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FOREWORD

Globalization means that it has never been easier for your company to enter new markets. Large or small, your company is a part of the global economy today more than ever before. You might find a customer in Korea or Peru. You might find a competitor in France or China. You might license your technology in Mexico and find a distributor in Malaysia. You might enter into a joint venture in Brazil and find an investor in Great Britain who wants you to double your business.

As the Governor of Washington state—the nation’s most trade-dependent state—from 1996 to 2004, I helped open doors for Washington state businesses worldwide. In addition to leading ten productive trade missions to Asia, Mexico, and Europe, I focused on strengthening economic ties between China and Washington state.

This experience gave me a practitioner’s view of the challenges companies face when they enter new markets—as well as the necessity of doing so. We occasionally stumbled as we ventured abroad; not every market entry was easy or simple. But companies learned, we adapted, and we were willing to modify our approach as we went along. During my time as Governor, we more than doubled the state’s exports to China, to over $5 billion per year.

When President Obama asked me to serve as Secretary of Commerce, I saw that companies nationwide were grappling with the same questions and challenges as companies in my own state, but often with fewer resources and even less international experience. I found the same pattern again and again: terrific companies, great products and people, but limited understanding of what it took to compete and win internationally. But I have learned what is possible. Through the National Export Initiative announced in 2010 by President Obama, I am confident we can double U.S. exports and support millions of jobs.

To help achieve the National Export Initiative goals, Frank Lavin (who formerly served as Under Secretary for International Trade at the Commerce Department) and Peter Cohan have produced this timely and useful book. The authors lead you expertly and methodically through the process of exporting goods and services. You will find an effective approach to export planning, including practical tools that give you what many U.S. exporters lack: a plan for entering new markets and finding new buyers. The real-world case studies are filled with examples of how to increase the chances of success and reduce the chances of failure. Today, exporting is easier than ever, and more companies—especially smaller ones—are doing it. But success requires preparation, and this book helps ensure that you prepare thoughtfully and strategically.

Finally, for the American readers of this book, the Department of Commerce’s International Trade Administration is ready to go to work for you as you start to plan your approach to exporting or seek to enter additional country markets. Please visit www.export.gov to find the U.S. Export Assistance Center near you.

I am proud to lead a team of highly capable trade professionals who are dedicated to helping U.S. companies export successfully. Give them a call today.

Gary Locke

Former U.S. Secretary of Commerce
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PART ONE

WHY AND WHAT: SETTING YOUR EXPORT GOALS





Chapter One

WHERE’S THE WORLD GOING?

Former Secretary of Commerce Gary Locke pointed out that “it has never been easier for your company to enter new markets.” Indeed, we can sum up the reason for this book—and the reason you need to read it—in one sentence: it has never been easier for a foreign competitor to enter your market, and it has never been easier for you to enter a foreign market. To put it more urgently: the world is not standing still. There is enormous business risk if you try to stand still.

Some people are in denial regarding this core truth, even as they lose market share to foreign competition. Others understand the reality but are paralyzed by the seeming complexity of entering new markets. Let’s face it, if you have been building a successful small business in your home market over the past ten or twenty years, you may think yourself as capable of successfully tackling a foreign market as you are of, well, flying a spaceship. You may think that other people—those with years of training—might well be able to export, but it is not realistic to expect this of the average businessperson.

Fortunately, just about everyone can achieve some level of success in a foreign market—regardless of how much export experience they have to begin with. Those who achieve their business goals understand that every activity involves a degree of uncertainty, even in a home market. Thus tackling a new market may not be much different from expanding capacity at home, launching a new product, or adding a new distribution hub. All of these business tasks involve a bit of a journey and require a bit of wherewithal to prevail. Planning and studying are part of this journey. International business is no different.

There’s more to this book, of course, than an elaboration of the core point of ease of entry into foreign markets, but it is not a bad place to start. Businesses face a starkly different environment than they did even a few decades ago—due to a confluence of economic, political, and technological changes that we explore in this chapter.

Broadly speaking, this book focuses on where you are going, or where your business is going. The world is moving faster and is more open. Businesses need to develop a trade strategy, regardless of whether they eventually go international. But before we focus specifically on you and your business, we want to devote this chapter to understanding what has happened to international trade in recent years and how that shapes the business environment. The pace of change in international business has accelerated dramatically within one generation, and many businesses that still have limited involvement in exporting need to take stock of these changes. So before we turn to the “how to” part of the book, let’s first try to understand these changes.

Discussions of trade frequently lapse into jargon or take on a pessimistic tone. The gloom is understandable, as recent years have seen a series of challenging developments in trade policy. Headlines proclaim that the Doha Trade Round—the trade-negotiation round begun by the World Trade Organization (WTO) in 2001—is in trouble. The lapse of the U.S. president’s Trade Promotion Authority—effectively killing future trade negotiations—is cheered in Congress. Protectionist pressures mount in major economies such as the United States, the European Union (EU), and China. Trade liberalization seems to be on a slow path. Meanwhile, the number of formal trade actions and antidumping and countervailing duty cases hits record highs.1

These recent developments highlight the central economic paradox of our era: although international trade has never been more important to the world economy, political support for trade seems to be at a historical weak point. To take one example, a recent poll shows that 68 percent of the U.S. public believes that “trade restrictions are necessary to protect domestic industries,” and only 24 percent support free trade.2 If trade is so good for us, why does it not enjoy broader support?

Trade’s High Benefits and Low Support

First, let us revisit the good news. Even in the midst of a painful global economic recession, trade continued to do very well. In 2009, global trade was near its historic peak, in both dollar terms and as a percentage of gross domestic product (GDP). Let’s look at some U.S. figures as a reference point. U.S. merchandise exports totaled US$1,278 billion in 2010, up 21 percent from 2009.3 More companies than ever are competing and winning overseas. Every nine months the United States exports the equivalent of the entire economy of Brazil. The fourteen nations that have free trade agreements (FTAs) with the United States account for only 7 percent of all of its trading partners’ GDP, yet they take in 42 percent of U.S. exports.4 And, as illustrated in Figure 1.1, merchandise trade as a share of global GDP has risen from nearly 9 percent in 1960 to 160 percent in 2009.5


FIGURE 1.1 Merchandise Trade as a Percentage of World GDP (1960 to 2009)

Source: World Trade Organization, Peter S. Cohan & Associates analysis.
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These FTAs help in another way: they help drive inward investment. When a foreign company invests in the United States, or Australia, or Singapore, it attains access not only to those markets, but also to the market of all their FTA partners. The U.S. FTA market in aggregate is almost six hundred million people; the Australian FTA market is a bit larger, as it includes ASEAN; and the Singapore FTA market is almost two billion, as it includes China. Free trade agreements work. The world is in the middle of a sustained export boom. The success of trade is real.6

But this also means that the world is in the middle of a sustained import boom as well, and there is a real basis for the criticism of trade policy. Particularly in a period of economic softness, there is a willingness to view trade as the enemy—as an agent of misery, not a spur to prosperity.

This disconnect between the benefits of trade and the support for it is perhaps due more to sociology than to economics. The rate of change in the modern economy outpaces most people’s comfort level, so people project their various economic concerns—job insecurity, a perceived decline in manufacturing base, a sense of economic vulnerability—against trade.7 A domestic political discussion on trade sometimes escalates into a general expression of economic unease or descends to political criticism of the incumbent administration.

Accelerated Economic Change

Merely presenting the bare facts concerning the negatives of trade deficits or the benefits of free trade agreements does little to address the unease concerning trade. Economics alone cannot explain the discrepancy between the boon of trade and the lack of political support. Why has the pace of economic change accelerated in recent years? The answer can be found in three developments that have collectively created a seismic shift in the world economy over several decades: three billion new customers, the death of distance, and the overthrow of trade barriers.

The emergence of three billion new customers reflects the transformation of the world economy brought about over the past three decades as China, and later India, moved to market economies. Consistent with this trend, and somewhat prompted by it, has been a move to market rationalism in much of Latin America, as well as the integration of Central Europe and much of the former Soviet Union into the world economy. This massive shift in economic behavior suggests not only three billion new customers, but also, perhaps, three billion new competitors—a more troubling, if inaccurate, prospect. In short, the economic population of this planet has effectively doubled in one generation.8

The death of distance refers to the rapid decline of geography as a business constraint.9 Goods, people, and ideas move around the world rapidly and inexpensively. Business activities that once had to be undertaken at one locale can now be disaggregated and spread around the world. The advent of e-mail, the Internet, mobile phones, and webcams has led to a collapse in the cost of communication. The emergence of global express delivery, integrated logistics, containerized shipping, and discount air travel has led to a sharp reduction in transportation costs. Goods and ideas move around the world cheaper and faster than at any time in history. Many services, from accounting to design to customer relations, can be handled without regard to the location of the customer or the service provider. Mumbai is next door. Monterrey is your best customer. Shanghai sits next to you in class.

The elimination of tariffs refers to the cumulative impact of sixty years of reductions of trade barriers by the General Agreement on Tariffs and Trade (GATT) and World Trade Organization (WTO) along with the benefits of the over six hundred free trade agreements currently in place.10 As shown in Figure 1.2, when the United States helped launch GATT in 1947, as one of the twenty-three founding members, the average U.S. tariff rate was 38.5 percent. Today the WTO has 153 members and the average U.S. tariff rate is less than 4 percent—a 90-percent reduction.


FIGURE 1.2 GATT Membership at Inception and as of 2011

Source: World Trade Organization
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In sum, this seismic shift means that unparalleled prosperity goes hand in hand with unparalleled anxiety. The world is spinning faster.

The Business Impact

The economics of trade tell us this is all good news. But the business side can present a more mixed picture.

First, every company needs to think about exporting. It is no longer safe to remain content in your home market. Sooner or later, you are likely to face threats from foreign entrants. You need to find a way to take the offensive and enter new markets.

Second, this means a shift from vertical skills to horizontal skills. Most businesses exist in the vertical. They have a small set of core competencies, and they devote their business life to successful execution of that skill set. Now you have to develop horizontal skills. How can you evaluate a market you have never visited? How can you sell to someone you have never met? How can you navigate government regulations in foreign countries?

Third, your business will need to develop a culture of flexibility and innovation. This does not mean that every day you will generate a new product, or that every new market will require a new approach. However, markets, customers, and opportunities differ, and a wise business knows how to take advantage of these differences.

Trade will create more winners than losers, but there are likely to be losers, including companies that cannot adjust to a more competitive environment, companies whose entire approach to trade is defensive, and companies that are unable to experiment. These companies run a higher risk of failure than their counterparts.

Every company has strengths and weaknesses, and because trade places these attributes in a broader market, we can say that trade brings into play a “magnification effect.” It magnifies your company’s strengths and weaknesses. If your company has a weak warehouse and distribution system selling in your domestic market, you can expect those weaknesses to be magnified when you start selling into foreign markets. On the other hand, if your company has a killer app technology product that dominates the sector in your home market, you could be well on your way to dominating that sector in new markets as well.

In this sense, the stratification that comes from trade is somewhat similar to the economic impact of the advent of a new technology. For example, not everyone benefits from the Internet, but it does confer economic benefits. High school graduates who cannot use the Internet will find themselves much less attractive to employers. The challenge of trade is similar to the challenge of a new technology: how can we shape the benefits to be as inclusive as possible? Trade and technology create many more winners than losers, but there is an asymmetry between good news and bad news. Factory closings tend to make the front page, but factory openings are more likely to be a note inside the business section. Additionally, human psychology ascribes importance to relative loss, apart from any absolute loss. So even if a group of workers receive real salary increases, they may have a sense of grievance if those increases have been outpaced by those of other workers.

A Trend or a Shift?

Interestingly, just as the political anxiety over trade seems to be peaking, the economic dislocation from trade may be abating. Astronomers tell us that a supernova burns the brightest as it moves toward collapse; we may have a similar sociopolitical phenomenon unfolding.

We must remember that the three major trends—three billion new customers, death of distance, and the elimination of tariffs—are perhaps more representative of a shift in the economic landscape than of an economic trend. In other words, once the economic adjustment to the improvements in logistics has been made, additional efficiencies are more marginal. Similarly, the early stages of China’s integration into the international economy cause more of a jolt than the latter stages. And once tariffs have been cut 90 percent, there is not likely to be as much economic dislocation from the remaining 10 percent.

Recent trade statistics point to a rough equivalence in the growth of imports and exports. In 2010, total imports into the United States were up 22.6 percent and total exports from the United States were up 21 percent.11 Admittedly, these imports are on a higher base, so the trade deficit itself continues to grow, but that rate of growth is tapering off. These numbers capture a world economy on the rebound after the 2008 financial turmoil, so the 2010 numbers probably outpace the longer-term trend. The point is that even though the three trends are somewhat permanent economic features, their effects are more similar to one-off phenomena.

It could take a generation of economic adjustment to fully understand these trends, but we are already seeing increasing economic anecdotes from China that the current high rates of economic growth are likely to attenuate. A growing body of literature discusses the decline in China’s competitiveness due to rising wage rates, congested infrastructure, and constraints in its finance and legal systems.12 To this are sometimes added costs of pollution, health care, demographic challenges of gender asymmetry and declining birth rates, as well as a changing tax policy.13 China’s economy should continue to perform strongly for the near term, and even if it slows down it should outperform the rate of growth in the United States. It should surprise no one over the next decade if the rate of growth in U.S. imports from China looks increasingly like the rate of growth in imports from other countries. In other words, as China’s economy matures, its trade patterns will look increasingly similar to the patterns of other countries. This is not the beginning of the end for China’s exports, which are driven by a mammoth and successful economy. But to paraphrase Churchill, it is, perhaps, the end of the beginning. The United States needs to stop devising trade policy by looking in the rearview mirror.

The foregoing analysis leads to an inescapable conclusion: in order to grow, many companies are going to need to sell their products into economies that are growing faster than the economy of their home country. The purpose of this book is to answer basic questions about such exporting: Why? What? How? and When?

How This Book Can Help Your Company Export

This book gives you the tools you need to compete and win in this new international business environment. Specifically, this book is designed to help you, a leader of a small-or medium-sized enterprise (SME), to enter foreign markets and generate meaningful sales growth there. We believe that the concepts, cases, methodologies, and checklists we present in this book—drawn from over thirty years’ experience helping thousands of companies evaluate whether and how to expand into global markets, as well as from specific research conducted for this book—can boost your odds of export success.

To do this, we have organized the book into three broad parts. The first focuses on how you can decide on your export goals. The second and longest part develops methods for making the key strategic choices that will determine success. The final part is intended to help you make your export strategy happen.

Here’s an outline of how each part addresses these challenges.

Part One. Why and What? includes two chapters intended to help you to (1) examine the broad trends in the world that will affect your thinking about potential opportunities and threats, and (2) take a look within to decide whether you have the drive and energy you’ll need to overcome the inevitable obstacles you will encounter as you initiate an export strategy.


	Chapter One. Where’s the World Going? provides an overview of key shifts in the way the economy works around the world and the kinds of threats and opportunities these shifts present.

	Chapter Two. Where Are You Going? gives you a glimpse of the kinds of challenges that companies face when they export and a sense of how you can decide whether you have the level of commitment needed to launch an export strategy. This chapter and the seven that follow each begin with a fictitious case study—drawn from real life—of a company’s experience in launching an export venture and then consider lessons from real-life case studies that apply to the fictitious company’s experience.



Part Two. How? includes five chapters aimed at helping you choose your export strategy. We recommend a sequence of go/no-go analyses. You will consider a series of five key questions—we call them the 5Cs. If you can answer “yes” to the first, then you proceed to the next question, and so on. If you answer “yes” to all five questions, then you can comfortably conclude that you have a robust export strategy.


	Chapter Three. Country: Pick the Right One suggests that you start off with an export strategy that does not require you to learn a totally different culture from the one with which you are already familiar. This chapter provides concepts, cases, a methodology, and a checklist to help you find such a country to kick off your export strategy. We believe that if you can succeed in culturally similar countries, you can always consider later moves to more challenging locales.

	Chapter Four. Customers: How They Differ argues that once you pick the country in which you’ll launch your export strategy, you ought to focus on who your customers will be—these may be both distributors and product consumers—and what they will need from you. Like Chapter Three, this chapter provides tools to help you identify how the needs of customers in the new country differ from those in your home country and whether you can give those customers something better than what competitors offer. The critical point is that the customer preferences in the new market may not be the same as those in the old market. So meeting customer preferences requires an understanding of what differences there may be. If you can answer “yes” to this customer question, you can proceed to the next step in the analysis.

	Chapter Five. Competitors: A Different Market recommends that you study the competition in the new market. We also emphasize studying the competition as part of understanding a new market, meaning distribution, financing, regulations, and so on. We argue that you can gain important insights from studying competitors: determining whether you can occupy a unique market position that will be valuable to customers, and learning what capabilities those competitors are deploying to hold onto their market positions. But the first question that you need to answer is really the key—if you can offer a unique product that customers want to buy and that competitors will have a tough time copying, you can answer “yes” to the Competitor question and continue to the next.

	Chapter Six. Capabilities: What You Need to Win taps into the second part of the competitor analysis. This chapter helps you to identify the specific capabilities required to meet the needs of customers in the new country. These capabilities may be as simple as finding a reliable distributor or as complex as setting up manufacturing, distribution, supply, R&D, marketing, sales, and service capabilities in the new country or around the world. If you conclude that you have these capabilities—or can partner to get them—you can answer “yes” to the capabilities question.

	Chapter Seven. Capability Gap: How to Close It keys off of this last point. We expect that for most SMEs, there is a good chance that they will need to partner to close the capability gap. This could mean that the SME needs to find a reliable distributor in that country who can sell, finance, and service its product. Or the SME could find that it needs a series of partners for the different capabilities required to compete in the new country. If you can find such partners, you can answer “yes” to the Capability Gap question.



If you can answer yes to all five questions, you have the key elements of an export strategy.

Part Three. When? has three chapters to help you turn your export strategy into actions that should generate sales:


	Chapter Eight. Resource the Strategy offers concepts, cases, and tools to estimate and provide the resources needed to ensure that you can carry out your export strategy. Specifically, these resources include trade finance or other forms of financing needed to set up operations and help provide the cash needed to spur sales in the new country. You also need to determine the skills needed to (1) run the operation in the new country, (2) hire or reassign the appropriate people, and (3) build or rent the systems and other infrastructure required to support them.

	Chapter Nine. Bridge the Cultural Gap similarly offers concepts, cases, and tools to help you bridge the inevitable cultural gaps that may emerge between your company and the new country. In general, we have found that it helps to have a manager running the foreign operation to have experience bridging the cultural gap between the home and foreign cultures. And you should assume that the new country will have many fundamental differences, even though we have recommended starting with countries that are culturally similar.

	Chapter Ten. Take Action provides a template for you to establish short- and medium-term to-do lists for implementing the export strategy. Such action planning pushes you to form action teams, set priorities, and develop implementation plans that determine key tasks, assign accountable managers and staff, detail specific deliverables for each task, and set deadlines for producing them. The chapter also recommends that you create a process for monitoring the achievement of the action plans, analyze gaps between actual and planned outcomes, and make the appropriate adjustments.



Welcome to the world of exporting. You can profit from it. Read on.

Notes

1. Free trade agreements have been negotiated with Colombia, Peru, Panama, and South Korea.
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3. As a reference, in 2007 U.S. exports to France were US$27.4 billion and U.S. exports to Panama and the DR-CAFTA nations totaled US$26.2 billion. The 2009 and 2010 statistics are from the U.S. Department of Commerce, Office of Trade and Industry Information (OTII), Manufacturing and Services, International Trade Administration, http://tse.export.gov/TSE/TSEHome.aspx.

4. Fourteen FTAs are in effect: with Canada, Mexico, Israel, Jordan, Morocco, Bahrain, Singapore, Chile, Australia, Nicaragua, El Salvador, Guatemala, Dominican Republic, and Honduras. FTAs with Oman, Peru, and Costa Rica have yet to be implemented. See International Trade Administration, U.S. Department of Commerce, http://tse.export.gov/ for trade statistics.

5. “Table A1. World Merchandise Exports, Production and Gross Domestic Product 1950 to 2009,” World Trade Organization, International Trade Statistics, 2010, p. 174, http://www.wto.org/english/res_e/statis_e/its2010_e/its2010_e.pdf; Daniel Ikenson, “Lies, Damned Lies, and Trade Statistics,” Cato@Liberty, December 16, 2010, http://www.cato-at-liberty.org/lies-damned-lies-and-trade-statistics/. As Ikenson explains, a recent Asian Development Bank study of global iPhone production illustrates how trade can exceed 100% of GDP. The iPhone leaves China costing some $178, of which only about $6.50 of value was added in China, this being the labor used in assembly. So all of the imports into China as well as the export value are all counted in the trade statistics. Total trade in iPhones and parts is almost double the actual value of iPhones built.

6. Statistics from Economist Intelligence Unit, European Marketing Data and Statistics (London: Euromonitor International, 2007); Economist Intelligence Unit, International Marketing Data and Statistics (London: Euromonitor International, 2007); and Visa International.

7. Manufacturing in the United States can be defined by two seemingly contradictory trends: the output of U.S. manufacturing is the highest it has ever been, putting to rest the idea that America’s manufacturing is in decline. However, employment in manufacturing—as a percentage of the work force—has been in decline in the United States for over fifty years, which contributes to the view that the United States is in decline overall.

8. International Monetary Fund, World Economic Outlook Database, 2006, accessed April 2007.

9. Frances Cairncross, The Death of Distance: How the Communications Revolution Is Changing Our Lives (Cambridge, MA: Harvard Business School Press, 2001).

10. The WTO reports that “Regional Trade Agreements (RTAs) have become in recent years a very prominent feature of the Multilateral Trading System (MTS). The surge in RTAs has continued unabated since the early 1990s. Some 368 RTAs have been notified to the GATT/WTO up to December 2006. . . . At that same date, 215 agreements were in force. If we take into account RTAs which are in force but have not been notified, those signed but not yet in force, those currently being negotiated, and those in the proposal stage, we arrive at a figure of close to 400 RTAs which are scheduled to be implemented by 2010.” “Regional Trade Agreements,” World Trade Organization, http://www.wto.org/english/tratop_eregion_e/region_e.htm.

11. U.S. Department of Commerce, Office of Trade and Industry Information (OTII), Manufacturing and Services, International Trade Administration, http://tse.export.gov/TSE/TSEHome.aspx.

12. See Gary H. Jefferson, Albert G.Z. Hu, and Jian Su, “The Sources and Sustainability of China’s Economic Growth,” Brookings Papers on Economic Activity, No. 2, 2006.

13. Jason Leow, “China Exports Could Start to Slow,” Wall Street Journal, August 6, 2007.





Chapter Two

WHERE ARE YOU GOING?

How had it gone so wrong? This was the melancholy reflection of Heinrich Schmidt, senior vice president for sales of a nice mid-size German firm, Legacy Corp. (As noted in Chapter One, the case studies with which we open and close chapters are fictitious, but drawn from real-life situations.) The firm is a well-run and well-regarded manufacturer of machine parts, and over one hundred years old. Customers are satisfied. The products are well regarded in the market. But in 2010, management began to focus on a problem.

If you wanted to be polite about it, you could say that sales were not growing as rapidly in recent years as they had in the earlier days of the firm. If you wanted to be impolite, you would say that sales were, well, flat. So about a year ago Legacy decided to explore new markets.

This was a tough decision, because for all of the firm’s strengths, it doesn’t have much experience in overseas markets. In fact, Legacy had spent most of the preceding few decades just building out domestic sales. There had occasionally been sales outside their home market, but these were somewhat accidental, in that they were not the result of a systematic marketing campaign. In any event, these overseas sales never amounted to much more than 5 percent of the company’s total sales. Almost all of them were to customers from the German home market who had themselves established operations in other EU markets. Thus they were not truly overseas sales, and they were always an afterthought.

This passive approach to foreign sales changed in 2010, when Legacy senior management had a detailed discussion with the board, and the board agreed that the company needed to get serious about developing a new market. With a clear goal, but perhaps without a clear strategy, Heinrich was selected. In fact, he was pretty excited about the selection. He had been with the company for eight years and had risen to be one of the top salesmen. Having regularly won awards and bonuses, he was soon promoted to head of sales for major accounts, which allowed him to manage a sales team and join the leadership team of Legacy. The firm’s management had a high regard for Heinrich. Heinrich, in turn, knew the company inside out and was proud and happy to help sell its products.

So he ventured to the Ukraine, and what did he find?

At first, it was pretty slow going adjusting to daily life. The traffic, the language difficulties, the strange currency, the confusing directions and telephone systems—it took several months before Heinrich felt he could get around easily. The early meetings were awkward and inefficient, and there were even a few painful mismatches when it became clear the customer had no interest in Legacy products and the entire meeting was the result of a miscommunication.

But as the months wore on, Heinrich’s effectiveness improved. He developed sales targets. He continued his calls. He could see that his products might fit the market, even though there were competitive products and substitutes available. He kept at it.

Looking back, Heinrich remembered the discussions, the sales meetings. They were typically quite pleasant. Indeed, compared to the sales calls in Germany, Ukraine business sometimes seemed slow-paced, but also gracious. He was typically met with broad smiles and the offer of a beverage. The business discussion could not even begin until there was a personal discussion of what had brought him here, his family, and where he grew up. It was all quite pleasant—even charming.

He had one rather lengthy set of discussions with a major national distributor. This man was quite successful, having built up his business over the decades, and was proud of his work and relationships around his country. He had been distributing similar products, some local and some from a competitor, for almost twenty years. He maintained the warehouse and national ordering system, and he seemed like an ideal partner. More important, he was intrigued with Legacy products, and he agreed that in terms of pricing and value for money, the product selection seemed superior to what he currently offered. He asked questions about business plans and seemed pleased as Heinrich explained the strategy to build out the business locally and to eventually train local service personnel and have a parts warehouse.

Now, almost one year into the experiment, there were essentially no orders. How strange that the national distributor—always friendly—invariably stated that the time “was not right.” There was no particular time element to the product or the market, so it was difficult to understand what he meant by that remark. Worse, a month after hearing that remark, Heinrich was back in town and tried to make a follow-up appointment. He was politely told that the distributor was not available, but that he wanted Heinrich to come to his annual New Year’s party. Though several months away, this event had the reputation of being the grandest event in the area.

There are friendly gestures all around, but no orders.

What was the problem?

We’ll come back to Legacy and explore more case-specific causes for this failure (and possible solutions) later in the chapter. Now let’s consider the overarching problem, which is a key determinant of exporting success or failure: self-awareness.

Self-Awareness as a Key Business Issue

There is a paradox that firms must grapple with as they embark on their international expansion: a company can achieve a high degree of success in its home market without having fully understood why. Many of the finest firms have grown over the years at home by mastering a certain set of activities to sell a certain set of products. The result is they have been able to expand organically, building out production, sales, and reputation over the years.

In entering a new market, a firm must decide to expand strategically—to tackle problems not step by step, but in larger increments. And the firm can decide how and when to tackle these new markets. These issues can present substantial challenges to the firm. For the most part, even successful mid-size firms do not have strategic planning units that help them think through these questions.

This chapter attempts to address these core questions by looking at the self-diagnosis a company must undertake before diving into global expansion. This self-awareness matters because many companies perform tasks for traditional reasons or reasons that apply only in the home market. We believe that a company seeking to take its business overseas needs to first do some internal soul-searching and tackle some tough questions so that the leadership fully understands the challenges and goals of new markets.

Many companies have a commendable impulse to go abroad. But an impulse is not a sound basis for business decision making. Companies also need a clear understanding of both their business model and their motives. Questions that need to be answered cover three broad areas:

1. Motives. Why do you want to go overseas? Is it simply more sales or are there strategic goals? Companies need to understand their goals and motivations as they go aboard; only then can costs and benefits be aligned. In some respects, the decision to go abroad is similar to a decision surrounding a new product launch or a decision involving capital expenditure. You are going to expend capital and other resources, and you need to understand what the likely return will be.

2. Commercial logic. Why do you believe your company will succeed in a new market? Does your company offer better-quality products or more value than competing firms? This question has to be addressed from the perspective of potential customers in the new market. If there is no product advantage, what can you do to change so your company will offer something valuable and different in that target market, compared to the competition? What precisely are the core competencies of your business? What do you do better than anyone else?

3. Direct and indirect costs. Do you have the determination, capital, learning orientation, and patience needed to devise and execute an international strategy? In what way is entering a foreign market different from domestic expansion? The decision to go abroad is also a question of capacity and of opportunity costs. Most businesses have finite capacity and cannot easily increase production. This is true with credit and capital, and it is also true for management focus. A U.S. company with US$100 million in domestic revenue might be very happy to develop US$1 million of new business in Mexico, for example. But would it feel as positive about the new revenue if it required monthly trips to Mexico by a VP of sales? Or what if you have a fixed line of credit and new overseas customers require a disproportionate amount of it?

Key Research Findings on These Issues

In the four cases we examine later in this chapter, we will present the nuances that lead to the following key findings on these three issues:

1. Motives. The most common reason that companies go global is to maintain or accelerate revenue growth. In this chapter, we look at three examples. The Swedish retailer H&M saw growth opportunities in the United States and believed it could capture that growth by offering customers there something valuable: high fashion at low prices. Tee Yih Jia, the Singapore-based frozen food maker, decided that it could survive only if it could compete with much larger multinational corporations. And it decided that the only way to do that was to grow by exporting. Cotton gin refurbisher Chihuahua Cattle & Cotton (CCC) went into the Tanzanian beef production business to tap its network of customers, suppliers, and government officials; to take advantage of an idle facility it could put to work; and to improve Tanzanian agricultural practices.

There are many reasons and benefits for going global beyond these case studies:


(i) To broaden the product slate. Some companies cannot offer a full product slate in their home market because some of their line has only limited appeal. By expanding into new markets, the company can now sell in its home market products that are primarily sold in other markets. Home Depot developed a line of furnishings for Mexican households when it entered that market and then realized it could enjoy success selling many of these products in the Mexican-American community back in the United States

(ii) To improve scale. Some manufacturers cannot optimize the scale of production if they stay in their home market. Developing additional markets makes better use of equipment and allows companies to better plan workloads.

(iii) To diversify markets. Different countries grow at different rates; by developing multiple markets, companies can hedge against natural slowdowns and cyclical problems.

(iv) To learn and experiment. Markets have different tastes and preferences, different levels of technology, and different systems for finance and distribution. By attaining success in these different circumstances, companies develop adaptability and feedback mechanisms that can strengthen the entire company. We frequently see that successful international expansion is accompanied by a kind of missionary zeal. This zeal often involves an effort to improve the quality of life for the new venture’s customers, employees, suppliers, and communities. We see elements of this in CCC’s approach to Tanzania. This approach also implies a certain degree of determination, willingness to learn from mistakes, and acceptance of operating losses.

(v) To deny territory to the competition. The points just listed do not take place in isolation. Your competitors are going through the same planning exercise as you are. You need to think through your competitor’s activities as well. You cannot necessarily compete in every market—yet.



2. Commercial logic. Our research suggests that in order to go global, a business needs a specific type of self-knowledge. The business must understand how it appears not to itself but rather to the customers in the global market in which it hopes to compete. The key thing for managers to realize is that they will be making a significant mistake if they conclude that what works in their home country can be easily transplanted into the overseas market. We frequently find that home market success can only be replicated in a new market after careful adjustments have been made. That being the case, what can you do to change your company’s strategy so it will offer that target market something valuable and different from the competition? If the company does a thorough job of analyzing the needs of customers in those overseas markets and can fill a need not met by incumbent competitors there, then it has a good chance of gaining market share in the new market.

3. Direct and indirect costs. Executives must ask themselves whether they have the right personal qualities required to succeed in overseas markets. For one thing, most global markets do not share the sense of urgency that pervades the United States marketplace. To succeed overseas, executives must be prepared to invest time in building relationships with potential customers, suppliers, employees, distributors, and the various government officials who might encourage the success of the new venture. Moreover, when going global, executives must be prepared to try things that don’t work and then adapt accordingly. Finally, executives must be willing to stomach losses in the early years until the company gains sufficient scale by learning how to compete in the new market.

Self-Knowledge Case Studies

We examine the challenge of self-knowledge by looking at four case studies, three of them in depth:


	Tee Yih Jia started in Singapore as a leading maker of popiah, the wheat-based “skin” used to make spring rolls. Tee Yih Jia spent years dominating the popiah market at home before going into overseas markets, from which it obtained 90 percent of its revenues by 2006. The key to its success was a deep knowledge of where its strengths lay and how it could exploit those strengths to create competitively superior customer value in those export markets.

	H&M is a Swedish clothing retailer that has expanded outside Sweden—generally achieving tremendous growth despite the 2008–09 global economic contraction. H&M’s self-knowledge contributed significantly to this global success. Specifically, H&M did things differently from competitors—keeping a close eye on costs, selling hip fashion at low prices, and running a supply chain that lets it design and get new products to market in two weeks—and those differences created a competitively superior experience for customers in its various global markets.

	Chihuahua Cattle & Cotton, a U.S. cotton gin production company based in Georgia, opened up an operation in the east African country of Tanzania. Chihuahua’s ability to kick off its operation in Tanzania was also based on a heavy dose of self-knowledge. Specifically, it knew that it could offer value to cattle farmers in Tanzania by teaching them how to bring their product to market much faster. It also knew that it had taken the time to build relationships with Tanzanian farmers and government officials, and that it could obtain the permission it needed to acquire an idle beef processing plant located next to a railroad that could distribute its product throughout the country. This willingness to blend its strengths with the needs of the Tanzanian market illustrates how self-knowledge can lead to success.

	Failures of Self-Knowledge: Li Ning and eBay. Li Ning is a Chinese athletic apparel company that had very little sales success when it entered the U.S. market. eBay, the U.S.-based online auction service, initially led the Chinese market for online auctions, but lost out to TaoBao, a more nimble domestic competitor. Li Ning and eBay failed for similar reasons: they assumed that they knew what was best for their respective global markets, but it turned out that what worked in their home countries led to failure in new markets.




Tee Yih Jia

To survive as a small company, growth is vital. And if that small company competes in a tiny market, the only possible place to experience that growth is outside the home country. This means that the company must learn how to export. But how is that company going to export when its competitors in those new markets are multinational corporations with far greater resources?

That is the challenge that faced Tee Yih Jia’s executive chairman, Sam Goi, the entrepreneur who built Tee Yih Jia Food Manufacturing into the well-known frozen food business it is today. And Goi realized soon after acquiring the company that he would not get a return on his investment unless he expanded beyond the Singapore market.

Goi explained that such international expansion was essential for the company’s growth: “For companies to grow and compete with multinationals, they must go overseas; if not, there is no way to survive.” That was the rationale behind the company’s drive into international markets.1

By 2006, Tee Yih Jia exported at least 90 percent of its products, and 80 percent of its sales came from exports. At the heart of the company’s success was a carefully developed export strategy. Goi explained, “If your company wants to go overseas, you must first have a strategy. There’s no point going overseas if you’re too small. Try concentrating on your local market first. Expand into the neighboring countries after your company has grown.”

Goi attributes his company’s export success to self-knowledge. Specifically, he built the company’s export strategy on three Ss—being small, specialized, and strong. Goi said, “I started out small so that I could handle and understand everything myself. And I specialized in popiah skin. I don’t do too many things at one time. We’re also strong in markets, quality and know-how. That’s very important in winning the market.”

Among the many problems Tee Yih Jia overcame when it set its sights on export markets was getting financing for Goi’s export strategy. In 1985, he wanted to borrow US$8 million to build a factory in eastern Singapore, but local banks turned him down. Goi recounted, “The local banks didn’t lend me any money. They couldn’t come to a decision even after two to three months. That was quite a tough time for me.”

Goi also struggled to get loans while he was building up his Indonesian business. He recalled, “When you start out as a small company, they question your need for so much money. When you need help, not everybody wants to support you. But when you don’t need them, everybody comes to you.”

This local resistance to his company’s growth spurred him to export. Tee Yih Jia started exporting its products in 1980. For example, Goi initially tapped export opportunities in Australia—convincing restaurant owners in Sydney’s Chinatown to replace their spring roll pastry with his company’s brand.

But it was not until 1988 that Tee Yih Jia decided it should actually manufacture its products overseas. The reason for that decision was straightforward: the benefits of manufacturing the product in the export market—such as lower transportation costs—exceeded the price of entry. To capture that opportunity, the company paid US$20 million to acquire Main On Foods, a Los Angeles food manufacturing and distribution company. 1988 also marked Tee Yih Jia’s first expansion into China—a joint venture with the China Pacific group that built and operated a two-story spring roll, samosa, and biscuit factory in Fujian province.

Goi saw the U.S. market as significant but requiring adjustments, due to the strength of the unions there. “The union is very strong. I had a worker who cut his hand—it was a small cut but he sued us for a lot of money. That is America. You must be very careful. Everyone must protect themselves. The people, market, thinking and taste are different. So you must accept the new things.”

Goi offers other important lessons for exporters:


	Use joint ventures, but recognize them as temporary solutions. Exporters need a local partner. Said Goi:



When you are not there, do you think your employees will put in their full effort to build up your company? Some will but not many. If they are really successful, they may want to set up their own business. . . . You must know how to control the company. If anything happens, you can buy it over or sell [your stake] to your partner. If you know the business when you buy it over, you can help the company grow. If you choose to sell it, you will know the right price to sell.


	You should segment your target market. In this case, China presented good opportunities in second-tier cities. Although in the early 1990s it was possible to penetrate the market in larger cities in China, in recent years the local competition has the knowledge and capital to block new entrants. However, Goi believes there are still opportunities to tap into second-tier cities like Wuhan and Hangzhou. “Survey the market first. The opportunities are great. But people in China are very intelligent, so why would they need you? There must be synergy in the joint venture. You must also have your own money, market and know-how and you must have capable people stationed there.”

	Don’t become complacent. Goi tries to constantly improve the quality of his products. Although good connections can help win new customers in export markets, success depends on how well the company maintains those initial customer relationships. To do that, Tee Yih Jia produces quality products and prices them with care. Now Goi is considering a diversification into the air and water treatment markets in China and Russia.






H&M

H&M is a US$2 billion Swedish retailer that has expanded globally. Its success, particularly during the 2008–10 economic downturn, is a testimony to its clear strategic positioning in the retail market and the way it performs critical activities to defend that position as it opens up stores in markets around the world.

H&M was founded as a low-priced retailer but extended its strategy to add rapid fashion innovation—a strategy known as “cheap chic.” Its Manhattan stores sell items at an average price of US$18. But although H&M’s men’s line was popular in Europe, it did not do well in the United States so H&M tailored its stores in New York to the unique tastes of young women in the 15 to 30 age range.2

Although H&M tailors its stores to the differences across the markets it serves, its global strategy rests on three pillars. H&M’s knowledge of how these three pillars create competitively superior value for the customers it serves in those markets is at the core of its popularity and profits.

Here are the three pillars of H&M’s strategy:


1. Frugality. H&M controls costs that don’t add value. It buys raw materials as cheaply as possible, it discourages its people from flying first or business class or taking taxis, and it allows only a very small number of its employees to have company cell phones. To keep costs down, H&M outsources manufacturing to nine hundred garment shops located in twenty-one low-wage countries like Bangladesh, China, and Turkey.

2. Fashion. H&M’s aversion to costs extends to its attitude toward inventory, which it strives to minimize. This means that it tries to turn over fashions very quickly—introducing products that sell and moving on. To do that, H&M sniffs out the hottest trends ahead of the fashion mavens and turns them into cheap, trend-setting clothes that customers snap up as soon as they appear on H&M’s clothing racks. To that end, all of H&M’s merchandise is designed by in-house designers in Stockholm—finding inspiration from street trends, films, and flea markets. They work with name designers such as Stella McCartney—and have fantastic licensing deals, offering Star Wars and Superman underwear, Simpsons and Rolling Stones socks.

3. Tight supply chain. H&M collaborates with suppliers in its local production offices so that its lead times—the time that elapses from design table to store floor—are a mere two weeks, compared with the nine-month lead times of competitors such as Gap. This gives H&M the ability to produce more items—fewer of which are market duds. H&M can minimize such unpopular items by tapping into its database for itemized sales reports by country, store, and type of merchandise. And depending on the level of popularity of these items, stores can be restocked daily or even hourly.



Although H&M has been very successful in its ambitious strategy to expand outside of Sweden, it has made its share of mistakes. For example, H&M enjoyed a very successful store launch on Manhattan’s Fifth Avenue, but in 2000 it had problems with stores it opened in malls. For example, that year it opened a 5,400-square-meter store in Syracuse, and its top floor was empty by 2002. It also stumbled in locating an H&M at another mall store in Newark, New Jersey next to other low-priced brands like Express, Old Navy, and Wet Seal, making it hard for H&M to differentiate itself.

But H&M learned important lessons from these mistakes. It decided to shun these 1970s-style malls and locate new stories in more upscale malls and busy downtown locations. In so doing, H&M anticipated cutting its losses in half and ultimately generating a profit from its U.S. stores by the end of 2002.

H&M kept the pressure on itself for growth. In December 2010, H&M’s board chairman, Stefan Persson, told the Swedish business daily Dagens Industri (DI) that he expected a portion of that growth to come from exporting into countries where H&M did not then have a presence. South America, for one, was an enormous market and a potential new market for H&M.

As Persson considered further expansion late in 2010, H&M was resting on a broad base of global stores. Specifically, it had two thousand stores in thirty-eight countries across Europe, North America, the Middle East, and Asia. Moreover, it had two hundred stores in the U.S. market and opened a new store in Las Vegas in mid-December. In addition to South America, Australia and Africa were also possibilities.

The H&M case offers important lessons on corporate self-knowledge:


1. Know why you’re going global. H&M decided to go global for the growth. But in so doing, it did not sacrifice profitability over the long run. However, H&M suffered initial losses from its global strategy. H&M’s success sprang from its clear goals—for example, in 2002 it wanted to expand into two new countries a year—and its willingness to learn and adapt to the differences between its home market and the requirements of the new ones it entered.

2. Know how customers and employees perceive you. H&M knew its customers and how they perceived the brand. What is interesting about H&M is that its customers in Stockholm were fundamentally different from those in Manhattan. Nevertheless, certain core elements of H&M’s value chain—its emphasis on low costs, its extremely tight lead times, and its ability to get ahead of fashion trends—enabled it to succeed in markets outside Sweden. In general, H&M’s selection of items in the stores, prices, and quick restocking of stores with popular items created a competitively superior value proposition for U.S. consumers.

3. Accept that missteps will occur and learn from them. H&M initially made some bad decisions about where to locate stores in the United States, and it changed its approach to align its locations with its fifteen- to thirty-year-old female customers. It also learned that American men were not buying the same items that Swedish men did in H&M’s stores. So H&M changed the items it sold to better match the desires of its loyal U.S. female customers.






The Contrarian Example: Chihuahua Cattle & Cotton

It’s hard enough adapting your current business to a foreign market. That’s why we generally do not recommend that you go into a foreign market with a different product than what you’re used to producing, selling, and servicing. But in rare instances—such as when you have relationships with key players in the foreign country—it may make sense to export a new product to that country.

Chihuahua Cattle & Cotton (CCC) has been operating globally for over twenty-five years. It sells cotton gins in twenty-two countries. In 2007 CCC’s CEO, Gary Stowe, decided to begin operating a beef production company in Tanzania. Stowe had two goals: to make a profit and to modernize Tanzania’s agricultural sector.3

Stowe’s core business is buying ten- to fifteen-year-old U.S. cotton gins that are obsolete due to new technology, refurbishing them, and selling them globally through agents in twenty-two countries. Prior to starting CCC, Stowe lived for fifteen years in Chihuahua, Mexico, importing cattle into the United States.

Stowe came up with the idea to produce beef based on the ten years he spent traveling throughout Africa performing sales and service for CCC’s cotton gins. In Tanzania, he saw large numbers of cattle on the streets and noted that beef prices were cheap. He learned of a meat-packing plant whose construction had begun in 1978 but petered out when the owner had run out of money and abandoned it 85 percent of the way to completion. Despite the additional investment required to complete construction, the plant was well-located—near a rail line and electrical power cables. Stowe could see the potential.

To get started with the beef production, Stowe founded a joint venture called Triple S Beef in Shinyanga, Tanzania. His goals were to sell local beef in Tanzania, get the facility up to European and American standards, export to the Middle East, and eventually sell to the European and U.S. markets.

Achieving these goals, Stowe realized, would require partners. He spoke with the Tanzanian government to obtain a bid document for the meat-packing plant. He spoke with investors and worked with a company to develop a business plan. His goal was to raise US$30 million to get the facility into operation by the second quarter of 2008. And he anticipated the need to raise US$300 million before the plant would be profitable—which he projected would happen around 2013 or 2015.

When it came to operating a Tanzanian meat packing plant from a Georgia-based company, Tanzania appeared to present a mixture of strengths and weaknesses. Among the strengths Stowe enumerated were familiarity with English, a good cell phone network, a large labor force willing to accept relatively low pay, and inexpensive beef.

But the weaknesses presented Stowe with significant challenges. There was no irrigation in the region, so CCC planned to drill its own wells. The plant lacked refrigeration, so Stowe would provide it in the plant and in its trucks. And the facility lacked machinery and supplies; Stowe would have to import these.

Stowe appeared to have goals for the project that extended beyond business economics. He wanted to help local workers, farmers, and producers and was willing to incur additional costs to achieve that goal. For example, he wanted to give workers health care, education, and training and to make them part of a corporate family. He aspired to offer training in modern farming, ranching, and meatpacking techniques. He hoped to present local cattle farmers with genetic improvement programs and to teach them ways to save energy and water. Finally, he wanted to show local producers how to improve their production and health standards while cutting the time required to bring cattle to market from five years to six months.

Unfortunately for CCC’s ambitious plans in Tanzania, Stowe was unable to obtain the financing required to pay for his Tanzanian beef processing plant, so his plans were shelved.

The CCC case offers some critical lessons about self-knowledge:


	Core competency may cross industries. CCC has several competencies. One is in its stated business of refurbishing cotton gins. But over time it developed a core competency in African business practices; more specifically, Tanzanian business practices. The company learned how to work with the Tanzanian government, understand risk in Tanzania, and navigate local challenges. The key lesson here is that Stowe’s confidence was justified by his knowledge of the local opportunities and challenges. We would not recommend that just any U.S. company trot off to Tanzania to open a beef processing plant, but if a company has mastered specific business skills of operating in a challenging environment, it can improve its odds of success even in a different line of business.

	Acknowledge your weaknesses quickly and partner to overcome them. An important part of self-knowledge is assessing the requirements for success on a project and figuring out which of those key skills you lack. Stowe demonstrated this ability when he decided to partner with others to develop a business plan, to raise capital, and to run the operation on a day-to-day basis. In addition, Stowe’s relationships with the key stakeholders and his experience starting up new operations in foreign countries gave him an edge in coordinating these partners remotely. We discuss partnerships at greater length in Chapter Seven.

	Expect to invest in building trust relationships. As with the Tee Yih Jia and H&M cases, a key lesson from CCC is that going global takes patience. In the Tanzanians, Stowe found distinct differences from people in the United States. They want to take time to build relationships before doing business, and they want detailed information. Although the time required to achieve this level of comfort might be viewed as a delay by U.S. business people, it is really another part of the investment needed to gain access to the business opportunity.






Failure Mini-Cases: Li Ning and eBay to China

Not all companies succeed in their efforts to go global. Two mini-cases indicate that a failure of self-knowledge can be an important factor contributing to such failure. Li Ning is a Chinese apparel maker that failed in its efforts to compete in the U.S. market. And eBay also failed in its quest to gain market share in China when it tried to apply the same strategy it used in the United States. In both cases, a failure to view the company through the eyes of customers in the foreign markets doomed the expansion effort.

Li Ning competes with Adidas and Nike in China, and its eponymous founder was one of the most famous sports figures in China even before he was selected to run around the “Bird’s Nest” to light the Olympic flame in 2008. Li Ning’s success in China is based on its positioning as a premium Chinese brand rather than the cheapest or the most innovative.4

But when it entered the United States, the company thought that it would not need to spend much on marketing because Li Ning’s fame in China would transfer easily to the United States. As a result, the company did not invest in a well-known celebrity endorser. Instead, Li Ning chose a relative unknown—Damon Jones, who had played for ten different professional teams in a generally undistinguished NBA career. His name did not resonate with teenage boys as did Nike’s endorsers LeBron James, Tiger Woods, or Michael Phelps. Li Ning’s failure to view itself from its customers’ perspective resulted in low North American sales.

eBay made a similar mistake when it entered China. Things started off well enough; the company acquired a Chinese, online auction service, EachNet. But after acquiring EachNet, eBay managed it from its California headquarters. Thanks to eBay’s dominant position in the U.S. market, eBay executives concluded that they knew better how to attain similar China-market dominance. Just as Li Ning’s efforts to apply its China strategy to the United States failed, so did eBay’s attempts to force its U.S. strategy on China. The result was that eBay lost its lead in China and Alibaba’s Taobao service took eBay’s share.

These failure cases reinforce an important message of this chapter: executives considering a global market expansion must know how their company looks to potential customers in the new market. If the company offers a product or service that is more valuable to customers than what competitors provide, then it stands a far better chance of gaining export market share.



Gaining the Self-Knowledge to Take Overseas Market Share

So how can executives gain the self-knowledge they need to determine whether they can profitably take their show on the road? Here’s a three-step methodology to consider following:

1. Decide why you want to go global. In this step, your company needs to determine the benefits of going global. Our case studies suggest that growth is a good reason. But you ought to set specific growth targets, such as boosting overall revenues from overseas markets to a specific percentage by a particular year. And it makes sense to assess how realistic these targets are by diving into some detailed analysis of the size of the market opportunity and what market share you can expect to gain over time.

2. Analyze whether you have the specific skills needed to succeed in foreign markets. The next step in knowing yourself is to make an objective assessment of whether your company has the skills—such as product design, manufacturing, logistics, marketing, and customer service—it needs to succeed in the export market. We devote several later chapters to a more detailed assessment of this question, but you can save yourself a significant amount of time and money by doing a more general analysis at this stage. To do this, it may help to ask an independent analyst to help you answer two questions: (1) At what skills does your company excel in its home market? (2) How valuable are these skills likely to be in the export market? As Stowe’s experience shows, one of the key skills needed to export successfully is the ability to raise the capital to finance the strategy. Stowe’s experience suggests he lacked those skills.

3. Determine whether you have or can get the management talent needed for export success. If you have a clear reason for wanting to export and your excellent skills in your home market will help you capture export market share, there is one more test of self-knowledge that your company ought to take. The final self-assessment question is whether you have or can get the management talent you’ll need for export success. Although the skills that such a manager will need are likely to vary depending on the country, the eBay case is one of many that suggest it is important to not make all the decisions from company headquarters, but instead to delegate them to a manager who knows the foreign market terrain.

Lessons for Legacy Corp.

At the start of this chapter, we introduced you to Legacy Corp. If they had known the lessons we explored here, what might they have done differently? Consider these self-knowledge lessons:


	Do you really have a good enough relationship with the local distributor to get it to replace its current suppliers? The local distributor would be concerned about replacing or supplanting his current suppliers. Relationships are important, and he would be loath to “fire” a supplier who had been with him for a while, even if the new importer’s products were superior.

	Can you really offer the post-sales service that customers need in order to use your product? The new supplier had no repair personnel. How can you fairly sell a product without repair backup? The local customer would be unhappy with the local distributor, not with the foreign manufacturer.

	Can you get parts to the local customers fast enough to meet their requirements? The foreign businessperson may promise to set up a parts warehouse, but this is the same business the distributor is in with his current products. Does the new foreign business envision selling parts directly? If so, why would the local distributor want to carry the product line?

	Will selling your company’s product really enhance your distributor’s local prestige? The local distributor is a successful and proud man. He wants friendships and people he can count on. Simply offering him a “better” product is not enough. The distributor cannot readily replace his current product line without offending longtime business partners. He is unclear whether the new business wants to compete in the parts business, but he is a bit embarrassed to ask. Friendship and hospitality are used to pleasantly mask important business issues. Invitations to large gatherings are a sign of respect, but also a sign the host does not expect to have a serious discussion.



Knowing Yourself Checklist

Do you have all the facts to indicate that your business is an appropriate candidate for an exporting venture? To be able to answer that in the affirmative you ought to be able to answer “Yes” to all six of the following questions.




	Questions
	Answers (Yes or No)





	Do you face growing competition from foreign companies? (If Yes, how can you track this?)
	



	Are you getting increasing contact and inquiries from potential customers in overseas markets? (If Yes, what data do you keep to measure this?)
	



	Are you a member of an industry association or a business group that can help arrange a conference or meetings in overseas markets?
	



	When you describe international expansion opportunities to your corporate leadership, are they enthusiastic?
	



	If you wanted to dedicate some of your capital expenditure or product development budget to international expansion, could you build a consensus to move ahead?
	



	Do the majority of your ten largest customers have international operations or expansion plans?
	





The U.S. Department of Commerce offers a more detailed checklist that can be helpful for self-assessment.5 This questionnaire helps you determine whether your company is export-ready by comparing your company’s characteristics to those of successful exporters. We believe that this questionnaire offers a useful supplement to the self-assessment tools we present in this and subsequent chapters.


Export Questionnaire


1. Does your company have a product or service that has been successfully sold in the domestic market? ___Yes ___No

2. Does your company have or is your company preparing an international marketing plan with defined goals and strategies? ___Yes ___No

3. Does your company have sufficient production capacity that can be committed to the export market? ___Yes ___No

4. Does your company have the financial resources to actively support the marketing of your products in the targeted overseas markets? ___Yes ___No

5. Is your company’s management committed to developing export markets and willing and able to dedicate staff, time and resources to the process? ___Yes ___No

6. Is your company committed to providing the same level of service given to your domestic customers? ___Yes ___No

7. Does your company have adequate knowledge in modifying product packaging and ingredients to meet foreign import regulations and cultural preferences? ___Yes ___No

8. Does your company have adequate knowledge in shipping its product overseas, such as identifying and selecting international freight forwarders and freight costing? ___Yes ___No

9. Does your company have adequate knowledge of export payment mechanisms, such as developing and negotiating letters of credit? ___Yes ___No



Source: Adapted from Department of Commerce.



Conclusion

The desire to go into new markets is almost universal, but the ability to go overseas is much more limited. Weak managers confuse the desire with the ability and assume that because they are earnest about the goal they will necessarily succeed. The point of this chapter is to remind you that although you must begin with the desire, successful international execution is a serious business undertaking that demands self-awareness.

Going overseas is a great opportunity—but it is also a potential risk. To determine whether the opportunity exceeds the risk, executives must figure out whether they can offer a uniquely valuable product or service to customers in those overseas markets. This kind of self-knowledge—viewing your company from the perspective of potential customers, employees, partners, and others—will help you to seize the opportunities and minimize the risks of going global.

Notes

1. The Tee Yih Jia case is drawn from Crystal Neo, “From Small Business to Strong Survivor,” Business Times, July 27, 2006, http://www.asiaone.com/asia1portal/2006/IA/bluesky_IA060802/Blue%20Sky_files/Blue%20Sky%20-%2003_From%20small%20business%20to%20strong%20survivor.htm. All quotes are from that source. The authors also sourced information through interviews with Sam Goi.

2. The H&M case draws on Kerry Capell, “Hip H&M,” Businessweek, November 11, 2002, http://www.businessweek.com/magazine/content/02_45/b3807010.htm; and “H&M Chair Names South America as Potential New Market,” Trading Markets, December 9, 2010, http://www.tradingmarkets.com/news/stock-alert/hmrzf_h-amp-m-chair-names-south-america-as-potential-new-market-1357561.html.

3. The Chihuahua Cattle & Cotton case is drawn from Gary Stowe, interview with Peter Cohan, December 17, 2010; and Karen Klein, “Going Global: From Georgia to Tanzania,” Businessweek, October 10, 2007, http://www.businessweek.com/print/smallbiz/content/oct2007/sb20071010_810304.htm.

4. The Li Ning and eBay cases are drawn from Shaun Rein, “Lessons for Chinese Companies as They Go Global,” Businessweek, December 1, 2008, http://www.businessweek.com/globalbiz/content/dec2008/gb2008121_644935.htm.

5. Department of Commerce, “Export Questionnaire,” Export.gov, accessed August 13, 2010, http://hq-intranet04.ita.doc.gov/bid/export_questionnaire.asp.
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