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REGULATORY CHANGES
How companies can benefit from regulation and protectionism

Introduction
Governments regularly intervene in markets by
imposing regulatory and protectionist policies.
These policies are often perceived by the
business community as restricting free market
assess and hampering the ease of doing
business. However, as will be demonstrated,
regulation and protectionism can also be
beneficial for business.

Regulation and
protectionism in brief
There are two ways governments can interfere
with the market:

§ Through Regulations that impact the
internal market. These can be used as a
means to organize the market and ensure
a level playing field for all companies.
Regulation may also be used as a
mechanism to force companies to “price
in" the societal cost of their activities (e.g.
waste and environmental damage).
Governments often use subsidies, quality
and labor standards as regulatory
mechanisms.

§ Through Protectionist policies that define
the boundaries of the market. With this
set of rules, governments aim to protect
the domestic market from outside
competition. Frequently used
mechanisms include: trade barriers,
import tariffs and export subsidies.

Putting these two dimensions together creates
four different potential scenarios with respect
to “how the game is played” (regulation) and
“who gets to play” (protectionism) in a
countries’ economy, as shown in the next
diagram.

In some cases, regulatory measures can also
be used for protectionist purposes. For
example, a government might increase the
regulatory requirements of a product in such a
way that it becomes impossible for foreign
imports to meet local regulations, thereby
protecting the incumbent players.

The regulatory burden on companies is ever
increasing, making it difficult for companies to
keep track of relevant legislation. For example,
Sony Electronics lost �110m for overlooking
Dutch regulations regarding cadmium in
electronic components (1). In fact, companies
can lose more money in court than they can
ever gain in the market place.

However, regulation and protectionism should
not always be seen as hampering efficient
markets. This is an often neglected and a
potentially counter-intuitive view. But history
has shown that in cases where companies
have been able to properly adapt to the
environment, they can benefit from
government interventions. For example:

§ Intellectual property and patent
protection. Especially in developed
economies such as the European Union or
the United States, companies are granted
exclusive rights to the product of their
R&D efforts in return for public disclosure
of their intellectual property. Ultimately,
this leads to a protection of their
competitive advantage.

§ Leadership in Energy and Environmental
Design (LEED) standards developed by the
U.S. Green Building Council. Even though
not (yet) required by regulation, increasing
adherence can be observed, rewarding
engineering companies who have
developed these capabilities.

Protectionism and
Regulation in Motion
We will illustrate the ways in which regulation
and protectionism interact with global
business within the automotive industry. Each
of the four environments can be profitable for
business, as long as the company positions
itself in an optimal way.



Navigating the Future

35

European Union
High regulation, Low protectionism

The European car market is heavily regulated
in terms of distribution, safety, emissions
controls and recycling. On the other hand,
protectionism is limited by multinational free
trade agreements. In this market, competition
is fierce and European regulation has pushed
car manufacturers to make increasingly
efficient engines. As a result, being forced to
adhere to EU requirements, European
manufacturers have developed cutting edge
technology and are highly competitive in the
global market.

Heavy-weight European manufacturers with
strong resources thrive in this cut-throat
environment. Smaller, under-capitalized
competition falls by the wayside, particularly,
those from outside the region. For example,
the recent exit of the Chevrolet brand from
Europe, which was unable to compete in this
challenging jurisdiction. In the automotive
industry, winning globally starts with winning
in Europe. The message in this frame?
Companies in this type of regulatory
environment should develop capabilities and
push for demanding regulation to protect their
competitive advantage.

Brazil
High regulation, High protectionism

Brazil is notable as a bastion of regulation and
protectionism, meaning that foreign
companies have been forced to establish
production plants in the country in order to
access this potentially lucrative market. As a
result, Brazil is one of the world’s largest
centers of car production.  Regulation and
protectionism has led to a level playing field –
as prices are high and productivity is low.

For example, Fiat is able to thrive in this
environment, whereas, it struggles in other
similar economies such as Mexico. Globally,
Fiat lags behind because of its budget / low
quality brand and lower productivity. However,
due to the market conditions all players are
confronted with the same costs and low
worker productivity. The message? For a
foreign company to operate in this type of
regulatory enviroment, affordability outweighs
innovation, quality and productivity as a key
success factor.

China
Low regulation, High protectionism

Upon entry to the WTO, China allowed market
access to foreign automakers in exchange for
technology transfer through 50:50 forced
partnerships. Foreign automakers benefit from
forced JVs by gaining market access, but in
return for this must give up 50% of their
profits, as well as, technology and know-how.
Foreign automakers are robustly protecting
their intellectual property, and due to a lack of
knowledge transfer, China requires
manufactures of electric vehicles to provide
access to their technology before being
allowed to import and sell their products.

Local car manufacturers have benefitted from
this environment. The large market has been
shielded from outside competition, while
forced partnerships with external players have
provided access to new technologies. For
example, Chang’an Automotive initially
partnered with Ford, Suzuki and Mazda. Today
it is leveraging acquired knowledge from this
partnership to mimic foreign cars such as the
LandRover Evoque, and sell them in the
Chinese market. With this strategy, it has
secured a number two position and is the
largest local brand.

The implications? Protectionism helps local
incumbents to catch-up with global players
while shielding the local market.

Macedonia
Low regulation, Low protectionism

In the absence of any type of auto industry,
Macedonia has adopted a ‘low regulation and
low protectionist’ regime and offered
substantial incentives in order to attract inward
foreign direct investment (FDI). Macedonia is
aiming to leverage its strategic location on the
edge of the EU to entice foreign companies
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with a number of measures. There are no
import or export duties with the EU and other
selected countries, and significant tax breaks
for individuals and companies looking to locate
themselves in the country.

For example, Johnson Controls, a major
multinational electronics manufacturer, took
advantage of this cost benefit of this
environment. It opened two facilities to
produce labor intensive, high-value, low-
weight products. The low tax rates and labor
costs resulted in reduced production costs,
while the free trade agreements facilitated
cheap export of products to the European
markets. The only hurdle was securing skilled
labor, which Johnson navigated by partnering
with a local university to develop a training /
education.

The implications? An open market allows
companies to achieve cost savings as long as
they overcome the challenges (e.g. skilled
labor) of these economies.

Developing a government
intervention strategy
Companies need to develop a specific strategy
to deal with the government interventions and
create a competitive advantage out of their
environment. For such a strategy there are
four key questions / dimensions to consider:

1. How to interact with the government:
actively shape the interventions in your
favor or take interventions as they are put
in place and adopt your capabilities.

2. What are the objectives: secure revenue
pools by shielding the market from foreign
competitors, or increase rivals’ cost
structure by aligning your capabilities with
the regulation?

3. Where to focus: focusing on the local
market in which you employ staff and
operate, or the global industry by being a
first mover and setting an overall industry
standard.

4. With whom to partner: individually pursue
the strategy through lobbying and
developing relationships with regulators in

a proper, ethical and transparent way, or
combine efforts with competitors to
increase bargaining power and/or agree to
self-regulate for the long term viability and
efficiency of the industry.

The decision for each of these questions is first
driven by a competitor’s capability. For
instance, an innovation leader in low carbon
emissions should create entry barriers by
pushing for stricter emission regulations.

Also, the position of the industry on the
S-Curve, shown below, determines the ideal
level of protectionism. Infant industries benefit
from market protection that shields them from
the brutal competitive forces of established
global players. In contrast, more mature
market benefit from an open economy as it
brings in new technologies and allows for free
exports. Competitive pressure drives efficiency
and the optimal use of resources.

Conclusion
As a complementary element to Must-Win-
Battles©IMD in corporate strategy, companies
that are exposed to increasing governmental
intervention can substantially benefit from
identifying “Must Shape Battles” to sustain and
improve their long-term profitability and
competiveness.
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