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Abstract

Mexican and Brazilian Multilatinas have become a phenomenon that has
caught the attention of many authors and researchers around the world. This
Master’s Final Thesis on Multilatinas was developed to understand Mexican and
Brazilian Multilatinas” market selection and why these companies first expand to
geographically close countries. The CAGE framework developed by Ghemawat
(2001) measures the distance between two countries according to Cultural,
Administrative, Geographic and Economic criteria and was the main indicator
for this research.

The literature review allowed for the exploration of concepts related to a
Multilatina’s expansion, such as internationalization, market selection, emerging
market multinational companies, and Multilatinas and the CAGE framework.
The Uppsala and network models studied in the literature explained how
managers decide on market selection and which factors contribute to it.

The development of a conceptual framework related to how Mexican and
Brazilian Multilatinas select their markets, in a systematic or opportunistic way,
and how CAGE factors influence managers’ decisions. It was possible to verify
that countries where Mexican and Brazilian Multilatinas expand are the ones
with the lowest CAGE distance, so these factors influence market selection for

Mexican and Brazilian Multilatinas.

Keywords: Emerging Market Multinationals, Multilatinas, Market Selection,

Opportunistic, Systematic, CAGE
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Chapter 1

1. Introduction

In the last decade, a different breed of challenger businesses and brands
started to be seen on the world stage. New multinational companies (MNCs)
began to emerge not from the United States, Europe or Japan, but from emerging
countries such as China, Russia, Turkey, Brazil and Mexico (Chattopadhyay,
Batra, & Ozsomer, 2012). While emerging multinational companies (EMNCs)
from Asia have been researched by many authors and institutions, Latin
American multinationals have not been researched as much (Aguilera,

Ciravegna, Cuervo-Cazurra, & Gonzalez-Perez, 20173, p. 1).

This Final Thesis of the MSc in Marketing was carried out on the dissertation
modality. Latin American multinationals were denominated “Multilatinas” by
Cuervo-Cazurra (2010). For this author, a Multilatina is a company that was born
in the Americas, in a country previously colonized by Portugal, Spain or France,
and one that has added-value operations abroad (Cuervo-Cazurra, 2010). This
thesis will focus on the Mexican and Brazilian Multilatinas, since the majority
come from these two countries and they are the two biggest economies in Latin
America. More than half of the Multilatinas from the America Economia Top 100
ranking from 2017 are from Brazil and Mexico (America Economia, 2017).
Companies belonging to this ranking from Mexico are, for example, CEMEX
(Cementos de Mexico) in cement and Grupo Bimbo in bakeries, and from Brazil
Petrobras (Petroleos do Brasil) in oil and Embraer in aeroplane manufacturing.

Market research can be opportunistic, systematic or a combination of both

(Papadopoulos & Denis, 1988). Multilatinas expand first into neighbouring
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countries and afterwards to other locations on other continents (Casanova et al.,
2009), but the reasons behind this are not clear. This research aims to explore why
Mexican and Brazilian Multilatinas expand into bordering locations (e.g. the
United States and Central American countries in the case of Mexican
Multilatinas, and South American countries for Brazilian Multilatinas) at the
beginning of their expansion into foreign markets and which external factors
contribute to their market selection. The research does not study Mexican and
Brazilian Multilatinas” entry mode. Its methodology will be a combination of
qualitative and quantitative research methods; the main source of information
for this thesis is secondary data.

The objective of this thesis is the development of a conceptual framework
exploring external Cultural, Administrative, Geographical and Economic factors,
using the CAGE framework developed by Ghemawat (2001), to evaluate how
these factors influence international market selection for Mexican and Brazilian
Multilatinas.

The second chapter will describe the methodology of the research, explaining
why a combination of qualitative and quantitative research methods is most
appropriate for this study, and the use of secondary data instead of primary data,
mentioning its advantages and disadvantages for data collection. The
methodology chapter will also explain why the development of a conceptual
framework is the most appropriate and useful method for this dissertation.

In the following chapter, the literature review will explore literature regarding
market selection, Multilatinas, EMNCs and the CAGE framework.

Furthermore, the study will explain which internal and external factors were
responsible for the expansion of some of the most important Mexican and
Brazilian Multilatinas, in terms of internationalization and global importance. In

this chapter, data collected from the America Economia Top 100 ranking will
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allow the analysis of which geographical areas Mexican and Brazilian MNCs
from this ranking expanded into.

The CAGE framework, measures the Cultural, Administrative, Geographical
and Economic distance between two countries, and using previous research from
authors who studied Multilatinas, such as Lourdes Casanova, Amitava
Chattopadhyay, Jose Santiso and Alvaro Cuervo-Cazurra; prestigious consulting
companies, such as Deloitte and Boston Consulting Group; renowned
magazines, such as America Economia and Latin Trade 500; and the Economic
Commission for Latin America and the Caribbean, it will be possible to
investigate how CAGE factors influence Mexican and Brazilian Multilatinas’

market selection.
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Chapter 2

2. Research Methodology

This final dissertation will develop a conceptual framework to better understand
Brazilian and Mexican Multilatinas” behaviour when selecting markets. This study
will use a qualitative and quantitative approach to the research. These two approaches
are complementary to each other, allowing study of different types of data, and are
adequate for an explorative study (Carvalho & White, 1997; Firestone & Huberman,
1993). No interviews with Multilatinas” employees or surveys will be conducted in
this research, just the analysis of literature and secondary data from companies and
previous studies. This study will not focus on the entry mode into new markets, just

on Mexican and Brazilian Multilatinas” market selection.

2.1. Secondary Data

The main source of this research is secondary data: “Secondary data can include
any data that are examined to answer a research question other than the question(s)
for which the data were initially collected” (Vartanian, 2010, p. 3). Statistical
information about a number of organizations or geography is also considered as a
type of secondary data (Boslaugh, 2007). Secondary data has useful advantages for the
development of this research. When working with secondary data, other researchers
have already collected the data, so it is not necessary to allocate resources in this phase
of research. Secondary data might have a cost, but it is still lower than the costs the
original researcher had to collect that data, such as salaries, transportation and so on.

Since the data has already been researched and collected or stored in an electronic

16



format, the researcher can use his time to analyse the available data. The third and
probably most important advantage is the fact that data collection is usually carried
out by experts in the field, which does not often happen when carrying out research
investigations on a smaller scale. These experts mostly work for governments or
federal agencies and have vast experience working on a particular type of survey. This
does not occur when the data is collected by students in small projects (Boslaugh,
2007).

The use of secondary data also has its disadvantages. The first one is that the data
was not collected according to the researcher’s specific research question. The data
could be collected for a different geographical location, time or population, dissimilar
to the researcher’s interest. The data collected might not be available for the researcher
due to geographical limitations or the need to disclose personal information, such as
phone numbers and addresses. Another disadvantage is the non-participation of the
researcher in the data-collection process due to a lack of knowledge of how the data
collection was previously undertaken. It is not possible for the researcher to know
how problems such as a low response rate or the misunderstanding of survey
questions affected the quality of the data collected (Boslaugh, 2007).

The advantages of using secondary data are greater than the disadvantages for the
type of research in this study, because the resources for this research are limited and
there is literature available from renowned authors to develop the conceptual
framework explaining how CAGE factors influence the market selection of Mexican

and Brazilian Multilatinas.

2.2. Conceptual Framework

According to Miles and Huberman (1994, p. 18), a conceptual framework “explains

either graphically, or in narrative form, the main things to be studied - the key factors,
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concepts or variables and the presumed relationship among them”. For Jabareen
(2009, pp. 49-51), conceptual frameworks are “products of qualitative processes of
theorization” that “explore the process of building conceptual frameworks” and
“provide not a causal/analytical setting but, rather, an interpretative approach to
social reality. Rather than offering a theoretical explanation, as do quantitative

models, conceptual frameworks provide understanding.”

The procedure of analysing and developing a conceptual framework in order to
study Mexican and Brazilian Multilatinas” market selection process has the following

phases, according to Jabareen (2009):

1) Mapping data sources

2) Extensive reading and categorizing of the selected data
3) Identifying and naming concepts

4) Deconstructing and categorizing the concepts

5) Integrating concepts

6) Synthesis and resynthesis of the concepts

7) Validating the conceptual framework

8) Rethinking the conceptual framework

The researcher identifies the types of texts and sources of data required for the
research, like multidisciplinary texts from renowned authors whose work focused on
the phenomenon (Morse & Richards, 2002). The data sources for the research into the
Mexican and Brazilian Multilatinas” phenomenon are research undertaken by
acclaimed authors who have studied EMNCs and Multilatinas, such as Pankaj
Ghemawat, Amitava Chattopadhyay, Cuervo-Cazurra, Roberto Santiso and Lourdes
Casanova; renowned journals, such as America Economia, Top Latin 500 and The

Economist; and articles from prestigious management consulting companies, such as
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Boston Consulting Group, McKinsey & Co. and Deloitte, about Mexican and Brazilian
Multilatinas. In order to evaluate the selected data from the data sources mentioned,
it is crucial to summarize the data that is relevant so that one may understand which
factors influence Mexican and Brazilian Multilatinas” market selection and why they
expand first to neighbouring countries according to their degree of importance and
representative power, ensuring an effective use and representation of the various
disciplines studied throughout the research (Jabareen, 2009). When reading and
reviewing the literature, the researcher should interpret the data and find new
concepts that have emerged and introduce those that are relevant for the research in
the literature review, even if sometimes the researcher finds contradictory concepts
(Glaser & Strauss, 1967; Strauss & Corbin, 1990).

When deconstructing and categorizing concepts, the researcher finds the main
characteristics and role, in order to classify concepts according to “their features and
ontological, epistemological, and methodological role” (Jabareen, 2009, p. 54). The
objective is to assimilate and merge concepts with certain similarities to create a new
concept, thus reducing the number of concepts, allowing the researcher to manipulate
them easily (Jabareen, 2009). According to Miles and Huberman (1994, p. 454),
researchers should “know how they are constructing ‘theory’ as analysis proceeds
because that construction will inevitably influence and constrain data collection, data
reduction, and the drawing and verification of conclusions”. Then the researcher
validates the framework and reflects on whether the concepts are well interconnected,
as well as if the framework makes sense to other researchers and is a great opportunity
for him to receive feedback about his research (Jabareen, 2009).

After the framework is developed, it is possible to analyse how the CAGE
differences affected the performance of Mexican and Brazilian Multilatinas using the
data collected during the research. Using the results from the America Economia Top
100 ranking, it is possible to assess where Mexican and Brazilian Multilatinas
expanded and relate that to the literature and data reports previously investigated for

the research, in order to deduce possible reasons for the expansion into certain
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locations instead of others. The computation of the CAGE framework using the CAGE
comparator developed by Ghemawat (2007) will permit the researcher to see which

countries have the lowest CAGE distance to Brazil and to Mexico.
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Chapter 3

3. Literature Review

3.1. Emerging Market Multinational Companies and

Multilatinas

Multinational companies are “companies which undertake productive activities
outside the country in which they are incorporated” (Dunning & Buckley,
1977, p. 400). Emerging market multinational companies are “multinationals
headquartered in an emerging market” (Miroux & Casanova, 2016, p. 40). Multilatinas
are a specific case of EMNC. Multilatinas are “companies born in the Americas, in a
country previously colonized by Portugal, Spain or France and have added value
operations abroad” (Cuervo-Cazurra, 2010, p. 16).

Books and papers have been published about EMNCs, such as Amitava
Chattopadhyay in “The Emerging Market Multinationals — Four Strategies for
Disrupting Markets and Building Brands” or “Global Latinas” by Lourdes Casanova.
Cuervo-Cazurra has also published papers regarding EMNCs. Lourdes Casanova and
Alvaro Cuervo-Cazurra have focused more on studying Multilatinas, while Amitava
Chattopadhyay has studied EMNCs from all around the world.

Chattopadhyay et al. (2012) explain four strategies used by EMNCs such as
Multilatinas to expand abroad: Cost Leader, Knowledge Leverager, Niche Customer
and Global Brand Builder. These strategies describe whether EMNCs focus on similar
emerging markets (Knowledge Leverager and Niche Customer) or on dissimilar
developed markets (Cost Leader and Global Brand Builder). For Chattopadhyay et al.
(2012, p. 8), “success is likely to be achieved more easily and quickly... when EMNCs
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primarily focus on similar emerging markets”, while success from focusing and
investing in dissimilar developed markets is less likely and will take longer to achieve.
Thus EMNCs such as the Mexican and Brazilian Multilatinas expand more easily to
closer and similar markets and usually use the Knowledge Leverager and Niche
Customer strategies when they start to expand to new markets outside of their home
country. The Knowledge Leverager strategy uses the resources and the acquired
knowledge from EMNCs’” home markets and consumers in other emerging markets
(Chattopadhyay et al., 2012). Niche Customer is another strategy that EMNCs apply.
They use their low-cost production capabilities combined with low research and
development (R&D) costs, and they also develop customized niche-segment solutions
for other markets from emerging countries (Chattopadhyay et al., 2012). The other two
strategies are used when the EMNC starts to expand to dissimilar developed markets.
The Cost Leader strategy is used when companies use low cost structures and sell high
volumes of goods and services to developed world markets (Chattopadhyay et al.,
2012). Global Brand Builder is a strategy developed after the first, second or third
mentioned above. This strategy is the one developed by EMNCs that already have the
status of global brands, like CEMEX, PEMEX (Petroleos de Mexico) and America
Movil (a mobile communications company, previously owned by the Mexican
government). To use this strategy EMNCs have already developed low-cost
production and R&D capabilities using focused innovation to target very specific
products and market segments. They also have added other skills, such as distribution
access, well-known brands, multinational management capability and acquisitions
(Chattopadhyay et al., 2012). Natura used this strategy by connecting its brand to the
Amazon rainforest (Casanovas et al., 2009) and is becoming a global brand, especially
in Latin America.

The phenomenon of Multilatinas and Global Latinas has mainly been described by
various authors over the years between 2007 and 2014. The definitions given by them

as the way they describe Multilatinas will be compared and analysed in order to better
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understand this phenomenon. And then the characteristics of Multilatinas before

expansion, during their expansion and afterwards will be considered.
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Table 1 — Multilatina and Global Latina Definitions by Various Authors.

Most authors have defined Multilatinas as Latin American companies with
operations in two or more countries. One of Casanova’s findings was that Multilatinas
tirst expand to their “natural markets”, such as neighbouring Latin American
countries, or the United States for Mexican companies, as Hispanic immigrants have
been a crucial market for Multilatinas. These “natural markets” are geographically
and culturally close to the country of origin of the Multilatina, and it then expands to
other continents such as Europe or Asia (Casanova et al., 2009).

Deloitte (2014) views Global Latinas as companies that operate in and outside of
Latin America. This prestigious organization considers Multilatinas as companies that
operate in more than one Latin American country, but not outside of this geographical
area; it still considers companies as Petrobras and PVDSA as Global Latinas, while
Casanova does not.

This research will consider Multilatinas as companies that also operate outside of

Latin America, as do Cuervo-Cazurra (2007, 2010), Santiso (2007) and Lopez and
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Guinea (2011), since Global Latinas also have operations in other Latin American

countries and it was the most common term in this research.

Table 2 is organized chronologically and compares how these authors described the

characteristics of Multilatinas before expansion, during the expansion process and

after it.
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Table 2 — Multilatinas’” Characteristics

Different Authors.

Before, During and After Expansion According to

Brazilian and Mexican companies in the 1980s produced mostly to their home

markets, and many companies that were protected by “import substitution” policies

such as tariffs or quotas established by Latin American governments saw their profits

decline because European and American MNCs began to enter the Latin American

market. It was only at the end of the 1980s that governments started the liberalization
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of the Latin American economy, by diminishing trade barriers and foreign investment
control. Brazilian and Mexican Multilatinas started to be global leaders during the
1990s, when the Latin American market became more liberal due to government
policies throughout the region, as they began to privatize many companies previously
owned by the state and ended the monopolies that existed in the energy,
transportation and communication sectors (Casanova et al., 2009; ECLAC, 2007).

Before expanding to new geographies, many Mexican and Brazilian Multilatinas
were small, local family-owned businesses, while others due to governmental
intervention were state-owned monopolies. Protectionist policies from the Brazilian
and Mexican governments allowed Multilatinas to retain their market share and
prevent foreign companies from competing with them in their local markets. Due to
the size of the Brazilian and Mexican public sectors, these countries generated several
state-owned Multilatinas. Unlike their European counterparts, investments,
employment and sales are deeply anchored to the Brazilian and Mexican state legacy,
which permitted very profitable businesses (Casanova et al., 2009).

The strong leadership of Multilatinas and their willingness to take risks were very
important for the expansion of Multilatinas, first to their natural markets (the United
States and Central America for Mexican companies and South America for Brazilian
companies) and then to more distant geographies such as Europe and Asia (Casanova,
2009; Cuervo-Cazurra, 2008). During that period the cost of capital fell as Multilatinas
started acquiring other companies, and undertaking mergers and joint ventures with
strategic partners from the markets they wanted to expand to (Santiso, 2008).

Today Multilatinas are global players, but most Multilatinas get their revenues
from their home countries (Casanova, 2009; Castro Olaya, Castro Olaya, & Cuéter,
2012; Cuervo-Cazurra, 2007; Rivera & Soto, 2010).

Brazilian and Mexican Multilatinas differ from most EMNCs because their
revenues derive mostly from the export of resource products, such as textiles,
mechanical parts or agricultural goods. Also, construction companies were heavily

tinanced by the state, backed many times by state-owned resource companies, such as
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Petrobras and VALE (a mining company that was privatized in the 1990s) in Brazil
and PEMEX in Mexico (Aguilera et al., 2017a). In Brazil and Mexico, many companies
that have leading market positions are or were state-owned in the past. Companies
like Petrobras or PEMEX are still state-owned, but strong Multilatinas like America

Movil and VALE have revolutionized the market.

3.1.1. Push versus Pull Expansion Factors for Mexican and Brazilian

Multilatinas

According to Santiso (2008), push and pull factors have been responsible for the
emergence of Mexican and Brazilian Multilatinas. For Treadgold (1988), companies
internationalize due to internal factors in their home markets. Companies expand to
other geographies due to their domestic market conditions, such as impositions by the
local government, lack of demand for their products or high market concentration.
According to Hutchinson and Fleck (2013), pull motives make enterprises select
markets abroad because of international influences; these factors are the result of
policies from other countries to attract investment. Competitive pressures in Mexico
and Brazil, combined with pull factors from international markets, such as sales
diversification, lower labour costs in neighbouring Latin American countries and the
export of resources and capabilities, meant new production facilities were some of the
biggest drivers for internationalization (Morales, 2013). Push factors such as
production costs, government policies, lack of resources and the increase in local
production costs in Mexico and Brazil were responsible for Multilatinas” expansion to
other markets (UNCTAD, 2016). Also the decreasing cost of capital enabled Mexican
and Brazilian Multilatinas to obtain financing at lower costs, which allowed more

acquisitions abroad (Santiso, 2008).
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The reasons for Mexican and Brazilian Multilatinas’ internationalization vary.
During the 1990s the economic liberalization was an important pull factor. The
macroeconomic environment allowed Mexican and Brazilian Multilatinas to
internationalize to diversify their operational risk, because the local Brazilian and
Mexican economies were unstable at the time. The creation of the North American
Free Trade Agreement (NAFTA) allowed Mexican Multilatinas to invest easily in the
United States and Canada (Castro Olaya et al., 2012).

3.2. Market Selection

According to O’Farrell, Wood and Zheng (2015), market selection research is
essential for the outcome of an expansion to a new market, because a right or wrong
selection might decide its success. There are four approaches that help better
understand the geographical expansion patterns of Mexican and Brazilian
Multilatinas: the systematic versus the opportunistic approach, the Uppsala model,
the network model and the CAGE framework.

The systematic approach consists of a decision-making process that evaluates
possible target markets, while the opportunistic approach consists of the selection of
a market that can emerge from personal experiences or beliefs (Brewer, 2001). The
Uppsala model explains how the selection process of a market is undertaken through
time (Johanson & Valhne, 1977), while the network model considers the company’s
position inside a network (Johanson & Mattson, 1986). The CAGE framework
measures the Cultural, Administrative, Geographical and Economic distance between

two countries (Ghemawat, 2001).

3.2.1. Opportunistic and Systematic Selection of Markets
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An opportunity might come from an unsolicited order for the company’s products
or services (Brewer, 2001). This approach refers to the fact that companies trust their
intuition more when investing in a certain foreign market instead of objective data.

For Andersen and Buvik (2001), an opportunistic approach helps managers to
decrease the complexity when evaluating which foreign markets to expand into. For
this author, this approach suggests that when selecting markets companies follow
their own learning process through their relationships, experiences and networks.
Usually, the potential customer in an international market hears about the product or
service and becomes interested in making an unsolicited enquiry, while not being
directly in contact with the company’s activities.

Several types of research indicate that most companies have an opportunistic
approach when searching for new markets instead of the systematic one (Cavusgil &
Godiwalla, 1982). This happens due to a natural outcome of the environmental
conditions that surround companies, and managers can casually discover potential
markets when going on holiday or to a business meeting (Bilkey, 1978).

According to Attiyeh and Wenner (1981), if a company is too dependent on
opportunities that can turn into positive outcomes, it can be damaging to the
company. There are problems that might damage a business if the opportunistic
approach is used, such as more than the necessary production capacity for
opportunistic opportunities or the cost of unsuccessful bidding.

Yip, Gomez, Biscarri and Monti (2000) consider that the systematic search for
international markets is defined according to certain criteria for the selection of
possible markets for the export of goods and services. Criteria chosen by the enterprise
might be selected using statistical data from international markets or visiting
prospective markets in other countries. The company chooses a new market to expand
into through a structured and formal decision-making process, where the enterprise

passes through phases until the final decision is made (Andersen & Buvik, 2001).
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3.2.2. Uppsala Model

This model was first introduced by Johanson and Valhne (1977) and explains the
internationalization process of a company. The theoretical contributions of this model
are the establishment chain, related to international penetration, psychic distance and
the dynamic model.

Uppsala model assumes internationalization is done in an incremental and
sequential way when selecting markets and choosing entry modes. For this thesis only
markets selection literature is necessary for the research.

The psychic distance is the “sum of all factors preventing the flow of information
from and to the market” (Johanson & Valhne, 1977, p. 24). These factors can be
differences in culture, education level, values, language, religion, entrepreneurial
practices or industrial development. According to Johanson and Wiedersheim-Paul
(1975), companies first expand to markets with a smaller psychic distance.

The Uppsala model consists of gradual development at each stage and is based on
incremental decisions when expanding abroad. These stages are based on knowledge of
and learning about an external market and the day-to-day operations of the company

in that market (Pandian & Sim, 2002).

Mlarkad —_— Commatmem
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Figure 1 — Internationalization Process of the Firm — Dynamic Model (Johanson & Valhne, 1977).

According to Figure 1, the company earns market knowledge, allowing it to identify

possible business opportunities and the chance to invest in that market. The company is
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established in the market, getting access to new business opportunities and creating new
commitments with that market.

The longer a company assimilates knowledge about the markets in which it is
present, the more awareness there is of the business opportunities, improving the
commitment of the company to that market (Johanson & Valhne, 1977).

According to Johanson and Vahlne (1990), companies with large resources feel
fewer consequences when committing to a market and can undertake bigger
internationalization phases. There are other ways to gain experience if market
conditions are balanced and unchangeable. If the company has a high level of

experience in similar markets, it can use that to enter a specific market.

3.2.3. Network Approach

According to Johansson and Mattsson (1988), the internationalization of a company
is influenced by its present networking relationships. The company gets a specific
position in the network, which is the result of its previous activities with other
companies in the network. Its position regulates the possible restrictions and existing
opportunities, and the structural degree of the network is heavily influenced by the
connection and dependence between the companies’ positions in the network.
Companies belonging to a network are structured through reinforced connections and
linkages. The connections allow the firm to gain access to resources and markets. The
model assumes that to obtain resources, companies need to access the network to get
other companies’ resources. “Production nets” include the stages of the value chain of
a product, such as production, distribution, marketing or services related to the
product, where companies with similar activities have relationships among
themselves along the value chain.

The internationalization and network model is represented in Table 3 and relates
the degree of internationalization of the market (production net) and the degree of

internationalization of the firm.
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Table 3 — Internationalization and Network Model (Johanson & Mattsson, 1988).

The Early Starter might have difficulties developing a network. This happens
because the company does not have a great amount of knowledge about foreign
markets. When the degree of internationalization of the firm and of the market are
both low, the company might need to hire an agent to have access to that market.

The Lonely International has a high degree of internationalization of the firm, but
its degree of internationalization of the market is low, so when these companies want
to internationalize they take the initiative, instead of suppliers, clients or other
competitive companies, since they are not internationalized.

The Late Starter has indirect relationships with other networks abroad. Its clients,
competitors and suppliers are already present in international networks. These
relationships might propel companies to internationalize. When going to foreign
networks the Late Starter begins at a disadvantage, because the company has less
experience and knowledge than its competitors and it finds it harder to penetrate into
a very structured and organized net. But these companies are suited to adapting their
products to customers or even influencing their needs.

For the International among Others, the degree of internationalization of the firm
and internationalization of the market are high. Companies have a high knowledge of
the market, so it is easier to create sales subsidiaries, and firms have the need to
coordinate their activities in various markets where they are present. Because of the
company’s position, there is easier access to external resources. Governments from

other geographies might require subcontractors. The company might have the chance
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to enter other countries through partners in foreign markets (Johanson & Mattson,

1986).

3.2.4 CAGE Framework

Ghemawat (2001) and Mallick (2003) developed a framework to address a
company’s decision-making process when developing cross-border strategies, which
measures the distance between two countries taking into account Cultural,
Administrative, Geographical and Economic criteria (see Table 4). For this author, the
most important and relevant are the cultural criteria. The distinction between bilateral
and unilateral measures is also made. Bilateral measures relate to the CAGE
differences between two or more countries, while unilateral describes only the
characteristics of one country and do not relate that country to others. The reason for
this distinction is the fact that other frameworks focus on the difference between

countries according to unilateral factors.

L ubnaral Admindverarive rengraplibc Eronmic
DNifleremisi Dl emers DifTrieneed DEfTErend s
Bilmeml |- Dafferet bopuages | — Lack of colemial ey | — Plivescal distance — Dhffoyepes @ oo sy
Mieasares e
= [t - Lack of shared = Lack of land hordar
arlipcties lack of qig1|1|:|| tadag hioe — [hffegepces m avaslababicy of
comnactive sthme ar - Dnifferences m — Naxtaral resources
socia] natworks = Lack of common clienates (and — Financial resourcas
CRETEnCY disesse — Husisnih resoimoss
— Dhitesent relygoms ETVIranIneis ~ Intermedsste mpats
— Dhfferawt legal wysem — Infrasmmches
— Dhlfegemts m — Informatses or knowledps
natwonal work Folincal hostlrhy
TVEIREG
Dnfferent vahes
niormts and
chiprnfioms
Umlateral [— Tradvonaksa — Nommarket:losed — Lamdlockedness — Ecomimne swoe
bedpamanes scompany {homse bas
— Insuilagy versus fosaign beas) — Cenpmphic sze — Lonw paf Clghil inrmmne
= Spentualiem Nonmembership Greographic = Low level of monsteration
nisranm] caps FE T Py
— Inscywtain ey — Linmrted enfrastrochare, other
- Wheak legal specialized Gctors
aivalaTiashoms CogTigHace
= Lack of govt. chacks
amel balances
— Soceetal conthe
— Podincalisxpaopraanon
msk

Table 4 — CAGE Framework Developed by Ghemawat (2001).
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Cultural distance is the different languages, ethnicities or social networks among
people in a community, religion or national work system, or the values, norms and
dispositions of a society. A large variety of products and services are affected by the
cultural distance between two countries, such as TV programmes and series, and
movies that have a great amount of linguistic content. The characteristics of a product
are different according to the country, because of the different standards for electrical
goods, such as household appliances, or different packaging (Ghemawat, 2001).

Administrative criteria mention the lack or existence of colonial ties between
countries, the existence or nonexistence of a regional trading bloc such as the
European Union, NAFTA or MERCOSUL (Mercado Comum do Sul), or the
differences in terms of legal systems or political hostility between the country of origin
and the country the company wants to expand into (Ghemawat, 2007). Being part of a
closed economy or a home bias towards investment makes individuals and companies
invest more in their own country. Products or services affected by administrative
criteria are those with a high involvement of the government, including producers of
necessity goods, such as electricity, discoverers of natural resources, such as iron ore,
oil or natural gas, agricultural companies or crucial companies for national security,
such as telecommunications companies (Ghemawat, 2008).

Geographical criteria form another dimension described in the CAGE framework.
The distance between countries, the difference in time zones between countries and
the existence of shared borders are very relevant and facilitate, or not, the occurrence
of trade between two or more countries. Unilaterally, if a country is landlocked this
will have a negative influence on trade, as will poor internet accessibility or weak
transportation links with other geographies (Ghemawat, 2001). Perishable or fragile
products as fruit, tiles or glass, financial services that require good communication
and connectivity or the transportation of goods such as cement that require extensive
logistics are greatly affected by geographical distance (Ghemawat, 2007).

The economic criteria described by Ghemawat (2001) mention the difference in

resources and the available infrastructure in two or more countries and the size and
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evolution of their gross domestic product (GDP) and GDP per capita. The economic
distance between two countries also shows the differences in the cost and quality of
the resources available (i.e. natural, human, financial and information resources). The
economic distance affects the workforce and other company costs when producing
goods and services; the demand for goods, such as cars, mobile phones or clothes, for
example, is affected by consumers’ salaries. Also, standardization and scale economies
are important for the availability of goods, such as mobile phones and TVs at an

affordable price for the average consumers of a certain country (Ghemawat, 2007).

Dimensions of

Distance/Proximity Determinant Change in Trade

Cultural Common language +42%

Administrative Common regional trading bloc +47%
Colony/colonizer links +188%
Common currency +114%
Differences i corruption -11%

Geographic Physical distance: 1% increase -1.1%
Physical size: 1% increase —0.2%
Landlockedness —48%
Common land border +125%

Economic Economic size: GDP (1% increase) +0.8%
Income level: GDP per capita (1% increase) +0.7%

Table 5 — Dimensions of Distance/Proximity (Ghemawat & Mallick, 2003).

According to Ghemawat and Mallick (2003), the CAGE cultural dimensions of
distance/proximity (see Table 5) influence trade between two countries. If two
countries share a common language, their trade will be 42% higher.

Administrative dimensions such as the existence of a common regional trading
bloc, colony/colonizer links and a common currency boost trade between two
countries, while differences in corruption have the opposite effect.

Geographical distance or proximity influences trade between two countries. The

bigger the physical size and distance between two countries, the less trade will occur
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between them. If countries share a border their trade will be 125% greater than without
a common border.

The increase in a country’s GDP by 1% and its GDP per capita by 1% result in the
expansion of trade by 0.8% and 0.7%, respectively (Ghemawat & Mallick, 2003).

The CAGE model is the most appropriate for this research as it considers the
influence of external criteria (Cultural, Administrative, Geographic and Economic)
when measuring CAGE distance between two countries, allowing to understand why
Multilatinas expands to a certain country instead of another.

This chapter is important to review the literature regarding Multilatinas and market
selection. Understanding all previous studies, done by other authors and institutions,
is fundamental to answer the research question of this thesis.

The Literature Review explores theoretical concepts regarding Multilatinas and
Market Selection, which might influence Multilatinas’ expansion to other markets and
which market selection models can explain why Multilatinas select markets
geographically close to their country of origin.

The next chapter will analyse data regarding internationalization patterns of
Mexican and Brazilian Multilatinas and how CAGE factors might be influencing their
market selection, using various sources as America Economia, ECLAC and the World

Bank.
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Chapter 4

4. CAGE influence on Mexican and Brazilian
Multilatinas expansion patterns

Data from the Top 100 America Economia ranking 2016, the ECLAC (United
Nations Economic Commission for Latin America and the Caribbean) report for 2017
and the CAGE distance framework for commerce in merchandise from Brazil and
Mexico will be used to study and understand the geographical expansion patterns of
Brazilian and Mexican Multilatinas. The America Economia list specifies the
geographies to which Mexican and Brazilian Multilatinas expanded, enabling the
comparison of the geographical expansion patterns of these Multilatinas.

This research will study the internationalization patterns of 31 Multilatina
companies from Brazil and 26 from Mexico that belong to the Top 100 Multilatina
ranking produced by America Economia (2016). The Multilatina Index developed by
America Economia studies Multilatinas” performance every year and considers four
different criteria: commercial force (25%), employees abroad (25%), geographical
coverage (20%) and expansion criteria (30%) such as the total sales volume, the annual
variation of sales and net sales; the other 5% is a perceptual evaluation carried out by
America Economia according to market and press information (America Economia,
2017).

Table 6 shows that Brazil and Mexico have the two highest numbers of Multilatinas

in the ranking and the highest total sales.
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Argentina 7 33 537,70 USD
Brasil 31 324 490,60 USD
Chile 19 88 808,50 USD
Colombia 11 32 424,30 USD
Mexico 26 183 164,10 USD
Guatemala 1 469,60 USD
Pera 5 7 378,40 USD
Venezuela 1 88 554,00 USD
Panama 1 2 250,10 USD
Table 6 - Number and Total Sales of Multilatinas per country,

https://rankings.americaeconomia.com/2016/multilatinas/ranking, adapted.

4.1. Comparison between Mexican and Brazilian Companies’

Geographical Presence and Discussion

Figure 1 — Percentage of Mexican and Brazilian Multilatinas from the Top 100 Ranking from America
Economia per Region (Own Elaboration using mapchart.net).

Percentage-wise, 100% of Brazilian companies from the ranking are doing business
8 p g g

in other South American countries. Europe comes second with 92%, then the United
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States with 85%. Only 15% of Brazilian Multilatinas from this ranking are in Oceania,
and 19% are in Central America and the Caribbean and Canada. Of Mexican
companies in the ranking, 88% are doing business in other South American countries.
The United States comes second with 81%, then Central America with 73%. The lowest
percentages are in Oceania, at 4%, and Africa, West and Central Asia, with 8%.
When analysing the figure above it is possible to make the following conclusions:
Brazilian Multilatinas are percentage-wise more present everywhere except Central
America and the Caribbean (BR 19% vs MX 73%) and Canada (BR 19% vs MX 27%).
All Brazilian companies from the ranking are present in South American countries
(not counting Brazil), but that does not happen with Mexican companies, at 88%.
Brazilian Multilatinas are more present in the United States than Mexican Multilatinas
(BR 85% vs MX 82%). Brazilian Multilatinas are significantly more present in Europe
than Mexican ones (BR 92% vs MX 54%). Mexican companies have opted to invest
more in nearby regions, such as Central America and the Caribbean, South America
and the United States. Asia Pacific is a market where a higher percentage of Brazilian
companies do business compared to Mexican ones (BR 69% vs MX 46%). Significantly
more Brazilian companies expand into Central and West Asia than Mexican ones (BR
38% vs MX 8%); Brazilian companies are also more present than Mexican ones in
Africa (BR 35% vs MX 8%). Brazil has more companies percentage-wise competing in

Oceania than Mexico (BR 15% vs MX 4%).

4.2. Proposed Model: Brazilian and Mexican Multilatinas’

Geographical Expansion Patterns

International marketing companies have great difficulty in choosing markets, and
the same is true for Multilatinas. The proposed conceptual framework for Mexican

and Brazilian Multilatinas’ geographical expansion seeks to understand why
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Multilatinas choose certain locations rather than others, taking into account studies by
Bradley (1991) and the CAGE framework (Ghemawat, 2007) focusing on the cultural,
administrative, geographical and economic differences between countries. Ghemawat
also developed the CAGE framework for industries, but that analysis will be

undertaken in other research.

4.3. Analysis Matrix Proposal

This research aims to study how CAGE factors influence Multilatinas’ market
selection (Figure 4). Each company is different, with its own set of values, mission,
expectations, size and financial resources. Mexican and Brazilian Multilatinas might
find a new opportunity in an opportunistic or systematic way. If it is opportunistic,
according to the model the company has found an opportunity in a certain market.
Changes in the CAGE differences between the country of origin of the Multilatinas
and the prospective market might be responsible for this. They react differently to
each environment. CAGE factors might influence Multilatinas” decision when opting
to expand to a new location. Sometimes these Multilatinas opt to expand to a
bordering country because of the same language and a similar culture (Cuervo-
Cazurra, 2010). International markets are described as a country or a group of
countries or as a group of clients that possess the same characteristics (Hollensen,
2011). Mexican and Brazilian Multilatinas might need to invest in a certain country
with more favourable characteristics, similar consumer habits or the same language,

instead of another country with different ones.
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Figure 2 — Market Selection Process and CAGE Framework, Adapted from Ghemawat (2001) and
Bradley (1988).

4.3.1. Opportunistic Selection of International Markets

When expanding to new markets, companies have two different approaches.
According to Bradley (1991), international market behaviour can be systematic or
opportunistic. Brazilian and Mexican Multilatinas expand using these two
approaches.

The opportunistic approach is when companies grasp an opportunity in a foreign
market. This selection occurs following a stimulus, like a request for prices, product
information or media information (Bradley, 1991), and has been made by Latin
American companies since their existence. They have been opportunistic buyers of
industrial assets when many foreign MNCs withdrew from Central and South
America because of unstable political and economic circumstances, and Multilatinas
took that chance to expand their market position. When using this approach the
managers of Multilatinas already have experience in the selection of international
markets and networking plays a vital role. The higher the experience of the manager

in internationalization, the higher the chance of using an opportunistic approach
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(Hutchinson, Alexander, Quinn, & Doherty, 2007), and many Multilatinas such as

CEMEX have been using this approach more often (Casanova, 2009).

4.3.2. Systematic Selection of International Markets

The systematic approach happens when there is a method or logical process of
choosing a new market. Systematicity is a way of market planning to accomplish the
company’s marketing goals (Bradley, 1991). Multilatinas investigate the most
appropriate markets as well the industry and the firm’s sales potential in a region,
taking into account the company’s reality and objectives, according to Hutchinson and

Fleck (2013).

The conceptual framework outlined in Table 7 describes the CAGE criteria and how
they are related to the international market selection process created by Bradley
(1988). It illustrates whether Mexican and Brazilian Multilatinas are indeed affected or

not by the criteria described by Ghemawat (2001).
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Table 7 — Characteristics from Brazil and Mexico That Allowed or Made Difficult the Expansion to
Other Markets.

4.3.3. Cultural Criteria

Cultural distance affects the preference for a product or service, but it affects it
differently according to the type of good or service. For example, cultural distance
matters more when products have high linguistic content (TV programs) or have high
importance for cultural identity, as traditional dishes from a certain country or region
(Ghemawat, 2001). Companies start their internationalization by entering markets
they comfortably comprehend better, and there they will sense better opportunities
because their perceived market uncertainty is lower (Brewer, 2007). Also, cultural
similarities generate better marketing for companies.

For Casanova (2009), “natural markets” have common historical links and

languages, as well as geographical proximity. Multilatinas expand to bordering
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countries because of the same language and a similar culture, according to Cuervo-
Cazurra (2010). Latin America has been a natural market for Latin American
companies that expand to neighbouring countries, or even Mexican companies
expanding to the United States due to the Hispanic population there. The US market
is a place where Mexican companies can deal with the familiarity of consumer tastes.
To start expanding, Bimbo decided to first approach the US market along the border
with Mexico in order to sell its bread and snack products (Casanovas et al., 2009).
CEMEX, another prominent Mexican company ranked in second place by America
Economia, also started expanding into the United States first. Countries that share the
same language have 200% more trade than others that do not have a common
language (Frankel & Rose, 2000). Multilatinas started competing in markets with a
linguistic and cultural affinity in order to test out the process of internationalization
(Casanovas et al., 2009).

Analysing the results from the Top 100 America Economia ranking for 2017, it is
possible to identify that Mexican companies have operations in regions whose
countries speak the same language, Spanish. That is, 88% of Mexican Multilatinas
from the ranking have expanded to South America (not including Brazil), 73% to
Central America and the Caribbean, and 81% to the United States, a country with a
huge Hispanic community next to the border with Mexico. The language’s influence
in Brazil is not perceivable in Latin America, since it is the only Latin American
country where people speak Portuguese. Mexico also shares the same colonizer,
Spain, as most countries from Central America, the Caribbean and South America,
and it could be the reason for a high number of Mexican Multilatinas in these areas.
According to Frankel and Rose (2000), trade between two countries with the same
colonizer is 190% greater than if not.

Mexican and Brazilian Multilatinas expand less to regions where a common
language and any colony/colonizer relationships do not exist, such as the Asia Pacific,
West and Central Asia and Oceania. Mexican Multilatinas do not expand much to

Africa, only 8%, while 35% of Brazilian Multilatinas are in Africa; this might be
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happening because African countries such as Angola, Mozambique and Guinea-
Bissau speak Portuguese, like Brazil, and were also former colonies of the Portuguese
Empire.

A small percentage of Brazilian Multilatinas expand to Central America and the
Caribbean (around 19% against 73% of Mexican Multilatinas in that region) is the fact
that the psychic distance between Mexico and Central America and the Caribbean is
less than between Brazil and Central America and the Caribbean. Brazil was colonized
by the Portuguese, while Central America and the Caribbean were colonized by the
English, French and Spanish, so the language is different and they do not have former
colonial ties.

The language might not be the strongest factor in South America, as Brazilian
Multilatinas are more present in countries where Spanish is spoken, with 100%,
contrasting with Mexican Multilatinas, with 88% (America Economia, 2016).

Religion, social norms and beliefs are similar throughout Latin America, but are
very different when considering other geographical locations such as West and
Central Asia, where the main religion is Islam, or the Asia Pacific, where people have

a different moral code than in Latin America.

4.3.4. Geographical Criteria

Distance influences trade between countries. If a country is 1,000 miles from
another one, trade is predicted to be higher than if the distance between the countries
is 5,000 miles (Ghemawat, 2001). Geographical distance influences communication
and transportation costs, especially when Multilatinas have to deliver bulky goods to
other locations, or need a high degree of coordination between employees. The further
someone is from a country, the harder it is to do business there (Ghemawat, 2001). But
distance is also about accessibility; access to the ocean, for example, is a way of

boosting trade between countries. If a country has a common border with another one,
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the trade between those countries is 80% higher; two countries with access to the ocean
see a 50% increase in trade (Frankel & Rose, 2000). The transportation and
communications infrastructures between countries are also important (Ghemawat,
2001).

All Brazilian companies from the ranking are present in the rest of South America,
but that does not happen with Mexican companies, 88% of whom are in the South
American region (not counting Brazil). Probably due to higher geographical
proximity, Brazilian companies are more attracted to South American countries than
Mexican ones, as Brazil shares a border with all South American countries except
Ecuador and Chile. Its border is 15,719 km long and the Brazilian territory occupies
48% of South America (CIA, 2017). The only major obstacle that might hinder the
connection between Brazil and other South American countries, such as Venezuela,
Colombia and Peru, is the immense Amazon rainforest. Mexico borders the United
States, Belize and Guatemala, but is geographically close to most Central American
countries through the Caribbean Sea.

Analysing the data from the Top 100 Multilatina ranking from America Economia,
it is possible to conclude that Brazilian and Mexican multinationals have more
operations in regions from the American continent than regions on other continents.
The only exception is the low presence of Brazilian Multilatinas in Central America
and the Caribbean.

Mexican Multilatinas expand more to South American countries (excluding Brazil)
than to Central America and the Caribbean, meaning that geographical distance
criteria are not the most important, as no border is shared between Mexico and South
America.

According to the Boston Consulting Group (2009), Brazilian Multilatinas are more
focused on South American countries. On the other hand, Mexican Multilatinas are
more concentrated in the United States, due to geographical proximity and other
factors. But in the Top 100 America Economia ranking from 2016, which only

considers 100 Multilatinas, Brazilian companies are more present in the United States
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than Mexican ones, so geographical criteria are not the main factor for this market

selection.

4.3.5. Administrative Criteria

Companies from former colonizers are ten times more likely to trade with
companies from their colonies (Ghemawat, 2001). This fact can explain the high
percentage of Brazilian Multilatinas that have operations in Europe (92%), as Brazil
was a former Portuguese colony. Mexico was a former Spanish colony, but the
percentage of Mexican Multilatinas in Europe is much lower, around 54%. So the
colony—colonizer relationship factor is not always true.

The Easiness to do Business ranking by the World Bank, created by Simeon
Djankov, ranks the difficulty of doing business in a certain country. Several criteria
are used to produce this ranking, such as access to credit, documentary requirements
to trade across borders, transparency in business regulations, taxes paid and total time
spent per year doing tax returns, for example. Table 8 shows the position of the Latin

American companies on the Easiness to do Business ranking.
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Easiness to do Business Latin American Countries (2018)
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Table 8 — Latin American Countries on the Easiness to do Business Ranking (World Bank, 2017)

Brazil and Mexico are not very well ranked in 2018, compared to New Zealand (1st),
the United States (6th) or some Asian Tigers such as Hong Kong (5th), South Korea
(4th) and Singapore (2nd). Mexico is 50th and is the highest-placed Latin American
country, while Brazil is in 125th place out of 191 countries. The classification of the
ranking of fellow Latin American countries varies: while Chile (55th), Colombia (59th)
and Panama (79th) do not have a poor classification in the ranking, Argentina (117th),
Bolivia (153th) and Venezuela (188th) have very low scores. Only Eritrea (290th) and
Somalia (191st) are worse than Venezuela. The creation of barriers, nontariff barriers,
quotas or embargoes by Latin American governments from countries such as Brazil,
Argentina, Cuba, Colombia and Venezuela has not been a problem for the creation of
successful Multilatinas and their expansion into other Latin American countries
(ECLAC, 2006). The high ease of doing business in the United States, as well as in most

European countries, might be one of the reasons why Brazilian and Mexican
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Multilatinas have expanded there, because the United States ranks in 6th place and
most European countries are in the top 70.

Many Asia Pacific countries have a very good classification in the Easiness to do
Business ranking, such as the Asian Tigers Singapore (2nd), South Korea (4th) and
Hong Kong (5th) and Taiwan (16th). Countries such as Malaysia (24th), Thailand
(26th) and Japan (35th) explain the high percentage of Brazilian Multilatinas in the
Asia Pacific (69%). But the percentage of Mexican Multilatinas is lower (46%). The
highest number of people of Japanese origin outside of Japan is in Brazil (CIA, 2017),
even if they are very far from each other geographically and their psychic distance is
very low, since their language, culture, food and so on are very different. This factor
might influence Brazilian companies” expansion into Japan. Brazil belongs to the BRIC
grouping, as does China, and they have strong political and economic ties (United

Nations Conference on Trade and Development, 2016).

4.3.6. Economic Criteria

According to Frankel and Rose (2000), there are economic factors that boost trade
between countries. When the GDP of a country increases by 1%, its trade will increase
by 0.8%, and if the GDP per capita increases by 1%, the international trade of that
country will go up by 0.7%. The integration of trade agreements is crucial for the
increase in trade, as it boosts the amount of trade between countries by 300%.

In 1994, treaties such as NAFTA opened the US and Canadian markets to Mexican
companies and vice versa. In 1991 in South America, MERCOSUL was created by
Brazil, Uruguay, Paraguay and Argentina to promote the free movement of people,
currency and goods. The openness ratio from Latin America went from 12% to 21% of
GDP between 1996 and 2006 (Lépez-Claros, 2006). This helped the entry of
multinationals from abroad into Latin America and also facilitated foreign direct

investment (FDI) from Latin America to other locations (Miroux & Casanova, 2016).
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The creation of NAFTA allowed Mexican Multilatinas to expand more within the
United States, at 81%, but only 27% are in Canada. All Brazilian Multilatinas that are
part of the Top 100 America Economia ranking for 2016 have operations in one or
more countries on the South American continent. MERCOSUL membership could be
boosting trade between Latin American countries.

The countries that belong to MERCOSUL today are Brazil, Argentina, Uruguay and
Paraguay. Venezuela was expelled from the group due to its political and economic
crisis, and Bolivia has applied for membership (UNCTAD, 2016).

Countries with weak infrastructure can damage cross-border economic activity
(Ghemawat, 2001), which could explain the low percentage of Mexican and Brazilian
multinationals with operations in Africa (8% and 35%, respectively) and the
preference for the European continent and even for countries in the Asia Pacific.
Companies do not usually invest in countries with high levels of corruption, which
might deter Multilatinas from the African continent, but does not deter Multilatinas
from investing in other Latin American countries (UNCTAD, 2016).

Rich countries also trade more among themselves, as there is a positive correlation
between GDP per capita and the international trade of a country. Poor countries also
trade more with rich countries than with each other (Ghemawat, 2001), and in fact,
not counting the Latin American region, Multilatinas have more operations in the
United States and Europe compared to other regions around the world.

Commodity prices have been decreasing in the last few years, especially oil and
natural gas (ECLAC, 2017), which was one of the main reasons for the decrease in
sales of PEMEX, PVDSA and Petrobras and fewer expansion efforts from Multilatinas,

as their revenues decreased on average in 2017 (America Economia, 2016).

49



Chapter 5

5. Conclusions

5.1 Theoretical Findings

This final Master’s thesis aims to better understand the phenomenon of Multilatinas
and why they decide to expand into countries that are close geographically and
culturally, and how the CAGE framework for Mexico and Brazil helps to understand
which distance factors affect market selection.

Multilatinas are different to multinationals from the developed world and emerged
later than those in Asian developing countries, such as South Korea, China and
Taiwan. They are mostly family-owned conglomerates and many of them are or were
state-owned.

The research investigated several research papers and books from authors such as
Lourdes Casanova, Alvaro Cuervo-Cazurra, Amitava Chattopadhyay and Pankaj
Ghemawat, and also from renowned institutions such as ECLAC, Deloitte, Boston
Consulting Group and America Economia.

Via studies carried out by established authors and my own research analysing the
Top 100 ranking from America Economia in 2016, it was possible to conclude that
Multilatinas expanded mostly into bordering countries. CAGE criteria influence a
Multilatina’s expansion, as results from the CAGE framework for merchandise
exports for Brazil and Mexico showed that countries with the lowest CAGE distance
belong to the regions where Multilatinas expanded the most in general.

Brazilian Multilatinas from the top 100 sample expanded more into the United
States than the Mexican ones, which was one of the most surprising findings, even if

the sample only has the largest Multilatinas in Latin America and does not consider
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the small and medium-sized companies from the region. Brazilian companies did not
expand much into Central American countries and the Caribbean, even those with
similar cultures, but different languages and a lack of economic interest could be a
reason for this. Brazilian and Mexican multinationals have different expansion
patterns. Brazilian Multilatinas exist more in Europe and in the Asia Pacific than the
Mexican ones. Mexican companies expand more to Central America and the
Caribbean.

Political, social, administrative and economic reasons might influence the decision
of a location to expand into. Ghemawat (2001), when describing distance, does not
only mention the geographical separation between countries. Foreign markets could
be considered more attractive according to other distance dimensions, such as
cultural, administrative and economic.

The CAGE characteristics of Brazil and Mexico have some differences but also some
similarities. Culturally Brazil and Mexico speak different languages and belong to
different continents. Administratively, though, both countries experience high levels
of corruption and rates of crime. Multilatinas from these countries also pay high tariffs
for the import of goods and services. Geographically Brazil and Mexico belong to
different continents and border different countries.

Brazil and Mexico both have a low income per capita, and have the biggest and
second biggest GDPs in Latin America, respectively.

Using the CAGE comparator developed by Ghemawat (2007), the distance between
Mexico and other countries according to the CAGE distance for the commerce of

merchandise was calculated. The same calculation was also done for Brazil.

5.1.1. CAGE Distance for Merchandise Exports between Mexico and the

Countries with the Lowest CAGE Distance
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Table 9 shows the CAGE distance for merchandise exports between Mexico and the
25 countries with the lowest CAGE distances to Mexico.

The first ten countries on the table border Mexico, or speak the same language, are
from the same continent or share colonial ties. The only country without colonial ties
is the United States, which shares a border with Mexico and has a huge Hispanic

community.

CAGE COMPARATOR OF MERCHANDISE EXPORTS FOR MEXICO

1 Guatemala 47 1427 X X X X
2 Belize 78 1487 X X X
3 El Salvador 129 1620 X X X
4 Honduras 142 1687 X X X
5 Nicaragua 186 1966 X X X
6 Costa Rica 228 2296 X X X
7 United States 272 2468 X X X
8 Panama 309 2724 X X X
9 Colombia 451 3396 X X
10 Ecuador 490 3563 X X
11 Puerto Rico 545 3711 X X X
12 Venezuela 552 3845 X X X
13 Dominican Republic 681 3307 X X X
14 Peru 762 4607 X X X
15 Bahamas 957 2512 X

16 Spain 982 9144 X X
17 Jamaica 1008 2615 X

18 Canada 1064 3443 X X
19 Bolivia 1193 5 868 X X
20 Haiti 1443 3071 X

21 Chile 1548 6967 X X
22 Trinidad and Tobago 1596 4462 X

23 Paraguay 1644 7135 X X
24 Argentina 1772 7 534 X X
25 Guyana 1927 4970

Table 9 — CAGE Distance for Merchandise Exports between Mexico and the First 25 Countries
(Ghemawsat, 2001).

Most countries with the lowest CAGE distance to Mexico speak the same language
(Spanish), have colonial ties (were part of the Spanish Empire) or belong to the same
continent. The two countries with the lowest CAGE distance border Mexico
(Guatemala and Belize). Only 8 of the first 25 countries with the lowest CAGE distance
for exports of merchandise do not speak a different language to Mexico. Also, the
other two members of NAFTA (the United States and Canada) have a low CAGE

distance with Mexico.
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5.1.2. CAGE Distance for Merchandise Exports between Brazil and the

Countries with the Lowest CAGE Distance

Table 10 shows the CAGE distance between Brazil and the 25 countries with the
lowest CAGE distance values. The nine countries with the lowest CAGE distance
represented in the table share a border with Brazil, Chile in 10th place belongs to the
same continent, and Portugal in 11th place shares the same language and has colonial

ties with Brazil.

CAGE COMPARATOR OF MERCHANDISE EXPORTS FOR BRAZIL

Paraguay

Uruguay
Argentina

Bolivia

Guyana
Peru

Suriname

Venezuela
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Table 10 - CAGE Distance between Brazil and the First 25 Countries (Ghemawat, 2001).

Most countries with the lowest CAGE distance from Brazil speak the same
language (Portuguese). Most countries (such as Portugal, Angola and Mozambique)
from the former Portuguese Empire are on the list of countries in the table. All the first
nine countries with the lowest CAGE distance from Brazil share a common border
with the country. Also, the other two members of MERCOSUL (Argentina, Paraguay

and Uruguay) are the countries with the lowest CAGE distance from Brazil.
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5.2 Public Policy

Mexican and Brazilian Multilatinas had to adapt to the low development of
infrastructure in many regions in Latin America, leading to difficulties in
transportation to many isolated areas, lack of potable water or energy shortages.

The governments of Mexico and Brazil should invest in education, especially
professional education as the German government does, to form a new generation of
workers with technical skills to work for Multilatinas that lack qualified workers.

The creation of new trade agreements or the expansion of existing ones could boost
the growth of Mexican and Brazilian Multilatinas. It would be very positive for
Mexican and Brazilian companies to be part of a free trade agreement including most
Latin American countries. To benefit more Brazilian Multilatinas MERCOSUL should
expand to other countries in South America, instead of being limited to Argentina,
Brazil, Uruguay and Paraguay.

Government subsidies for R&D in Brazilian and Mexican companies could boost
their innovation and take the levels of R&D investment in Brazilian and Mexican

Multilatinas to similar levels as the Asian EMNCs.

5.3 Limitations and Future Research

The research methodology only analysed secondary data and did not employ data
using other data-collection methods such as interviews or surveys, which could have
led to other complementary findings. The CAGE framework only showed the CAGE
distance for the exports of merchandise, limiting the research findings.

This study’s sample was only the top 100 Multilatinas from the America Economia
ranking from 2016, so it did not include most Multilatinas and no small and medium-
sized companies from Latin America. This would, of course, have made the research

too extensive and too difficult to finish. Access to certain data, for instance from
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sources such as the Top Latin 500, was nearly impossible since they are paid sources,
so access to their reports was limited.

Emerging market multinationals from Latin America are not as popular as those
from Asia and there is less literature on the subject. This study focused only on
Brazilian and Mexican Multilatinas instead of studying Multilatinas in general. If the
there was a study regarding Multilatinas from the whole of Latin America or focusing
only on Chilean or Colombian multinationals, for example, the conclusions would
probably be different, because each Latin American country is diverse regarding
culture, economy and society, even if there are undeniable similarities.

A new study regarding the conceptual framework described in this research for
Mexican and Brazilian Multilatinas should be tested for a specific sector, such as
tourism, clothes manufacturing or the trade in commodities, to evaluate how CAGE
factors influence Multilatinas” market selection.

The conceptual framework that was proposed could be more extensive and study
how industry-specific factors influence a Mexican or Brazilian Multilatina’s market
selection.

Other Multilatinas from countries such as Chile, Colombia and Peru have also
emerged on the world stage and it would be interesting to compare the expansion
patterns of these Multilatinas with the Brazilian and Mexican ones.

Small and medium-sized businesses from Latin America have different
characteristics to Multilatinas in terms of size and resources, but some of them have
operations in another country and it would be interesting to study how they are able

to expand in the Latin American market and beyond.
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Table 1 - CAGE Distance for Merchandise Exports: Brazil.
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Table 2 - Cage Distance for Merchandise Exports: Mexico.
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Map 1 - Global Presence of CEMEX, EMBRARE, NATURA, PETROBRAS and VALE.
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Table 3 - America Economia 2018 Ranking.
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