Chapter 10
Market Attractiveness
of Developing Countries

10.1 Introduction

Companies operating in international markets need to evaluate the potential
market attractiveness of developing countries with which they may want to do
business. These companies have access to substantial amounts of information from
specialized sources and from statistical data supplied by international institutions.
Such vast and diverse information is rarely used in a systematic way in the
management decision process. When it is used, the entire process is most often
inadequately formalized. The available information generally deals with economic
factors, while in the present international arena, judgment about politics must also
be taken into account. This chapter illustrates the applicability and advantages of
the Analytic Hierarchy Process to this decision problem, and uses it to create maps
of joint economic progress and political stability in a number of countries for two
time periods 1990-1991 and 1995-1997.

A salient business phenomenon in the past 10 years has been the “globaliza-
tion” of economic and industrial activity. Production is spreading throughout the
world in pursuit of economic and labor advantages. These advantages offer greater
flexibility in maintaining quality, lowering costs and improving competitiveness.
In addition, the type of government running a country and its political outlook
affect the internal administration and the international image of that country which
could encourage or deter companies from seeking business there.

Companies operating in the international environment, who analyze the market
of developing countries to determine their own actions, often only consider spe-
cific factors such as the supply of raw materials, infrastructure requirements,
demand on the goods, and the exploitation of attractive production factors.
Nowadays they must consider the international situation as a macroenvironment in
which economic, financial and political factors create new conditions. These
conditions, directly and indirectly, could represent threats or opportunities to
business. The need for a thorough analysis of the macroenvironment is stressed in
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the Strategic Management literature which is growing in importance with its own
approaches. Such names as “External Audit” and “External Factor Evaluation”
[2] are being used to classify the environment. To model the discontinuity in the
present situation, the scenario approach has been used [7].

The authors’ company, Iritecna, has manufacturing activities in the general
engineering industry which include steel and non-ferrous metallurgy, logistic
activities for industrial plants and transport systems, and various involvements in
public utility infrastructures. It has locations in Latin America, North Africa,
Eastern Europe, the Middle and Far East. Its relationship to the world market is not
a simple transaction oriented buying-selling relationship. Rather, the relationship
with partners places emphasis on: (1) the quantity of money involved (about
$1,000,000 U.S.) and the significance of the length of a contract (preferably more
than 1 year); (2) the complexity of the rules of payment; and (3) the presence of
the company as a shareholder in some business activity.

The broad spectrum of industry segments in which the company operates as well
as its close involvement with the host country required by the particular way of
doing each type of business has suggested to the Planning Department the need for
an ongoing activity to monitor prevalent political and economic-financial trends in
the countries where it operates. In order of decreasing importance, the goals of this
undertaking are to create a process through a study and resulting report that:

e incorporates and correctly addresses the use of information, standard scale data,
ratings, and subjective judgments arising from different sources,

e supports and enhances the process of resource allocation for promotional and
commercial purposes,

e suggests new opportunities not well perceived by the company because of its
strong involvement in existing business activities,

e develops a final report containing a graded map with (cartographic) character-
istics, a kind of tactical board which portrays activity countries positioned
according to their socio-economic and political movements that influence the
macro-factors,

e makes possible learning about the future of the macroenvironment in which the
company operates,

e stimulates team discussion about the problem of where to go and when to go,
and utilizes expert knowledge and judgment for that purpose.

The last three goals clarify the intention to start a “macroenvironment modelling
activity” that enables involvement and utilization of the creativity and judgment of
both analysts and managers. Reports usually do not conform with an ongoing
modelling process, but must be examined item by item. The specialized literature [2]
suggests the use of weighted scoring methods to summarize and evaluate infor-
mation relating to “macroenvironmental analysis.” Multicriteria methodologies
such as Electre [9] specify a process to scale data and evaluate a final alternative to
follow for each decision. But these methods do not satisfy the need for a flexible
framework to represent an ongoing process of decision making. Multivariate sta-
tistical methods, used as geometric representations supporting Multiple Criteria
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Decision Making processes [3], were tested. It was difficult to interpret the final
outcome as a map of the environment because of its dependence on the measurable
statistical properties of the data rather than on the perception of the problem with its
social and political ramifications as they apply to each country.

The AHP [11] appeared to be well suited mainly for the richness of its frame
(hierarchical arrangement of the factors) which permits one to give evidence of how
the problem is perceived. It also allows for the use of intangible factors side by side
with tangible ones. It uses a simple procedure of paired comparisons to elicit
judgments from which it derives ratio scales. It then combines these ratio scales to
derive an overall ratio scale for the decision. Guided by a number of applications of
the AHP in the socio-economic planning field, it was decided to use it in making
this type of decision to: a) structure and map the problem in the economic and
political dimensions; b) interpret and use the results for decision purposes.

10.2 Representation of the Problem

The market attractiveness of a country is perceived to be related to two sets of
factors deriving from two points of view: economic and financial, and political.
Explicit mention of politics stems from the need for specifying factors that are in
general included but not completely measured, by some of the financial indicators
of risk. The economic-financial factors considered here are:

1. Growth rate of Gross Domestic Product (GDP), to give evidence about the
economic forces of the country.

2. GDP per Person, to monitor the present richness of the country. The assumption
“per” person is a cover up for concentrated isles of richness in a developing country.

3. Inflation rate, is an indicator of stability in managing exchange rate leverage
and of potential future development.

4. Current account over GDP, is an indicator of a country‘s proneness to invest.

5. Risk of direct investment, is a way to monitor the credit worthiness of a country.

The political factors are:

6. Turmoil, relating to the level of sociopolitical conflict within the country.
7. Strategic Relevance, is an indicator of a country‘s geographic and historical
importance.

Following the AHP approach, this portion of the problem is modelled as shown
in the top portion of Fig. 10.1. Two important comments need to be made
regarding the structure of the model.

First, the “economic-financial” node of the first level could be further subdi-
vided into “economic” and “financial” and placed at the second level of the
hierarchy. The five factors described above would then be positioned in the third
level of the hierarchy and linked to the parent node to which they belong.
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Fig. 10.1 Hierarchical structure

Second, the “strategic relevance” node could be decomposed into four sibling
nodes; underground resources, geographic position, historical importance, and
power sharing.

These nodes have not been included in the present version because our aim has
been to remain “simple” and relevant. We would also have encountered the dif-
ficulty of finding more specific data on them.

The third level of the model contains rating intensities by which the second level
criteria are measured: High, Medium High, Medium, Medium Low, and Low.

Where quantitative information is available, a relationship between rating
intensities and measurement data is used to make the evaluation (See Table 10.1).
All evaluations are ordered to give less desirable traits a lower rating. For example,
heavy turmoil, significant inflation and considerable risk for investment are all
given low ratings.

A country is evaluated for its “performance” with respect to each second level
criterion using the most appropriate rating grade to describe it. These results are
weighted and combined to yield weights with respect to the two major criteria. A
map of market potential displaying the synthesized results is the output sought.

10.3 Priorities

The AHP methodology requires priorities for each level of criteria and for each
rating intensity. These priorities are always determined in terms of their parent
node in the hierarchy. Relative value is derived from pairwise comparisons.
Judgments can be made directly with numerical scales or with a semantic scale
translated to numbers. For example, within the “Political” factors, the “Turmoil”
subcriterion is strongly more important than “Strategic relevance” (scale value 5).
This strength of dominance is assigned for two reasons.
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Table 10.2 Pairwise comparison matrix components of the financial economic criteria

Risk of direct ~ Current Inflation ~ GDP per Growth rate Priorities
investment account/ rate person of GDP
GDP
Risk of direct 1 6 3 3 1 0.353
investment
Current 1 172 171 1/6 0.058
account/
GDP
Inflation rate 1 1 173 0.118
GDP pro 1 173 0.118
capite
Growth rate 1 0.353
of GDP

First present conditions are more relevant and pressing than long term and
uncertain evidence, and secondly, for “Turmoil” there is a significant amount of
information supplied by the specialized press and/or ratings institutes, while the
importance of “Strategic relevance” requires expert knowledge.

Evaluation of the elements under “Economic and financial” factors appears in
Table 10.2.

The resulting priorities show that:

e “Risk of Direct Investment” and “GDP Growth” are equally important and
together these two criteria dominate the remaining criteria.

e “Inflation Rate” and “GDP per Person” are next in priority and are significantly
less important than the previous two.

e “Balance Account/GDP” has the lowest priority.

These results mean that in order for a country to be attractive it should be in the
expansion phase and present low risk.

The AHP proved useful in creating intensity ratings for the next stage because
for most of the criteria there were no data for rating the alternatives and one had to
resort to the use of judgments. The resulting priorities are related to the relevance
given to the scale. For example, “Risk of Direct Investment” had no economic
indicator to evaluate the countries. Therefore, we had to create a scale of relative
intensities for the criteria and then used that to rate the countries. Here we did not
have the means to conduct and combine diverse analyses and to produce a
numerical outcome to be used in the model.

The pairwise comparison matrices for the five rating grades under each second
level criterion appear in Table 10.3a—g. The local priorities represent the relative
importance of a particular rating with respect to the parent criterion. It should be
noted that the differences in priorities decrease as one moves from the two highest
rating grades (High and Medium High) to the two lowest ones (Medium Low and
Low) for nearly all seven second level criteria. Exceptions are “Risk of Direct
Investment” and “Inflation Rate” for which it appears more correct that there
should be significant change from Medium High to Medium.
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Two axes were chosen to represent “Political” and “Economic and Financial”
criteria. The five rating intensities are positioned along each axis in increasing
priority order. In synthesizing the local priorities established above, the rating
scales can be grouped into four segments with respect to each of the two major
criteria (see Table 10.4). The result is that the intersection of the two groupings
leads to a division of each segment of one into four subsegments.

Each of the segments and subsegments has a unique size. Here the AHP
analysis offers a different approach than the commonly used procedure called the
Boston Consulting Group matrix representation. Segment uniqueness is a feature
provided by the AHP to more accurately set the values of the five rating intensities
which is not possible in other methods known to us. Table 10.4 portrays an
interpretation of the four major segments in terms of overall market attractiveness.

10.4 Country Ratings

Countries examined in the study fall in six geographical regions:

e Latin America
e Mediterranean Africa
o Middle East
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e Eastern Europe
e Indian Subcontinent, and
e Far East

For historical reasons, the first four regions represent the reference market for
Italian companies exporting industrial plants and infrastructures. The last two are
included because in the last decade they have come to represent growing oppor-
tunities for Italian exports. There are also other reasons than historical ones that
necessitate tracing countries according to recent trends, to attract some of them
into influence zones, whose leaders are:

e US.A,;
e EEC.;
e Japan.

The countries included in this analysis (see Table 10.5) are the more important
ones in each region. They belong to the well known category of Developing or
Newly Industrialized Countries. Some relevant countries which one might expect
to find in Table 10.5, are missing mostly because of lack of complete data and/or
because they are in the process of splitting into sovereign states. South Africa and
Nigeria, which do not belong to the geographical regions mentioned above, are
included for their relevance to Italian companies. The country list reflects the fact
that the company originating the study is based in Italy and is dependent on its
government’s political and cultural relationship with other nations. Had the
company been French instead of Italian, the list could have been different,
including some countries in Central Africa.

The model evaluates each country under each of the seven second level criteria.
The evaluation is made by assigning the most appropriate rating intensity to a
country’s “performance” in each of the “performance” categories. The most
appropriate rating intensity is determined by the best available quantitative and
qualitative information. The study considers two time reference periods: 1990-
1991 and 1995-1997 (Table 10.6).

The sources of financial and economic information for each of the reference
periods are the following:

Period 1990-1991

e “Risk of Direct Investment” is based on rating data [1];

e “Current Account/GDP” is based on data from the “World Bank Annual Report”;

e “Inflation Rate” is based on the annual report on risk forecast published by
Planning Review;

e “GDP per Person” was derived using data relating GDP and Population [12];

e “GDP Growth” is based on data from the annual report of Planning Review.

Period 1995-1997

e “Risk of Direct Investment” is based on rating data of the annual report of
Planning Review;
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Table 10.7 Map—reference period 1990-1991
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e “Current Account/GDP” is derived from the annual report of Planning Review
(Current Account) and on World Bank Report data (forecast of GDP value);

e “Inflation Rate” is based on the annual report on risk forecast published by
Planning Review;

e “GDP per Person” was derived using data relating GDP and Population of the
World Bank Annual Report;

e “GDP Growth” is based on data of the annual report of Planning Review.

For the two reference periods, the country ratings for the two subcriteria of the
political criterion are based on the annual report of Planning Review for “Tur-
moil” and on subjective judgments for “Strategic Relevance”.

10.5 Positions of Countries

Based on the rating data of the countries, a market attractiveness map is developed
in Table 10.4. The priority distribution of countries for the 1990-1991 time period
appears in Table 10.7. Table 10.8 represents the change in priorities of the
countries from the first to the second time period according to region. Table 10.9
shows the priority distribution of the countries for the 1995-1997 time period.
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Table 10.8 Shifting in countries map position reference time period 1990-1991
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The final maps suggest the following ideas:

e Most countries fall along a diagonal starting from the lowest point (L-L) to the
highest one (H-H) on both main criteria. This indicates that there is a possible
correlation between the economic-financial and the political factors;

e The highest subquadrant (MH-MH, H-H) contains the Far Eastern Countries.
The accuracy of this outcome is commonly supported by reports made in lit-
erature specializing in political and economic trends [6]. The Far East could be
the one area in which newcomer countries are entering in a continental area
market. This fact is perceived by commentators to be one of the major com-
petitive advantages of Japan who is succeeding (where Europe and the USA
have problems) in creating a market development area. The position of Malaysia
and Hong Kong is worsening due to a decrease in their rating on Risk of Direct
Investment. China is moving toward this subquadrant slowly but very signifi-
cantly. Saudi Arabia is also included in this subquadrant, but its uniqueness (no
other significant country of the area is as close a position on the map) indicates a
possible long term instability.

e In the second highest subquadrant (M-M, MH-MH), there are countries that
appear to shift their position on the map between the two reference periods.
Turkey, perceived to be an interesting newcomer [10], shows a stable
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Table 10.9 Map—reference period 1995-1997
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economic-financial position. It is a country moving west by requesting EEC
membership, and east toward the ex-USSR republics with Turkish languages.
Hungary and Mexico are entering this subquadrant, both being close to other
continental markets (the European and the North American). Mexico and other
Latin American countries (notably Argentina) are also moving close to this
subquadrant. This is an indication of significant movements in the American
continent whose central core is NAFTA (North American Free Trade Agree-
ment), represented in the literature [4] as a possible strategic initiative to
counter the EEC. India is also moving to this subquadrant and is reported to be
the western reference of the far eastern continental area market.

e To the left of the above mentioned subquadrants is the ML-M corner where one
finds Russia and Poland. The position of Russia especially in the 1995-1997
reference frame is worthy of a short observation. It is positioned in that grouping
in Table 10.4 because it is “relevant for the market for its educational and
historical relevance—not just for production and consumption.” It is interesting
to note that the specialized press [5] has described Russia as “very attractive
because high-tech companies could hire the best Russian experts at low cost in
the fields of fiber optics, nuclear physics and satellite technology.

o Atthe top left side of the map one finds two countries, Cuba and Vietnam. These two
countries are expected to have a transition phase with less political and economic
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troubles than Eastern Europe. Vietnam is considered by the specialized press [5] to
be very interesting because of its skilled, disciplined and cheap labor force.

e Below the main diagonal there is a set of countries (Indonesia, Colombia, Paki-
stan, Philippines, and Nigeria) that have a medium economic-financial position
but a poor political position. Within this group there are two countries, Columbia
and Pakistan, which because of drug trade and investment in the nuclear sector
may become a serious cause of instability in the North—South relationship.

e At the end of the main diagonal there are three Latin American countries
(Ecuador, Peru, and Bolivia) which even without a negative environment in
Latin America do not show clear signs of progress.

10.6 Conclusion

The observations made above on the countries® positions, show the effectiveness of
the AHP in discriminating between different situations. But there also remain a
number of countries in the center of the map that may need further separation,
perhaps by expanding the second level criteria. Such work is in progress. It
requires user interface modification of software implementation, combining the
hierarchic composition and its resulting map. The decision maker is given the
opportunity to add criteria, modify their weights and note the resulting map. This
modification could allow a fine tuning of the model which would facilitate sen-
sitivity analysis. Sensitivity analysis is particularly needed to deal with political
change. It is believed that in the current environment, “Turmoil” is more
important than “Strategic relevance”. It seems important to explore changes in
countries’ positions by shifting emphasis from the present situation (“Turmoil”) to
the long term trend (“Strategic Relevance”). Similarly, by scrutinizing the eco-
nomic-financial side of the model, it appears promising to assign higher priority to
indicators of richness and to the competitive position (GDP per Person, Balance
Account/GDP) to obtain greater resolution at the center of the map.

The outcome of this study has been well received within the company with
interest being shown by managers through their participation. They began with the
final map and worked backwards to the structure of the model making suggestions
for further improvements. The map provides evidence for the validity of the
impact of macroenvironmental changes on international business and it is a valid
support for establishing a connection between scanning the macroenvironment and
perceptions of strategic issues [8].
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