COMILLAS
__ICADE

PROGRAMME__MBA

Adapting Mercado Libre's Business
Model to the European Market:
Opportunities and Challenges

Author: Helena Gil de Celis

Supervisor: Miguel Arjona Torres

Master final project

Madrid

24.05.2024



Table of Contents

AADSTIACE ...ttt h et bbbt e h b bt ettt h e b et e bt et et 3
Chapter 1: INtrOAUCTION ......covieiiieiieiie ettt ettt et et see e et e sabeesbeessseensaeenseenne 4
Chapter 2: Analysis of Mercado Libre's Business Model............ccoccoeviiriiinieniienienieeiieee 7
2.1 KPS ettt h et et b ettt b et aes 8
2.2 SUCCESS FACLOTS ...ttt sttt sttt e 9
2.3 SUSTAINADIIILY ...c.vieeieeiie ettt ettt st e et e et eesaaeeaeennnas 12
2.4 PartnerShIPS....cc.cieciieiiieiiee et et eabe b eenbeenee s 13
2.5 SWOT ettt ettt h ettt b et et e it 14
Chapter 3: Latin American and European Market Analysis.........ccccoeevierienciienieniiienienieeien, 16
3.1 Latin America E-Commerce market...........cooeeverieninrieniineiienieneeieceeieeeeee 16
3.2 European E-Commerce Market ............occueevuieriiiiienieeiieieeieee e 19
33 Benchmark Table.......coc.ooiiiiiiiiiiie s 23
Chapter 4: Case studies and eXampPles ..........cccuieriiriiiiieiiiieiiesie ettt eve e see e 25
4.1  Adaptation to the European Market, successful examples: Starbucks .................... 25
4.2 Adaptation to the European Market, successful examples: Airbnb...........c.cccueeee. 26
4.3  Adaptation to the European Market, unsuccessful example: Home Depot ............. 27
Chapter 5: Comparative ANALYSIS ....cc.eeeiuieiieriiieriieeieeiie et eiee et erteesteereesbeesseesebeeseessneesaens 28
5.1 COMIPATISOM ...ttt ettt ettt et et e et estee et eesaeeesbeesabeeaseenseeenseessbeenseassseenseennseenne 28
5.2 Strategic POSItIONING IMAP.......c.ceiiiiiriieiiieiieeie ettt ettt et eaee e 29
Chapter 6: Adaptation SIrAtEZIES .....cc.eeevierieriieriieeieerieeieeieesteeteesebeebeessaeenseeseseesseessseeseens 30
6.1 CUltural ANALYSIS ..c.vveeeiiiiieeiieie ettt ettt ettt et e e snaeenee 30
6.2 Market ENtry Srat@Zies ....c.cevueieiiieiiieiieiie ettt ettt ettt esae e 33
Chapter 7: Projected Investments and Future Revenues............ccooceeviieiiiniiinienciieiesieeen, 37
Chapter 8: Benefits and IMpPliCations. ...........cccuieruieriieriieiiieie e 38
8.1 Benefits for Mercado Libre.........c.ooviviiiiiiiniiiiiiiiieeeeceeeee e 38
8.2  Implications for the European E-commerce Industry...........ccoceeceviininieneenennenne. 39

Chapter 9: Social and environmental impact: United Nations’ Sustainable Development

GOAIS ..t e et e e e e e a—— e e e e ereeeeeaaraaeeeanes 40
Chapter 10: CONCIUSION......ccuiiiiieiiieiieeie ettt et ae et e st e et e ssbeebeesabeesseessseesaens 41
RETCIEIICES ... et e et e e et e e eeetae e e e eetaeeeeeeanaeeeen 42



Abstract

This report investigates the possibility and strategic implications of adapting Mercado Libre's
business model to the European market. Mercado Libre is a leading e-commerce, and
technology company in Latin America that offers a diverse range of services including online
marketplaces, payment solutions, logistics, advertising, and digital storefronts. The analysis of
these project begins with an overview of Mercado Libre’s mission, key performance indicators,
success factors, financials, and sustainability initiatives, highlighting the corporate governance
and its innovative practices. The SWOT analysis analyses the company’s strengths,
weaknesses, opportunities, and threats, emphasizing its market leadership and the

technological innovations.

For the purpose of these project is key to compare the Latin American and European e-
commerce landscapes, the rapid growth and competitive nature of both markets. In Europe,
major players like Amazon, eBay, AliExpress, and Zalando dominate the market, where
consumer trends focus on sustainability and personalized shopping experiences.Through a
comparative analysis, we observe that Mercado Libre's sustainable practices and use of new
technologies positioned itself as a differentiator in Latin America. The study analyses
adaptation strategies involving cultural analysis and market entry modes. Case studies of
Starbucks, Airbnb, and Home Depot provide insights into successful and unsuccessful market

adaptations.

The conclusion emphasizes Mercado Libre’s potential for successful European expansion,
given its innovative capabilities and sustainability commitments. Recommendations emphasize
the need for thorough market research, strategic partnerships, localized customer service, and
regulatory compliance. This comprehensive study aims to guide Mercado Libre in making

informed decisions for a strategic and sustainable entry into the European e-commerce market.

Key Words: Mercado Libre, E-commerce, European market, Sustainability



Chapter 1: Introduction

Overview of Consultancy Plan

In a period characterized by growing environmental concerns and the urgent need for
sustainable business practices, companies worldwide are changing their strategies to align with
environmental responsibilities. Although, the digital revolution has reshaped the business

landscape, affecting how information is used, accessed, and managed.

The main objective of this thesis is to explore the feasibility and implications of adapting
Mercado Libre’s business model, which follows sustainable principles, to the European market.
The significance of this project is to provide information about the European market to
facilitate Mercado Libre’s decision making process by offering insights of the e-commerce
industry in the European market in order to provide a valuable strategic direction for the

expansion.

Firstly, this project will conduct an analysis of Mercado Libre’s existing business model,
focusing on key performance indicators (KPIs), success factors, and sustainable practices and
principles that the company follows. Secondly, the study will identify the core strengths and
weaknesses of Mercado Libre's model, supported by a SWOT Analysis in order to provide a

deep understanding of its strategic positioning and operational efficiency.

Additionally, the study will conduct a comparative analysis of European e-commerce
businesses, comparing it with the Latin American sector to identify key differences and
potential synergies, including regulatory compliance benchmarking and the creation of a
strategic positioning map for Mercado Libre. Based on those insights, the project will develop

adaptation strategies after a careful cultural analysis and market entry strategies.

Finally, through the examination of different case studies and examples, this study will offer a
descriptive adaptation approach and best practices to guide Mercado Libre’s expansion efforts
in the European market. The goal is to present mercado libre strategic guidance to improve the

decision-making process for an opportunity of expansion in Europe.



Background of the company

Mercado Libre is a leading e-commerce company in Latin America. Established in Argentina
in 1999, Mercado Libre has become a pioneer in Latin America's e-commerce and technology
sector, and it operates across multiple countries. The company offers diverse services such as
online marketplaces, payment solutions, and logistics, and it operates through an online
platform that connects buyers and sellers, allowing them to buy and sell a wide range of
products, including clothing, electronic devices, home decoration, etc. (Source: Mercado Libre

Report 2023)

The online platform is designed to provide users with a complete portfolio of services to
facilitate commercial transactions both digitally and offline. They offer their users an

ecosystem of six integrated e-commerce and digital payments services.
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Exhibit 1 (Source: Mercado Libre Report 2023)

Among them, Mercado Pago, which was created as a versatile digital wallet. Mercado Pago
enables users to securely make online payments for goods and services within the Mercado
Libre ecosystem. It offers various payment methods, including credit and debit cards, as well

as QR code transactions, to simplify the payment processes between customers.

Mercado Crédito leverages the loyal and engaged user base of Mercado Libre to provide credit
solutions, addressing the historical lack of access to credit among users and further
strengthening engagement with Mercado Pago. Mercado Envios logistics solution enables
sellers to utilize third-party carriers and logistics service providers, offering fulfillment and

warehousing services to streamline the user experience and enhance control over logistics.



Finally, Mercado Ads provides an advertising platform for businesses to promote their products
and services through various ad formats on Mercado Libre's webpages. And Mercado Shops
offers a digital storefront solution for users to set up, manage, and promote their own digital

stores, complementing the existing services provided by Mercado Libre.

E-Commerce trends and market dynamics in Latin America and Europe

Over the past century, Mercado Libre has become one of Latin America's largest and most
impactful online marketplaces. As the market leader, the company recognizes the added
responsibility to pioneer sustainable practices throughout its operations and supply chain. The
company's significant influence on the region's digital economy reinforces its commitment to

environmental responsibility. (Source: Mercado Libre Report 2022)

In Europe, over a billion times a day, retailers and wholesalers distribute goods and provide
services to millions of businesses and individual customers. The retail sector generates one out
of every seven jobs and offers a varied career to 26 million Europeans. In addition, it also
supports millions of jobs throughout the supply chain, from small local suppliers to

international businesses. (Source: European E-Commerce Report 2023)

The Euro Commerce Organization ensures that European e-commerce companies foster
innovation, fair competition, sustainable value creation and environmental protection among
businesses. The Euro Commerce Organization represents the retail wholesale sector at a
European level and manages issues related to single market, digital economy, consumer
protection, environmental sustainability, trade, and competition. Euro Commerce serves as a
communication platform for its members, facilitating the exchange of information and best

practices. (Source: European E-Commerce Report 2023)

Moreover, the e-commerce sector is growing every year. A joint study with McKinsey
identifies that the sector will nearly double its current investment rate by 2030. Besides that,
the e-commerce industry in Europe is in a state of maturity, there is still much room for

improvement in terms of sustainability.

In Europe the e-commerce sector needs to meet the targets outlined in the Paris Agreement.
The Paris Agreement is an international treaty adopted in 2015 under the United Nations
Framework Convention on Climate Change (UNFCCC) in order to reduce greenhouse gas

emissions. This sustainability transformation presents an opportunity for retailers to



differentiate their offerings, finding ways to tap into these opportunities and take advantage of
the growing demand for sustainable goods and services, as well as establishing circular
business models. (Source: Transforming the EU retail and wholesale sector, McKinsey Report

2022)

Chapter 2: Analysis of Mercado Libre's Business Model

Mercado Libre's mission is to democratize e-commerce and financial services across Latin
America, by providing a platform that facilitates digital transactions for consumers and
merchants. Mercado Libre not only contributes to the growth of the e-commerce industry but
also drives positive socioeconomic impact across the regions where it operates, creating a more
sustainable and prosperous digital and sustainable era in Latin America. The company

mentioned in their 2022 report that:

“We are entrepreneurs who know that sustainability is a path of continuous improvement, with
many challenges ahead but with a clear focus: the time to act is now.” (Source: Mercado Libre

Report 2022)

Under that premise, Mercado Libre wants to focus on environmental strategy and innovation
projects. Accepting the challenge of continuing to grow while respecting the environment. The
company believes that measuring their carbon footprint is the backbone of its journey. Mercado
libre seeks to reduce the environmental impact through their value chain, while contributing to

the fight against climate change.

Mercado Libre’s value creation consists in offering sales channels for individuals, small and
medium-sized businesses, and entrepreneurs, providing them with the necessary tools to
facilitate the entire sale process. By enabling direct transactions between buyers and sellers and
fostering a user-friendly interface, Mercado Libre fosters economic activity, empowers
entrepreneurs, and expands market reach for businesses of all sizes. (Source: Mercado Libre

Report 2023)



2.1 KPI's

Mercado Libre tracks various Key Performance Indicators (KPIs) to ensure its continuous

improvement.

e Productivity: Mercado Libre measures its productivity by optimizing the performance
of its advisors, focusing on real-time guidance. This KPI reflects the company's
commitment to efficiency through maximizing output. Productivity rates have shown a
steady increase over recent months, with rates reaching 7.4% in October, 7.9% in

November, and 8.3% in December.

e Net Promoter Score (NPS): NPS is a key performance indicator of customer satisfaction
and loyalty. Mercado Libre wants to reduce customer wait times and ensure prompt
responses to customer inquiries while demonstrating empathy and understanding. The
company's NPS has shown consistent improvement, with scores rising from 28% in

October to 37% in December.

e Operational Excellence (OE): Mercado Libre highlights its operational excellence by
identifying and addressing areas for improvement in its operational processes. This
involves analyzing existing skills and providing training and development opportunities
to employees. The company's focus on Operational Excellence has achieved positive

results, with rates increasing from 94% in October to 97% in December.

e Adherence: Adherence measures to which employees comply with their schedules and
commitments. Mercado Libre emphasizes the importance of understanding and
improving clear communication, flexibility, and self-assessment among the work
environments. Adherence rates have demonstrated improvement, decreasing from 9%

in October to 5% in December.

e Positive Culture: Mercado Libre promotes a positive work culture through continuous
recognition, motivation, and sharing of best practices among its employees. This
includes providing bonuses, benefits, and incentives. By promoting a positive culture,
Mercado Libre aims to enhance employee morale and engagement, ultimately driving

performance and results.

(Source: Mercado Libre Report 2023)



2.2 Success factors

Mercado Libre’s leading position in the Latin America e-commerce industry can be attributed
to a combination of different strategic factors. Its strong brand presence has helped Mercado
Libre to become a dominant force. Through its marketing efforts Mercado Libre has earned the
trust and the customer loyalty of millions of users. In addition, the company s key strengths lie
in its marketplace model which offer diverse online services to clients and in its commitment

to sustainability.

By providing a platform that connects buyers and sellers, Mercado Libre facilitates transactions
across a diverse range of product categories, allowing for flexibility and efficiency in serving
the needs of its customer base. This marketplace approach enables Mercado Libre to quickly

respond to market trends, expand its product offerings, and enhance the overall user experience.

Mercado Libre's commitment to innovation, sustainability and technology is crucial for its
sustained growth and competitive advantage. The company continually invests in the
development of new features, tools, and services to enhance its platform and meet the evolving
needs of its users. By staying at the forefront of technological advancements, Mercado Libre
remains agile and adaptable in an ever-changing market landscape, positioning itself for

continued success in the dynamic e-commerce sector. (Source: Mercado Libre Reporte 2023)

Financials

This success can be seen in the economic results. Mercado Libre generates revenue primarily
through three streams: fees charged to customers for listing products on the platform, a small
percentage of each sale, and advertising revenue from advertisers leveraging its platform as an

advertising medium.

Mercado Libre brings a diverse range of costs in its operations, such as platform maintenance,
application development, and employee salaries. The company also allocates resources towards
advertising and marketing initiatives that enhance brand visibility and attract new customers.
Moreover, investments are directed towards expanding into new markets to achieve sustainable

growth and broaden its customer base.



In recent years, there has been a high and constant increase in the company's growth, reflected
in its annual earnings. Last year 2023 Mercado Libre had 14,473 million USD in revenues and

the stock price NASDAQ MELI increased +85,6% vs year 2022.
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Exhibit 2 (Source: Reporte de Impacto 2023)

The consolidated Statements of Income for the years 2021 to 2023 results review a rapid and
healthy growth and an effective cost management of Mercado Libre. Net revenues have
doubled in the last 3 years from 7,069 million USD to 14,473 million USD. With net service
revenues rising from 9,442 million USD to 12,983 million USD and net product revenues

increasing from 1,095 million USD to 1,490 million USD.

This robust growth reflects the company’s expanding customer base and increased transaction
volumes across its different platforms. Despite a rise in the cost of net revenues from 5,374
million USD to 7,267 million USD, gross profit significantly increased from 5,163 million
USD to 7,206 million USD, highlighting Mercado Libre's ability to manage costs efficiently,

leveraging economies of scale.

Operating expenses also increased, from 2,564 million USD in 2021 to 5,383 million USD in
2023, due to Mercado Libre’s investments in product and technology development, sales and
marketing, and general administrative expenses. These investments reinforce Mercado Libre’s
commitment to innovation, market expansion, and operational efficiency. Income from

operations more than doubled, reflecting the company’s strong operational profitability.

This financial strength is translated into a more than doubling of basic and diluted earnings per
share, with basic EPS increasing from 9.57 USD to 19.64 USD and diluted EPS from 9.53 USD
to 19.46 USD, demonstrating significant value creation for shareholders. (Source: Mercado

Libre Reporte 2023)

Mercado Libre’s Balance sheet (from year 2022 to 2023) also shows a high rise in total assets,
they grew from 13,736 million USD in 2022 to 17,646 million USD in 2023. Current assets
rose from 10,953 million USD to 14,294 million USD, due to increases in cash and cash

equivalents short-term investments, and credit card receivables. These increases reflect the
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company's improved liquidity and robust operational cash flow. Source: Mercado Libre

Reporte 2023)

Total liabilities also grew significantly, due to the company's expanding scale and the higher
volume of transactions processed. Non-current liabilities remained relatively stable, slightly
decreasing from 3,347 million USD in 2022 to 3,278 million USD in 2023. This stability was
primarily due to a reduction in loans payable and other financial liabilities, reflecting effective

debt management.

Mercado Libre's financial statements for the last 3 years show a period of fast growth and
financial stability. The company has effectively managed its assets and liabilities, invested
strategically in technology and market expansion, and achieved significant revenue and profit
growth. These results position Mercado Libre's as a strong player in the market and its potential

for continued success in the competitive e-commerce and fintech landscape of Latin America

In addition, Mercado Libre issued a Sustainable Bond in January 2021 for an amount of 400
million USD. It will be invested over five years, with a fixed interest rate of 2.375% per annum.
In its three years of implementation, 247.61 million USD were allocated 100% to finance triple-
impact initiatives that drive the sustainable development of our business and the region.

(Source: Reporte de Bono Sustentable 2023)

Corporate Governance

Part of the success is also due to Mercado Libre’s corporate governance structure that ensures
accountability, transparency, and effective decision-making. At the top is the board of
directors, responsible for overseeing the company's strategic direction and performance.
Underneath the board there are various committees, such as audit, renumeration and

compensation committees.

Transparency is a crucial attribute of Mercado Libre's governance approach, with the company
regularly disclosing financial information, operational performance, and governance practices
to shareholders and the public. Annual reports, proxy statements, and corporate governance
guidelines provide stakeholders with insight into the company's operations and decision-

making processes, fostering accountability and trust.

Mercado Libre has robust corporate governance practices that improve trust among

stakeholders and maintain its position as a leader in the e-commerce industry. It also puts a
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strong emphasis on integrity and ethical conduct throughout its organization. Codes of conduct
and ethics outline expectations for employees, management, and directors, emphasizing
integrity, honesty, and compliance with laws and regulations. Training programs and internal
controls further reinforce these principles, ensuring that employees understand their

responsibilities and uphold the company's values. (Source: Reporte de Impacto 2023)

2.3 Sustainability

The key players who are responsible for making sustainable business practices and strategies
are Nicolas Canusso (Regional Environmental Sustainability Manager), Ariel Katz
(Environmental Head) and Maria Guadalupe Marin (Senior Manager of Sustainability).
Additionally, executive management, led by Marcos Galperin (CEO), implements the board's

directives, and manages day-to-day operations.

Mercado Libre emphasizes the efficient use of inputs, such as optimizing packaging materials
and reducing the weight of bags without compromising their strength. Additionally, Mercado
Libre replaces essential materials with those that have a lower environmental impact, using

recycled cardboard and plastic in packaging and designing reusable bags for market use.

The company also prioritizes recycling initiatives, partnering with local organizations to
implement regional recycling programs and recover over 85% of dry materials from its
distribution centers. In Brazil, Mercado Libre operates industrial composters that transform
organic waste into compost, supporting community garden programs and generating

employment opportunities. (Source: Reporte de Impacto 2023)

In terms of carbon footprint reduction, Mercado Libre has implemented various strategies
across its operations. Nowadays reducing carbon footprints is crucial in order to eliminate
climate change, to protect the environment and citizens. Carbon footprint is the total amount
of greenhouse gases (GHGs), primarily carbon dioxide (CO2), that are emitted directly or

indirectly by human activities.

For managing its carbon footprint, Mercado Libre has implemented various strategies across
its operations. The company has embraced energy efficiency measures, utilizing a smart
metering strategy to monitor consumption remotely and migrating operations to renewable
energy sources. Notably, eleven distribution centers across Argentina, Brazil, and Mexico have

adopted smart metering, with several sites transitioning to 100% renewable energy, including
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the SP02 distribution center, marking a significant milestone in the region. (Source: Mercado

Libre Reporte 2023)

Mercado Libre demonstrates a commitment to robust labor practices, fostering an inclusive and
equitable work environment for its employees. By prioritizing diversity, equity, and employee
well-being, Mercado Libre tries to cultivate a workforce that reflects the diverse fabric of Latin

American society.

2.4 Partnerships

In terms of partnerships, Mercado Libre collaborates with key partners to support its operations
and become more sustainable. These alliances help the company in the market expansion,
innovation, and sustainability initiatives, enabling the company to differentiate its offerings
and access specialized resources while reducing risks and costs associated with new market

entry and innovation.

One of the key partnerships is with Newlab, an international innovation hub in Montevideo,
Uruguay both companies are teaming up to fight against carbon emissions in logistics across
Latin America. Newlab was founded in 2016 by David Belt and Scott Cohen. Belt, a serial
investor in new ventures, is a prominent figure in the startup ecosystem, listed among the top

50 most relevant technology investors.

For Mercado Libre, partnering with Newlab represents another step in reducing emissions as
the business expands, employing a comprehensive strategy that incorporates pillars such as
sustainable mobility, energy management (with 21 sites already powered by renewable

energy), material circularity, and packaging.

The project focuses on three main areas. Low-emission vehicles will be selected based on their
impact on emissions reduction, operational efficiency, price, quality, driver safety, and
availability. Charging infrastructure will be developed, incorporating providers of clean
energy. Logistics network optimization will utilize artificial intelligence to monitor real-time

efficiency in route allocation, vehicle usage, and charging times.

Mercado Libre boasts a fleet of 2,300 electric vehicles (+101,2% vs year 2022), one of the
largest in the region, and aims to soon reach 10,000 electric vehicles. With this electric fleet
Mercado Libre has reduced 2430 tCO2 vs Diesel. More than 22 million packages are delivered
through sustainable mobility. (Source: Reporte de Impacto 2023)
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Another key alliance is partnering with Panchama with the project of "Regenera América"
program. Pachama is a pioneering startup at the leading position of developing technologies to
restore ecosystems and combat climate change. Pachama smoothly integrates satellite imagery
with advanced artificial intelligence algorithms to remotely monitor and quantify carbon

sequestration in forests.

This innovative approach not only ensures the accuracy and reliability of carbon market
transactions but also facilitates connections between buyers and sellers of carbon credits

globally, thus fostering a more transparent and efficient carbon marketplace.

The Regenera América program promotes projects for the regeneration and conservation of
native ecosystems in Latin America, home to around 40% of the world's biodiversity. These
initiatives, which complement Mercado Libre’s efforts to reduce emissions, will be framed in

projects that will generate short-, medium- and long-term carbon credits.

Until now, through this initiative over 14,587 hectares have been restored, 1,8 million trees
have been planted and 13,8 million of trees are in restoration or conservation. Also, the project
contributes to the preservation of the region's biodiversity and ecosystem services. Including
clean water, air, a balanced climate, healthy soils, food, and raw materials. (Source: Reporte

de Impacto 2023)

Ultimately, the goal for Mercado Libre is to become a leader in sustainability; demonstrating
its commitment to protecting the environment and mitigating the impacts of climate change in
Latin America. “Our goal is to migrate 100% of our distribution center operations to clean

energy sources by 2035.” (Source: Reporte de Impacto 2023)

2.5 SWOT

Strengths:

e Market Leadership: Mercado Libre is the largest online commerce ecosystem in Latin
America, boasting a strong market position and extensive reach across 18 countries.

e Diverse Portfolio of Services: The company offers a comprehensive range of services
beyond e-commerce, including financial solutions through Mercado Pago, enhancing

its value proposition and customer engagement.
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Technological Innovation: Mercado Libre leverages advanced technologies to enhance
user experience, streamline operations, and drive innovation across its platforms,
staying ahead of competitors.

Strong Brand Recognition: Mercado Libre enjoys high brand recognition and trust
among consumers and merchants in Latin America, contributing to customer loyalty

and market dominance.

Weaknesses:

Dependency on Emerging Markets: Mercado Libre's operations are heavily
concentrated in Latin America, exposing the company to risks associated with
economic instability, regulatory changes, and currency fluctuations in the region.
Infrastructure Challenges: The logistics and transportation infrastructure in some Latin
American countries may pose challenges to timely and efficient delivery, impacting
customer satisfaction and operational efficiency.

Competition from Global Players: The presence of global e-commerce giants like
Amazon poses a threat to Mercado Libre's market dominance, necessitating continuous
innovation and differentiation to maintain its competitive edge.

Reliance on Third-party Sellers: Mercado Libre relies heavily on third-party sellers for
its marketplace, which may lead to challenges related to quality control, counterfeit

products, and seller compliance.

Opportunities:

Untapped Market Potential: Latin America presents significant growth opportunities
for e-commerce, with rising internet penetration and increasing consumer adoption of
online shopping, providing Mercado Libre with room for expansion.

Expansion of Financial Services: Mercado Libre can further expand its financial
services offerings, tapping into underserved segments and driving revenue growth
through initiatives like digital banking and lending.

Strategic Partnerships: Collaborating with strategic partners in areas such as logistics,
technology, and market expansion can help Mercado Libre enhance its capabilities,

reach new markets, and drive innovation.
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Diversification into New Verticals: Mercado Libre can explore diversification into new
verticals such as healthcare, entertainment, or education, leveraging its existing

infrastructure and customer base to capture additional revenue streams.

Threats:

Regulatory Challenges: Changes in regulatory environments, including taxation, data
privacy, and competition laws, pose regulatory risks to Mercado Libre's operations and
may impact its profitability and growth prospects.

Intensifying Competition: Competition from both regional and global players in the e-
commerce and fintech sectors poses a threat to Mercado Libre's market share and
profitability, requiring continuous innovation and strategic differentiation.

Economic Uncertainty: Economic downturns, inflation, and currency devaluation in
Latin American countries could adversely affect consumer spending patterns,
impacting Mercado Libre's revenue and profitability.

Technological Disruption: Rapid technological advancements and disruptive
innovations in the e-commerce and fintech industries may pose challenges to Mercado

Libre's business model and require agile adaptation to stay competitive in the market.

Chapter 3: Latin American and European Market Analysis

3.1 Latin America E-Commerce market

The Latin American and Caribbean e-commerce market surpassed a retail sales value of 117

billion USD in 2023. By 2028, this figure is forecast to nearly double the number to over 205

billion USD. Both values would be the highest on record for this sector, which continues to

grow year on year and increases its share of national economies.

In addition, retail sales in Argentina, Brazil and Mexico are expected to almost double between

2023 and 2027. Peru, with an estimated growth of 78%, will come closer to the turnover of

Chile and Colombia, which closed last year with more than 11 billion in sales. With these

figures, Latin American countries boast some of the best forecasted growth rates in e-
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commerce worldwide. (Source: Statista Market Insights, Article” E-COMMERCE
LATINOAMERICANO”)

Top E-commerce Markets in Brazil Y +M%
Latin America and the
Caribbean in 2022 and 2027 Mexico [ 34,2 +99%
(in billions of dollars).

Colombia 90| +60%

2022 2027
. Chile 8,2 +72%
Online Retail Sales of Physical Goods.
February 2023 Estimates.
Peru [ 7,4 +78%
Argentina [ 7.0] +109%
225

Rest of Latin America

and the Caribbean +84%

Exhibit 3 (Source: Statista Market Insights, Article” E-Commerce Latino Americano”)

Daniel Cohen as the CEO of PayU Global Payments Organization, leader in the digital payment
industry in Latin America mentioned that: “We have seen the e-commerce market in Latin
America quickly adapt to recent macroeconomic trends, offering innovative digital offerings
to meet changing consumer demands and growing at a rapid pace.” (Source: Daniel Cohen,

CEO of PayU GPO).

Regarding market trends and consumer preferences, it is notorious that in Latin America there
is much more use of mobile phones when it comes to making online purchases. PCMI
(Payments and Commerce Market Intelligence) data confirms this trend, indicating that Latin
American markets like Argentina, Brazil, Chile, Colombia, Mexico, and Peru, mobile phones
serve as the primary platform for online shopping activities. (Source: Payments and Commerce

Market Intelligence Report)

Finally, Product categories that perform well in the Latin America e-commerce market are
electronics, fashion, beauty, and groceries. However, there is growing demand for a wider

range of products and services, including travel, entertainment, and healthcare-related items.

Competitive Landscape

The e-commerce landscape in Latin America is characterized by rapid growth and significant
competition, due to an increasing internet penetration, mobile usage, and a growing middle
class. Major players like Mercado Libre, Amazon, and local giants such as Linio and Falabella

have a big percentage of market share in the industry. Perhaps, being a highly competitive
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market, there is a clear major player in the industry, which is Mercado Libre. Amazon, although
a global giant, faces strong competition from these established local firms but continues to

expand its footprint through aggressive investment and localized strategies.

Smaller, innovative startups are also emerging, leveraging unique market niches and
technological advancements. Companies such as Linio and Falabella are expanding their online
presence, capitalizing on the trend towards digital commerce. To succeed, companies need to
adapt to local conditions and leverage partnerships and alliances that can provide a competitive
edge in logistics, technology, and customer engagement. (Source: E-Commerce Ecosystem in

Latin America, 2024: Uncovering Opportunities and Embracing the Future)

Mercado Libre is not only a platform for buyers and sellers, but also an opportunity for
entrepreneurs and small businesses. By creating an online store, sellers can expand their reach
and access a large potential customer base throughout Latin America. Moreover, not only does
its innovation and digitalization makes Mercado Libre the leader but also, its commitment to

sustainability is the key differentiator against its competitors.

Customer Trends

The consumer trend towards sustainable purchases is evident in South America. For instamce,
according to a study on consumer trends carried out by Mercado Libre, in 2021 the number of
sustainable vendors increased by 192% in Argentina, which today contributes to 37% of the
10,700 companies that sell sustainable products in Latin America, standing out in the sale of

solar panels, and reusable coffee capsules, composters, and water purifiers, among others.

Meanwhile, in other countries of the region, such as Brazil, Chile, Colombia, Peru, Ecuador,
or Venezuela, the purpose based on sustainability policies is also growing in the corporate
world. This trend is driving innovation in product development and packaging, with an
emphasis on reducing environmental impact and supporting local communities. (Source:

KPMG, Consumer and retail in south america 2022 trends)

“It increase a 86% the number of users who choose products with positive sustainable

impacts.” (Source: Mercado Libre.com, 15 de julio de 2021)

18



Moreover, Latin American consumers tend to prioritize brands that align with their cultural
values and offer products or services that enhance their quality of life. Their strong sense of
community and family ties, influence them in the purchasing decisions. Additionally, Latin
American consumers are known for their brand loyalty once trust is established, making

relationship-building a key aspect of successful marketing strategies in the region.

Latin American consumers are selecvitve shoppers who value personalized experiences and a
responsive customer service. A report by Deloitte highlights the importance of providing
tailored recommendations and engaging with consumers through multiple channels, including

social media and mobile apps. (Source: Deloitte, 2022)

3.2 European E-Commerce Market

Recent estimates indicate that the European e-commerce market is set to continue its fast and
dynamic climb with revenues reaching nearly 1 trillion U.S. dollars by 2024. This comes as no
surprise as online shopping has become increasingly popular among European consumers,

particularly in the aftermath of the coronavirus pandemic.

E-Shoppers, Europe
Percentage of internet users who bought goods
or services online
100%

74% 5% 16% 8%

67% 70%

50%

2018 2019 2020 2021 2022 2023 (F)
Exhibit 4 (Source: Eurostat Statista: Europe E-Commerce Report 2023)

As European countries share a common trade market, it is quite normal that EU consumers buy
from e-commerce companies not located in their country. On average, just over one-fourth of

the EU’s e-commerce revenue is generated from cross-border e-retail.

For example, in countries like Austria, eight in ten online shoppers have made a cross-border

purchase in 2022, versus around five in ten Swedish e-shoppers. In the Netherlands, cross-
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border e-commerce spending has almost doubled, hitting the one-billion-euros mark in the first

quarter of 2023, up from only 564 million euros in the third quarter of 2020.

e L S 12% 14% 12% 6% 8%
B2C e-commerce F— . eeeeeeed
turnover (€bn) 1% 14% 9% 2% 2%
=== Growth rate
e |Inflation-adjusted growth rate*
€975
€849 €899
€760
€664
€591
SOURCE: NATIONAL E-COMMERCE
ASSOCIATIONS, STATISTA 2018 2019 2020 2021 2022 2023 (F)

*All Inflation-adjusted growth rates throughout this report were supplied by Eurocommerce. Further explanation of the methodology can be found on page 95
Exhibit 5 (Source: Statista Report, Revenue of the e-commerce market in Europe from 2020

to 2029)

Consumers are also showing an increasing preference for natural personal care products,
driving demand in the market. The beauty and personal care sector have experienced rapid
growth with the rise of e-commerce. The European E-commerce market also saw a positive
response in online sales during nationwide lockdowns, driven by high demand for both

essential and non-essential products.

(Source: https://www.mordorintelligence.com/industry-reports/europe-ecommerce-

market/market-size)

Consumers in Europe have also increased health consciousness and demand for natural
personal care products. Consumers are turning to organic personal care products in response to
the rising demand for organic ingredients, which is expected to drive market growth during the
study period. Consumers are getting more aware about climate change and environmental and

sustainable practices.

Competitive Landscape

The European E-commerce market is highly competitive, with many major players. Product

launches, high expenses on R&D, acquisitions, partnerships, etc., are the growth strategies such
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companies adopt to sustain the intense competition. Among the competition Amazon stands
out as the market leader, leveraging its extensive product offerings, streamlined logistics

network, and Prime membership benefits to attract and retain customers.

eBay also holds a big market share in the industry. Its key strength lies in its marketplace model,
which allows both individual sellers and businesses to list and sell products to a global
audience. This model fosters a sense of community and enables consumers to find unique items

or bargains through bidding and negotiation.

Another major player in the European e-commerce industry is AliExpress, which is a company
based in China, but it has had an impact in the European e-commerce market due to its

competitive prices and wide range products offering.

On the other hand, companies such as Zalando (German Company) have also carved out a
niche in the European e-commerce landscape. Specializing in fashion and lifestyle products,
Zalando differentiates itself through its curated selection, personalized shopping experience,

and fast delivery options, appealing to fashion-conscious consumers across Europe.

Consumer Trends

Consumer trends in Europe regarding online purchasing and lifestyles reflect a dynamic and
rapidly evolving landscape influenced by technological advancements, shifting demographics,
and changing consumer preferences. One significant trend is the increasing adoption of e-

commerce across the continent.

Online retail sales in Europe have been slowly rising, with an annual growth rate of
approximately 12%. This growth is driven by factors such as improved internet connectivity,
widespread smartphone usage, and the online shopping. (Source: European E-commerce

Report 2020)

In terms of consumer behavior, Europeans are incorporating omnichannel shopping
experiences. This experience refers to an integrated approach to retail that provides customers
with a consistent and unified shopping experience across multiple channels, both online and

offline.

European consumers are increasingly prioritizing sustainability and ethical considerations in

their purchasing decisions. Environmentally friendly products and brands with a commitment
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to social responsibility are now more attractive among European consumers. This trend is
driving demand for transparency in supply chains, eco-friendly packaging, and products that
align with values such as fair trade and animal welfare. (Source: Accenture Reports on

Sustainability and Consumer Trends, 2022)

Additionally, there is a growing focus on health and wellness among European consumers,
leading to increased demand for products and services that promote physical and mental well-
being. This trend encompasses everything from healthy food options and fitness apps to
mindfulness practices and wellness retreats. As Europeans prioritize health and self-care,
businesses are responding with innovative solutions and personalized experiences tailored to

meet these evolving needs.

Regulations

Due to the increase of e-commerce platforms and technologies over the past years, the
European Union is introducing new rules to ensure customer protection, fair competition and
to promote smooth functioning of the market. The main goal of the regulations is to establish
a legal framework that guarantees transparent terms and conditions for business users of online
platforms, as well as effective possibilities for redress when these terms and conditions are not

respected by online platforms. (Source: European E-Commerce Report 2023)

The following regulations were established by the European commission in recent years to
adapt to the new technological era and to address emerging challenges in the e-commerce

sector in Europe:

In 2016 the European Parliament and the council of the European Union established the
Payment Service Directive 2 (PSD2). PSD2 is a strong customer authentication (SCA) for
electronic payments in order to reduce the risk of fraud and unauthorized transactions. Also,
the EU implemented the Geo-blocking Regulation, which addresses discriminatory practices
based on customers' nationality, place of residence, or location within the EU. (Source:

European Council, Press Release,2019)

Other regulations adopted are the P2B Regulation, that seeks to improve transparency and

fairness in the relationship between online platforms and businesses that use them to reach
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customers. These regulations forbid unfair practices, such as sudden changes to terms or
arbitrary delisting of businesses from platforms, ensuring a level playing field for all

participants.

The Digital Service Act (DSA) Regulation also plays a crucial role. It was introduced in 2020
and it aims to address illegal content, such as counterfeit goods, hate speech, and
misinformation. It looks for transparency and accountability measures to protect users' rights
and interests, including requirements for content moderation, dispute resolution mechanisms,

and access to information.

“These new rules will create predictability which is necessary for EU businesses if they want
to reap the full benefits of the platform economy. This is a very important step towards the
completion of the EU digital single market. Transparency is key.” (Source: Niculae

BADALAU, Romanian Minister of economy)

3.3 Benchmark Table
Characteristics Amazon eBay AliIExpress Zalando
v " v . v S
User I'nterface and (Inturc.lve, (Vangs, generally D ERE e (Fashlgn Qnented,
Experience streamlined) user-friendly) easy navigation)
v (Wi
Product Range and v (Extensive, diverse . (que range, v (Vastrange, global v (Fashion-focused,
. . . including unique X
Diversity categories) X sellers) multiple brands)
items)
v v v
Seller Tools and (Robust seller (Seller .tools, v (Basic seller tools) (Seller support,
Support tools, support) community support) tools)
Payment Options and v (Multiple payment v (Varies by seller, v (Various payment v (Secure payment
Security options, secure) PayPal protection) methods) options)
o . v (Fast, reliable v (Varies by seller, v (International v (Fast delivery,
S EEDERE e shipping options) global shipping) shipping) multiple options)
Marketing and v (Advertising, v (Promotional tools, v (Limited v (Marketing
Promotional Tools promotions) campaigns) promotional tools) partnerships)
Data Analytics and v (Advanced v (Basic analytics, _— . v (Sales analytics,
v
Insights analytics, insights) sales reports) (s i e e insights)
v v . . v . . v
T eI (Trusted brapd, (Yarles, reputation (Varlgs, mixed (Trusted brarld,
customer service) varies) reputation) customer service)
v (Investmentin v (Environmental v (Sustainability v (Sustainable
Sustainability sustainability programs, energy initiatives, green fashion, eco-friendly
initiatives) efficiency) shipping) practices)

Exhibit 6 (Source: European E-Commerce Marketplaces comparison chart)

The first category describes how intuitive and user-friendly each platform's interface is. For
instance, Amazon and Zalando excel provide streamlined experiences, while eBay's interface

varies depending on individual sellers and AliExpress offers a simpler interface. Regarding the
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product range diversity, Amazon and AliExpress stand out for their extensive product ranges
spanning various categories and global sellers. eBay also offers a wide range, including unique
items from individual sellers. Zalando is more specialized, focusing on fashion-related products

and multiple brands.

In terms of customer support and additional seller tools, Amazon provides more support and
extra tools, while eBay offers a mix of seller tools and community support. AliExpress offers
basic seller tools, and Zalando emphasizes seller support and tools to enhance the fashion retail
experience. In security level of payment methods, Amazon and Zalando are particularly known
for their secure payment systems. eBay's payment security varies by seller, while AliExpress

offers various payment methods.

Furthermore, Zalando and Amazon prioritize fast and reliable shipping options, while eBay,
according to its business model depends on individual sellers to make the shipping, they have
the option to decide whatever shipping type they want to use. AliExpress offers international
shipping but may vary in delivery times. Regarding marketing strategies, AliExpress has
limited promotional offers and they spent low budget on marketing campaigns. Amazon and
Zalando provide advanced marketing and promotional tools for sellers, while eBay offers

promotional tools and campaigns.

Data Analytics and Insights help companies with the monitoring of performance, tracking the
sales trends, and identifying opportunities for growth and improvement. Amazon provides
advanced analytics and insights for sellers, eBay offers basic analytics and sales reports,
Zalando provides sales analytics and insights specialized just in the fashion retail industry, and

AliExpress has limited analytics.

When analyzing the competition, it is crucial to evaluate the trust, confidence, reputation, and
customer loyalty of each company. European citizens are used to being very loyal to their
brands. Here, I will evaluate factors such as brand reputation, customer service responsiveness,
and handling of disputes. In the European e-commerce market, Zalando and Amazon have a

higher level of truth worthiness than eBay and AliExpress.

Lastly, in terms of sustainable business practices, I can observe that Amazon and Zalando are
the two companies which more invest in sustainable practices. Moreover, Amazon has its own

green initiatives around the world, such as deforestation, or projects and partnerships to reduce
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its carbon footprint. Zalando includes also green practices in its supply chain like the use of

recycled packaging. AliExpress and eBay are not fully committed to sustainable practices.

Chapter 4: Case studies and examples

To offer Mercado Libre a better guidance to improve the decision-making process for an
opportunity of expansion in Europe, I will analyze various business models that have
successfully entered the European market and evaluate their outcomes. These short studies will
give us an overview of market entry tactics, localization strategies, regulatory compliance, and

customer engagement methods so, I can identify best practices and potential pitfalls.

4.1 Adaptation to the European Market, successful examples: Starbucks

Starbucks is an American coffeehouse chain and it expanded into the European market in 2000.
Starbucks entered the European market, targeting major cities like London, Paris, and Milan.
However, the company faced challenges adapting its American cultural approach to the
European market, where coffee culture is deeply established, and preferences vary significantly

from country to country.

To address the challenges, Starbucks adopted a more localized approach, tailoring its menu
items and store designs to suit local tastes and preferences. In Italy, Starbucks introduced
espresso-based beverages and partnered with local coffee roasters to source premium Italian

beans.

Also, Starbucks’ most effective strategy for adapting to European culture was its incorporation
of regional ingredients, flavors, and design elements into their stores in order to adapt to
customer preferences. For example, in France, the company introduced Vienesse coffee, as

well as foie gras and brioche sandwiches.

Beyond beverages and pastries, Starbucks embraced local design elements to create a sense of
place in its international locations. In addition, the company always maintained a core set of

brand standards, ensuring consistency in quality and customer experience across all locations.

The main strategies that lead Starbucks to be successful when entering the European market

were through strategic partnerships by gaining access to local expertise, distribution channels,
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and consumer insight and its adaptability and cultural sensitivity. Starbucks’ success depended
on its ability to adapt its offerings and marketing strategies to align with local customs and

preferences.

Moreover, according to Starbucks' annual reports, Europe contributes significantly to the

company's global revenue, with steady growth in sales and profitability.

4.2 Adaptation to the European Market, successful examples: Airbnb

Airbnb, the online marketplace for accommodation and tourism experiences, expanded into the
European market in the early 2010s, facing the challenge of navigating diverse regulatory

environments and cultural norms.

Even if Airbnb faced short term challenges in various European cities due to regulations, safety
and reliability, in the end its adaptation to the European market has been very successful.
According to Airbnb's financial reports, Europe remains one of the company's largest markets,

with substantial growth in bookings and revenue.

The strategies used by Airbnb to achieve the success were the following: First, providing
localized customer support and translating its platform into multiple languages to facilitate
seamless communication between hosts and guests from different European countries. For
example, Airbnb established dedicated customer service teams in various European regions,

helping in local languages such as French, German, Spanish, and Italian.

Secondly, Airbnb made strategic partnerships with local governments and tourism agencies to
promote responsible tourism practices. For instance, Airbnb partnered with tourism boards in
cities like Paris and Venice to create campaigns encouraging travelers to explore fewer known
neighborhoods and attractions, thereby spreading the economic benefits of tourism. These
initiatives helped Airbnb align with community goals, foster goodwill with local authorities,

and promote sustainable tourism practices across Europe.

Finally, Airbnb made efforts to collaborate with local governments, policymakers and
regulatory frameworks that supported the sharing economy while addressing concerns about
housing affordability and neighborhood disruption. Additionally, Airbnb implemented

rigorous verification processes for hosts and guests, including identity verification and user

26



reviews, to build trust and reassure European consumers about the safety and reliability of its

platform.

4.3 Adaptation to the European Market, unsuccessful example: Home Depot

Home Depot is a multinational home improvement retailer based in the United States. In 2003,
Home Depot acquired a chain of DIY (do-it-yourself) stores in the United Kingdom known as
Homebase, as part of its strategy to expand into the European market. At the time, Home Depot
saw an opportunity to replicate its successful business model in the United States and make
more revenue due to the growing demand for home improvement products and services in

Europe.

When entering the European market, the company faced different challenges, which could have
been avoided by analyzing more deeply the market and European customers. Home Depot
underestimated the cultural differences between the American and European retail landscapes,

business processes and customers lifestyle and tastes.

While in the United States stores like Home Depot, often feature large, warehouse-style layouts
with spacious aisles and extensive product displays, in Europe many stores are smaller and
more compact, with a focus on efficiency and maximizing space. Although, the regulatory
environment in the United States is generally more permissive and business-friendly compared
to Europe. European countries often have stricter regulations and standards governing retail
operations, including labor laws, environmental regulations, and consumer protection

measurcs.

Home Depot's entrance into the European market, particularly in the United Kingdom, was
unsuccessful. The company faced years of losses and operational challenges. Home Depot
announced its decision to exit the European market in 2015. The company sold its remaining

stake, marking the end of its ambitious international expansion effort.

Home Depot's failure in the European market can be attributed to a combination of factors,
including underestimation of cultural differences, intense market competition, operational
issues, and challenges in brand perception. Home Depot was unable to adapt to the unique

dynamics of the European retail landscape and cultural sensitivity.
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Chapter 5: Comparative Analysis

The e-commerce industry in Europe has experienced remarkable growth, establishing itself as
the third largest global sector for retailers, marketplaces, and consumers. The top marketplaces
in Europe, such as Amazon, eBay, Zalando or AliExpress, bring a unique array of products and

services to the table, responding to the diverse needs of European consumers.

Countries like the UK and Germany represent the second biggest online markets in Europe,
while France and Southern European nations like Spain and Italy also demonstrate dynamic
and robust online retail. Each country has preferences for different platforms, but for the
purpose of this study I will just focus on the marketplaces only at a European level. (Source:

European E-Commerce Report 2023)

5.1 Comparison

Regarding Similarities, all platforms operate as online marketplaces connecting buyers and
sellers and facilitating transactions across a wide range of product categories. They leverage
technology to enhance the user experience, offer secure payment solutions, and provide
logistics. Additionally, Mercado Libre, eBay, and Amazon prioritize customer satisfaction and
trust, employing reputation systems and buyer protection measures to increase confidence in

online transactions and customer loyalty.

However, there are significant differences between the business model of Mercado Libre and
the European competitors. Taking into consideration the Exhibit of the Benchmark Table I can
observe that Mercado Libre not just offer an online marketplace but also offers a range of
services, including payment solutions (Mercado Pago), classified advertisements (Mercado
Clasificados), and logistics services (Mercado Envios). This integrated ecosystem provides a

complete service for buyers and sellers.

The company provides services in multiple languages and currencies, as well as adapting its
platform to local customs, regulations, and preferences. The interface and experience is more
localized and user-friendly compared to the other platform interfaces. In terms of delivery,

Mercado Libre focuses regionally and delivers always fast shipping.

Moreover, While Mercado Libre's reputation may vary across different countries within Latin

America, it has been steadily growing and establishing itself as a regional leader in e-commerce
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and fintech. Its focus on customer service, secure payment options, and reliable delivery has

contributed to building trust among users.

The key differentiation is that Mercado Libre has environmental initiatives aimed at reducing
its impact on the environment and promoting green practices. It focuses on energy efficiency,
waste reduction, and sustainable logistics solutions to minimize its carbon footprint. It focuses

a lot on sustainable practices compared to the other players.

5.2 Strategic Positioning Map

A strategic positioning map can visually illustrate the competitive landscape and relative
positioning of Mercado Libre, eBay, Zalando, AliExpress and Amazon based on key

dimensions such as market coverage, product offerings, pricing, and brand reputation.

As mentioned in chapter 3 of this study, exhibit — Benchmark table, regarding the product range
diversity, Amazon and AliExpress stand out for their extensive product ranges spanning
various categories and global sellers. Mercado Libre, similarly, offers a wide range not only of
products but also of other types of services such as Mercado Pago. eBay also offers a wide
range, including unique items from individual sellers. On the other hand, Zalando is more

specialized, focusing on fashion-related products and multiple brands.

In the Brand Trust Dimension, which is divided in high and low, In the European e-commerce
market, Zalando and Amazon have a higher level of truth worthiness than eBay and AliExpress.
Zalando and Amazon's higher level of trustworthiness in the European e-commerce market can
be attributed to several factors. Both companies prioritize customer satisfaction through

reliable delivery, quality products, and excellent customer service.

Additionally, Zalando's specialization in fashion-related products and Amazon's diverse
offerings across various categories contribute to their reputation for consistency and reliability,
fostering greater trust among consumers compared to the decentralized marketplace models of

eBay and AliExpress, which may entail more variability in product quality and seller reliability.
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Exhibit 7 (Source: Own figure)

Chapter 6: Adaptation Strategies

In order to Mercado Libre’s Business Model to success in the European market, it is crucial
to analyze the cultural diversity in Europe, be aware of the significant differences between
countries and interiorized the values and principles of these. Market Entry Strategies are key
when looking to enter the European market. For seeking a successful entrance in the market,
the following points should be considered: Regulatory compliance's, language and currency

differences, customer behavior, cultural customs for each region, etc.

6.1 Cultural Analysis

Regional Cultural Differences

The cultural differences between South and North Europe reflect the different lifestyles, social
norms, and attitudes towards life and therefore the different customer tastes and behaviors. For
example, in Northern Europe, citizens experience long periods without sunlight, harsh weather
conditions, and isolation from society, leading this to depression and suicide, which are notably
high. The concept of family is less emphasized, and mutual assistance for the disadvantaged is

less common, contributing to a sense of societal detachment and melancholy.
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On the other hand, Southern Europe expresses a totally different cultural landscape
characterized by warmth, solidarity, and vibrant social interactions. With abundant sunshine,
pleasant temperatures, and picturesque beaches, Southern Europeans enjoy a lifestyle centered
around family and social life. The concept of family is deeply ingrained, fostering strong bonds
and a supportive community network. As a result, depression rates are significantly lower, and

social life thrives with regular gatherings and celebrations. (Source: DW. 2021)

The business environment in Northern Europe is characterized by a focus on efficiency,
precision, and innovation. Companies in countries like Sweden, Denmark, and Germany
prioritize technological advancements, sustainability, and high-quality standards. The business
culture is structured and formal, with a strong emphasis on professionalism and reliability,

contributing to a stable and predictable business environment.

In contrast, Southern Europe boasts a more flexible and relationship-driven business culture.
Countries such as Italy, Spain, and Greece emphasize personal connections and adaptability in
their business interactions. The entrepreneurial spirit is vibrant, with many small and medium-
sized enterprises (SMEs) and family-owned businesses that focus on creativity, craftsmanship,

and local traditions. (Source: DW. 2021)

Customer behavior also differs significantly between these regions. Northern European
consumers tend to be rational and informed, valuing transparency, product quality, and
sustainability. They are generally less price-sensitive and willing to pay a premium for reliable
and eco-friendly products. But in Southern European customers are more emotional and
sociable in their purchasing decisions, placing high importance on personal recommendations
and brand loyalty. They are also more price-sensitive, seeking value for money and being

attracted to discounts and promotions.

Also, in many countries a more detailed regional division (more and smaller regions) brought
out larger differences, although this cannot be taken as a rule. Patterns along regions differ

across cultural dimensions, making grouping regions difficult.

European Union Values

As an emerging country, the European Union is founded on values which are applied in all

country member states, not only for individuals but also it is referred to business practices.
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Compared to Latin America, in Europe there is no exception when following the rules. (Source:

The EU’s values are laid out in article 2 of the Lisbon Treaty and the EU Charter of

Fundamental Rights.)

Equality is about equal rights for all citizens before the law. The principle of equality
between women and men underpins all European policies and is the basis for European
integration. It applies in all areas. The principle of equal pay for equal work became
part of the Treaty of Rome in 1957.

Freedom of movement gives citizens the right to move and reside freely within the
Union. Individual freedoms such as respect for private life, freedom of thought,
religion, assembly, expression, and information are protected by the EU Charter of
Fundamental Rights. Moreover, human dignity is inviolable. It must be respected,

protected, and constitute the real basis of fundamental rights.

The EU is based on the rule of law. Everything the EU does is founded on treaties,
voluntarily and democratically agreed by its EU countries. Law and justice are upheld
by an independent judiciary. The EU countries gave final jurisdiction to the European
Court of Justice - its judgments must be respected by all. (Source: European Union

Directorate-General for Communication)

Cultural Adaptation Proposal

Europe has diverse culture, languages, and consumer preferences across different countries and

regions. Still, they share values in common, Mercado Libre would need to conduct market

research to understand these cultural differences and tailor its platform accordingly.

First, Europe is home to multiple languages, and each country may have its own preferred

language or languages. Adapting the website, product descriptions, customer service, and

marketing materials to the languages spoken for each European country is crucial for

connecting with local consumers and building trust.

“While 90% of Internet surfers in the EU prefer to access websites in their own language, 55%

at least occasionally use a language other than their own when online according to a pan-EU

Eurobarometer survey.” (Source: European Commission, Press Release 2011)
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Europeans are culturally sensitive, that is why providing excellent customer service is essential
for success in the European market. Offering multilingual customer support and ensuring
timely responses to inquiries and concerns can help build trust and loyalty among European
consumers. Understanding cultural norms, etiquette, and taboos can help avoid

misunderstandings.

In relation to platform infrastructure and online interface are not a problem, as other
competitors use the same for each country. Complex can be for example, the preferences for
payment methods, product designs, and shopping habits. These may vary significantly between

countries like Spain, Germany, and the UK.

As mentioned above, there are different payment methods and customs across Europe. While
in almost all European countries credit and debit cards are widely used, alternative payment
methods such as bank transfers, digital wallets, and local payment systems may also be popular
in certain markets. For instance, countries like Germany where the population is older, a high

percentage still uses bank transfers.

Adapting Mercado Libre's platform to meet the needs of European consumers requires more
than just language translation. It involves providing a localized user experience that respects
and aligns with the cultural norms and expectations of each target market. This includes
customizing features, product offerings, and marketing strategies to appeal to local tastes and

preferences.

Building trust and credibility with European consumers is paramount for Mercado Libre's
success. Establishing a positive brand perception requires demonstrating reliability,
transparency, and commitment to customer satisfaction. This may involve showcasing
customer reviews and ratings, offering robust buyer protection policies, and providing

responsive customer support in local languages.

6.2 Market Entry Strategies

Mercado Libre’s business model could enter the European market through different
mechanisms and strategies. Firstly, taking into account the previous analysis of the cultural

diversity across European countries, a pan- European business strategy could be very critical,
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individual market entry plans must be developed on a country-by-country basis. (Source: EU

Member States' Country Commercial Guides Methods of Market Entry.)

Analyzing different entry modes and considering which will be the best option to implement
the business model of Mercado Libre. The following entry strategies will be considered for the

purpose of this project: Direct exports, Joint Ventures, Acquisitions and Strategic Partnerships.

Direct Export

Direct export consists of marketing and selling directly to the client. Exporting can be attractive
because it can give a higher return on your investment than selling through an agent or
distributor. It is also relatively low cost and firms may achieve a higher learning curve effect.
Direct export allows the company to set lower prices and be more competitive and have close

contact with your customers.

However, there are disadvantages to direct exporting since the companies may not have the
services of a foreign intermediary, therefore the entrants may need a longer time to become
familiar with the market. This leads to a longer period to know better the customers or clients,
and such familiarity is often important when doing business internationally. In addition,

exporting is not that attractive when tariff barriers or transport are high.

Common pitfalls when using this strategy are lack of customization for local markets, poor
distribution arrangements, even bad promotional campaigns. Companies can also deal with
tremendous paperwork and formalities involved. General underestimation of the differences
and expertise required for foreign market penetration can conclude in a failure when entering

a new market.

As Mercado Libre is a global firm, which already offers its services in different countries, it
has the financial and logistic capacity, experience, and tools to enter the European market
independently. However, this strategy would not be ideal as the European market is very loyal,
has a lot of competition and is culturally not open to changes. Also, regulations and market

behavior knowledge should be mastered.
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Joint Ventures

Joint Ventures involve the establishment of a firm that is jointly owned by two or more
otherwise independent firms. In other words, joint venture is creating a new entity in

partnership with a local firm, sharing ownership, control, and profits.

Joint Venture can be interesting and a great opportunity when entering a market because, the
entrant firm can benefit from the local partner’s knowledge of the host country’s competitive
conditions, culture, language, political and business systems. It also helps a firm to avoid the
risk of nationalization or government interferences and one of the big advantages is that the

costs and risks of this entry mode are shared with the partner local company.

On the other hand, joint ventures can be unattractive because as businesses share risks and
costs, they also share ownership, this can lead to conflicts and disagreements for control if
goals and objectives change over time. Although, nowadays with the rapid growth in
technologies, companies who give control of their technology to their partners can be in danger

of future competition in case of company division.

This mode of entry may be attractive for Mercado Libre since it has no experience in the
European market. But it may have strong consequences for the company to share certain
technologies and innovations that it has been developing and that make it a leader in Latin

America. This option can be risky, but it has great advantages too.

Acquisitions

An acquisition is achieved by purchasing a majority of shares in a target company. The
acquisition of an existing local company can be motivated by expanding the firm in terms of

geography, products, or markets. It is also used to increase scale, efficiency, and market power.

Another motivation to acquire a company could be related to financial motives, in order to
improve the firm's efficiency. A company with a strong balance sheet could acquire a company
with high debt and benefit itself by tax shields, reducing the combined tax burden and then,

selling of the bits of the acquired company to maximize asset values.

Acquisitions can be a good strategy to enter a new market because it allows the entrant

company to access immediately local expertise and infrastructure. It also gives companies full
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control over operations, regarding logistics and strategy. The big advantage here is that

acquisitions give immediate market entry and an established and loyal customer base.

Nevertheless, Acquisitions usually come with high investment costs and high regulatory
conditions in some countries. Despite the acquiring company having the knowledge and
experience of the local markets, it can happen that the acquired firm does not integrate well
with the parent company, and this can create big cultural clashes that can end up in failure.
(Harvard Business Review. (2019). The Role of Acquisitions in Corporate Strategy. Retrieved
from HBR.)

For the case of Mercado Libre entering the European market, an acquisition will be a strategy
to have into consideration. The company has enough financial resources to acquire. Moreover,
acquiring a local e-commerce platform in Southern Europe can provide immediate market
access to an established customer base. For example, partnering with a popular platform in
Spain or Italy that understands the local market dynamics can help Mercado Libre adapt its

offerings to meet regional preferences.

Strategic Partnerships

Strategic alliances happen when two or more organizations share resources and activity to
pursue a strategy. The key advantages of this entry mode are the access to established networks
and local expertise. It also reduces the operational complexity of the company when entering a

new market and enhances services quality and customer experience.

The challenges can be creating a strong dependence on the partners' reliability and
performance. If the local partner fails to meet expectations or experiences operational issues,
it can negatively impact the overall result. Misalignment can also lead to inefficiencies;
Partners may have different strategic goals and priorities. For instance, a local partner focused

on short-term gains might clash with a foreign entrant’s long-term strategic vision.

Forming partnerships with local companies, such as logistics firms, local e-commerce
platforms, or technology providers, to leverage Mercado Libre’s market knowledge and

infrastructure and facilitate the entry into the European market.

For instance, partnering with logistics giants like DHL in Northern Europe can ensure reliable

and efficient delivery services. DHL's extensive network and expertise in handling cross-border
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shipments can help Mercado Libre meet the high expectations of Northern European

consumers (Source: Vantage Lens).

In addition, forming alliances with technology providers can enhance Mercado Libre’s digital
infrastructure. Collaborating with European tech companies can help integrate advanced
features such as Al-driven customer service, personalized recommendations, and efficient

payment processing systems.

Chapter 7: Projected Investments and Future Revenues

Expanding Mercado Libre into the European market will require significant initial investments
across several key areas to ensure successful market penetration and sustained growth. The
main investment will be in technology infrastructure. Establishing a robust IT framework is
essential to handle the increased traffic and transactions expected from a new and diverse

customer base.

In order to make the projections more pleasant, I will take as a reference the Spanish e-
commerce market and Amazon as the leader of the sector. Focusing on Mercado Libre having

at least the 20% to start with of what amazon has.

Since 2011, Amazon has invested over 13 billion euros in its operations and currently employs
over 22,000 people in Spain. In 2022, Amazon generated net sales of 5.3 billion USD in Spain.
As part of its commitment to innovation and expansion, Amazon announced its biggest
investment of 17 billion USD in a new technology and innovation data center in Spain in 2022.
With Amazon as a reference Mercado Libre would have to invest at least 2.6 billion USD in

technology and IT infrastructure. (Source: Amazon annual Report, 2022)

Regarding logistics, in 2022 Amazon invested over 3.7 billion euros in its operations in Spain,
which includes building infrastructure such as operation centers. Assuming that the average
construction and operation cost of each logistics center is at least 100 million euros (a
conservative estimate considering Amazon's scale of operations and the provided data). Then,
the total cost of the 40 logistics centers could be at least 4,000 million euros. For its entrance
Mercado Libre would need at least 8 centers (for then north, south and middle regions), which
makes an investment of 320 million euros. For other logistical operations (with distributors)

the cost will be 420 million euros.
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Amazon employs over 22,000 people in Spain, contributing significantly to the country's
workforce. While the exact expenditure on these employees varies depending on factors like
salaries and benefits, assuming an average annual cost per employee of 30,000 euros, the total
expenditure on Amazon's workforce in Spain would be approximately 660 million euros.
Mercado Libre will invest at least in 4000 workers, meaning an investment of 132 million

euros. (Source: Amazon annual Report, 2022)

Another critical area of investment will be marketing and customer acquisition. Entering a new
market requires building brand awareness and trust among potential customers. Amazon
invested over 1,3 million USD in marketing. Mercado Libre will need to allocate funds for
strong marketing campaigns, as it is entering the market. Which could include digital
advertising, partnerships with local influencers, and participation in regional trade shows,

which cost around half a million USD.

To provide a rough approximation about the future revenues, I would consider Mercado Libre's
last 4 years revenue growth rate, that is 60% in Latin America and estimate their revenues for
the next three years based on this growth rate. As mercado libre still does not have as much
reputation and customers in Spain I will assume that its growth will be growing fast but starting

from 10%.

Although, figuring that due to its reputation and presence in many Latin American countries
and considering that in Spain there are many Latin American people living, I will assume that
mercado libre will initially obtain a 5% of the e-commerce market share in Spain. The e-

commerce market in Spain reaches revenues of 73 billion USD.

To conclude, Mercado Libre would have to invest in Spain around 3.97 billion USD and taking
into account all the information and calculations above the future revenue for the next 3 years

will be, 3.65 billion USD in 2025, 4.01 billion USD in 2026 and 4.9 billion USD in 2027.

Chapter 8: Benefits and Implications

8.1 Benefits for Mercado Libre

Entering the European market allows Mercado Libre to be in one of the world's largest and
most diverse consumer bases. Europe, with its high internet penetration and strong e-commerce

growth, offers significant opportunities for revenue expansion. According to Statista, Europe’s
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e-commerce market is projected to continue growing, with revenue expected to reach $602
billion by 2025. By accessing this market, Mercado Libre can diversify its revenue streams and
reduce dependency on Latin American markets. (Source: Statista. (2023). "E-commerce in

Europe - Statistics & Facts.")

Moreover, this can lead to an increase of trust and credibility among clients and investors,
positioning Mercado Libre as a formidable global player in the e-commerce sector. Also,
Europe is home of technological innovations, and it has a strong logistic infrastructure.
Mercado Libre could benefit from this environment by adopting cutting edge technologies and

innovative practices improving its operational efficiency and customer satisfaction.

Additionally, synergies from integrating European operations with its existing Latin American
operations could lead to operational efficiencies and cost savings. By expanding its operations
to Europe, Mercado Libre could achieve economies of scale, reducing costs per unit of

production or transaction.

It is a big opportunity for businesses like Mercado Libre to join the European Market because
the European Union is the largest trade bloc in the world. It is the world's biggest exporter of
manufactured goods and services, and the biggest import market for over 100 countries. Most
importantly Europe has had political stability in the past years, and it has a strong economy
compared to other countries, it also has higher social, environmental and consumer standards.
The European market is one of the most stable and less risky markets. It provides huge
investment and funding opportunities for different types of businesses. (Source: McKinsey &

Company. (2021). "Europe’s e-commerce boom: The next growth frontier.")

Not only is the European market a safe and stable environment to do and grow businesses in,
but the e-commerce market is currently growing rapidly. There are strong competitors in the
sector but the Mercado Libre’s business model with its sustainable approach sets it apart from
the rest. In addition, the European market has more revenue and therefore Mercado Libre could

do more profit of it.

8.2 Implications for the European E-commerce Industry

On the other hand, Mercado Libre entering the European market would increase the

competition, pushing existing players to innovate and improve their product and service
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offering as well as to become more sustainable. The high competition could lead to better

prices, improved services, and more diverse product selections for consumers.

Mercado Libre’s expansion can lead to job creation and economic stimulation within Europe.
From logistics and customer service roles to tech and management positions, the establishment

of new operations can contribute to local economies and increase skills development.

The presence of another strong player can drive the overall growth and dynamism in the e-
commerce sector. As mentioned above this competition can benefit consumers by offering
them a wider range of choices and driving improvements in service quality, pricing, and
innovation. Although, consumers may benefit from more convenient and secure digital
payment options, as well as improved shopping experiences. This can lead to the development
of more efficient and secure payment solutions, as well as the adoption of mobile-first strategies

among European e-commerce players.

Mercado Libre's focus on mobile e-commerce can promote the adoption of mobile-first
strategies among European players. As mobile phone usage continues to rise globally,
businesses need to prioritize mobile optimization to reach and engage with their customers
effectively. Mercado Libre's success in this area could serve as a valuable example for

European businesses looking to improve their mobile presence.

Mercado Libre into the European market has the potential to bring significant benefits,
including the transfer of expertise, innovation, enhanced competition, consumer choice, and

economic growth.

Chapter 9: Social and environmental impact: United Nations’ Sustainable
Development Goals

The United Nations' Sustainable Development Goals (SDGs) are a set of 17 interconnected
global objectives designed to address various social, economic, and environmental challenges
facing the world. These goals try to eliminate poverty, promote prosperity, protect the planet,

and ensure peace and prosperity for all by 2030.
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Expanding into the European market presents a promising opportunity for Mercado Libre to
contribute to Goal 8 of the United Nations' Sustainable Development Goals (SDGs), which
focuses on promoting sustained, inclusive, and sustainable economic growth, full and
productive employment, and decent work for all. If the company decides to establish in the

European market, it will need to hire local talent for its various operations.

Roles such as customer support, logistics, marketing, and technology development will be
needed. By hiring locally, Mercado Libre can contribute to job creation and support economic
growth in the European regions where it operates. Moreover, Mercado Libre's entry into the
European market can foster innovation and entrepreneurship. As a leader in the Latin American
market, the firm has experience and knowledge in e-commerce platforms and cutting-edge
technologies. This innovation ecosystem could serve as a referent for startups and technology
hubs, further fueling economic growth and job creation in the region. (Source:

https://www.un.org/sustainabledevelopment/sustainable-development-goals/)

Chapter 10: Conclusion

Mercado Libre, as a leader in the Latin American e-commerce market, has shown remarkable
adaptability and innovation, particularly in the e-commerce sector and in fintech through its
digital payment's platform, Mercado Pago. The company's focus on sustainability and
leveraging the latest technologies positions itself well for an entry into the European market.

However, the European market presents unique dynamics, requiring careful strategic planning.

Despite the high level of competition, Mercado Libre can differentiate itself by applying best
practices joined in the competitive Latin American environment, where it has successfully
competed with global giants also present in Europe, such as Amazon and eBay. Used to that,

Mercado Libre knows how to differentiate itself to grow and increase market share.

To make a successful entrance in the European market, Mercado Libre must adopt a multi-
faceted approach. Cultural adaptation is crucial, given the diverse consumer preferences across
European countries. Understanding regional cultural differences and aligning with European
Union values will be essential for building trust and credibility. Additionally, compliance with

stringent European regulations, is mandatory for ensuring smooth operations.
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The recommendations for Mercado Libre include forming strategic partnerships with local
firms, particularly in logistics and technology, to leverage local expertise and infrastructure.
This approach can eliminate risks associated with market entry and enhance service quality.
Acquiring an established European e-commerce platform can also provide Mercado Libre an
immediate market access and a loyal customer base, especially in Southern Europe.
Collaborations with logistics giants like DHL can ensure efficient delivery services, while
alliances with technology providers can enhance digital infrastructure and customer

experience.

Mercado Libre should also invest in localized customer service and support, offering
multilingual assistance and timely responses to build trust and loyalty among European
consumers. Customizing the platform to local preferences such as payment methods, product
designs, and shopping habits will be essential. Moreover, continuing to prioritize sustainability
initiatives can differentiate Mercado Libre from competitors, aligning with the growing

consumer preference for environmentally friendly products and practices.

In conclusion, Mercado Libre has the potential to successfully expand into the European market
by leveraging its strengths in technology, innovation, and sustainability. A well-planned
strategy that includes cultural adaptation, strategic partnerships, and compliance with local
regulations will be crucial. By focusing on localized customer experiences and continuing to
prioritize sustainability, Mercado Libre can establish itself as a formidable player in the

European e-commerce landscape, driving growth and value for all stakeholders involved.
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