
I Chapter 5

Market Barriers, Global and Regional
Integration

Intemational activities of companies are closely related to trade Iiberalisation on a
global level. The most important institution concemed with the rules of trade liberalisa­
tion has been GATI, substituted by WTO. The remarkable level of world trade today
has another driving force: regional economic cooperation or regional economic inte­
gration. The objective of this Chapter ls to describe the different types of market barri­
ers and the forms of regional economic cooperation.

Types of Market Barriers

The major artificial barriers to trade are classified in Figure 5.1 as tarlffs and
non-tariff barriers.

Categories 0/Market Barriers Figure5.1

Legislative Body/Executive Forces

Non-Tariff Barriers

Tariffs Quantitative
Restrictions

Regulations. Policies,
Procedures

Buy Local Local Buying
Campaigns

Tariffs, i.e., taxes placed on goods that are traded internationally, have tradi- Trade Barriers
tionally been used to protect domestic industries by raising import prices.
Because trade liberalisation has progressed, governments are increasingly
using non-tarif! barriers to protect some of their countries' industries: "Gov-
ernments are very creative when it comes to the invention or virtuous use of
non-tariff barriers to protect their countries' industries from international
competition" (Mühlbacher/Dahringer/Leihs 2006, p. 147).
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Non-tariff barriers can take three basic forms:

• quantitative restrictions, i.e., barriers that impose a limit on the quantity
of a good that may be exported or imported

• laws, regulations, policies or procedures that impede international trade

• ''buy local" campaigns.

Quotas and VER Quotas are a very popular exarnple in the first category. These limit the quan­
tity of a good that may be exported or imported during a certain time pe­
riod, such as a year. Another example of numerical limits is the voluntary
export restraint (VER), i.e., a promise by a country to limit its exports of a
good to another country to a defined amount. This is often announced to
avoid import restrictions by the target country.

Selected forms of the second category are (Griffin/Pustay 2010, pp. 279-280):

Policies,
Proeedures,
Campaigns

Trade SancHons
andTrade
Emba'80s

• public-sector procurement policies

• local-purchase requirements

• product and testing standards.

Publie-sector proeurement polieies prefer domestic firms in purchasing. Loeal­
purehase requirements impede foreign firms by requiring domestic firms to
purchase goods from local suppliers. Produet and testingstandards of a coun­
try have to be met by foreign products before the products can be sold in
that country. "Buy loeal" eampaigns (e.g. "BuyAmerican") are sometimes
conducted by non-govemmental (or even governrnental) institutions "to
persuade their nationals to buy locally made products and services rather
than those of foreign origin" (Bradley 2005, p.130). "Loeal buying"can also be
the expression of a specific behaviour of individuals as consumers, seeking
to protect domestic producers because of patriotie or ehauvinistie motives.

Besides permanent tariff and non-tariff barriers, international trade is also
influenced by temporary barriers which arise because of reactions to specific
events in intergovemmental relations: trade sanctions and trade embargos.A
sanction is, generally speaking, the reaction of astate to retaliate against the
international-Iaw-violating behaviour of another state. Irade sanctions are
also associated with the term retorsion. The trade embargo is an example of a
trade sanction. A trade embargo implies govemmental, sovereign orders to
prevent trade with a specific state. Basic variants of the trade embargo are
the export embargo, import embargo and eapital embargo (e.g. blockage of pay­
ments or prohibition of asset transfers) (Altrnann 2001, pp. 616-617).
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Restricting Foreign Direct Investment

Besides establishing barriers to trade (export or import), a government can
deter foreign investments. FDI occurs when a company invests in a foreign
subsidiary or joint venture with a partner firm in a foreign country, takes
over a foreign company (acquisition/merger) or has a share in a foreign
company. Foreign direct investment entails some degree of control in con­
trast to "pure" financial investments. Besides ownership restraints, e.g. where
foreign ownership is restricted to 25 %, operation requirements (e.g. local con­
tent) are another important instrument which influences foreign direct in­
vestment decisions. They are controls over the behaviour of the local sub­
sidiary, such as local participation in top management.

Global Integration

Trade liberalisation

Part 11

Govemment
Policy Instru­
ments and FDI

The most important institution which has opened up new markets in almost GAITRules
all regions of the world has been GATT - the General Agreement on Tariffs and
Trade. Founded in 1947, its objective was to liberalise international trade by
eliminating tariffs, subsidies, import quotas, and the like. According to this
multilateral agreement, the international trading system should be (WTO
2007):

• without discrimination - a country should not discriminate between its
trading partners (giving them equally "most-favoured-nation" or MFN
status) and it should not discriminate between its own and foreign prod­
ucts, services or nationals (giving them "national treatment")

• freer - barriers coming down through negotiation

• predictable - foreign companies, investors and governments should be
confident that trade barriers (including tariffs and non-tariff barriers)
should not be raised arbitrarily

• more competitive - discouraging "unfair" practices such as export subsi­
dies and dumping products at below cost to gain market share

• more beneficial Jor less developed countries - giving them more time to ad-
just, greater flexibility, and special privileges.

Eight rounds of trade negotiations have led to significant reductions in tariffs Uruguay Round
and non-tariff barriers. The eighth round of negotiations, the Uruguay Round,
created the World Trade Organization (WTO), which operates as an umbrella
organisation that encompasses the GATT along with new bodies, including
one on services and one on intellectual property rights. Since 1 January 1995,
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GATSand
TRIPS

Doha Deoelop­
ment Round

Table5.1

Market Barriers, Global and Regional Integration

the WTO has been responsible for monitoring the trade policies of member
countries and arbitrating trade disputes among member countries.

The Uruguay Round also led to liberalisation in trade in services (GATS ­
General Agreement on Trade in Services) as well as agricultural goods, im­
provement in the protection of intellectual property rights (TRIPS - Agree­
ment on Trade-Related Aspects of Intellectual Praperty Rights) and anti-dumping
rules, prohibiting sales in foreign countries below cost.

The latest round, the Doha Deoelopmeni Round, which began in 2001, col­
lapsed in [uly 2008. The Trade Negotiations Committee failed to agree on
blueprint agreements in agriculture and industrial products. Eventually, the
talks broke down over the special safeguard mechanism (SSM). The SSM would
allow developing countries to raise tariffs temporarily to deal with import
surges and price falls. Most topics on the agenda had seen positions con­
verge, however, and the further progress of the Doha Round has to be
awaited. In anY case, as a result of the activities of GATI/WTO since 1947,
world trade increased from 1,998 billion USD in 1980 to 12,147 billion USD
in 2009 (see Table 5.1).

Increase in World Trade between 1980and2009(in billion USD)

Year World Europe Asia

1980 1,998 965 504

2009 12,147 4,995 3,566

Source: WTO 2010.

Investment liberalisation

1RIMS The liberalisation of trade is accompanied by a policy of the WTO members
gradually allowing foreign direct investment, such as the establishment of
subsidiaries and joint ventures or the takeover of companies. The TRIMS
agreement (Trade-Related Investment Measures Agreement) in the Uruguay
Round is an important step towards eliminating national regulations on FDI.
"To this end, an illustrative list of TRIMs agreed to be inconsistent with these
articles is appended to the agreement. The list includes measures which
require particular levels of local procurement by an enterprise (local content
requirements) or which restriet the volume or value of imports such an en­
terprise can purchase or use to an amount related to the level of products it
exports (trade balancing requirements)" (WTO 2008).
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For example, some important steps of the timeline of relations of China and
the WTO are illustrated in Table 5.2. China has become one of the most
popular destinations for foreign direct investment, attracting nearly 230
billion USD between 2002 and 2005.

China's Steps toOpen theMarket

Year Event

PRC(Pooplo'.Republlcof China)Slalo Coundl bring. China'. EoultyJointVonturo(JV)LawInte

July2oo1
complianoe wlth WTOrulee.

PRCSlateEconomic andTradeCommlsslon (SETC)approV85 firstforeign-lnvested wholesale enterprlee,
Shanghal No. 1 OeparlmentStore Co. Lid.

August 2002 MOFTEC(Ministryof FomignTradeend Eoonomlc Cooperation) allows!wotypesof fomlgn-invested
logistlcsccmpenles: International and third~arty logiatlcsccmpenles.

Chinarerrcvee 75 % capon foreignInvestment In packaging, storageendwamhouBing, courier,and roed

November 2002
tranaportJVa.

China approves fir.d foreign-majority investement in vehicle manufacturing, though not required to da so
underits WTOobligations.

MQFCOM(Ministryof Commerce)and the GeneralAdministrationof Press and Publication(GAPP)allow
May2003 wholly foreign-owned enterprises(WFOEs) in retail book, magazine,and newspaperdistribution(seven

monthsearty).

June 2003 China NationalTourismAdministrationand MOFCOMallowwholly foreign-ownedtravei agencies (twa years
aarly).

December2003 PRC State Administrationof Radio, Film, and Televisionpermits fareign investment in film-productionand
film-technologycompanies.

March2004 Slate Administrationof Industryand Commerceand MOFCOMallow WFOEs in advertisingservices.

April2004 MOFCOMallO'NS foreign-investedwholesale, retail,and franchisecompanies,as weil BS commercial-based
agencies.

July2004 China InsuranceRegulatoryCommission(CIRC) lewers minimumregisteredinsurancecompaniesand
eases restrictionson number cf offices openedyearly.

December2004 MOFCOMlifts all equity,geographic,end quantily restrictionson franchisingoperations.

February2005 MOFCOMallO'lNS WFOEs In the leasl~ sector.

December2005 MOFCOMallavvsWFOEs In frelght forwardingagency servicesend epplleenationaltreatmentto
cepltallsetlonrequlrements.

Source: WTD.

Regional Integration

One important exception to the mostfavoured nation principle is comprehen­
sive trade agreements that promote economic integration.

Trade and foreign investment liberalisation are reinforced by economic co­
operation among countries, mostly within a geographical region. Economic
cooperation can take the form of bilateral agreements or multilateral agreements,
reaching from simple contracts on tariff reduction to political integration.

A preliminary stage of economic integration is bilateral or multilateral agree­
ments between countries concerning the reduction or abolition of tariffs or
other barriers to trade in one or a few product groups. The different stages of
economic integration are summarised in Figure 5.2. From the least inte-
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grated level to the most integrated level they are: free trade area, customs
union, common market, economic union, monetary union, political union.

Figure 5.2 Different Levels of Economic Integration

high

low

Free Trade Area A free trade area is characterised by the fact that all formal barriers, especially
tariffs, are abolished between the member states for a broad group of prod­
ucts or for all products (and services) . Examples of existing free trade areas
are:

• European Free Trade Association (EFTA), focussing on free trade in indus­
trial goods, including Iceland, Liechtenstein, Norway and Switzerland.

• NorthAmerican Free Trade Agreement (NAFTA), including Canada, Mexico
and the USA which led to 90 % of all the trade of Canada and Mexico
occurring within the NAFTA countries, while for the USA its trade with
NAFTA countries accounts for one-third.

CustomUnion While the individual member countries of a free trade area maintain their
independent external trade policy with regard to non-members, in a customs
union, the member countries are committed to eliminating trade barriers
corresponding to the free trade area, and adopting a common extemal trade
policy. The most familiar and most important example of a customs union is
the European Union (EU), although similar efforts exist in other regions too,
such as MERCOSUR (Mercado Comün deiSur) in the southern part of Latin
America. With regards to transaction costs, a customs union has a great
advantage compared with free trade areas: Certijicates oj origin are not
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needed in intra-trade transactions. In free trade areas, there is always the
possibility of realising arbitrage effects by importing goods to a "low tariff"
country and then transferring the goods to "high tariff" countries within the
area. To avoid these arbitrage businesses, certificates of origin are necessary.

A common market has abolished internal tariffs and non-tariff barriers, Common Market
standardised external tariffs and allows the free movement of factors of
production (see Figure 5.3). The only existing common market is the Euro-
pean Union (EU), already mentioned as a customs union.

Characteristics 0/a Common Market Figure 5.3

Common
Market

Free Movement of
Goods and Services

Free Movement
ofGoods

Free Movement
of Services

Free Movement
ofCapital

Free Movement
of Persons

In an economic union, the next level of economic integration, the member
states harmonise their tax and subsidy policies in order to unify their fiscal
policy. In this type of union all member nations are fully integrated eco­
nomically. The European Union intends to realise this stage of economic
integration (Maastricht Treaty, Amsterdam Treaty, Nice Treaty). However, the
implementation process is subject to political and economic difficulties.

Despite these difficulties, a common currency (Euro) has been implemented,
as of 1 [anuary 1999. At the time of writing (July 2010), 16 countries were
members of the "Eurozone". The dramatic debt crisis in Greece and other
countries like Spain, Portugal, Ireland and Italy, revealed deep problems in
the Eurozone and it became evident that the monetary union needs to be
modified to prevent future economic crises. In Figure 5.2., it is pointed out
that an economic union should preceed a monetary union. The current pro­
posals from France and Germany point this direction: Both countries de­
mand a "more integrated economic governance" for the EU to ensure the
stability of the monetary union (Walker/Gauthier-Villars 2010).
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The most advanced form of economic integration is a political union. In a
political union, a body coordinates the economic, social, and foreign policy
of its member states. This objective was the basic element of the Maastricht
Treaty in 1992. In anticipation of this step, the former European Community
agreed to rename itself the European Union, a truly optimistic sign.

Effects of Economic Cooperation

Cecchini Report The effects of economic cooperation are diverse. For example, the macroeco­
nomic effects of the implementation of a common market (within the Euro­
pean Community) can be observed. According to the so-called Cecchini Re­
port(Cecchini 1988, p. 97), the following macro-effects had been expected:

• relaunch of economic activity, adding on average 4.5 %to GDP

• deflation of consumer prices by an average of 6.1 %

• improving the balance of public finances by an average equivalent to
2.2 %ofGDP

Interim
Balance

• boosting the EC's external position by around 1 % of GDP

• creating 1.8 million new jobs.

An interim balance (a report titled 1/10 years of common market: 1993-20021/)
identifies many important advantages which could be put down to eco­
nomic integration (Kommission der Europäischen Gemeinschaft 2003,
pp. 2-3):

• The GDP of the European Union in 2002 has increased by 2 % percentage
points or 165 billion EUR in comparison with 1993.

• Since 1992, 2.5 million new jobs have been created.

• Prosperity has increased during the 10 years by 877 billion EUR. This
corresponds to 5,700 EUR per household.

• The competitiveness of the EU companies has increased. For example,
exports to third countries (non-member countries) have increased from
6.9 % of GDP (1992) to 11.2 % (2001).

• The common market has become much more attractive for foreign inves­
tors. Foreign direct investment, in terms of percentage of GDp, has more
than doubled.

Intra-EU'Irade The effects of the common market with regard to trade within the European
Union (intra-Eil trade) are illustrated by Table 5.3. All member states of the
EU-27 have an intra-EU trade share of at least 55 %.
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Shares of Intra-EU Trade jor the EUMember States2008 (in %)

State Quote State Quote

Austria 75 Latvia 73

Belgium 73 Lithuania 59

Bulgarla 58 Luxembourg 81

Cyprus 68 Malta 63

Czech Republic 81 Netherlands 64

Denmark 71 Poland 75

Estonia 76 Portugal 74

Finland 59 Romania 70

France 66 Siovakla 79

Germany 63 Siovenia 70

Greece 57 Spain 63

Hungary 73 Sweden 64

Ireland 66 United Kingdom 55

ltaly 56

Source: EUROSTAT2009.

Impact of Economic Integration on Firms

The political efforts of GATT/WTO to liberalise trade and foreign direct
investment and the different regional alliances eliminating trade barriers,
adopting a common external trade policy and allowing factors of production
to move freely between members, have led to new markets with regard to
sourcing and selling and to new sites for production, logistics and so on (see
Part V). Firms can reduce their production costs by capturing economies of
scale when expanding their customer base within the trading bloc. The lower
cost structure will also promote the firrn's international competitiveness out­
side the trading blocs. "However, elimination of trade barriers also exposes a
firrn's horne market to competition from firrns located in other member
countries, thus threatening less efficient firms" (Griffin/Pustay 2010, p. 301).

Conclusion and Outlook
The remarkable level of world trade and foreign direct investment can be
attributed to the political efforts of GATT/WTO and to the fact that regional
integration has extensified and intensified. This results in far-reaching liber­
alisation within regional cooperations, but also in discrimination vis-ä-vis
third countries, which is at first glance in conflict with free trade worldwide.
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In the next few years, there will be strong efforts to create new regional co­
operations or to intensify the stage of integration, for example in North and
South America and Asia. This offers many opportunities for companies with
regard to exports and imports, to outsourcing, offshoring, strategie alliances,
and greenfield and brownfield investments. If regional agreement areas will
merge gradually, regional economie cooperation will finally lead to free
trade worldwide.

Further Reading

GRIFFIN, R.; PUSTAY, M. (2010): International Business, Global Edition, 6th

ed., Upper Saddle River, NJ, Prentice Hall, pp. 292-320.

HILL, C. (2008): Global Business Today, 5th ed., Boston, MA, McGraw-Hill,
pp. 261-287.

WOYKE,W. (2002): The European Union after Nice - A Community Facing a
New Century, in: SCHOLZ, c.; ZENTES, J. (Eds.): Strategic Management - A
European Approach, Wiesbaden, Gabler, pp. 3-21.

Case Study: Nissan1

Profile, History, and Status Quo

The origins of NissanMotor Co., Ud. date back to 1933,whenJidosha Seizo Co.,
Lid., the predecessor of Nissan Motor Co., Ltd., was established in Yokohama.
After changing its name to Nissan Motor Co., Ud. in 1934, the company
commenced the mass production of automobiles in Japan.

Due to shortage of material during the Second World War the company
focused its production on trucks, aeroplanes and engines for the [apanese
military and signifieantly reduced the number of cars produced. After World
War 11 the increasing household penetration of cars in Japan, beginning in
the 1950s, benefited Nissan's sales of small-sized cars for personal use. In the
1960s the company started its overseas activities by establishing the Nissan
Motor Corporation in USA, the Nissan Mexicana, S.A. de C.V. as weIl as the
Nissan Motor Co. Pty. Ud. in Australia. After moving into the marine engine
field in 1970 and establishing several production and design facilities over-

1
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seas, Nissan began its activities in the European market, mainly by acquiring
an equity interest in Motor Iberica, S.A. in Spain and establishing Nissan Mo­
torManufacturing Ud. in the United Kingdom.

Today Nissan Motor Co., Ud. is engaged in planning, developing, manufae­
turing and selling passenger automobiles as weH as automobile parts, fork­
lifts and marine engines, and operates in Japan, North Ameriea and Europe.
In addition, the eompany also provides financial services, such as eredit
cards, loans to purchase vehicles, car leasing, car rental or ear insurance ­
primarily in Japan and North Ameriea - through its whoHy-owned subsidi­
ary Nissan Financial Services (NFS).

The company has a wide geographical base with operations in regions in­
cluding Japan, the USA, Europe, Canada, Mexieo, Australia, New Zealand,
South Africa, the Middle East and Asia. In addition, the group is diversified
in terms of revenue generation from those geographie regions: In 2008 the
group generated 35.3 % of its total revenues from North Ameriea, 27.7 %
from Japan, 16.9 % from Europe and 20.1 % from other regions (Nissan
2009a). This geographical spread is one of the strengths of the eompany as it
aids in eatering to different markets and reaping the benefits of emerging
markets (Datamonitor 2007a). Table 5.4 shows the major offices and facilities
(besides the sales network) of Nissan in Europe.

Major Offices andFacilities in Europe

Function Company I Office I Faeility
Operations Vehicle Numberof MajorOperations I

Commenced Produclion Employees Producls

Regional NissanInternational SA
Jan 2008 148

Managementof
Headquarters (Switzerland) Europeanoperations

R&D
NissanTechnicalCenter

May 1988 VehicledBV8lopment
Europe (UK)

Design Nissan Design Europe (UK) Jan 2003 4,825 Vehicledesign

NissanMotorManufaduring
Ju11986 315,297

Qashqai, Miere, Miere
(UK) Lid. C+C,Note

Proc:Iuction
Primastar, Pathfinder,

Nissan Motor Iberica, SA
(Spain)

Jan 1983 193,605 4,250 Navara,AtIeon,
Cabstar

Souree: Nissan 2009b.

Over the years Nissan has sueeeeded in creating new product lines, expand­
ing its produetion volume and reaching the produetion milestone of the 100
millionth vehicle in 2006. It beeame one of the leading eompanies in the
[apanese automobile industry with total net sales of 8,437billion Yen in 2008
(Nissan 2009a).
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Table 5.5 Corporate Data Nissan Motor Co., Ud. 2004-2008

2004 2005 2006 2007 2008
March 31,2005 March 31,2006 March 31,2007 March 31,2008 March 31,2009

Ne! Salaa(billion Yen) 8,576,3 9,428,3 10,488,6 10,824,2 8,437 ,0

Ne! Salea(billion EUR, approx.) 64,19 70,69 78,49 81,16 76.22

Global Ralall Sales (unlts) 3,388,592 3,569,477 3,483,128 3,769,886 3,411,048

Retail Sales Japan (uni15) 848,267 842,063 739,925 721,000 612,482

Relail Sales Overseas (uni15) 2,540,325 2,727,414 2,743,203 3,048,886 2,798,566

Global Production(uni15) 3,378,578 3,509,595 3,267,001 3,657,629 3,084,027

Source : Nissan 2009aj Nissan 2009b.

Since 1999 the company has had a global partnership with Renault for auto­
mobile manufacturing and sales as wen as for automotive financing. Renault
holds a 44.3 % stake in Nissan, while Nissan owns 15 % of Renault shares. The
alliance jointly operates Renault Nissan, in which both Nissan and Renault
have a 50 % interest, as wen as RNPO (Renault-Nissan Purchasing Organiza­
iion) and RNIS (Renault-Nissan Information Services) (Datamonitor 2007b,
p.18).

Regional Integration in Europe

Historyof
the European
Community

The origin of European integration goes back to 1950, when French Foreign
Minister Robert Schuman presented a plan for deeper cooperation between
six countries in Europe after the Western European nations created the
Council of Europe in 1949 as a first step towards cooperation after World War
11. Based on the Schuman plan, the six founding member states - Germany,
France, Italy, the Netherlands, Belgium and Luxembourg - signed a treaty to
run their heavy industries - coal and steel- under a common management.

Building on the success of the Coal and Steel Treaty, the six countries ex­
panded their cooperation to other economic sectors and signed the Treaty of
Rome, creating the European Economic Community (EEC), or "common
market' with the goal of free movement of people, goods and services
across borders. The six removed customs duties on goods imported from
each other, allowing free cross-border trade for the first time. They also ap­
plied the same duties on their imports from outside countries with the effect
that trade among the six founding members and between what is now the
EU and the rest of the world has grown rapidly (European Commission
2010).
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The foundation of European economic integration is the liberalisation of
internal trade. Up to 1993, this process of trade liberalisation within the EC
passed through three major phases. The first phase, started in 1958, was the
elimination of customs duties and quantitive restrictions, which was com­
pleted in 1968 with the introduction of a common external tariff. The succes­
sive enlargement from six to twelve members between 1973 and 1986 repre­
sented the second major phase. The last phase, ending in 1992, was the com­
pletion of the internal market for goods, services, capital and labour (Sapir
1992).

Barriers to Entry

Conditions or circumstances that make it very difficult or unacceptably
costly for outside firms to enter a particular market to compete with estab­
lished firms are characteristics of barriers to entry. These barriers may derive
from several causes, e.g. legal, regulatory or other c1early political barriers to
entry are historically very common. In the context of barriers to entry, Porter
(1980, pp. 7-17) mentioned some major sources like govemment policies or
capital requirements. Simon (1989, col. 1441) differentiates three main cate­
gories: protective, economical, and behaviour-based barriers which are de­
scribed briefly as follows.

• Protective or institutional barriers are mainly concerned with tariff and
non-tariff barriers. Such barriers may appear with different characteris­
tics. Regarding exports, they may appear in terms of customs duties. An­
other form is specific licence requirements. Furthermore, the host coun­
try may raise strict local content regulations to protect the domestic in­
dustry (Kutschker/Schmid 2008, p. 959). Other widespread types of pro­
teetion by dint of barriers are subventions. These are arrangements
which do not count among tariff barriers but are regarded as non-tariff.
All such restrictions and instructions are based on state determinations.

• One of the economic barriers to entry is economies of scale of companies
which are already established within a market. Porter (1980, p. 7) men­
tioned in this context that "economies of scale deter entry by forcing the
entrant to come in at large scale and risk strong reaction from existing
firms or come in at a small scale and accept a cost disadvantage, both
undesirable options". Furthermore he cites the product differentiation of
established firms (Porter 1980, p. 9) which generates, among other things,
a higher customer loyalty, as an undeniable barrier.

• Behaviour-based barriers arise from customer behaviour and other stake­
holder interests which are based on special preferences, cognitions or
habits. Reasons for the occurrence of such barriers do not necessarily
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have to be found beyond the companies. The emergence of behaviour­
based barriers mayaiso be based on the personality of management it­
seIf, which represents an internal source for such a barrier. Paucity of in­
formation about foreign markets, mental barriers or risk aversion of the
management represents other behaviour-based barriers which occur in­
side the firm.

The Strategy of Nissan Motor Co., Ltd. in the 1980s
for Developing the European Market

Japanese Carmakers Hfttfng the European Market

In the late 1970s and the beginning of the 1980s there was a general move­
ment of [apanese carmakers trying to develop foreign markets, mirroring a
global expansionary trend. For example, the market share of [apanese firms
in the US automobile industry rose from 5.7 % in 1971 to 19.1 % in 1980
(Berry/Levinsohn/Pakes 1999, p. 414). In the European region, [apanese
carmakers had to face two main problems in seeking to increase their share
of European markets by exports. On the one hand a problem was that the
strongly appreciating yen made exports difficult, and on the other hand
political resistance to growing imports, reflected in voluntary export control
arrangements, limited the share of the European market which could be
acquired via exports of [apanese carmakers.

In the 1970s the global car industry was under pressure from [apanese ex­
ports and a reduced demand for cars in the wake of 1973 oil crisis. In re­
sponse to the [apanese expansion, allegations of dumping and subsequent
representations were made by a number of European countries attempting
to persuade the [apanese car makers themselves to limit their export volume.
Formal discussions between the [apanese and the UK industry led to the
voluntary export control arrangements mentioned above (Walker 2004).

The penetration of some important European countries, like France, Italy
and Spain proved to be difficult due to significant import restrictions. For
example, the French car market limited the imports of [apanese cars to five
manufacturers with a total market share of 3 %. In Spain, one of the fastest
growing car markets in the late 1980s with more than one million units in
1988, there was a quota which allowed just 3,200 units to be imported by
[apanese carmakers, including imports via other EC countries. The Italian
car market had been highly restricted since 1957 and in 1988 [apanese car
imports were restricted to only 3,300 units. In other European countries,
such as Ireland, Denrnark, Finland, Norway and Austria, lacking a historical
domestic automobile industry and without any restrictions on motor vehicle
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imports, [apanese earmakers held more than a 30 % market share. This fact
shows that the possibilities for gaining greater market shares in the other
European markets were strictly limited (Quelch/Ikeo 1989).

Loeal Production oflapanese Carmakers in UKin theLaie 1980s

Company Qullina

Nissan manufacluring 57,000upper-madlum-alzadceraa yaar In 1988

Toyota plannlng 10manufaclure 200,000upper-medlum-slzed carsa yaarfrom1992

Honda manufacluring 84,000medlum-alzed carsa yaar (In1987)jolntlywith the RoverGroup

Isuzu manufacluring 5,400commerclal vehlclesa year In1987Injolnl venturewlthGeneralMotors

Souree: Quelch/Ikeo 1989, p. 13.

As a result, the [apanese eompanies were eompelled to establish production
faeilities within the European Community by FDI, via aequisitions, mergers or
joint ventures, to inerease their market share and to secure a long-term posi­
tion in this market (Hudson 2002, p. 15).

Several [apanese earmakers, in anticipation of the European Community mar­
ket integration to the European Single Market in 1993, searched for produc­
tion sites within the European region where they eould implement their high
volume flexible produetion methods. This was difficult to introduee in re­
gions with a history of automobile produetion with existing working prae­
tiees and wage arrangements. Consequently a number of the [apanese eom­
panies decided to invest in the United Kingdom beeause of national gov­
emment policies, fixed eapital investment subsidies and adequate labour
markets.

Entryand Operating Strategy of Nissan Motor Co., Ltd. in Europe

In 1959 Nissan started its European market penetration with exports to
Finland beeause there was a major focus on northem Europe until the late
1960s. At this time, protectionism against the inereasing ear exports of [apa­
nese earmakers oecurred in several eountries, as shown above, so that the
[apanese eompanies decided to implement loeal produetion in the European
market to develop the European region. Nissan 's decision to start assembly
operations in Europe was not only a response to growing protectionism but
also refleeted its problematie position within the [apanese domestie market,
where Toyota 's market share was roughly double that of Nissan. Nissan was
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Sunderland, UK
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driven to seek competitive advantage overseas because of its difficulty in
maintaining market share in Japan (Hague 1989, p. 5).

Nissan became the first [apanese firm to set up a plant in the UK. Nissan
made the final decision to locate its first production facility in Europe at a
location near Sunderland, in the North-east of England, in 1984, after many
years of searching and negotiating for the ideallocation.

The final decision was influenced by three deciding factors :

• First, Nissan Motor Co., Ud. required a greenfield site to build up its pro­
duction facilities with enough space for further expansion in the future.
A coalition of the local council and development corporation were able to
offer Nissan a 930-acre site, the former Sunderland airport.

• The second factor which influenced the decision in favour of Sunderland
was that the negotiating council could offer the site as a single-union
plant.

• The third reason for choosing the North-east region of England was the
similarity of this region to the Ohio-Tennessee region of the USA, where
most of the Japanese automobile transplants were located and Nissan and
other Japanese carmakers had gained experiences before. The similarities
mainly included the high unemployment rate, a relatively ethnically
homogenous population, necessary logistical criteria and the availability
of government subsidies.

Nissan received a total of 112 million GBP in subsidies from the British gov­
ernment as an incentive for locating the production plant in Britain. Because
the activities of Nissan promised jobs and some prospect of industrial re­
newal in a region with long-standing high unemployment rates, the com­
pany was pursued with total commitment by North-eastern development
agencies and by representatives of major regional political and economic
interests acting in a united and highly coordinated way (Crowther/Garrahan
1988).

Initial plans to invest 330 million GBP to build the factory with an output of
200,000 cars were drastically reduced in the beginning. The Sunderland
plant started with an investment of 50 million GBP and a production of
24,000 vehicles. The company quickly agreed to major expansions resulting
in a production of 100,000 cars and the creation of nearly 3,000 jobs for the
region (Rehder/Thompson 1994, p. 97).

In the following years the Sunderland factory became the UK's biggest car
plant and was widely recognised as the most productive in Europe. Today
the Sunderland plant employs 4,000 people and produces around 350,000
cars per year.
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Local Production of Japanese Carmakers in the European Union

Following the initial operations in the late 1980s, the strategy of Implement­
ing local production facilities proved to be a general concept of the [apanese
car manufacturers within the European market. [apanese manufacturers
have been progressively establishing ties in various countries of the European
Union over the past two decades to develop Europe as the second largest
automobile market after the USA. Nissan was the first to establish its own
independent operations in the United Kingdom and other manufacturers
quickly followed. Outside the UK, operations included a Toyota-Volkswagen
tie-up in Germany, aNissan tie-up and a Suzuki tie-up in Spain, a Toyota joint
venture and a Mitsubishi tie-up in Portugal, and a Mitsubishi joint venture in
the Netherlands, Suzuki has also established a joint venture operation in
Hungary (JAMA2008).

Selected Production Facilities 0/Japanese Cannakers in theEuropean Union

Manufacturer Company Location Start ot Units Produced
Employaas

Operation in 2008

UnitedKingdom

Nissen
NissanMotorManufacturing

Sunderiand 1986 386,555 4,352
(UK)Ltd.

Toyota ToyotaMotorManufacturing Bumaston 1992 213,000 4,280
(UK)Ltd. Deeelde 570

Honda HondaofttleU.K. Swindon 1992 230,423 3,400
Manufacturing Ud.

Spain

Nissan NissanMotorlbericaSA
Barcelona,

1983 156,961 5,540Avlls

Suzuki Sanlana-Motor,BA Unsres 1985 3,189 558

PorbJgal

Toyola ToyotaCaetanoPortugal, BA Ovar 1968 360

Mitsubishi Fuso
Mitsubishi FusoTruck

Tramagal 1996 10,856 357
EuropeSA

Hungary

Suzuki MagyarSuzukiCorpol'Btion Esztergom 1992 281,686 3.774

Polend

lsuzu IsuzuMotorsPolskaSp.zo.o Tychy 1999 142,932 632

Toyota ToyotaMotorManufacturing
Walbrzych 2002 2,070Poland Sp.zo.o

Toyola ToyotaMotorInduatrles Jelc:z 2005 1,070
PolandSp.zo.o Laskowice

Czech Republic

Toyola ToyotaPeugeotCltroen Kolin 2005 108,000 3,410
Automobile Czech,a.r.c.

Source: JAMA2009, p. 5.

Furthermore there are numerous supply and marketing alliances between
[apanese and European manufacturers. Within the time period between the
first expansion of the European Union and its development to the current
state, the strategy and the operations of [apanese car manufacturers fol-
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lowed this path. For example, the accession of Southem European countries
such as Spain and Portugal to the EU in 1986 led to the [apanese carmakers
Nissen, Suzuki or Mitsubishi making huge investments in local facilities there.
In the course of the Eastem en1argement of the European Union in 2004,
these developments continued. For example, when Hungary, Poland and the
Czech Republic became members of the EU, plants were set up by Suzuki,
Isuzu and Tayota. There has been a similarly strong involvement of [apanese
carmakers within the newer members of the EU located in Eastem Europe.
Table 5.7 shows selected production facilities of [apanese carmakers in the
EU. Today [apanese carmakers operate 15 production facilities in ten EU
countries. In 2008 these manufacturers produced 1.69 million vehicles in the
EU, so that the production has nearly tripled since 1995 (JAMA 2009, p. 4).

Questions

1. Summarise the main problems for [apanese car makers in the late 1980s
conceming the development of the European market. Describe the politi­
cal and economic environment they had to deal with.

2. Describe which main factors led to the decision of Nissan to implement a
local production plant, and especially which circumstances led to the
choice of Sunderland, UK.

3. Generally Japanese carmakers had different options conceming their
market entry and operating strategy. Discuss why Nissan Motor Co., Ud.
decided for FDI and which other possibilities it had. What are the main
advantages and disadvantages of other modes of market entry? Compile
factors that influence a company's choice of entry mode.

4. Define different types of market barriers and show their effect on the
entry mode. Explain different strategies a company can use to deal with
entry barriers in the context of the internationalisation of its business.
Give some examples.

Hints

1. See Part IV of this book for adescription of different market entry modes
and see Luo 1999 for an explanation of factors affecting entry mode selec­
tion.

2. See Kotabe and Helsen 2008 and Johansson 1997 for details of market
entry barriers.

112


	Chapter 5 Market Barriers, Global and RegionalIntegration
	Types of Market Barriers
	Restricting Foreign Direct Investment
	Global Integration
	Trade liberalisation
	Investment liberalisation

	Regional Integration
	Effects of Economic Cooperation
	Impact of Economic Integration on Firms
	Conclusion and Outlook
	Further Reading
	Case Study: Nissan1
	Profile, History, and Status Quo
	Regional Integration in Europe
	Barriers to Entry
	The Strategy of Nissan Motor Co., Ltd. in the 1980s for Developing the European Market
	Japanese Carmakers Hitting 
the European Market
	Entryand Operating Strategy of Nissan Motor Co., Ltd. in Europe
	Local Production of Japanese Carmakers in the European Union

	Questions
	Hints




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (ISO Coated v2 300% \050ECI\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Perceptual
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 149
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 149
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 599
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.276 841.890]
>> setpagedevice




