" edition of the Program InovContacto, Diogo, madenfis - the Chinese way.
Intensive and thorough efforts enabled the devetypnof a network of potential
Chinese partners with genuine interest in importamgl trading Portuguese quality
products. Amongst these products, Portuguese wimadsout as one of the most
promising and marketable.

Following his initial pursuit, the “then” traineeatipered several studies from
several sources, primarily from countries producinige and already operating in the
Chinese market.

After a thorough market prospection and initial teat, the trainee initiated formal

contact with QB based on the following:
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*QB as a “Quinta” inherits a long tradition and regtion as historical
wine producer in the Estremadura region and wid@lgwn by the wine
community in the council of Alenquer;

* Thorough know-how of wine producers, sellers angogters based on
years of experience in this sector;

*Knowledge of the Asian market and recognition ofeptial in this
market by the region promoters.

Portugal

Figure 8 QB location, premises and surroundings

Whilst the motive behind the diversification stigyeof the company leading into
an international venture could be looked upon as“warsolicited proposal’, the
attractiveness of the host country has undoubtpllyed a decisive factor towards
this decision. The “stimuli” for internationalizati was indeed the response to a
business opportunity to which QB was quick to react

First, an assessment of local wine producers frloenAlenquer region was made
through the local wine cooperative — the Adega @oaijva da Labrugueira.

The results of this assessment revealed that peoslumeet a number of

prerequisites required to enable a sustainabledmble quality of wine, namely:

34



Quinta da Bichinha: A case of a Portuguese “Borob@l” in the Wine Industry

* Areas assessed were revealed to be ecologicalarii&eywhere grapes
are selected and manually picked

*Reduced usage of chemicals and pesticides in casopato major
wine producers,

» Constant intent of improving and refining each vigndistinguishing
flavors based on the soil and climate

* Limited production from each producer ranging frég000 to 50,000
bottles/year

« Strict quality and production control by wine exjser

Once the criteria for wine production and the aimdelivering medium-high
guality regional wines were established, the corgpaitiated the set-up of a Value
Chain with the specific purpose of wine exports.

The first stage of the process was to establiskeva commercial entity from
scratch, but under the same parent company, inr dedeonduct the imports and
exports business. The process was fully compleyezhdy 2011.

Furthermore, the company singlehandedly developedcaeated its own brands.
QB currently covers a product portfolio based onmatvivas concluded to be the
greatest market trends indicated by the initiabagsh. Throughout this process, direct
guidelines towards the target market were givemddegold, red and blue became
prominent colors associated with the brand - (Siggmce of colors on Chinese
culture: Red - good luck; Golden - wealth and hapgs; Blue - immortality).

It is important to note that regulatory, labelingdalicensing restrictions were

carefully considered throughout this process.
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Figure 9 Extract of QB Premium Wines Promotional Brochures

Finally, an agreement between the company and aeSéidistributor was put in
place. This agreement granted the exclusivity @f dmstributor - Beijing Century
Mission Technology Development Co., Ltd. - over saohthe brands.

To date, the company has created seven distinegswenging from regional red to
white, rose and table wines. They are also in ttoegss of introducing three new

products to the market including Oporto and spagkWines.
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4.5, Business Model

4.5.1.Customer Segments/Consumer Profiles

Currently, the typical wine consumer profile fitsdro high class income earners,
those in tertiary sectors and in the 20-50 agegaang

Wine purchases in China however, exhibit a singpkttern where, by and large,
the final consumer does not purchase the wine ttrédganquet dining and retail gift
purchases represent the core sales channels $opritdluct. Red wine in particular is
typically perceived as a good gift.

Increasingly, there is a greater variety of wineailable for consumers from both
domestic and foreign origins.

According to Redfern Associates Wine Market rep@@l10, China’'s wine
consumption is concentrated in the economic cendresh as Yangtze River Delta and
Shangai. Shanghai’'s prosperous satellite citiediangsu province to the west and
Zhejiang province in the south also show signiftad@mand.

Additionally, south China’s two major economic aest of Guangzhou and
Shenzhen also show signs of growth.

Three distinct consumer profiles have been idexdtifn China, organized below by
descending level of “wine knowledde”

* People who have studied or worked overseas havwngxensive
knowledge about wine, aiming towards “hard-to-findfitage wines — wine as
a commodity;

* Cosmopolitan wine drinkers, mostly from tier 1 estisuch as Shanghai
or Beijing, with previous exposure to wine via clas, appreciation events or
restaurant wine promotions;

» Affluent Chinese aged from mid-twenties to mid-les with very
scarce knowledge about wine, mostly drinking impdrivine as a sign of

sophistication and/or good taste looking for easglyognizable brands.

Currently, the company’s strategy and main targebriented towards the last

profile.

" Subsector report: Wine market in China, 2010
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4.5.2.Value Chain Analysis - Stakeholders

Further to the initial market prospection and negains and after initial
cooperation with a different distributor, QB finallestablished an exclusivity
agreement with a Chinese distributor, Beijing CentuMission Technology
Development Co. (BCM). Part of this agreement iat tthe Chinese counterpart
assumes both the distribution and sale of the mtsd®imilarly, QB guarantees the
supply and operational control of the wine productand exports. Further to the
above agreement, QB also assumes a critical ralleeippromotion and marketing of
the wine (including all products’ branding) as wa#l providing support to the sales

channels.

Shipping Packaging International Marketing ﬁ?
1’\; J’E i
Cwinta da Bichinha
i - Management
B, - N s
é* 5"# Cauntry Manager in China
: Seo
Intematipnal Sales ~‘~~~~
NNN y _j\ﬁ -
N :| @-
Marksting
Sx it e ) fo}
1 I
j A—» - (e P B
A W W Sy L’/\\E
eceiving Beijing Century Mission e
Management st Final Customer
> | 3[}-/"
N A
Sales
L]
k=i
—

Customer Service

Figure 10 Overview of Work flow and Business Relatinship QB / Beijing Century Mission

Above, a summarized illustration of the stakehadard work flow is provided.
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Whilst analyzing the existing workflow, a thorouglescription of each party’s
scope of work is required.
Briefly, the importation process milestones carstiemarized as follows:

1. Arrival of goods at Tianjin port

2. Notice to the consignee to clear the shipment aiaty to assigned
warehouse

3. Quarantine claim to CI®)

4. Issue imported goods clearance (Sheet for customs)

5. CIQ Clearance — label check and on-site physicackh(Random
laboratory examination also might be applied froasecto case) and issue
imported goods Quarantine Certificate (if quotalified) or imported goods
disposal notice (if does not meet quarantine cafer

6. Customs clearance on-site check consignee payf t@d VAT
(random laboratory examination might also be apipiiem case to case.

7. Final delivery to distributors.

As the exporter, Quinta da Bichinha ships the edtivine as a “Free on board”
(FOB) shipment and liability is applicable as fel® (n Incoterms 2010,ICC
publication 715) :

* QB - Seller:
0 Loading on truck (carrier)
0 Export-Customs declaration
0 Carriage to port of export
0 Unloading of truck in port of export
0 Loading charges in port of export

Effectively, once the products are successfullydémhat the port of export, QB
direct contribution terminates.

At the other end, BCM as the importer, will be @sgble for the following:

*BCM - Buyer:

0 Carriage to port of import
Unloading charges in port of import
Loading on truck in port of import
Carriage to place of destination
Import customs clearance
Import taxes

O O O O O

Below, a table showing the progress of import tates on wine is shown.
Currently, this amounts to 48.2%, nearly half theegof the unit.

& Customs, Clearance, Quarantine
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China Total Import Tax Rates on Wine
2010 2011 2012 2013 2014 2015
Bulk 26.0% 36.0% 26.0% 56.0% 236.0% 26.0%
MNormal
Bottled 48.2% 48.2% 48.2% 48.2% 48.2% 48.2%

Table 4 China Total Import Tax Rates on Wine, soure: Redfern Associates (2010)

The high rate of import tax is one of the crititattors that positions the imported
wine into a medium-high end customer segments d&ecbomes unaffordable at a
lower end tier of the market
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4.5.3.Marketing Mix — Price, Product, Promotion, Place

Product

As previously mentioned, the synergies created ByaQd local wine producers
have enabled the company to have access to a databdozens of suppliers.

This allows great choice and flexibility in the rotluction of new products which
may appeal, not only to the Chinese partner’s iexjstustomers, but also to a wider
potential market.

Currently focusing mostly on Regional red, whitel anse wines and taking into
account the consumer profile detailed above, thapamy has invested in a clean,
cosmopolitan and attractive brand image, whichiliy bwned by QB.

Recently, the company decided to include to theitfplio Oporto and Sparkling
wines along with a new DO@Red Wine.

The company’s product portfolio is reproduced below

Vitis
Category vinifera Price
grapes
Regional Red Aragonés;| 80 CNY
Wine Castel3o;
iy NS e Shiraz
A T AR F B
Regional Arinto; 66 CNY
White Wine Ferndo Pires
s Seara Nova

° DOC: Denominacao de Origem Controlada
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Regional Red 66 CNY
Wine
Regional Rose Shiraz; 68 CNY
Cabernet
Sauvignon
Aragonés
Regional Red Shiraz 280
Wine CNY
Regional Red Shiraz; 98 CNY
Wine Aragonés
Table Wine - Preto 48 CNY
Red Martinho;
Castelao;
Tinta Miuda;
Camarate.
SALAMALEQUES
Sparkling NEW NEW
Under Wine.
y development DOC  Douro
‘ Red;
Oporto  Wine
Tawny

Table 5 QB current Product Portfolio
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Price

From the above product portfolio, an assessmernh®fprice-range of available
wines provides a clear view of the company’'s prateategy, namely, to create
differentiated brands to please differentiated @ustr profiles between mid-high end
tier consumers.

From the available product portfolio, a price segtagon is further provided:

Low (<50CNY) Mid (50-100 CNY) High (>100 CNY)
Salamaleques Arte Nova Red Prima Casta
Arte Nova White

Frisias

Valcantes

Rosa Velho

Table 6 Segmentation of QB Premium Wines by price

Consistent with the company’s strategy, most ctiyeavailable products fall into
the mid-priced segment.

However, by analyzing the exported volumes soifais interesting to note that
although Valcantes (80CNY) currently has the legdiosition (with 28% of total
volume), Salamaleques (48CNY) follows closely wa2%6 of total sales so far.

QB Premium Wines

Volume(Bottles)
Frisias
%% \ Salamaleques
Prima Casta 22%

12%

Rosa Velho
12%

Arte Nova Tinto

7% te No

Branco
10%

Figure 11 Total Exported Wine by QB up to presentlate (June 2012)
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Nonetheless, whilst assessing the CNY/bottle ratmpbserve that, in fact, overall
average sales/volume positions the company at igh bBnd of the spectrum
(108CNY/bottle).

Average Price of Exported Bottled
Wine

250
200 /\
150 /

100

N Average Price of

\/ Exported Bottled Wine

CNY/Bottle

(%)
o

1st order 2nd order 3rd order 4th order
Orders from Chinese partner - up to June 2012

Figure 12 Average Price of QB’s Exported Bottled wie up to date (June 2012)

It is undoubtedly premature to understand wherectimepany’s core niche market
will lie. It is, however, extremely valuable fromsérategic position, for the company
to have the flexibility and resources to adjustthie market needs with incredible
speed.

The database of suppliers, associated with thedlwafull ownership by the
company, enables it to sustain a proactive approather than a reactive one to

pattern shifts and consumer demands.
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Promotion

Since 2011, QB has been promoting its wine podfttirough activities that are
gradually creating brand awareness, mostly in tréhrof China.
These promotional activities take place predomigaat wine fairs in China, or

through the staging of wine tasting events.

Figure 13 Wine Tasting Event in a Wine Shop at Heng 2012

Also, the company has been exploring potential rsian markets such as
Malaysia and Singapore for business opportunities.

In 2012, the company has already attended Chinggebt wine & spirits fair,
China National Food, Wine & Spirits Fair in Chengdpuinta da Bichinha was
represented and had its own booth in the fair.

QB intends to expand awareness of its brand thrthugluse of promotions at other
events later this year such as SIAL in ShanghagpWioe in Beijing, China National
Food, Wine & Spirits Fair in Fuzhou and FHC in Stjlaai
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Figure 14 QB’s Booth at China National Food, Wine &Spirits Fair in Chengdu, March 2012

Promotion materials such as flyers, roll ups andchures are developed and
controlled fully by Quinta da Bichinha.

HHTREN LR LR
(EEAERMRE S RRTH),
MELAARAMEBOL> SR
BT R 6 AR 4
LHEHIEY, BEF AR,

(B 3% FChancele B), AR¥E
HEGSERERTES YRS
$HAR L FRFE,

AM i SR A KBRS
AREAEGER dAXAEARLY
BEEBHAG A AT LY TH
Fa WA K EE LSRN
&,

Figure 15 Extract from a QB’s Flyer

One of the key strategic investments and promotibannels currently under
development, is the company website. Developedguhppthis will be as an effective
and easy tool for reaching a much wider potentiaiket.
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Considering the importance of the gift market fbe twine industry, it is also
important to note that local visits to potentiasmmers are undertaken by Quinta da
Bichinha’'s country manager. The manager is alwagsompanied by a local
interpreter and will be acquainted with the detaiigshe sales prospect ahead of the

meeting.
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Place

In this assessment, the Chinese partner, BCM pésysxpected, a critical role.

Making full use of their existing and mature distrion channels already in use for
other exported goods, the distributor is now inimdg Portuguese wine into its well-
oiled network.

In geographic terms, the company is present mainlynorth China already
covering 5 provinces: Shaanxi, Henan, ShandonginBeand Shanghai.

By 2012, both companies expect to serve up to @fipees in total, adding 7 new

provinces to the existing coverage.

Gateway

Il YANGTZE RIVER DELTA
BOHAIRIM
CENTRAL
NORTHEAST

I SOUTHWEST

NORTHWEST ‘
W PEARL RIVER DELTA

Figure 16 Regions currently covered by the distribtion channels of QB Wines

Moreover, Quinta da Bichinha is also looking aeaiaitive Asian markets currently
showing increasing wine consumption. Singapore,ttfsd{orea and Malaysia are
some of the countries under consideration whereagkeh prospection is currently
being undertaken.

Finally, considering that the Chinese partner takesponsibility for both
distribution and sales channels, it is crucial tovgle an overview of the existing
sales channels (in this case, intrinsically coreatetith the distribution channels.

On-trade Sales channels: restaurants; hotelgift market”
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Off-trade Sales channels: specialist retailers; off-licensesypermarkets

In addition to the above, there is also a growmgrest and investments towards

creating a digital platform towards e-business iatelnet advertising.

4.5.4.SWOT Analysis

Below, an overview of the company’s Strengths, Weak, Opportunities and
Threats in the Chinese market is provided. The gmepis to identify where it is
currently positioned and further discuss the miagloterm possibilities for the

company.

Strengths
» Sophisticated and appealing branding to the Asiarkats guarantees

exclusivity to local partners with very competitivenes;
» Strong orientation towards foreign markets;
» Good networking in the Chinese market;
» Strong experience and expertise in productionjiigadnd wine export;
» Exclusively owns all existing brands;
» Has assigned a full-time employee for managing iamdsting in the

Chinese market.

Weaknesses
» Scarce promotional initiatives in the Asian markets

* Non-existent digital platforms oriented towards Asan market;
» Poor participation in promotion events, such assfand wine tasting

events.

Opportunities
 Current growing trend of wine imports in the Asianarkets

(10%lyear);

* Gradual increase of awareness regarding Portugaires producer of
competitive wines;

* Openness to new market players, with new produne®, brands and

new ways of communicating;
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* Asian markets favor producers with a long histofymine, so to add
"status" to the consumers - which given the alreldytioned tradition and
longevity of wine producing in Portugal makes uteay favorable factor;

* Wine benefits for health along with the its coloed) has been
important in changing the Chinese mind set and woinsy habits towards

wine.

Threats
 French hegemony in the wine market in Asia due hHe Asian

perception of "luxury, wine, France" as intrinsigaklated;

* Highly competitive markets from wine producing ctigs, namely
Australia and Chile. Due to the dimension of thesgorting markets, focus on
few brands and consistent marketing, these cosnégem to "“fit" well in the
Asian market. Other strong competitors are Spdialy,| USA and New

Zealand;
* General unawareness of Portugal as a country with tradition of

wine making and its quality;
* Almost oblivious of high competitiveness / markatigpof Portuguese

wines.
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4.6. Discussion

Quinta da Bichinha Premium Wines have accompligeedhrkable achievements
for a project that has been in existence for littlere than one year.

From its inception as a venture with the core psepof producing/exporting wines
into foreign markets, the company has succesfullialdished a presence in a
demanding market that many aspire to penetrate.

Given the distinctive aspects of the Chinese maedget, despite, entering the
market as a relative latecomer, the company hasentlael most of the market’s
remarkable size and continuing fascination withwlestern world.

The most critical aspect of their success has beerstablish an alliance with a
Chinese counterpart from the very beginning. Thatrénurturing and engaging this
relationship, and with it gaining exposure to ptisrcustomers, represents the prime
example of Guanxi and how critical partnershipsffdships are in this specific
market.

Thus, placing a country manager “in-situ” was o thitmost importance, not only
for gaining trust and developing a relationshiphwtite Chinese partner, but also for
promoting the “European brand” , and emphasiziagérceived value as representing
luxury imported goods to the customer. Also, it malde company more sensitive to
the market variations in demand, enabling a praegponse to the market trends.

Continued efforts towards further engagement amgi@ntance between both the
country manager and the Chinese market are alsg lb@ken into consideration. The
purpose is to leverage synergies and business jpga@s. To this end, the employee
is currently learning the local language (Mandaanyl attending lectures at the Wine
& Spirit Education Trust.

Unquestionably, the Chinese partner played a alitole at integrating the
Portuguese company’s wines into their existing wetl-established distribution and
sales network. However, this would only have befease if the products to be traded
not only convinced (image-wise) but also delivefeaim a quality and reliability
perspective.

Indeed, from the data discussed above, and, asplairgted out as a clear strength
for Quinta da Bichinha’s benefit, its “sophistichtand appealing image” cleverly
entwined with the tradition and history of wine guging by the Portuguese has

leveraged the marketability of these wines.
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Even though Portugal’s reputation as a historicadpcer of quality wine is, as
pointed out earlier,negligible in China, the compdmas been managing to create a
credible and convincing image of tradition andatellity in regards to their wines.

As a result, the company is increasingly gainingttey, with circa 200,000 bottles
of wine already sold over 1 year.

If indeed the Chinese market is increasingly bdiagded with imported wines as
previously mentioned, it is also true that it iswge market with an emerging middle
class thirsty for sophistication and status.

Thus, the company’s mid-long term strategy is toolbee a key-player in the export
of Portuguese wines into Asian Markets (includiogf, not restricted to China).

However, in order to sustain this purpose, the @mggs commited to engage in
three competitive dynamic factors: internationdlaa the digital economy and
industrial property.

The internationalization efforts are focused, naoflyoon existing and future
networks but also on the creation of further expesabroad, namely through
promotion.

It is part of the company’s strategy to continuer@asing its presence in fairs,
international wine competitions, wine tasting egeamnd also intensify and constantly
improve the already existing promotional materigisch as brochures, flyers and
rollups.

In regards to the aforementioned digital econontye tompany is already
developing a website with the core purpose of negch broader market but also to
enabling e-business by through the introductioordine sales while they continue to
consolidate and expand the brand .

Finally, encapsulated as part of the industrialpprty efforts, the company has
already aligned three new products and expects dotam their customer driven
approach towards products availability.

At this early stage, in order to be able to enhdhegportfolio with a diverse line of
products, it is important to understand the mapiegterns and preferences.

With further experience, the aim is to differergidtetween the premium products
within the portfolio. To that end, it will benefadiin the mid-term to understand which
products have been distinguishing themselves anbotigs increasingly broader
portfolio and focus their promotional and produnctiefforts towards a more defined

target so to potentially create economies of scale.
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The company’s core concept is innovative: it isamost “dress up to fit the
occasion” approach and has proven results, i.affhsvadapt the product to fit the
demands of the customer. Indisputably, the comtioitawith the customer
(Branding, Promotion, Sales) has been developedifggadly for the Chinese
customer which makes a significant difference wloeking at other imported wines.

Moreover, the product/company has the added valueoffering quality at
competitive prices, without jeopardizing its craliifp in the market which is a
sensitive and dynamic factor to take into consitl@naand monitor constantly.

The company also benefits from an incredible fléxyoby developing its own
brands “in-house” and benefits from a string ofdigrs, readily available to adjust to
the company’s requests.

In brief, the above identified factors provide tHisorn-global” with all the

effective tools to succeed now and to continueatsain the future.
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Chapter 5 - Conclusions

The main purpose of this project was based onnbttestricted to, the specific
case ofQB, in order to provide an overview of internatiobaisiness and underlying
possibilities.

Throughout Europe in general and Portugal in paldic we often come across
terms such as recession, debt and crisis. Duriegethimes, looking abroad for
business opportunities seems to be a logical bebhavi

The starting point of this project was to providereef overview of the evolution of
business with an international scope, leading up thscussion of today’s trends in
this field.

The Chinese market and its most important cultana institutional changes were
described as an introductory note to the main case.

Going back to McDougall and Oviatt ‘s definitioniaternational entrepreneurship,
| was fortunate to come across a “combination @fovative, proactive and risk-
seeking behavior” that crossed national bordemn fits very own inception Quinta
da Bichinha Premium Wines.

This business model followed by the company, wigcimnovative in its approach
to wine trading and marketing, has challenged thabdéished and traditional approach
to wine exports. It immediately focused and custadiits products towards a specific
foreign market, deliberately surpassing its verynadomestic market. This was not
just “any” foreign market either: but the Chinesarket.

Covering subjects such as intercultural managenamtepreneurship, marketing
and business, this case intended to expose thegés followed by a smaller business
in its quest to penetrate the Chinese market. Asesstnent of its strengths,
weaknesses, opportunities and threats was alsdogede

In brief, I can only hope that the case produceasigteresting and relevant for the
reader as it was for me. Studying the companyaesgly and the specific intricacies of
this particular market allowed me to expand my kieolge greatly of doing business

in China.
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Appendix
Appendix |
Issues China’'s pre-WTO China’s  post- Impact Implications
policy WTO policy
Import and Limitations on foreign Phasing in of (...) Domestic Increase in globa
export licenses firms to set up trading trading rights and agricultural sector export market.
companies. distribution  rights| may be at Acquisition and
Trading rights notice] on a progressive disadvantage mergers as a result of
Trade monopoly of state. | schedule within (...) increased competition
three years. Development off
relationship marketing of
domestic  firms  with
multiple stakeholders.
Rules of Subjective, Harmonized Imports  will Both economic and/o
Origin unpredictable and non-non-preferential increase as trade preferential criteria will
transparent — wused asrules of  origin| disputes lessen determine import price
instrument to pursue trade(economic criterion) Exports baseg Value chain concept
objectives  directly on Preferential rules of on imports will | — redistribution of
indirectly agreements with increase production value chain
trading blocs for global products
(Preferential Global sourcing strategy
criterion) - country-of-origin
Objective, implications for productg
understandable, made in multiple
predictable, countries. Development
transparent and of upstream (supplier
based on positive relationship marketing
standard
Standards Taken active approgch Compliance in Imports  will Standardization 0
in international standards | general with| increase ag product technica
(...) agreement on technical barriers tqg standards
Discrimination in| technical barriers to trade are Marketing advantages
standards betweeptrade diminished of implementing the 1SQ
domestic and imported 9000 standards
products

Table 7 Summary of global marketing issues, impac&nd implications for China, Agarwal et al
(2003)
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