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Abstract
The world market for beef is increasingly competitive. To advance toward new markets,
Brazilian companies in the industry need to invest in the improvement of their
internationalization strategies. This study examines the approaches pursued by the Brazilian Beef
Industry, with the following objectives: (i) review the modes of entry abroad, the economic
motives for internationalization; the degree of diversification or specialization adopted, how the
coordination of the firm is organized abroad (ii) monitor the adherence of the processes of
internationalization of Brazilian Beef Industry with the economic theories of internationalization.
The preliminary analysis indicates that the process of internationalization of Brazilian Beef
Industry support the economic theory of Dunning (1993),which suggests the search for markets,
assets, resources and efficiency, and the eclectic paradigm (DUNNING, 1980), which refers to
the search for three types of advantages: ownership, location and internalization.
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1. Introduction

In recent years agribusiness has been a major promoter of the Brazilian economy. In 2006
agribusiness accounted for 26,7% in the composition of the Brazilian GDP (MAPA, 2006)
One of the industry in this sector that has received most attention is that of beef cattle. Brazilian
beef exports have been growing considerably since 1999. Reaching its peak in the last decade
(Mapa, 2006).
It is noticeable that the beef market grows not only in Brazil. However, even considering the
expansion of the global market, the Brazilian participation in world exports increases every year,
leaving behind other major world producers such as Australia and Argentina. Brazil is the largest
beef exporter and has the largest commercial herd in the world. However it faces a fierce
competition with the consequent drop in prices in recent years. There is also a continuous
pressure from major importers regarding health and sanitary controls.
Although sales in 2006 have been threatened by sanitary barriers, the total volume of meat
exports increased 13% from previous year. In value, exports of beef, reached the total of $ 3.9
billion in 2006, providing a growth of 28% over 2005.

With the exportation growth Brazilian beef has gained greater visibility in foreign markets. This
is an opportunity for companies in the industry to improve its brand image and consequently
increase the perceived value of the product. Results of a recent study carried out by the CNA/
CEPEA (2007) indicate that the European market is satisfied with the low price and the
characteristics of Brazilian meat, which is considered less fat and healthy.

Aiming at the continuous growth of exportation and to adapt to market requirements, Brazilian
companies in the sector and the government should continue investing in new production
technologies. It should involve not only the reduction of production costs but also increased
levels of quality.

Furthermore, companies should pay attention to developing new marketing strategies aimed at a
better positioning of the product "Brazilian beef" in the international market. The size of this
effort is so great that certainly involve all links in the supply chain sector that, in an integrated
way, will develop and implement actions to create differentiated products, distribute them and
promote them in the international market.

Considering the problems outlined here, the main objective of this study is to assess how the
marketing strategies implemented by companies that already operate internationally in the
competitiveness of agro-export chain of beef in Brazil. Thus, we performed two case studies with
companies representing the industry with operations established in international markets.

2. Literature Review

While economic theories explain the internationalization process of internationalization through
the level of aggregation of macroeconomics, industries and firms, the theories of international
operations explain the different types of plants located abroad, and the behavioral theories



emphasize the problems associated with learning, commitment, and cultural aspects, which they
see internationalization as a gradual process, involving learning. Furthermore, the process of
internationalization has been studied from the perspective of competitiveness (PORTER, 1986).

Another important debate in the literature are the reasons companies to internationalize.
According to research from the school of Uppsala (Johanson; VAHLNE, 1977), reasons were not
the only economic theory but also in other theories, such as Resource Based View (PENROSE,
1959) and the work of Cyert and March (1963). On the other hand, according to the behavioral
theory of the multinational (VERNON, 1966) the internationalization decisions are best
understood as resulting from: rivalry, uncertainty, timing of decisions.
The theoretical concept for economic theories of internationalization could the theory of
international trade and international production (VERNON, 1966; 1974; 1979; GRUBER et. Al.,
1967), especially direct investment abroad ( "IDE" or Foreign Direct Investment "FDI")
(Knickerbocker, 1973; GRAHAM, 1998), export, licensing and FDI (Alibi, 1970), direct
production versus overseas licensing (McMANUS, 1972; BUCKLEY, Casson, 1976;
RUGMAN, 1981; HENNART, 1982 ; CAVES, 1971, 1982), exports, FDI, licensing /
franchising, alliances (DUNNING, 1977, 1980, 1997).

The phenomenon of internationalization first started with the economic issues. In the first
analysis, focused on the question of foreign investment (Hymer, 1976) considering the
peculiarities of foreign investments made by large companies to produce and direct business.
This is what the author calls the direct investments abroad. Hymer (1976) is concerned about the
need to differentiate between purely financial investments of the kind that kind of portfolio. In its
analysis, the key issue that differentiates the two is in control. Affirms also that the neoclassical
theory, based on interest rates, can not explain the direct investment abroad and their
motivations.

The theory of Hymer (1976) assumes that the direct production abroad (FDI) involves extra costs
and risks, due in particular to the following factors: cost of acquisition of communication and
information in general, where these costs are linked with cultural differences, linguistic, legal,
economic and political environment in which the company will operate in the host country; costs
assigned to less favorable treatment given by the governments of host countries, costs and risks
of change to rates fluctuation.

Hymer (1976) rejects the argument that direct investment abroad (FDI)are motivated by the
demand for low cost production in other countries. He argues that if this was the main reason for
investment, would have been difficult to explain why the local firms do not compete successfully
with the foreign. Therefore, the key assumption in their theory, the search for determinants of
international production (FDI) is the existence of flaws / imperfections of the market. The
imperfections of the market may be due to: imperfections in markets for goods, evidence of
imperfections in the market, economies of scale internal and external, of government interference
with the production or trade.

Thus, according to Hymer (1976),two are determinants of direct investment abroad (FDI)
considering the existence of market failures: the existence of specific benefits that can be used



abroad and are exhausted in their country, and removal of conflicts. Ie, direct investments abroad
have differences, according to the country that offers the advantages / disadvantages. A third
reason, including the author, as a determinant for FDI, is a strategy of diversification.

The last analysis performed by Hymer (1976) leads to the conclusion that, while the
multinational company is a potent force because it can plan and organize the production on an
international scale leading to an increase in productivity and expansion of new technologies and
products, on the other hand, the main contradiction is that the multinational company operates
with a better internal planning and with little knowledge about the external design.

In another study, Hymer (1968) is strongly influenced by the literature of New Institutional
Economics of Coase (1937, 1960), first author who addresses the issue of coordination (and the
consequent growth of the firm) and of transaction costs. Following the study of Coase (1937,
1960) for the theory of internationalization, Hymer (1968) stresses the relevance of the
imperfections of market transactions as the reason for the internal growth of the firm, or
combination of economies of scale and comparative advantages of coordination of the
production hierarchy via internal versus coordination through the market.

Hymer (1968) focuses on the advantages of vertical integration, where anticipates some of the
work of the school of internalization. A subsequent study in the economic theory of
internationalization is the Alibi (1970), which develops a theory of direct investment abroad
(FDI) which aims to explain when and why the markets are provided in one of these methods:
through domestic production export, production in the host country through licensing agreements
involving local firms, or via direct production abroad (FDI).

His theory is therefore concerned to explain all the main modes of internationalization. He starts
assuming that FDI involves extra costs and disadvantages associated with the company
management at a distance, which is a need to look rewarding benefits. According to him, the
theory of FDI must consider the source of such advantages. The work of Alibi (1970) is the
question: what is the best economic advantage: domestic production, licensing, or FDI? The
analysis is, then the tradeoff between economies of scale in domestic production and tariff
barriers to exports.

The extension of the theory of transaction costs of the firm in general (COASE 1937; 1960;
WILLIAMSON, 1975) for the international firm is due to McManus (1972), Buckley and Casson
(1976) with other major contributions including Rugman (1981); Hennart (1982) and Caves
(1982), mainly.

McManus (1972) believes that the existence of transaction costs becomes the key to that of
multinational companies to establish subsidiaries abroad, which operate directly under
centralized control (vertical integration) as opposed to operating through market.

Buckley and Casson (1976) refer to McManus theory(1972) and propose the following
assumptions: firms maximize profits in a world of market imperfections, when the markets for
intermediate products are imperfect, there is an incentive to avoid them by creating internal



markets (vertical integration), this involves creation of common ownership and control of
activities which are linked by the market, integration of markets across national boundaries
generates the multinational companies.

Vernon (1974), in turn, develops research on the connection between the decision to operate
internationally and oligopolistic structures, identifying three stages of oligopolies (oligopoly
based on innovation, mature oligopoly, oligopoly and old), characterized by different elements of
competitive advantage on the part of the oligopoly on rivals. These advantages, according to the
author, can act as barriers to market entrants.

Knickerbocker (1973) developed his work on the same line of thought of Vernon (1966). His
research consists of a theoretical model containing informal reasons why the behavior of certain
firms directly invest abroad (FDI) and how such behavior is related to the market.

Knickerbocker (1973) begins by defining the flow of FDI as a result of capital investment in
assets of a company outside its country of origin in order to fully or partially control the
operation of these assets. So he defines as aggressive investment, the establishment of the first
subsidiary in a given industry in a given country, and defensive investment, the subsequent
establishment of subsidiaries.

Since the model of Knickerbocker (1973) is based on oligopolistic structures, he defines as an
oligopoly structure characterized by few sellers, products are close substitutes, the market
substantial interdependence between the policies of these firms competitive. The oligopolistic
equilibrium is defined as a state of affairs between rival vendors such that all have approximately
the same competitive skills, there is little chance to find a rival that may, unpunished, improve its
market position at the expense of another.

Other circumstances that may have led the American (the research conducted based on these) to
direct investment abroad (FDI), rather than exporting and licensing, as Knickerbocker (1973),
are the tariff barriers and non-tariff and power provide after-sales services. According to the
author, the oligopolies are formed through three settings: the development of new products, for
benefits of scale, the benefits that are acquired as benefits that are gained with production,
marketing and administration and can gradually eliminate rivals.

Knickerbocker (1973) also adds the question of uncertainty and learning when considering
investment in foreign countries that involve a considerable amount of uncertainty and that the
firm learns from each movement and improves their ability to carefully examine the world and
thus reduces the uncertainty. At the heart of the theory of Knickerbocker (1973) is oligopolistic
structure, and uncertainty and risk are the determinants of FDI.

More recently, Graham (1998) takes as example an oligopolistic structure to explain the location
strategies of large U.S. and European companies.

Another important economic theory of the internationalization of enterprises is the eclectic
paradigm (DUNNING, 1980), a reference system (holistic framework) from which you can



identify and assess the significance of the factors that influence both the initial decision of an
enterprise to produce abroad as the growth of such production. There are three specific
advantages, according to Dunning (1980), the ownership specific advantage (O-ownership) is
related to the nature and / or nationality of ownership, location-specific advantages (L-location)
is related to the place where implanting operations abroad; specific advantage of internalisation
(I-internalization) is obtained by using the structure of the company to international transactions
rather than market mechanisms, ie internalize transactions rather than through market making. In
the last case, the decision variable is the cost (in this case, the transaction) and the decision is the
hierarchy, ie, the matrix is a subsidiary versus the governance of vertical integration, since the
theory has the assumption of internalization reduce transaction costs. Caves (1982) focuses his
study analyzing whether the firm's international operations are conducted on a horizontal,
vertical, or diversified.

Finally, Dunning (1993) examines the reasons for the internationalization of enterprises with
regard to developments in the host country and strategies of multinationals and concludes that
the reasons may be demand for resources, search for markets, demand for efficiency, or demand
for assets.

3. Methodology

The research design adopted was exploratory with the use of the case study method. The decisive
factor that led to this choice was the fact that the subject is recent and still little addressed in the
literature in Brazil.

The case study contributes considerably to the understanding of individual phenomena,
organizational, social and political. This is an appropriate empirical research to investigate
contemporary phenomena when the boundaries between the phenomenon and context are not
clearly defined (YIN, 2001, p. 32).

The objective of the case study may be to describe, test or develop a theory (EISENHARDT,
1989). In this work, the case study is used with the aim of contributing to the construction of
theory.

The construction of theory through the case study is an appropriate procedure for unknown
phenomena or themes / researched and is closely connected with the empirical evidence, in the
reverse direction of traditional research, that is, the data for the theory.

For the development of the study two Brazilian companies that have operations abroad were
selected, JBS-Friboi, the largest processor of beef in the world which operates in the market for
some time and Sadia, who after leaving the market during the crisis in 1997, recently returned to
the market for beef. Interviews were conducted in the headquarters of the companies in the
period of January to February of 2008 with the area responsible for the internationalization of the
companies surveyed.



4. Data Presentation and Analysis

Company 1 - SADIA

According to the information provided, the main factors that triggered the internationalization of
Sadia were mainly the growth of the domestic market and over-production. Other factors that
allowed this were the exchange rate that favored the Brazilian exports, the price of meat in our
domestic and European demand for meat.

Moreover, the profitability of a kilo of meat exported is much higher than that of a kilo sold on
the domestic market. For Sadia, while a kilo is around US$ 8.00 in Brazil, it is sold abroad for
US$ 28.00.

With the creation of joint ventures that allowed the company to reduce its risk, Sadia decided to
internationalize.

Sadia exports a variety of products. Considering the total volume exported by the company,
Europe is responsible for a monthly amount of 1,000 tons, Russia for 2,000 tons, Africa and
Middle East for 800 tons and Hong Kong for 200 tons,totalizing a quantity of 4000 tons.

The beef exported to Europe is the rear part of the animal, the most noble and of greater value.
The meat is marketed frozen. Hong Kong purchases only the small parts. Russia, Egypt, Algeria,
Libya, Lebanon and Iran buy the front part, and the less noble part of the rear, and all these is
industrialized.

Thus, from a monthly volume of 4000 tons exported by Sadia, Russia accounts for 50%, the rest
of Europe by 25%, 5% for Hong Kong and the other remaining 20% are exported to Egypt,
Libya, Algeria, Iran and Lebanon.

Sadia takes part of the actions promoted by Abiec for the dissemination of “made in Brazil”
meat. Individual actions are not taken for this promotion. Thus, the company participates in
barbecues made in the embassies of the importers. One way to spread the excellence of Brazilian
beef, together with other companies in the sector associated with Abiec.

The main difficulty faced by Sadia was the commoditization of the product, which makes the
Brazilian product comparable with any other which makes it difficult to differentiate Sadia brand
and also Brazilian beef in general. Moreover, currently, the health restrictions have become a
factor that hampers exports. Seen by the company as one of the main factors that led to the
growth of Brazilian exports in this sector, the barriers now hinder the development of Brazil in
the international arena.

In the view of the firm, health barriers were a facilitator for the Brazilian companies in foreign
markets and so was the exchange rate in 1999. The development of packages that have increased
the life of the product also helped to improve the quality perception of Sadia products in the
European market.



At that time, Australia, which was the main exporter to Europe, alongside the United States,
started to export to Japan and much of Asia. Accordingly, the United Kingdom and the United
States were having problems with contamination of their herds for BSE (disease of the "Mad
Cow"), making their beef a risk. Without a provision to cover its demand, Europe began
importing Brazilian beef, helped by the currency and improvement in the product, as mentioned
above.

For the Sadia´s management team, the market tends to stabilize after this current crisis, reduction
of production abroad as a consequence of the use of land for other activities, the merger of
companies and the health problems faced by some countries. Still, companies from other
countries will come to Brazil and so will occur the professionalization of the sector, which is
currently not very well trained.

The company is preparing for these changes by increasing their production, seeking growth in
the market, while it can grow and while Brazil has the opportunity to grow abroad.

Furthermore, Sadia seeks for regionalization, concentrating its operations in an area of the
country, thereby avoiding unnecessary expenses, considering this fact a trend for all companies
in the sector.

The company seeks a partnership with the farmers so that their production is guaranteed, offering
advantages for the farmers retain control over their production both in quantity and also in
quality.

The Sadia still keeps the focus on its brand, which was a success in the Middle East in the
poultry market. Moreover, industrialization is another aspect in which the company invests,
trying to make the process more competitive and become stronger in the its biggest market today,
Russia.

Finally, Sadia invests in plants in Holland, Dubai, Russia and in the near future in China. The
Netherlands has gained a partitioner for the processing of meat is already done in Europe, close
to its end market. In Kalingrado, Russia, a unit was built in partnership with a local company.
Sadia invested 60% of capital and the other 40% came from its partner. In the Emirates Sadia
intends to invest around US$ 100 million for the production of industrial-based beef and chicken.
Future plans involve the installation of a plant in China.

Company 2 - JBS-FRIBOI

For JBS-FRIBOI the process of internationalization was so natural in a joint venture with the
Bertin meat processor. The company realized that the exchange rate was the main factor
associated with the sale price of beef abroad. In Brazil, while a kilo of steak is sold by US$ 20,
its sales in foreign markets reach US$ 20, making sales abroad more profitable than the domestic
market.



With the growth of production, the favorable exchange rate for exports, lack of supply for the
European market and exit of firms that dominated the industry of Brazilian beef in the 1990s - a
consequence of a crisis in the industry, companies such as Sadia, Swift , Anglo, Bordon, and
others that dominated the market for Brazilian beef left the industry or even went bankrupt - the
meat processor Friboi grew and internationalized its processes.

The products exported by JBS-Friboi not differ from those exported by Sadia. They are small
parts, and industrialized beef.

As in the case of Sadia, JBS-Friboi exports almost its entire industrialized production to Russia.
Europe is its main buyer of meat, but the Middle East countries are becoming major consumers
of these cuts of meat.

JBS-Friboi has bought Swift and its plants in Argentina, Australia and USA and also with the
brand Inalca working in Italy, is closer and has better control of these markets (the Argentine, the
American and European).

As mentioned before in the analysis of the case Sadia, the fact that the meat is a commodity
makes it difficult to JBS-Friboi to add value to Brazilian beef, but believes that it becomes very
difficult with such a pricing policy. In their analysis, the sanitary restrictions are also major
obstacles, making the entry in Europe more difficult, although they are acting directly through
Inalca.

JBS-Friboi has not developed any individual effort for the dissemination of Brazilian beef, but
only to develop its own brand. Like Sadia, JBS-Friboi takes part of the Abiec´s promotions in
order to expand the Brazilian beef, contributing at fairs and barbecues for the dissemination of
the product. Both companies have a seal on their packaging of origin Brazil. However, this seal
is only visible to consumers when the sale is made directly to the retailer.

Friboi formed a joint venture in a partnership with the meat processor Bertin to control all
operations. The union of the two brought an important gain and strengthened its position in the
market place.

With the exit of the main companies in the sector as a consequence of the crisis, Friboi bought
some plants and with the market stabilization in 1999, the company focused its operations in
foreign markets, with greater strength to internationalization.

Moreover, the growth of the consumer market in the Middle East made the company expand its
operations because it is an attractive market with high margins.

According to company analysis, the market now tends to decrease due to a more difficult task of
selling to a more conscious and responsible consumers who seek for green products and only buy
from those companies that offer products in accordance with standards of animal health.



According to the interviewee, Brazil has many chances to do well in a market with such features
as the country moves towards the control of diseases and the livestock is raised in a extensive
manner.

JBS-Friboi is preparing to market the same way that Sadia, with one small difference: the
company does not make any kind of greenfield investments. It seeks to buy the operations of
other companies already installed in the target market, as in the case of Swift in the United
States.

5. Final Considerations

In the cases examined, we found two companies in different situations. In 1996, Sadia before
leaving the market for beef, it was one of the market leaders together with Anglo, Swift and
Bordon. With the drop in output in the leading companies market, Friboi, accompanied by other
small companies, which today has become the main sector, began to control the production of
beef.

In 1999, with the change and consequent improvement of the international sector, these
companies began to flourish with the help of Kandir´s Law which aimed to relieve the taxation
over products and services with the purpose of export.

After this process the Sadia returned to work in the production of beef, dedicating itself almost
exclusively to exports. While JBS-Friboi has a policy of distribution of output divided equally
between the external and internal market (50% for domestic consumption and 50% for exports),
designed to Sadia, on average, 84% of its production to the external market.

The Sadia, in a first moment, through joint ventures with local companies, internationalized in a
model that is guided by the theory of transaction costs, outsourcing operations that others could
more competitively, so that lowering the risks.

JBS-Friboi also decided to use an international joint venture established in partnership with the
Bertin Group, seeking synergies between the companies and exploring the best skills of each
order, thus, crating more competitiveness in external market.

In a second moment, Sadia creates greenfield investments and
bought meat processors in other countries to get closer to their target markets. These investments
took place through joint ventures with companies in the industry working locally to minimize
their risks. But at the same time, Sadia keeps knowledge within the company, forming
partnerships, while other companies held by the process, thereby internalising its production
processes and management.

On the other hand, JBS-Friboi invested heavily in the purchase of companies in the sector, as
was the case of the purchase of Swift and Inalca when JBS-Friboi began to monitor such firms
and thus kept the knowledge of the market and technologies within their organization.



The Sadia, seeking an expansion of its brand, invested in new plants to consolidate its operations
in foreign markets, avoiding what makes JBS-Friboi, which is to buy local companies and
maintain their brands, so that the brand-JBS Friboi is little published abroad. Thus, the Sadia
internalises its operations avoiding the recruitment of others to bring the organization more
control over the operations it performs.

JBS-Friboi, with its policy of purchasing companies already established in the external market
presents a strategy of choosing the safest market to serve,minimizing the risks of purchasing
companies already consolidated in such locations and they already know the markets concerned.

Also on JBS-Friboi, we found the company using their network to internationalize, which gave
more power and representation in the market, enabling customers to reach the unattainable
before.

Thus, we conclude that the JBS-Friboi, wich,at first, used the theory of building international
networks to the fact that there was a partnership of two great companies to approach the market.

Then, with the end of joint venture with Bertin, they began to invest in the purchase of
companies already established in foreign markets in places of high consumption. The acquired
companies had good market knowledge and a strong brand, which has with the JBS-Friboi chose
to not include your brand in foreign markets, using the confidence of customers in the acquired
brands.

About Sadia it can be observed that in a first time the company had internationalized-based
theory of transaction costs through sub-contracting processes for the organization. Later, in
pursuit of the development of its brand, the company sought to take steps closer to the theory of
internalization, investing in the creation of new plants abroad, unlike the JBS-Friboi, which
invested in the purchase of existing plants of other companies while even the brands of these
companies were acquired.

Currently, the model of the internationalization of Sadia and JBS-Friboi approaches most of the
theory of the eclectic paradigm in that the question of the location and internalization have been
leading the strategy of companies that seek more proximity to main markets buyers, access to
better resources and greater control over their processes, although they are slightly different in
the internalisation approach.

It can be noticed that the pattern of internationalization of companies surveyed do not fit into one
of the theories presented in the study of internationalization and they used, were not all the time.
Each company is going through a situation in different periods, adapting to environmental
conditions using different ways of acting and, consequently, different approaches to
internationalization.



The study, although exploratory in nature, show that among the main Brazilian beef exporters are
not yet focused strategies for the development of the brand "beef from Brazil," but isolated
actions that cause little impact to enhance the Brazilian product.

The preliminary analysis indicates that the process of internationalization of Brazilian Beef
Industry support the economic theory of Dunning (1993),which suggests the search for markets,
assets, resources and efficiency, and the eclectic paradigm (DUNNING, 1980), which refers to
the search for three types of advantages: ownership, location and internalization.
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