


Challenges and Mistakes in
International Trade

Understanding the common pitfalls
companies face when entering
foreign markets



Lesson Objectives

e Understand common mistakes companies
make when entering foreign markets.

e |dentify challenges experienced by
companies exporting goods and services.

e Analyze real-world examples to learn best
practices for market entry and export
strategies.



Top 5 Common Mistakes

1. Insufficient Market Research: Lack of
understanding of the target market’s culture, legal
requirements, and consumer behavior.

e 2. Poor Localization: Not adapting product or
marketing strategies to the local culture.

* 3. Ignoring Local Regulations: Failure to comply
with laws and regulations in the new market.

* 4. Overestimating Demand: Over-projecting sales
based on assumptions.

e 5. Lack of Strong Local Partnerships: Trying to
enter the market without reliable local contacts.



1. Insufficient Market Research:

e Example: Walmart in Germany (1997-2006) Walmart failed to conduct thorough market
research before entering Germany. They misunderstood German shopping culture, where
consumers valued efficiency over the customer service Walmart emphasized. Additionally,
Walmart’s product offerings and store layout were not aligned with local preferences. This
resulted in significant losses, and Walmart ultimately exited the German market in 2006.

2. Poor Localization:

e Example: Starbucks in Australia (2000s) Starbucks expanded rapidly in Australia without
adapting its coffee offerings to local tastes. Australians had a strong café culture, preferring
small, independent coffee shops and higher-quality coffee. Starbucks did not localize its menu or
marketing approach, and as a result, many stores closed within a few years, and Starbucks
struggled to establish itself.

3. Ignoring Local Regulations:

e Example: Uber in Europe Uber has faced multiple legal challenges in European countries like
Germany, Spain, and France. These challenges stem from failing to comply with local
transportation and labor laws that regulate taxi services. The lack of compliance led to bans and
protests, which hurt Uber's reputation and operations in these markets.



4. Overestimating Demand:

Example: Groupon in China (2011) Groupon entered China expecting the
same high demand for deals as it saw in Western markets. However, the
company overestimated the demand for group-buying deals and underestimated
the fierce competition from local players like Alibaba and Meituan. Groupon
eventually shut down operations in China after only two years.

5. Lack of Strong Local Partnerships:

Example: Home Depot in China (2006-2012) Home Depot entered China
without forming strong local partnerships or understanding the market's need for
a DIY home improvement model. Chinese consumers preferred to hire
professionals for home renovations rather than do it themselves, a stark contrast
to Home Depot's business model. Without local insights or partnerships, Home

Depot closed all its stores in China by 2012.



Target's Failed Expansion to Canada

e Overview: In 2013, Target opened over 100
stores in Canada but exited the market two

years later.
e Key Mistakes:

1. Underestimating Logistics: Struggles with
supply chain and inventory management.

2. Inadeguate Market Research: Misjudging
Canadian customer expectations and needs.

3. Rushed Market Entry: Rapid expansion
without thorough preparation.




Exporting Challenges

e Fluctuating Exchange Rates: How currency
value changes can impact profitability.

e Tariffs and Duties: Costs associated with
trade barriers that increase export prices.

e Product Restrictions: Certain countries may
restrict or ban specific products due to safety,
environmental, or cultural reasons.



e Context: U.S. steel companies faced
increased tariffs from various countries in
response to U.S. trade policies.

e Challenge: Decreased competitiveness of
U.S. steel in international markets.

e Response: U.S. companies shifted to other
markets or reduced export volumes.



Strategies to Overcome Challenges

e Hedging Against Currency Fluctuations:
Techniques such as forward contracts to
protect against exchange rate risk.

e Understanding Tariffs and Trade
Agreements: Being proactive in understanding
duties and leveraging trade agreements.

e Product Adaptation: Tailoring products to
meet local regulations or preferences.



Group Discussion: Avoiding
Mistakes and Challenges

e Break into groups and select a company of
your choice.

e |dentify the potential mistakes it could make
when entering a foreign market.

e Discuss the export challenges the company
might face and propose solutions.



Key Takeaways

e Market research and localization are critical
to international success.

e Exporting involves risks such as exchange
rates, tariffs, and regulations.

e Companies can mitigate risks with careful
planning and local partnerships.



