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Entrepreneurship

IDENTIFYING AND ANALYZING DOIVIESTIC'
AND INTERNATIONAL OPPORTUNITIES .

To understand the aspects and Jmportance of [dentlfymg good domestlc or mternatlonal :
opportumtles ERRP
 To be able'to identify these opportunities.
: To. be abig'to create e.’nlop‘bortuhifcy_janaly'sis. plan. : .7,
- To present the problems and barriers of entering global markets.
- To be able to select a-global market. -~~~
- To understand the:options for en.'_c_ell‘in'_g___g-;fq.rgign_m’arket.
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OPENING PROFILE

LA MALACH! MIXON HI

Creatlwty, risk taking, and Innovation in entrepreneurshlp are essential not only to the
mceptlon of new products and ventures, but also to a firm's successful transition into
‘global markets. The case of Mal Mixon's notable revitalization of tiny [nvacare Corpo-
-~ ration exemplifies thls connection. ‘
: Invacare traces its existence to the 1895 begmnmgs of
‘the Worthington. Company, a smail Elyria, Chio, firm that
. manufactured a line of vehicles especially designed for the
+* physically challenged. Having undergone numerous changes
due to mergers and acquisitions, the Worthington Company’s smali wheelchair business
“was sold to. local investers, but on the basis of traditional business evaluation measures,
’chere was not much to buy. Sales in 1979 were. $19 miltion with 350 employees; the
. principal products were unwieldy, clunky steel manual wheelchairs, and no new products
were on the drawmg boards. The 1879 pro forma earnings statement that followed a
: Mixon-led leveraged buyout (LBO) indicated net earnings of only $100,000. Everest &
o . Jennings, a public compe’cltor more 'than seven times Invacare’s size, controlled 80 percent

":,"\ of the domestic: wheelchalr market.
' A' Mal Mixon, then \nce presndent of marketing for the CT scanner products division
- of Johnson & Johnson s Technicare subsidiary, saw beyond manual wheelchairs and
_ focused instead on the potential for home medical products. Assembling a group of
= Iocal investors, he spearheaded a leveraged acquisition funded with $1.5 miilion of
equ:ty and $6.3 million in debt. The'influence of Mixon's nurturing father, coupled with
.Tthe effects of his upbrmgmg in the small Oklahoma farming town of Spiro, instilled
Mlxon with confidence arid a strong sense of purpose and determination. Intellectually
i curious, he learned to dream of the possibilities in life, to question everything, to take
intelhgent risks, to be persistent, and to become a fierce competitor. After he gradu-
.ated from Harvard College, these traits were reinforced and supplemented Wlth lead-
ershlp skills. acquired through four years of service in the Marine Corps, where he also
. ;_Iear_ned how to deal with adversity. “You are taught to reach your objective no matter
+what . . You never have an excuse for failure,” says Mixon. Returning from the Marine
- Corps in 1966, Mal went back to Harvard for his MBA, graduating with distinction. He
' ,f-: initially worked as a salesman, then became sales manager, and later was director of
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marketing for the Cleveland-based Harris Corporation, He moved to Ohio Nuclear, a
subsidiary of Technicare, where he rose to vice president of sales and marketing of the
CT scanner division. Mal was 39 years old when Johnson & Johnson divested Invacare.

Investing $10,000 of his own funds, $40,000 borrowed from friends, and a §100,000
note from Invacare, Mal took control of the company on January 2, 1980, retaining a
15 percent share. With a fierce tenacity reminiscent of the Marine Corps's “bulidog”
mascot, Mixon's restructuring of invacare was immediate and total. He soon replaced
16 of the 18 direct sales staff—"They didn"t have fire in their bellies, and they didn"t
have the necessary talent”—and, more importantly, began working with the com-
pany’s engineers to produce new products, believing that without a good product,
nothing else matters. He initiated "one-stop shopping” by expanding the home health

- care line and cajoling, pleading, and offering volume discounts to skeptical customers

to increase business. The three-pronged attack of revitalization, product/service devel-
opment, and aggressive competitive orientation proved effective, and soon Invacare
was capturing market share from Everest & Jennings. In the process, Invacare reduced
the weight of its standard wheeichairs from 68 to 15 pounds, introduced microproces-

_sor electronic control systems for power wheelchairs, and offered “30 different crazy

colors;” while dramatically reducing lead times. Everest & Jennings watched its wheel-
chair market share erode from 80 to 5 percent today. - o v

Sales and earnings accelerated through the early 1980s and by the end.of 1983, In-
vacare had $70 million In sales and- $2.8 mitlion in net earnings. In 1984, the company
went. public to obtain operating capital and to pay down the short-term debt that
helped fund the coripany’s growth during the 1980s. The initial public offering ($11
adjusted to two stock splits, or $2.75/share on NASDAQ) raised $15 million.

A major challenge presented itself in 1986 when a Taiwanese competitor began sell-
ing in the United States at 20 percent below prevailing prices. Aided by the facilities
consolidations and plan reconfigurations that were launched in 1985, Invacare relo-
cated some of its manufacturing to Mexico. This further improved its overall cost struc-
ture and competitive position. invacare attacked the competition, meeting the imports
head-on In price, with a superior product and a more extensive distribution and serv-

ice capability. Because of invacare’s aggressive response, the Taiwanese imports failed

to gain a foothold and ceased to be a major market factor by 1987. Sales, product
lines, and earnings have increased steadily since, Invacare posted $100 million in sales
in 1986, surpassed $200 milfion in 1990, $600 million in 1996, $1 billion in 2001, and
$1.8 billion in 2008, : .

Product lines now include manual and powered wheelchairs; home respirator de-
Vices for ox_ygen,' aerosol, and sleep therapy; home care beds; assistive aids; replace-
ment parts; disposables; and electronic control systems. From a tenuous and anf?itious
beginning (§19 million in sales and a 10 percent market share in standard wheelchairs),
Invacare, headquartered in Elyria, Ohio, has manufacturing plants in the United States,
Australia, Canada, China, Denmark, Germany, France, Mexico, New Zealand, Portugal,
Swedeh, switzerland, and the United Kingdom, and has 6,100 employees worldwide.
The company conducts business in more than 80 countries around the world and has
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- the largest distribution network in the industry. In 2008, Invacare had revenue of
~ 51.8billion, experiencing a 17 percent (from $19 million in 1979 to $1.8 billion in 2008)
annual 'c_ompo'ﬁnded average sales growth. Net income had a 23 percent increase from
$100,000 in 1979 to $38.6 million in 2008 annual compounded gfowth in net income.
Mal Mixon continues to édapt_and successfully manage a rapidly expanding com-
pany on a global level.. Mixon is also recognized as a visionary leader. As stated by a
friend and business acquaintance, “He’s able to develop a vision faster than most peo-
ple can pick up the teléphone.” The abilities to develop and articulate a sound vision,
plan and execute an appropriate strategy for the enterprise, and maintain sound val-
ues are importari_i elements of Ieadfersh'i_p, éccording to M_ikon; Frequently, however, it
is difficult for an entkepreneur to bridge the gap, or to manage and expand a venture,
as evidenced by Steve tobs and the turb_ulent growth of Apple Computer. As a new
venture grows, there can be a need for more and more administration. It appears that
this'has been attended to in Invacare, as Mal has built a strong management team.
Also, at times, a new infusion of the entrepreneurial spirit that has formed the venture
is needed. Balancing en—‘trepreneu’i‘ship with édminist_ration becomes the challenge. As
Mal puts it, “Entrepreneurship is creating business as oppose;d to administering business
and having extensive personal capital at risk as opposed-to compensation for a job."

INTRODUCTION

Unlike Mal Mixon, many entrepreneurs find it difficult to identify a market opportunity
and expand the venture, especially in the global marketplace. To start and expand a venture,

*an entreprenenr needs to identify opportunities for domestic and international expan-
sion. As a new venture grows and matures, a need can develop for different management
skills as well as for a new infusion of the entreprencurial spirit (intrapreneurship), as dis-
cussed in Chapter 2. Seme entrepreneurs forget that a basic axiom in business is that the only
constant is change. Entrepreneurs like Mal Mixon, who understand this axiom, effectively
manage change by continually adapting organizational culture, structure, procedures,
strategic direction, and products in both a domestic and an international orientation. Entre-
preneurs in such developed countries as the United States, Japan, the United Kingdom, and
the European Union must sell their products in a variety of new and different domestic
market areas early on in the development of their firms or, as in the case of Mal Mixon’s
Invacare, determine how to expand into and prosper in international markets,

Never before in the history of the world have there been such interesting and excit-
ing international business opportunities. The opening of the once~controlled economies
of Eastern and Central Earope, the former U.S.S.R., the People’s Republic of Chi}f%, and
Vietnam to market-oriented enterprise and the advancement of the Pacific Rim are just
a few of the myriad of possibilities for entrepreneurs wanting to start or grow in a foreign
market, ‘

Ag more and more countries become market oriented and developed, the distinction be-
tween foreign and domestic markets will be less pronounced. What was once only pro-
duced domestically is now produced intetnationally, This blurring of national identities will
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continue to accelerate as more and more products are introduced outside domestic bound-
aries eatlier in the life of entrepreneurial firms. -

In the past decade, organizations have been attempting to redefine themselves as truly
global organizations. The pressure to internationalize is being felt in virtually every organ-
ization: nonprofit and for-profit, public and private, large and small. This need to inter-
nationalize is accelerating due to the self-interest of the organizations themselves as well
as the impact of a variety of external events and forces. Who would have believed a
decade ago that today seven-cighths of the markets of the world would have some degree
of market economics? Few predicted the rapid collapse of conirolled economies that
opencd up astoundingly large new matket opportunities and potentiaily more significant
competition. Who would have ever imagined that a trading agreement would emerge be-
tween Canada, Mexico, and the United States, creating one of the world’s largest and
most prosperous trading blocs? Or who would have imagined the rise of economic power
in China to become one of the largest economies in the world? Or the solidification of
diverse nations into the European Union?

These changes are well recognized by organizations, which are investing trillions of
doliars in a world economy that features emerging markets as the vehicles of future growth
and one in need of major investment in infrastracture. Just ask the potato farmers in the
Chuvash Republic of Russia, who saw 26 percent of their crop rot because of inadequate
distribution and warehousing, whether there is a need for such investment in infrastructure.
Or, ask the economics professor in the former US.S.R., who has to leave the university to
find other employment due to the low university wages, whether massive investment is
needed. Clearly, developing countries need training and education as well as infrastructure
to support their development and growth in the pext century.

There are also new market opportunities in Latin and South America, Africa, the Pacific
Rim, Vietnam, Trag, and countries throughout the world that are in transition, These areas
are becoming major attractions to companies that want to grow and establish a market
position ag these economies change and go through privatization and deregulation.

The internationalization of entrepreneurship and business creates wealth and employ-
ment that benefits individuals and nations throughout the world. International entreprencar-
ship is exciting as it combines the many aspects of domestic entrepreneutship with such
other disciplines as anthropology, economics, geography, history, jurisprudence, and lan-
guage. In today’s hypercompetitive world with rapidly changing technology, it is essential
for an entrepreneur to at least consider entering a matket vutside the company’s national
borders.

International markets offer entrepreneurial companies new market opportunities. Since
1950, the growth of international trade and investment has been generally larger than the
growth of domestic economies. A combination of domestic and international sales offers
the entrepreneur an opportunity for expansion and growth that is not available in the do-
mestic market alone. Using today’s rapidty changing technology, an entrepreneur can have
an even brighter growth potential in the future in today’s truly global world.

OPPORTUNITY RECOGNITION AND THE OPPORTUNITY
ASSESSMENT PLAN

The key to successful domestic and international entrepreneurship is to develop an idea
that has a market with a need for the product or service idea conceived. The ideation

. process explained in Chapter 4 needs to be thought of in terms of satistying a specific market

need ot as one entrepreneur stated, “making the customer more profitable.”
What is deemed to be “profitable” vaties by the product/ service idea and particularly
whether the idea is an industrial product (business-to-business market) or a consumer product
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(business-to-consumer market). This is best accomplished through the development of a
market opportunity analysis plan.

Opportunity assessment is often best accomplished by developing an opportunity as-
sessment plan. An opportunity assessment plan is nor a business plan. Compared to a busi-
ness plan, it should:

» Be shorter.
« Focus on the opportunity, not the venture.
= Have no computer-based spreadsheet.

o Be the basis for making the decision to ither act on an opportunity or wait until
- another, better opportunity comes along.

An opportunity assessment plan has four sections—two major sections and two minor
sections. The first major section develops the product/service idea, analyzes the competi-
tive products and companies, and identifies the uniqueness of the idea in ferms of its unique
selling propositions. This section includes:

o A description of the product or service.

o The market need for the product or service.

= The specific aspects of the broduct of service.

» The corpetitive products available filling this need and their features.
e The companies in this product market space.

¢ The unique selling propositions of this product or service.

Some data sources for determining competition and market size are further discussed in
the section on foreign market selection in this chapter.

The second major section of the opportunity assessment plan focuses on the market—
its size, trends, characteristics, and growth rate. It includes:

¢ The market need filled.

= The social condition underlining this market need.

e Any market research data available to describe this market need.

o Any potential patents that could be obtained.

¢ The size and characteristics of the domestic and/or international market.
s The growth rate of the market.

The third section (a2 minor one) focuses on the entreprenenr and the management team
in terms of their skills and experience. It should inchude answers to the following questions:

o Why does this opportunity excite you?

= How does the product/service idea fit into your background and experience?

e ‘What business skills do you have?

‘What business skills are needed?

= Do you know someone who has these skills? &

%
The final section of the opportunity assessment plan develops a time line indicating
what steps need to be taken to successfully launch the venture and translate the idea into a
viable business entity. This minor section should focus on:

= Identifying each step.
¢ Determining the sequence of activities and putting these critical steps into some
expected sequential order.
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» - Determining the time and money required at each step.
e Determining the total amount of time and money needed.
o Identifying the source of this needed money.

INFORMATION SOURCES

Thete are many sources of information both on competitive companies and products/services

and the market size and characteristics available to the entrepreneur in identifying an

appropriate opportunity as well as assistance in starting a new venture. These will be dis-

cussed in terms of general information sources, industry and matket information sources,
: competitive company and product information, government sources, search engines, trade
associations, and trade publications.

General Information

Tuformation and assistance is readily available for entrepreneurs, particularly those starting
a new venture, SCORE (www.score.org) is a nonprofit organization that provides free on-
line and in-person assistance in about 400 chapter locations throughout the United States.
The assistance takes the form of training, consulting, and mentoring provided mainly by
retired executives and entrepreneurs.

Small Business Development Centers (sba.gov/aboutsba/ sbaprograms/shdc/sbdclocator/
index.html) has small business development centers in over 1,100 locations throughout the
United States. It provides counseling, training, and technical assistance on all aspects of
starting and managing a new venture. Each focation also has an on-site resource library.
These centers are a part of the overall SBA (Small Business Administration) (sba.gov),
which also provides a wide variety of resources and tools for the entreprencur. Ope of the
helpful items in the SBA's resource library is the Small Business Planner, a step-by-step
guide for starting your new ventare. The SBA also has a Women’s Business Center and a
Minority Business Center.

The U1.S. Chamber Small Business Center (uschamber.com/sb) provides stari-up as-
sistance mainly through Web-based tools and resources. Its start-up toolkit is very help-
ful in starting a business as it focuses on everything from evaluating an idea to developing
a business plan, accessing capital, and launching the venture. Other useful tools for var-
ious business documents, such as spreadsheet templates and other government forms, are
also provided under the “Tools” section.

Other valuable Web sites providing useful information include:

1. National Association of Small Business Investment Companies (nashic.org). Provides
an online database of small venture capital firm membets and a guide to obtaining
L SBIC financing. '
D 9. National Venture Capital Association (nvca.org). Provides information on the venture
‘ capital industry as well as access to state and regional venture capital firms.
3. National Business Incubation Association (nbia.org). Provides information on the role
of incubators, how to select the right incubator, and a listing of national and interna-
v tional incubatots. 1
! 4. Fastlrac (wwwjasttrac.org). Funded by the Kauffman Foundation, provides educa-
‘ tional programs for entreprenenrs throughout the United States.
5. Active Capital (ACE-Net, activecapital.org). Provides an opportunity for entrepreneurs
to connect with accredited investors throughout the United States, Counseling, men-
toring, and training are also provided.




Entrepreneurship, Eighth Edition

CHAPTER 5 IDENTIFYING AND ANALYZING DOMESTIC AND INTERNATIONAL OPPORTUNITIES 131

6. Collegiate Entrepreneurs’ Organization (CEQ, c-e-0.0rg). Provides information on
entreprenenrship programs at the undergraduate level at numerous colleges and
universities. _

7. Consortium for Entrepreneurship Education (entre-ed.org). Provides information on
entreprenentship programs and education throughout the United States.

8. Ewing Marion Kauffinan Foundation (kauffman.org). Provides resources for entrepre-
neurship education and research and lists the angel (private investor) gtoups through-
out the United States,

Industry and Market Informaticn

There are a wide variety of databases available that provide significant information about
the industry and market. These include:

1. Plunkett. Provides industry data, market research, trends and statistics on markets, and
forecasts.

2. Frost and Sullivan. Provides very industry-specific information on industries such as
aerospace and defense, chemicals/materials, telecom/IT, consumer products, elec-
tronics, energy, health care, industrial automation, and transportation.

3. Euromonitor. Provides consumer market sizes and marketing parameters as well as
information on companies and brands.

4. Garmer. Provides information on technology markets.

- 3. Gale Directory Library. Provides industry statistics and a directory of nonprofit organ-
izations and associations.

Competitive Company and Product Information

Besides personally investigating what is avaflable by looking at the various options presently
available for satisfying the market need, several sources supply significant information on
competing products/services and their companies:

1. Business Source Complete. Provides company and iﬁdustry information by scanning
the Datamonitor repotts.

2. Hoovers. Provides information on both large and small companies with links to cormpeti-
tors in the same NAICS (North American Industrial Classification System) category,

3. Mergent. Provides detailed company and product information on U.S. and interna-
tional companies.

Government Sources

There are numerous information sources available from the U.S. government. These in-
clude the following:

s Census reports
= factfinder.census.gov
° WWw.census.gov/ipc/www/idb
° WWw.census,gov/econ/census/ (ratios)
e Export/import authority
= UN Comtrade
» www.business,gov/expand/fimport-export
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_MOM-AND POP MULTINATIONALS

From the outSIde the gray Vlctorian Wlth the stamed-
glass ‘windows on a gentrified block in Dorchester
Mass., is a typical middle-class dream house. But it also
is the headquarters of what you might call a micro-
-multinational. Randy and Nicola Wilburn run real es-
" tate, consulting, design, and baby food companies
“out of their home. They do it by taking outsourcmg
~ to the extreme.

Professionals from around the globe are at their
service. For $300, an Indian artist designed the cute logo
of an infant peering over the words “Baby Fresh Or-
ganic Baby Foods” and Nicola’s letterhead. A London
freelancer wrote promotional materials. Randy has
hired “virtual assistants” in Jerusalem to transcribe

voice mail, update his Web site, and design PowerPoint

graphics. Retired brokers in Virginia and Michigan
handie real estate paperwork.

Global outsaurcing is no longer just for big corpo-
rations. Increasingly, Main Street businesses from car
deaters to advertising agencies are finding it easier to
farm out software development, accounting, support
services, and design work to distant lands. Elance, the
Mountain View (Calif.) online-services marketplace
that is the Wilburns’ main connection to the cyber-

.workforce boasts 48, 500 small businesses as clients—

up 70% in the past year—posting 18, 000 new proj-
ects a month. Sites such as Guru.com, Brickwork
Indla DolVIyStuff com, and RentACoder also report
Tast growth.

But while other forins of e-commerce caught fire
quickly, Web sites for freelancers have only recently be-
gun to generate much momentum; Market researcher
Evalueserve estimates that revenues for online service
marketplaces will grow 20% in 2008, to $190 million,
far from the initiaf hype.

Whyhas it taken buyers and sellers of setvices
‘Ionger to get comfortable trading online than com-

panies dealing in physical goods? An ‘eBay for serv-

ices, says Elance CEOQ Fabio Rosati, "was a prilliant
idea that started too soon.” But improved software,
search'engines',_and new features are boosting the in-
dustry. Several sites now allow buyers to view de-
tailed wor_ic' samples and customer ratings for thou-
sands of service vendors. Guru launched a payment
system to mediate disputes and lets buyers put funds
in escrow until work is received. Elance developed
software to track work in progress and handle billing,
pay, and tax records.

o North American Industrial Classification System (NAICS) and Standard Industrial

Classification (SIC) codes
s Wwww.naics.con/info.htm

= www.osha.gov/pls/fimis/sic_manual.html

Search Engines

There are many key terms for searching for the needed industry, market, and competitive
information. Some of the better ones are:

o Search: and statistics

» Search; and market share
s Search; and industry
Search: and association

Trade Associations

ol

Trade associations in the United States and throughout the world are also a good source for
industry data about a particular country. Some trade associations do market surveys of their
members’ domestic and international activities and are strategically involved in interna-
tional standards issues for their particular industry.

132
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Those_upgrédes are starting to make a difference.
lance, which makes money by charging subscription

‘tal billings to rise 50%, to $60 million, this year. Guru
redicts similar growth, to $26 million. -

The Wilburns began buying graphic designs
“through Elance in 2000. They say they shifted to rad-
ical outsourcing after reading the 2007 Timothy Ferriss
best-seller, The 4-Hour Workweek: Escape 9-5,. Live
Anywhere and Join the New Rich, which extols the
‘merits of freeing up time by hiring cheap- offshore
virtual assistants” to handle scheduling and other
routine tasks. : R

.- Remote help has allowed 38-year-old Randy Wilburn
to shift gears with the economy. His real estate busi-
ness has slowed, so he spends more time advising

utine correspondence and put together business
naterials while_he's on the .road, all for less than
$10,000 a year. He figures a full-time secretary would
run $45,000. Nicola, a 35-year-old designer, decided
to wark from home after she had their second chifd.
Nicola now farms out design work to freelancers
d is starting to sell organic baby food she cooks
herself. She Is sefting up a Web site for that busi-
ness and offered $500 for the design work. Of the

Trade Publications

‘nonprofits across the U.S. on how to.help homéqwh-_ :
rs avoid foreclosure. Virtual assistants have handled

-.20 bidders who reSpbnded via Elance, 18 are from
-outside the U.S. ' ‘ ,
ees and.a 4% 10 6% cut of each project, expects to-

The couple uses two main offshore vendors. One.

.is GlobeTask, a Jerusalem outsourcing “firm that
. employs .dozens of graphic artists, Web designers,

writers, and virtual assistants in Israei, I'n'd'ia, and
the U.S. It generally charges $8 an hour. The other
is Kolkata’s Webgrity, which has a staff of 45 and
charges $1 to $1.20-an hour Five years ago, says
founder Amit Keshan, 32, his company designed
Web sites for Indian clients. Now he does all his busi-
ness through Elance, handling up to 300 jobs each
month for U.S., British, and Australian clients. For
$125, Webgrity designed a logo for Wilburn’s reaf es-
tate business that Wilburn says would hayé cost as

-much as $1,000 in the U.5.:

- A 'worldwide markét where even mom—and-p_op

‘businesses outsource could still be years from attain-
‘ing wide appeal. But micro-multinational entrepre-

neurs like the Wilburns may not be rarities for much
longer. "People will do it the old way until it becomes
a no-brainer to do it the new way,” predicts Elance’s
Rosati.

Source: Reprinted from July 14, 2008 issue of BusinessWeek by
special permission, copyright © 2008 by The McGraw-Hill
Companies, Inc., “Mom-and-Pop Multinationals,” by Pete
Engardio, BusinessWeek, pp. 77-78,

There are numerous domestic and international publications specific to a particular indus-
try that are also good sources of information. The editorial content of these jonrnals can
provide interesting information and insights on trends, companies, and trade shows by giv-
ing a more local perspective on the particular market and market conditions. Sometimes
trade journals are the best, and often the only, source of information on competition and
growth rates in 2 particular industry. .

THE NATURE OF INTERNATIONAL ENTREPRENEURSHIP

Simply stated, international entrepreneurship is the process of an entrepreneur conducting
business activities across national boundaries. It may consist of exporting, licensing, open-
ing a sales office in another country, or something as simple as placing a classified dver-
tisement in the Paris edition of the International Herald Tribune. The activities necessary
for ascertaining and satisfying the needs and wants of target consumers take place in more
than one country. When an entrepreneur executes his or her business model in mote than
one country, international entrepreneurship is occurring.

With a commercial history of only 300 years, the United States is relatively new fo the
international business arena. As soon as settlements were established in the New World,

!ﬁer.ﬂrﬁiianal
ftreproneurship

" An enfreprensur doing
usiness across his or her
ational boundary
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American businesses began an active international trade with Burope. Foreign investors
helped build much of the early industrial trade as well as much of the early industrial base
of the United States, The future commercial strength of the United States will similarly
depend on the ability of U.S. entrepreneurs and established U.S. companies to successiully
do business in markets outside the country.

THE IMPORTANCE OF INTERNATIONAL BUSINESS TO THE FIRM

International business has become increasingly important to firms of all sizes—particulatly
today, when every firm is competing in a hypercompetitive global economy. There can be
little doubt that today’s entrepreneur must be able to move in the world of international
business. The successful entrepreneur will be someone who fully understands how interna-
tional business differs from purely domestic business and is able to respond accordingly,
thereby successfully “going global.”

INTERNATIONAL VERSUS DOMESTIC ENTREPRENEURSHIP

Although both international and domestic entrepreneurs are concerned with sales, costs, and
profits, what differentiates domestic from international entrepreneurship is the variation in
the relative importance of the factors affecting each decision. International entreprencurial
decisions are more complex due to such uncontrollable factors as economics, politics, tech-
nology, and culture (see Table 5.1).

Econormics

In 2 domestic business strategy, a single country at a specified level of economic devel-
opment is the focus of the firm’s entrepreneurial efforts. The entire country is organized
under a single economic system and has the same currency. Creating a business strategy for
a multicountry area means dealing with differences in levels of economic development;
currency valuations; government regulations; and banking, venture capital, marketing, and
distribution systems. These differences manifest themselves in each aspect of the entrepre-
neur’s international business plan and method of doing business,

Stage of Economic Development

The United States is an indusﬁially developed nation with regional variances, While need-
ing to adjust the business plan according to regional differences, an entrepreneur doing

TABLE 5.1 _Intermational versss Domente Business

W Eeompmics: |

'+ stage of economic development - 0T
f._d“"fC:q_r'ren,’;_ac.cg:)ugfjt I R I I o
'Typeof é]:‘co“nc';};_h:fc sy’f‘étefm. ) o

& Political-egal enyironmentt -

|+ language
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business only in the United States does not have to worry about significant lacking of such
fundamental infrastructures as roads, electricity, communication systems, banking facilities
and systems, adequate educational systems, a well-developed legal system, and established
business ethics and norms. These factors vary greatly in other countries, which impacts a
firm’s ability to successfully engage in international business,

Current Accouni

ciirrent avcount  The With the present system of flexible exchange rates, a country’s current account (the differ-

trade status of imports/ ence between the value of a country’s imports and exports over time) affects the valuation

exports between countries  of its curtency. The valuation of one country’s currency affects business transactions
between countries. At one time, Italy’s chronic balance of payments deficit led to a radical
depreciation in the value of the lira, the currency of Ttaly. Fiat responded by offering signif-
icant rebates on cars sold in the United States. These rebates cost Fiat very little because
fewer dollars purchased many more lire due to the decreased value of the lira. Similar ex-
change rate divergences have occurred for Japanese automobile manufacturets and many
products produced by Chinese firms, including steel and steel alloys,

Type of Economic System

Pepsi-Cola began considering the possibility of marketing in the former U.S.S.R. as
early as 1959, following the visit of U.S. Vice President Richard Nixon. When Premier
Nikita Khrushchev expressed his approval of Pepsi’s taste, the slow wheels of
East-West trade began moving, with Pepsi entering the former U.S.S.R. 13 years later.
Instead of using its traditional type of franchise bottler in this entry, Pepsi used a barter-
type arrangement that satisfied both the socialized system of the former U.S.8.R. and
the U.S. capitalist system. In return for receiving technology and syrup from Pepsi, the
former U.S.S.R. provided the company with Soviet vodka and the distribution rights in
barfer A method of the United States. Many such barter or third-party arrangements have been used to in-
payment using nosmoney  crease the amount of business activity in countries in various stages of developiment and
‘items transition,

“third-party avscngements

Paying for goods Political-Legal Environment
indirectly through another
' s0urce - The variety of different political and legal envitonments in the international market cre-

ates vastly different business problems, opening some market opportunities for entrepre-
neuss and eliminating others, One significant event in the political-legal environment
involves the price fluctuations and significant increases and decreases in oil and other
energy products.

A country’s legal environment can influence each clement of the business strategy of an
entrepreneut. Pricing decisions in a country that has a value-added tax (VAT) will differ
from pricing decisions made by the same entreprenetr in a country with no value-added
tax. The value-added tax addition may increase the price above a price threshold and/or
distort the advantage of ending a price in .79, .89, or .99. Advertising strategies are affected
by variations in what can be said in the copy or in the support needed for advertising claims
in different countries. Product decisions are affected by legal requirements with respect to
labeling, ingredients, and packaging. Types of ownership and organizational forms vary
widely throughout the world. The laws governing business arrangements also vary greatly,
with more than 150 different legal systems and national laws.




Entrepreneurship

136 PART 2 FROM IDEA TO THE OPPORTUNITY

political risk analysis
Prior to entering into
business in another
couniry, an assesstent of
that country’s political
policies and its stability

While most entrepreneurs generally prefer to do business in stable and freely gov-
erned countries, good business opportunities often oceur in different conditions, It is im-
portant to assess each country’s policies and stability. This assessment is referred to as
political risk analysis. While there is some political risk in every country, the range from
country to country varies significantly, and even in a country with a history of stability and
consistency, these conditions could change. There are three majot types of political risks
that might be present: operating risk (risk of interference with the operations of the ven-
ture), transfer risk (risk in attempting to shift assets or other funds out of the country),
and—the biggest risk of all—ownership risk (risk where the country takes over the ven-
ture’s property and employees). Of course, conflict and changes in the solvency of the
country are major risks to an entrepreneur in a particular couniry. This can take such forms
as guerilla warfare, civil disturbances, and even terrorism where the entrepreneur’s com-
pany and employees are targefs. :

A country’s legal system, composed of the rules and laws that are used to regulate behav-
jor as well as the processes by which the laws are enforced, also impacts the entrepreneur.
"The laws of a country regulate the business practices in that country, the manner in which
business transactions are executed, and the rights and obligations involved in any business
transaction between parties.

The enirepreneur should have an overall sense of the legal system of a country but usu-
ally needs legal counsel when it comes 0 specifics. Ideally this legal counsel would have
its headquarters in the United States, with an office in the target couniry. Several areas are
critical to some extent for every entrepreneur: (1) property rights, (2) contract law, (3) product
safety, and (4) product liability.

Countries vary significantly in the degree to which their legal system protects the prop-
erty rights of the individual and the business. The property rights of a business are the re-
sources owned, the use of these resources, and the income earned from this use. Besides
buildings, equipment, and land, the protection of intellectnal property is a very great con-
cern, particularly for technology entrepreneurs. Intellectual property—such as a book,
computer software, a score of music, a video, a formula for a new chemical or drug, or
some other protected idea—is very important to a firm and needs to be protected when go-
ing outside the United States. Legal issues and property protection are discussed in Chap-
ter 6. Few countries have laws and court procedures protecting intellectual property like
those in the United States. You probably have heard how videos can be purchased in China
at 10 percent of the cost in the United States—sometimes even before being officially re-
leased. Even this book—which has legal editions in several languages, including Arabic,
Chinese, Hungarian, Indonesian, Portuguese, Russian, Slovenian, and Spanish—has an il-
legal edition in the Iranian language, as Iran does not recognize world copyright laws. Be-
fore entering a country, the entrepreneur needs to assess that country’s protection of the
intellectual property of her venture and the costs if these are copied illegally.

Anoth;cr area of legal concern is the contract Jaw of the country and how it is enforced.
A contract specifies the conditions for an exchange and the rights and duties of the parties
involved in this exchange. Contract law varies significantly from country to country, in part
reflecting the two types of legal tradition—common law and civil law. Countries operating
under common law include the United Kingdom, the United States, and most countries of
the former British colonies. Countries operating under civil law inchude France, Germany,
Japan, and Russia. Common law tends to be relatively nonspecific, so contracts under this
law ate longer and more detailed, with all the contingencies spelled out. Since civil law is
much more detailed, contracts under it are much shorter. -

In addition to the law itself, the entrepreneur needs to understand how the law might be
enforced and the judicial system securing this enforcement. If the legal system of the country
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does not have a good track record of enforcement, the contract should contain an agreement
that any contract disputes will be heard in the courts of another country. Since each cor-
pany might have some advantage in its home country, usually another country is selected.
This aspect is very important for entrepreneurs operating in developing economies with lit-
tle or even a bad history of enforcement. One company exporting Hungarian wine into Russia

" made sure any disputes in its Russian contracts would be heard in the Finnish court system
rather than the Russian court system.

The final overall area of legal concern pertains to the laws of the country regarding
product safety and liability. Again, these laws vary significantly among countries, from
very high liability and damage awards in the United States to very low levels in Russia and
China. These laws also raise an ethical issue for the entrepreneur, particularly one from the
United States. When doing business in a country where the liability and product safety
laws are much lower than in your bome country, should you follow the more relaxed local

- gtandards or adhere to the stricter standards of your home country and risk not being com-
petitive and losing the business?

Language

Sometimes one of the biggest problems for the entrepreneur is finding a translator, As indi-
cated in Table 5.2, significant problems can occur with careless translation, To avoid such
etrors, care should be taken to hire a translator whose native tongue is the target language
and whose expertise matches that of the original suthors. ,

TECHNOLOGICAL ENVIRONMENT

Technology, like culture, varies significantly across countries. The variation and availabil-
ity of technology are often surprising, particularly to an entrepreneur from a developed
country. While U.S. firms produce mostly standardized, relatively uniform products that
can be sorted to meet industry standards, this is not the case in many countries, making it
more difficult to achieve a consistent level of quality.

New products in a country are created based on the conditions and infrastructure oper-
ating in that country. For example, U.S. car designers can assurne wider roads and less expen-
sive gasoline than Buropean designers. When these same designers work on transportation
vehicles for other parts of the world, their assumptions need to be significantly altered.
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| ETHICS MUST BE GLOBAL, NOT LOCAL

In business school, we used to debate whether your
business ethics should adapt to the focal envirohmént
or be the same around the world. Many of my class-
mates argued, "When in Rome, do as-the Romans
do." in other words, follow local practices. Those were
the days when leading ethicists like Joseph Fletcher
and James Adams.at Harvard were promoting “situa-
tion ethics,” based on flexible, pragmatic approaches
to complex dilemmas. ‘ o

| istened to their arguments but never could figure
out how leaders of business organizations could op-

erate with one set of principles in their homeland.

and another overseas. : :

In the 1970s, the Foreign Corrupt Practices A
(ECPA) sent a chill throughout the business commu-
nity by criminalizing the act of making payments
outside the United States in pursuit of contracts. Yet
the practice persisted. Many U.S. executives lobbied
to relax the FCPA's provisions, arguing that they were
at a competitive disadvantage in bidding against non-
U.S. companies.,

RISKING THE COMPANY’S REPUTATION

These days the business world has gone global,
which has intensified the ethics debate. Making pay-
ments to obtain business is common practice in many
developing markets in Asia, Africa, the Middle East,
and Eastern Europe, and some companies feel obliged

CULTURE

to play the game to compete. Witness Germany's
Siemens (SI), which has admitted to nearly $2 billion
in bribes, leading to the resignations of both its
board chairman and its CEO in 2007. Then there’s
Britain’s BAE Systems, which has been accused of
making a $2 billion payment to a Saudi ptince to
secure $80 billion in government contracts. {The com-

‘pany denied the allegation, which is being investi-

gated by the U.S. Justice Dept.)

What's significant about these ethical scandals is
the damage they do to great institutions. If you were
leading such an organization, would you risk perma-

_nently damaging your company to win a few over-

seas contracts? Regrettably, for some executives the
answer is yes. '

Forty years of experience has strengthened my
belief that the only way to build'a great global com-
pany is with a single global standard of business

- practices, vigorously communicated and rigorously

enforced, Applying ssituation ethics” in developing
countries is the fastest way to destroy a global organ-
ization. To sustain their success, companies must follow
the same standards of business conduct in Shanghai,
Mumbai, Kiev, and Riyadh as in Chicago.

ENGAGE THE CEO IN THE PROCESS

How else will employees in far-flung locations know
what to do when pressured by customers or competi-

Probably the single most important problem confronting the entrepreneur occurs when
crossing cultures, While culture has been defined in many different ways, the term gen-
erally refers to common ways of thinking and behaving that are passed on from parents
to children or transmitted by social organizations, developed, and then reinforced
through social pressure. Culture is learned behavior and the identity of an individual and
society.

Culture encompasses a wide variety of elements, including language, social structure,
religion, political philosophy, economic philosophy, education, and manners and custorns
(see Figure 5.1). Language, sometimes thought of as the mirror of culture, is composed
of verbal and nonverbal components. Messages and ideas are transmitted by the spoken
words used, the voice tone, and nonverbal actions such as body position, eye contact, and
gestures. An entrepreneur or someone on ber team must have command of the language in
the country in which business is being done. Not only is it important for information gath-
ering and evaluation, but it is also essential for communication among those involved as
well as eventually in developing the advertising campaign. Even though English has gen-
erally become the general language of business, dealing with languages other than English
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4ors to deviate from company | standards? If overseas
managets miss their financial targets because they

dent management will back them up?
Operating ethically requires much more- than a

engage with employees around the world to insist on
transparency and compliance, Otherwise, they will
never know what's going on. The company must
'have a closed-loop system of monitoring and audit-
ing local marketing practices. The “don‘t look, don‘t
teli” approach is bound to destroy yoiur company’s
reputation. High standards must be enforced With a
zefo tolerance policy,

This well-established approach is employed by the
mpahies on whose boards .| serve—ExxonMobli
(XOM), Goldman Sachs (GS), and. Novartis (NOVN).
Their employees throughout the world know pre-
cisely what is expected of them. Nothing is more im-
portant to these companies than their reputations,
and they know that nothing destroys reputations
faster than ethical violations.

ETHICS CREATE SHAREHOLDER VALUE

General Electric’'s (GE} former general counsel, Ben
Heineman, writes in "Avoiding Integrity Land Mines”
in the Harvard Business Review about high perfor-
mance with high integrity, proposing that performance
nd ethics go hand in hand. Heineman argues per-
asively that CEOs can’t just publish their policies
and enforce them. Rather, they must get personally

:adhere to strict ethical standards, can they. be conf|~ _

code of conduct. The CEO and top managerrient must

i
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involved in ensuring ethical behavior ahd. engaging
employees in vigorous discussions of real-world is-
sues. Otherwise, marginal practices l[ke using agents
to make payments will abound.

Despite the best efforts, there will be deviations.
That’s when [eaders are watched most closely by their
subordinates. Will management make an exception
for a top performer?

Early in my time as CEQO of Medtronic (MDT) | had
to deal with numerous such deviations that led to the
termination of such high performing executives as'
the president of our European operations and country
managers of Japan, Argentina, and italy. These actions
sent a powerful message that we were serious about
company standards, and no one was exempt.

- The bottom line is that good ethics is good business.

‘There is a direct correlation between behaving ethi-

cally and creating long-term shareholder value. Fur-
thermore, high integrity in external business dealings
goes hand in hand with creating greater transparency
and increased integrity in internal relationships. This
necessitates choosing leaders who are not only ethi-
cal themselves but also committed to ensuring their
organizations operate ethically at all times,

Bill's True North Principle: Great global organiza-
tions can be built only from a solid ethical foundation.

Source: Reprinted from February 12, 2008 BusinessWeek by
special permission, copyright @ 2008 by The McGraw-Hilt
Companies, Inc,, “Ethics Must Be Global, Not Local,” by Bill
George, www.businessweck.com/managing/content/feb2 008/
ca20080212_394828 him.

almost always requires local assistance, whether in the form of a local translator, a local
market research firm, or a local advertising agency.

One U.S. entrepreneur was having a difficult time negotiating an agreement on import-
ing a new high-tech microscope from a small entrepreneurial firm in St. Petersburg, Russia.
The problems were resolved when the entrepreneur realized that the transiations were not
being done correctly and hired a new. translator.

Equally important to the verbal language is the nonverbal or hidden language of the cul-
ture, This can be thought of in terms of several components—time, space, and business
relationships. In most parts of the world, time is much more flexible than it is in the United
States. For example, due to the variability in traffic and the possibility of significant con-
gestion, it is difficult to set exact appointment times in Beijing or Hong Kong. “Irish time”
means that a meeting usually starts anywhere from 15 to 30 minutes after the established
posted time—which one 1.5, professor at an Irish university found out when he was in the
meeting room at the appointed starting time and no one showed up until 10 minutes later,
The meeting actmally started 135 minutes afier that.

The second aspect of nonverbal language is space—in particular, how much room
should exist between individuals when they talk. While Germans prefer more space than
Americans, Arabic and Latin Americans like to stand closer when talking. Also, some cultures,
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like Hungarian, Russian, and Slavic, hug and even kiss when greeting a known business
patiner regardless of gender.

The final aspect of nonverbal language, business relationships, is also critical for the
entreprenenr to understand. In most countries, it is far more important to interact with a
potential business partner on a personal level before any iransactions occur or even before
business is discussed. Ope entrepreneur in Australia met the president, the management
tearn, and the family on different social occasions before any business was discussed.

Social Siructyre

Social structure and institutions are also aspects of the culture. While the family unit in the
United States usually consists of parent(s) and children, in many cultures it is extended to
include grandparents and other relatives. This, of course, radically affects lifestyles, living
standards, and consumption patterns. :

Social stratification can be very strong in some cultures, significantly affecting the
way people in one social strata behave and purchase. India, for example, is known for its
hierarchical and relatively rigid social clasg system.

Reference groups in any culture provide values and attitudes that influence behavior.
Besides providing overall socialization, reference groups develop a person’s concept of seif
and provide a baseline for compliance with group norms. As such, they significantly impact
an individual’s behavior and buying habits.

The entrepreneur also needs to recognize that the social structure and institutions of a
culture will impact the roles of manager and subordinate and how the two relate. In some
cultures, cooperation between managers and subordinates is elicited through equality, while
in other cultures, the two groups are separated.
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Religion

Religion in a culture defines the ideas for life that are reflected in the values and attitudes
of individuals and the overall society. The impact ef religion on entrepreneurship, con-
sumption, and business in general will vary depending on the strength and impact of the
dominant religious tenets on the values and aititudes of the culture. Religion also provides
the basis for some degree of transcultural similarity under shared beliefs and attitudes, as
seen in some of the dominant religions of the world.

Political Philosophy

The political philosophy of an area also impacts its culture. The rules and regulations of a
couniry significantly impact the entrepreneur and the way business is conducted. For exam-
ple, embargoes or trade sanctions, export controls, and other business regulations may pre-
clude an entrepreneur from doing business in a particular culture or at the very least will
impact the attitudes and behaviors of people in that culture when business is transacted.

Economics and Economic Philosophy

The economics and economic philosophy of a country impact its culture and the entrepre-
neur. Whether the country overall is in favor of trade or trade restrictions, its attitudes toward
balance of payments and balance of trade, its convertible or nonconvertible clrency, and its

_ overall trading policy all affect not only the decision about whether it is advantageous to do

 business in a certain market, but also the types and efficiency of any transactions occurring.
Some countries use import duties, tariffs, subsidization of exports, and other restrictions to
protect the country’s own industry by baving more exports than imports. Think how difficult
it would be to do business in a country that restricted the exportation of profits.

Education

Both formal and informal education affect the culture and the way the culture is passed on.
An entrepreneur needs to be aware not only of the education level and the literacy rate of a
culture, but also the degree of emphasis on particular skills or career paths. China, Japan,
and India, for example, emphasize the sciences and engineering more than many cultures.

The technology level of the firm's products may be too sophisticated depending on the
educational level of the culture. This level also influences whether customers are able to use
the goods or services properly and whether they are able to understand the firm’s advertis-
ing or other promotional messages.

Manners and Customs

Understanding manners and customs, 'the final aspect of culture, is particularly important for
the entrepreneur in negotiations and gift giving. In negotiations enfrepreners can come to an
incorrect conchusion because their interpretations are based on their own frame of reference—
not the frame of reference of the culture. For example: the silence of the Chinese and J lapan-
ese has been used effectively in negotiating with American entrepreneurs who interpret this
(incorrectly) as a negative sign. Agreements in these countries, as well as other countties in
_ Asia and the Middle East, take much longer because of the desire to discuss unrelated issues.
Aggressively demanding Iast-minute changes is a mannerism used by Russian negotiators.
Probably the area that requires the most sensitivity is gift giving. Gifts can be an important
part of developing relationships in a culture, but great care must be taken to ascertain whether
it is appropriate to give a gift, what type of gift to give, how to wrap the gift, and the manner
in which the gift should be given. For example, in China a gift is given with two hands and is
usually not opened at the time of giving but rather in the privacy of the recipient.




Entrepreneurship

© 150

IR *i
Ll 1
-

!

142 PART 2 FROM IDEA TC THE OPPORTUNITY

AVAILABLE DISTRIBUTION SYSTEMS

While the entrepreneur needs to be less concerned about worldwide logistics today, due to
state-of-the-art transportation methods and the ensuing cost reductions, one of the entre-
preneur’s biggest challenges is related to the distribution channels in the target conniry.
Distribution channels vary significantly from one country to another, and it should quickly
become apparent that the channel of distribution in any country is a very powerful and
strategic position, critical to the success of the global company. ‘

Tn determining the best channel of distribution system for a country, the entreprenenr needs
to consider several factors: (1) the overall sales potential, (2) the amount and type of competi-
tion, (3) the cost of the product, (4) the geographical size and density of the country, (5) the in-
vestment policies of the country, (6) exchange rates and any controls, (7) the level of political
risk, and (8) the overall marketing plan, Each of these factors affects the choice of the distribu-
tion system that will yield the greatest sales and profit results in the country.

MOTIVATIONS TO GO GLOBAL.

Unless they are born with a global mind-set, many entrepreneurs, particularly from the
United States, will pursue international activities reluctantly. As indicated in Table 5.3, a
variety of motivations can cause an entrepreneur to become involved in international busi-
ness. Profits, of course, are one of the most significant reasons for going globat. Usually,
the expected profitability of going global is not reflected in the actual profits obtained. The
profitability is adversely affecied by the costs of getting ready to go global, an underesti-
mation of the costs involved, and losses resulting from mistakes. The difference between
the planned and actual results may be sighificant in the entrepreneur’s first attempt to go
global. Anything that the entrepreneur thinks won’t happen most likely will, such as having
significant shifts in foreign exchange rates.

The allure of profits is a strong motivation to sell to other markets. For a U.S.-based
entrepreneurial firm, the 95 percent of the world’s population living outside the United
States offers a very large market opportunity. These sales may even be necessary (o cover
any significant research and development and start-up manufacturing costs that have been
incurred in the domestic market. Without sales to international markets, these costs have
to be spread over domestic sales alone, resulting in less profit, which can be a problem,
particularly in price-sensitive markets. ‘

Sales to other markets also may reflect another reason for going global-~the home
domestic market may be leveling or even declining. This is occurring in several markets in
the United States due in part to the changing demographics.

“u Profits i i
‘s" Cotapetitive pressures -
+ “Uniqus product(s) or servica®) "~
+ “Excest production capadtty .
+'. Deciining home tountry sales . y

& Uniique market opportunity. ot
+: Economies of seale ™ 1

+ Technological advantage .~

o Taxbenefits ©h o
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Sometimes an enfrepreneur moves into international markets to avoid increased indus-
try regulations or governmental or societal concerns about the firm’s products or services.
Cigarette companies such as Philip Motris, confronted with increased government regula-
tions and antismoking attitudes, have aggressively pursued sales outside the United States,
particularly in developing economies. Sometimes this has taken the form of purchasing
existing companies in these foreign markets, which is what occurred in Russia.

When the entrepreneur’s technology becomes obsolete in the domesiic market and/or
the product or service is near the end of its life cycle, there may be sales opportonities it
foreign markets. One entrepreneur found new sales in the European Union for the company’s
gas-permeable hard contact lenses and solutions when the domestic market in the United
States was negatively affected by highly competitive soft lenses. Volkswagen continued to
sell its original VW Beetles in both Latin and South America for years after stopping its
sales in the United States; after several years VW reentered the .S, market.

Entrepreneurs often go global to take advantage of lower costs in foreign countries in
such things as labor, manufacturing overhead, and raw materials. The HourPower Flip
Watch counld never be marketed at its price point in Things Remembered and JCPenney
stores had it not been produced in China. Waterford is producing some products in Prague
to help offset the higher Iabor costs in Ireland. There are often some cost advantages of hav-
ing at least a distribution and sales office in a foreign market. Graphisoft, a Hungarian
software company, found that its sales significantly increased in the United States when it
opened a sales office in Los Angeles, California,

Several more esoteric motivations, beyond the traditional ones of sales and profits, also
can motivate an enfrepreneur to go global, One of the more predominant motivations is the
desire to establish and exploit a global presence. When an entrepreneur goes global, many
company opetations can be internationalized and leveraged. For example, when going
global, an entreprencur will establish a global distribution system and an integrated manu-
factuting capability. Establishing these gives the entrepreneurial company a competitive
advantage as they not only facilitate the firm’s successful production and distribution of
present products, but also help keep out competitive products. By going global, an entre-
preneur can offer a variety of different products at better price points.

STRATEGIC EFFECTS OF GOING GLOBAL

While going global presents a wide variety of new environments and new ways of doing
business, it is also accompanied by an entirely new set of wide-ranging problems. Carrying
out business internationally involves a variety of new documents, such as commercial in-
voices, bills of lading, inspection certificates, and shippers’ export declarations, as well as
the need to comply with an entirely new set of domestic and international regulations.
One major effect of going global centers around the concept of proximity to the firm’s
customers and ports. Physical and psychological closeness (o the international market
affects the way business occurs. Geographic closeness to the foreign market may not nec-
essarily provide a perceived closeness to the foreign customer. Sometimes cultural vari-
ables, language, and legal factors can make a foreign market that is geographically close
seem psychologically distant. For example, some U.S. entrepreneurs perceive Cahada,
Ireland, and the U.K. as being much closer psychologically, due to similarities in culture
and language, than Mexico, which may be closer in distance.
Three issues are involved in this psychological distance. First, the distance envisioned by
the entrepreneur may be based more on perception than reality. Some Canadian and even
- Australian entrepreneurs focus too much on the similarities they share with the U.S. market,
losing sight of the vast differences. These differences, which exist in every international
market to varying extents, need to be taken into account to avoid costly mistakes. Second,
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closer psychological proximity does make it easier for an entrepreneurial firm to enter a

matket. It may be advantageous for the entrepreneur to start going global by selecting a

market that is closer psychologically to gain some experience before entering markets

that are more psychologically distant. Finally, the entreprenenr should also keep in mind

that there are more similarities than differences between individual entrepreneurs regard-

less of the country, Each entrepreneur has gone through the entrepreneurial process, taken.
the risks, worked hard for success, and passionately loves the business idea.

FOREIGN MARKET SELECTION

With so many prospective countries available, two critical issues for the entrepreneur ate
foreign market selection and market entry strategies. Should you enter the top market
prospect or should you employ a mote regional focus? Should you choose the largest mar-
ket possible or one that is easier to understand and navigate? Is a foreign market that is
more developed preferable to one that is developing?

These are just some of the questions confronting the entrepreneut in deciding which
market to enter, The market selection decision should be based on both past sales and com-
petitive positioning as well as an assessment of each foreign market alternative. Data need
to be collected on a systematic basis on both a regional and country basis. A region can be
a collection of countries, such as the Burppean Union, or an area within a country, such as
the southeastern part of China.

A systematic process is needed so that a ranking of the foreign markets being considered
can be established. Why is ranking markets so important? Ranking helps avoid the mistake
of so many entrepreneurs—doing a poor job of establishing a rigorous market selection
process and relying too much on assumptions and gut feel. The significant differences be-
tween global and domestic markets and the entire global decision process require that the
market selection process be based on as much information as possible. These data should

. cover at least three years so that trends appear. The data collected and analyzed for market
selection also will be used in developing the appropriate entry strategy and marketing plan.

‘While there are several market selection models available, one good method employs a
five-step approach: (1) develop appropriate indicators, (2) collect data and convert into
comparable indicators, (3) establish an appropriate weight for each indicator, (4) analyze
the data, and (5) select the appropriate market from the market rankings.

In step 1, appropriate indicators need to be developed based on past sales, competitive
research, experience, and discussions with other entrepreneurs doing global business. Spe-
cific indicators for the company need to be developed in three general areas: overall mar-
ket size indicators, market growth indicators, and product indicators, Market size indicators
generally center around: (1) population, (2) per capita income, (3) the market for the spe-
cific product (for consumer products), and (4) the types of companies and their sales and
profits of particular products (for industrial products). In terms of market growth, the over-
all countty growth (GDP) should be determined as well as the growth rate for the particu-
lar market of the venture, Finally, appropriate product indicators such as the size of the
export of the specific product category to the market, the number of sales leads, and the
Jevel of interest should be established. : )

Step 2 involves collecting data for each of these indicators and making the data compa-
rable, Both primary data (original information collected for the particular requirement) and
secondary data (published data already existing) need to be collected. Typically, secondary
data are collected first to establish what information (if any) still needs to be collected
through primary research, When collecting international secondary data, there are several
problems that can occur based on the stage of economic development of the country. These
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STRANGER IN A STRANGE LAND

thenr operations, . many fam1|y~owned businesses are
seizing opportunities to expand overseas. But others

c'b'uld sustain théir success. Much of their refuctance js
due to the conservative fiscal management. and risk
avoidance that characterize many family businesses.
panding overseas takes capital, often a foan with a
long payback period. Currency fluctuations also are a
hazard. So business owners find themselves looking
for easier, faster domestic growth opportunities,

nies must carefully balance their desire to invest capi-
tal for growth with shareholders’ needs for liquidity.

the dangers of going global.

tart Small. Selling a product overseas, perhaps with
. the assmtance of & foreign sales representative,

: .1s rauch less chancy than establishing your ewn
distribution and production facilities. Those early
sales also will help you gauge demand in the~
new market. If you are still not ready to commit
" to your own sales force and facilities, you can

" outsource distribution and manufacturing to a

.. partner. Try to team up with another family-

" owned business, because family businesses, even
_'those in different countries, often can find com-
mon ground and may be more likely to under-
stand and respect one another,

Develop a Business Plan. Make a thorough plan for
the global opportunity and build a strong, elo- .
-guent case for it. Unless you can convince other
_family members of the merits of the idea and
give them parameters for measuring its success,
.. they may continue to see it as risky.

Get Directly involved. It's a myth that you can manage
- Temotely using sophisticated financial information
:..and control systems. Different reporting practices,
+ ultures, compensation, and incentives mean you
-, can't manage solely by trying to detect financial

- variances, Meeting business, government, and
education leaders, plus local employees and com-
- petitors, provides intelligence on strategies that will
work in particular markets, Matt Litzler, the third-
-generation president of CA. Litzler, a specialty
machinery manufacturer in Cleveland, says his
Company has been exporting to Asia and Europe

As even the- smallest compan‘ies become maore global in

are resisting and, in turn, missing opportunities that -

lanaging risk will a[_ways‘be important, as compa- '

But by taking the following. steps, you can diminish

AS §EEN IN BUSiNESSWEEK

since the 1950s because the U.S. market for its con-
tinuous-process drying machine is limited. “We
‘keep our passports-up to.date and we know that
. atany time we can be on a plane,” says Litzler.
Invest in the Brand. You may have a great reputa-
tion at home, but global brand equity often is
- created from scratch. Listen to local customers
and do local advertising, and provide the quality
and exceptional service that will differentiate
“your product. Because rivals often find it hard to
replicate intangible advantages, it pays to have
caring, skilled empiloyeas, and superlor quality
‘and performance.

Build an Advisary Board. If you do open a foreign
subsidiary, develop a local board to oversee it.
Advisers with local knowlgdge can help you

~understand cuiture, regulations, and competi-
tors. Having a trusted and committed network
will make venturing abroad far less risky and far
more profitable.®

ADVICE TO AN ENTREPRENEUR
An entrepreneur who has been trying to expand his
family business globally but has been unsuccessful
due to resistance from his business partners reads
this article’and comes to you for advice, He wants to
persuade his partners to go global and needs help
determining what to tell them.

1. What are potential business opportunities that
may be missed out on by not extending the
company globally? '

2. What actions can be taken to minimize the risk
of failure? ‘

After a few weeks of discussion, all the partners
are aligned and have decided to export their products
to Europe. .

1. How should the entrepreneur and his partners pre-
pare personally, as they begin the expansion pro-
cess, to ensure the success of their overseas busmess?

2. What are some ways they can begin networklng
with business professionals in Europe to build an
advisory board?

*Source: Reprinted from August/September, 2007, BusinessWeek
by special permission, copyright © 2007 by The MeGraw-Hill
Companies, Inc. “Stranger in a Strange Land,” by Ermesto Poza,
www.businessweek.com/magazine/content/07_36/b4048434 him.
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problems include: (1) comparability (the data for one country will not be the same as the
data of another), (2) availability (some countries have much more country data than others,
depending upon the stage of economic development), (3) accuracy (the data can be col-
lected using rigorous standards or not as rigorous and even biased due to the interests of
the government of the country), and (4) cost (only the United States has the Freedom of In-
formation Act, which makes all government-collected data—with the exception of data re-
lated to security and defense—available to all). One entreprenenr was interested in setting

up the first Western health club in Moscow. He was going to charge two rates: a higher hard
currency rate to foreigners and a lower ruble rate to Russians and other citizens of countries
in the former Soviet Union. In determining the best location, he was interested in identify-
ing areas of the city where most foreigners lived. After significant searching to no avail and
a high degree of frustration, he finally was able to buy the data needed from the former
KGB (Soviet Union Security branch).

When researching forcign markets, the entrepreneur will usually want economic and demo-
graphic data such as population, GDP, per capita income, inflation rate, literacy rate, unem-
ployment, and education levels, There are many sources for this and other foreign information
in government agencies, Web sites, and embassies. One important source of data is STAT-USA
and its National Trade Data Bank (NTDB), which is managed by the U.S. Department of
Commerce. The STAT-USA database has good information due in part to the large number
of government agencies contributing information. STAT-country name provides data on
other countries. For example, STAT-Austria provides information on the country of Austria.
This results in a large number of international reports such as Country Reports, Country
Analysis Briefs (CABs), Couniry Commercial Guides {CC@), Food Market Reports, Inter-
national Reports and Reviews, Department of State Background Notes, and Import/Export
Reports. '

Another good source of data is trade associations and U.S. and foreign embassies. While
trade associations are a good source of domestic and international data, sometimes more
specific information can be obtained by contacting the U.S. Department of Commerce
industry desk officer or the economic attaché in the appropriate U.S. or foreign embassy.

" The collected data for each selected indicator need to be converted to a point score 80
that each indicator of each country can be numerically ranked against the other countries.
Various methods can be used to achieve this, each of which involves some judgment on the
part of the entrepreneur. Another method is to compare country data for each indicator
against global standards. S

The third step is to establish appropriate weights for the indicators to reflect the impor-
tance of a particular indicator in predicting foreign market potential. For one company
manufacturing hospital beds, the number and types of hospitals, the age of the hospitals
and their beds, and the government’s expenditure on health care and its socialized system
were the best country indicators in selecting a foreign market. This procedure results in
each indicator receiving a weight that reflects the relative importance of the indicator. The
assignment of points and weights as well as the selection of indicators vary greatly from
one entrepreneur to another and indeed are somewhat arbitrary. Regardless, this requires
intensive thinking and internal discussion and results in far better market selection deci-
sions being made. &

Step 4 involves analyzing the results. When looking at the data, the entrepreneur should
carefully scrutinize and question the results. He or she should also look for errors, as mis-
takes can be easily made. Also, a what-if analysis should be conducted by changing some
of the weights and seeing how the results vary.

The final step—step 5—involves selecting a market to enter as well as follow-up mar-
kets so that an appropriate entry strategy can be selected and a market plan developed.
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ENTREPRENEURIAL ENTRY STRATEGIES

There are various ways an entrepreneur can market products internationally. The method
of entry into a market and the mode of operating overseas are dependent on the goals of
the entrepreneur and the company’s strengths and weaknesses. The modes of entering or
engaging in international business can be divided into three general categories: exporting,
nonequity arrangements, and direct foreign investment. The advantages and disadvantages
of some of the modes are indicated in Table 5.4.

: Exporting
‘gxporting The sale and L . . . .
‘hipping of products Frequently, an entrepreneur starts doing international business through exporting. Exporting

o nufactured if one normally involves the sale and shipping of products manufactured in one country to a cus-
country to a customer tomer located in another country. There are two general classifications of exporting: direct
cated in another country  and indirect.

="Entry Mode - ' Dlsadvantage

.Abllrty to capl a lze on ngh transport costs :
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. Exportlng

: Trade barrlers ) ;
Problems Wlth Iocal market!ng

,"'I"u'rin-ke'y contracts A iity to earn returns from
S pr cess technology skr!fs in

_.':"Lack of Iong-term market
-presence ' .

. ‘ Lack of con’crol over tech noEogy
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Indivect Exporting  Indirect exporting involves having a foreign purchaser in the local mar-
ket or using an export management firm. For certain commodities and manufactured goods,
foreign byers actively seek out sources of supply and have purchasing offices in markets
throughout the world. An entreprenenr wanting to sell in one of these overseas markets can
deal with one of these buyers. In this case, the entire transaction is handled as though it were a
domestic transaction, even though the goods will be shipped out of the country. This method
of exporting involves the least amount of knowledge and risk for the entrepreneut.

Export management firms, another avenue of indirect exporting, are located in most
commercial centers. For a fee, these firms will provide representation in foreign markets.
Typically, they represent a group of noncompeting manufacturers from the same country
who have no interest in becoming directly involved in exporting. The export management
firm handles all the selling, marketing, and delivery, in addition to any technical problems
involved in the export process.

Direct Exporting  If the entrepreneur wants more involvement without any financial
comumitment, direct exporting through independent distributors or the company’s Own over-
seas sales office is a way to get involved in international business. Independent foreign
distributors usnally handle products for firms seeking relatively rapid eniry into a large
number of foreign markets. This independent distributor directly contacts forsign cus-
tomers and potential customers and takes care of all the technicalities of arranging for
export documentation, financing, and delivery for an established rate of commission.
Entrepreneurs also can open their own overseas sales offices and hire their own sales-
people to provide market representation, In starting out, the entrepreneur may send a U.S.
or domestic salesperson to be a representative in the foreign market, As more business is
done in the overseas sales office, warehouses are usually opened, followed by a local as-
sembly process when sales reach a level high enough to warrant the investment. The assem-

bly operation can eventuaily evolve into the establishment of manufacturing operations in

the foreign market. Entrepreneurs can then export the output from these manufacturing
operations to other international markets.

Nonequity Afrangemeni:s

When market and financial conditions watrant the change, an enfrepreneur can enter into
international business by one of three types of nonequity arrangemenis: licensing, turn-key
projects, and management contracts. Each of these allows the enfrepreneur to enter a mar-
ket and obtain sales and profits without direct equity investment in the foreign market.

Licensing Licensing involves an entrepreneur who is a manufacturer (licensee) giving a
foreign manufacturer (licensor) the right to use a patent, trademark, technology, production
process, or product in return for the payment of a royalty. The licensing arrangement is
most appropriate when the entrepreneur has no intention of entering a particular market
through exporting or direct investment. Since the process is low tisk, yet provides a way to
generate incremental income, a licensing agrecment can be a good method for the entre-
prenieur to engage in international business. Unfortunately, some entrepreneurs have entered
into these arrangements without careful apalysis and have later found that they have licensed
their largest competitor into business or that they are investing large sums of tirne and
money in helping the licensor adopt the technology or know-how being licensed.

Turn-Key Projects Another method by which the entrepreneur can do international
business without much risk is through turn-key projects. The underdeveloped or lesser-
developed countries of the world have recognized their need for manufacturing technology
and infrastructure and yet do not want to turn over substantial portions of their econormy to
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foreign ownership. One solution to this dilemma has been to have a foreign entrepreneur
build a factory or other facility, train the workers, train the management, and then tum it
over to local owners once the operation is going—hence the name turn-key operation.

Entrepreneurs have found turn-key projects to be an attractive altemnative, Initial profits
can be made from this method, and follow-up export sales can also result. Financing is pro-
vided by the local company or the government, with periodic payments being made over
the life of the project.

Management Contracis A final nonequity method the entrepreneur can use in interna-
tional business 1s the management contract. Several entrepreneurs have successfully en-
tered international business by contracting their management techniques and skiils. The
management contract allows the purchasing country to gain foreign expertise without
giving ownership of its resources to a foreigner. For the entreprencur, the management con-
tract is another way of entering a foreign market without a large equity investment,

Direct Foreign Investment

The wholly owned foreign subsidiary has been a preferred mode of ownership for entrepre-
neurs using direct foreign investment for doing business in intemmational markets. Joint ven-
tures and minority and majority equity positions are also methods for making direct foreign
investments. The percentage of ownership obtained in the foreign venture by the entrepre-
neur is related to the amount of money invested, the nature of the industry, and the rules of
the host government.

Minorily Interesis  Japanese companies have been frequent users of the minority equity
position in direct foreign investment. A minority interest can provide a firm with a source of
raw materials or a relatively captive market for its products. Entrepreneurs have used minority
positions to gain a foothold or acquire experience in a market before making a major commit-
ment. When the minority shareholder has something of strong value, the ability to influence
the decision-making process is often far il excess of the amount of ownership.

Joini Ventures Another direct foreign investment method used by entrepreneurs to
enter foreign markets is the joint venture, Although a joint venture can take on many forms,
in its most traditional form, two firms (for example, one U.S. firm and one German firm)
got together and form a third company in which they share the equity.

Entrepreneurs use joint ventures most often in two situations: (1) when the entrepreneur
wants to purchase local knowledge as well as an already established manufacturing fa-
cility, and (2} when rapid entry into a market is needed. Sometimes joint ventures are dis-
solved with one party assuming 100 percent ownership.

Even though using a joint venture to enter a foreign market is a key strategic decision,
the keys to its success are not well understood, and the reasons for forming a joint venture
today are different from those of the past. Previously, joint ventures were viewed as part-
nerships and often involved firms whose stock was owned by several other firms.

Joint ventures in the United States were first used by mining concerns and railroads as early
as 1850, The use of joint ventures, mostly vertical joint ventures, started increasing signifi-
cantly during the 1950s. Through the vertical joint venture, two firms could absorb the large
volume of output when neither could afford the diseconomies associated with a smaller plant.

What has caused this significant increase in the use of joint ventures, particularly when
many have not worked? Studies examining the snccess and failure of joint ventures have
found many different reasons for their formation. One of the most frequent reasons an en-
treprenenr forms a joint venture is to share the costs and risks of a project. Projects where
costly technology is involved frequently need resource sharing. This can be particularly




- ] Entreprenaurship
{
i

450 PART 2 FROM IDEA TO THE OPPORTUNITY

muagority inferest  The
purchase of over

50 percent of the equity
in a foreign business

horizontol merge A
type of merger combining
two firms that produce
one or moze of the same
or closely related
products in the same
geographic area

vertical merger A type
of merger combining
two or more firms in
successive stages of
production

product extension nefger
A type of merger in which
acquiring and acquired
companics have related
production and/or
distribution activities but
do not have products that
compete directly with
each other

important when an entreprencur does not have the financial resources necessary to engage
in capital-intensive activities.

Synergy between firms is another reason that an entrepreneur may form & joint vehture.
Synergy is the qualitative impact on the acquiring firm brought about by complementary
factors inherent in the firm being acquired. Synergy in the form of people, customers, in-
ventory, plant, or equipment provides leverage for the joint venture. The degree of the syn-
crgy determines how beneficial the joint venture will be for the companies involved.

Another reason for forming a joint venture is to obtain a competitive advantage. A joint
venture can preempt competitors, allowing an entrepreneur to access new customers and
expand the market base.

Entrepreneurs frequently use joint ventures to enter markets and economies that pose
entrance difficulties or to compensate for a company’s lack of foreign experience. This has
been the case for the transition economies of Eastern and Central Europe and the former
U.S.S.R. It is not surprising that it is easier to establish a joint venture in Hungary because
that country has fewer registration requirements for establishing a joint venture than it does
for registering a new business start-up.

Majority Interest  Another equity method by which the entrepreneur can enter interna~
tional markets is through the purchase of a majority interest in a foreign business. In a tech-
nical sense, anything over 50 percent of the equity in a firm is majority interest. The majority
interest allows the entrepreneut to obtain managerial control while maintaining the acquired
firm's local identity. When entering a volatile international market, some entrepreneurs take
a smaller position, which they increase up to 100 percent as sales and profits occur.

Mergers An entrepreneur can obtain 100 percent ownership to ensure complete control.
Many U.S. entrepreneurs desire complete ownership and control in cases of foreign invest-
ments. I the entrepreneur has the capital, technology, and marketing skills required for suc-
cessful entry into a market, there may be no reason to share ownership.

Mergers and acquisitions have been used significantly in international business as well as
within the United States. During periods of intense merger activity, enfrepreneurs may spend
significant time searching for a fitm to acquire and then finalizing the transaction. While any
merger should reflect the basic principles of any capital investment decision and make a net
contribution to shareholders’ wealth, the merits of a particular merger are often difficult to as-
sess. Not only do the benefits and costs of a merger need to be determined, but also special ac-
counting, legal, and tax issues must be addressed. The entreprenout, therefore, must have a
general understanding of the benefits and problems of mergers as a strategic oplion as well as
an understanding of the complexity of integrating an entire company info present operations.

There are five basic types of mergers: horizontal, vertical, product extension, market ex-
tension, and diversified activity. A horizontal merger is the combination of two firms that
produce one ot more of the same or closely related products in the same geographic area.
The merger is motivated by economies of scale in marketing, production, or sales. An ex-
ample of a horizontal merger is the acquisition of convenience food store chain Southland
Stores by 7-Eleven Convenience Stores.

A vertical merger is the combination of two or more firms in successive stages of produc-
tion that often involve a buyer—seller relationship. This form of merger stabilizes supply
and production and offers more control of these critical areas. Examples are McDonald’s
acquiring its store franchises and Phillips Petroleum acquiring its gas station franchises. In
each case, these outlets become company-owned stores.

A product extension merger ocours when acquiring and acquired companies have related
production and/or distribution activities but do not have products that compete directly with
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each other. Examples are the acquisitions of Miller Brewing (beer) by Philip Mortis (ciga-
reites), and Western Publishing (children’s books) by Mattel (toys).

A market extension merger is a combination of iwo firms producing the same products
but selling them in different geographic markets. The motivation is that the acquiring firm
can economically combine its management skills, production, and marketing with those of
the acquired firm. An example of this type of merger is the acquisition of Diamond Chain
{a West Coast retailer) by Dayton Hudson (2 Minneapolis retailer).

The final type of merger is a diversified activity merger. This is a conglomerate merger
involving the consolidation of two essentially unrelated firms, Usnally, the acquiring firm
is not interested in either using its cash resources to expand shareholder wealth or actively
running and managing the acquired company. An example of a diversified activity merger is
Hillenbrand Industries {a caskets and hospital furniture manufacturer) acquiring American
Tourister (a luggage manufacturer).

Mergers are a sound strategic option for an entrepreneur when synergy is present. Sev-
eral factors cause synergy to occur and make two firms worth more together than apart.
The first factor, economies of scale, is probably the most prevalent reason for mergers.
Economies of scale can occur in production, coordination, and administration, and in the
sharing of central services such as office management and accounting, financial control,
and upper-level management. Economies of scale increase operating, financial, and man-
agement efficiency, thereby resulting in better earnings. -

The second factor is taxation or, more specifically, unused tax credits. Sometimes a firm
has had a loss in previous years but not enough profits to take advantage of the tax-loss car-
ryover. Corporate income tax regulations allow the net operating losses of one company to
rednce the taxable income of another when they are combined. By combining a firm that
has a loss with a firm that has a profit, the tax-loss carryover can be used.

The final important factor for mergers refers to the benefits received in combining comple-
mentary resources. Many entrepreneurs will merge with other firms to ensure a source of sup-
ply for key ingredients, to obtain a new technology, or to keep the other firm’s product from,
being a competitive threat. It is often quicker and easier for a finm to merge with another that
already has a new technology developed—combining the innovation with the acquiring
firm’s engineering and sales talent—than it is to develop the technology from scratch.

Regardless of the entry mode, a successful entry strategy and growth in a global market
often require the development of a global business plan. The global business plan varies
somewhat from the domestic business plan discussed in Chapter 7. An outline of a typical
global business plan is presented in Appendix 5A, at the end of this chapter.

ENTREPRENEURIAL PARTNERING

One of the best methods for an entrépreneur to enter an international market is to partner
with an entreprencur in that country. These foreign entrepreneurs know the country and
culture and therefore can facilitate business transactions while keeping the entreprencur
current on business, economic, and political conditions. This partnering is facilitated by un-
derstanding the nature of entrepreneurship in the country,

There are several characteristics of a good partner. A good partner can help the enfrepre-
neur achieve his or her goals such as market access, cost sharing, or core competency
obtainment. Good pariners also share the entreprenet’s vision and are unlikely to try to op-
portunistically exploit the partnership for their own benefit.

How does the entrepreneur go about selecting a good partner? First, he or she needs to col-
lect as much information as possible on the industry and potential partners in the country, This
information can be obtained from embassy officials, members of the country’s chamber of




Entrepreneurship

152 PART 2 FROM IDEA TO THE OPPORTUNITY

commetce, firms doing business in that country, and customers of the potential partner. The en-
trepreneur also will need to attend any appropriate trade shows. References for each potential
partner should be checked, and each reference should be asked for other references. Finally, it
is most important that the entrepreneur meet several times with a potential partner to get to
ltow the individual and the company as well as possible before any commitment is made.

BARRIERS TO INTERMATIONAL TRADE

There are varying attitudes throughout the world concerning trade. Starting around 1947
with the development of general trade agreements and the reduction of tariffs and other trade
bartiers, there has been an ovérall positive atmosphere concerning trade between countries.

General Agreemant on Tariffs and Trade (GATT)

One of the longest-lasting agreements on trade js the General Agreement on Tariffs and Trade
(GATT), which was established in 1947 under U.S. leadership. GATT is a multilateral agree-
ment with the objective of liberalizing trade by eliminating or reducing tariffs, subsidies, and
import quotas. GATT membership includes over 100 nations and has had eight rounds of
tariff reductions, one of which is the Uruguay Round, which lasted from 1986 to 1993, and
another is the Doha Development Round, which is in progress (2001). Another round should
start in the 2010 time frame. In each round, mutual tariff reductions are negotiated between
member nations and monitored by a mutually agreed-upon system. If a member country feels
that a violation has occurred, it can ask for an investigation by the Geneva-based administra-
tors of GATT. X the investigation uncovers a violation, member counitries can be asked to
pressure the violating country to change its policy and conform to the agreed-upon tariffs and
agresments, Sometimes this pressure has not been sufficient to get an offending couniry to
change. While GATT has assisted in developing more unrestricted trade, its voluntary mem-
betship gives it litfle authority to ensure that this type of trade will occur.

increasing Protectionist Attitudes

Support for GATT goes up and down. Although down in the 1970s, the support increased
in.the 1980s due to the rise in protectionist pressures in many industrialized counties. The re-
newed support reflected three events. First, the world trading system was strained by the per-
sistent trade deficit of the United States, the world’s largest economy, a situation that caused
adjustments in such industries as automobiles, semiconductors, steg), and textiles. Second, the
economic success of countries perceived as not playing by the rules (e.g., Japan and then
China) also strained the world’s trading system. The success of Japan and China as the world’s
large traders and the pefception that their internal markets are, in effect, closed to imports and
foreign investment have caused problems. Finally, in response to these pressues, many coun-
fries have established bilateral voluntary export restraints to circumvent GATT. The economic
prosperity of the 1990s and the downturn from 2008 have lessened the interest in GATT.

Trade Blocs and Free Trade Areas

Around the world, groups of nations are banding together to increase trade and investment
between nations in the group and exclude those nations outside the group. One little-known
agreement between the United States and Israel, signed in 1983, establishes a Free Trade
Atea (FTA) between the two nations. All tariffs and quotas except on certain agricultural
products were phased out over a 10-year period. In 1989, an FTA went into effect between
Canada and the United States that phased out tariffs and quotas between the two countries,
which are each other's largest trading partners.
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Many trading alliances have evolved in the Americas. In 1991, the United States signed
a framework trade agreement with Argentina, Brazil, Paraguay, and Urnguay to support the
development of more Hberal trade relations. The United States has also signed bilateral trade
agreements with Bolivia, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Honduras,
Peru, and Venezuela. The North American Free Trade Agreement (NAFTA) among the
United States, Canada, and Mexico is a much publicized agreement to reduce trade bartiers
and guotas and encourage investment among the three countries. Similarly, the Americas,
Argentina, Brazil, Paraguay, and Uruguay operate under the Treaty of Asuncion, which cre-
ated the Mercosur trade zone, a free trade zone among the countries.

Another important trading bloc has been developed by the Buropean Community (EC).
Unlike GATT or NAFTA, the EC is founded on the principle of supranationality, with
member nations not being able to enter into trade agreements on their own that are incon-
sistent with EC regulations. As nations are added, the EC trading bloc becomes an increas-
ingly important factor for entreprencurs doing international business,

Entrepreneur’'s Strategy and Trade Barriers

Clearly, trade barriers pose problems for the entrepreneur who wants to become in-
volved in international business. First, trade barriers increase an entreprenent’s costs of
exporting products or semifinished products to a country. If the increased cost puts the
entrepreneur at a competitive disadvantage with respect to indigenous competitive prod-
ucts, it may be more economical to establish production facilities in the country. Second,
voluntary export restraints may limit an entreprenent’s ability to sell products in a coun-
try from production facilities outside the country, which may also warrant establishing
production facilities in the country in order to compete, Finally, an entrepreneur may
Have to locate assembly or production facilities in a country to conform to the local con-
tent regulations of the country.

IMPLICATIONS FOR THE GLOBAL ENTREPRENEUR

The cultural, political, economic, and distribution systems of a couniry clearty influence
its attractiveness as a potential market and potential investment opportunity. Generally,
the costs and political risks are lower in those market-oriented countries that are more
advanced economically and politically. However, the long-run benefits to an entrepre-
neur are the country’s future growth and expansion. This opportunity may indeed occur
in less developed and less stable countries. The entreprencur must carefully analyze the
countries to determine the best one(s) (if any) to enter and then develop an appropriate
entry strategy.

REVIEW

S

Identifying both domestic and international market opportunities is becoming increas-

“ingly important to mote and more entreprensurs and te their countries’ economiies.

international entrepreneurship—the conducting of business activities by an entrepre-
neur across national houndaries—is occurring much earlier in the growth of new ven-
tures as opportunities open up in the hypercompetitive global arena. Several factors
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. ~{economics, stage of economic develapment; balancé of payments, type of system,
: 'poIiticaI—Iegal-env_ir.on_me_nt,"te'chn'_ologicall erwir,qnment,'ahd cultural environment)
“make decisions regarding international entrepreneurship more complex than those re-
“garding domestic entrepreneurship. =~ - e o
. ‘Orice an entiepreneur-decides 1o be involved in international business, three gen-
- eral-modes of market entry need to be considered: exporting; nonequity arrange-
“ments, and éqUity;arra_ri.gemen_ts. Each mode inciudes several alternatives that provide

. “varyihg degrees;of risk, .control, and ownership. TS
o -Entrepreneurs in the.United States can find their counterparts in a wide variety of

" economies. ‘En_trepreneur_ship is thriving -from Dublin to Hong Kong, providing new
' - products and services, new jobs, and new opportunities for partnering.

RESEARCH TASKS . IR

1. Interview three managers of multinatidnal businesses to ascertain the benefits
_generated from éngaging in international business-as well as some of the
. challenges (problems). .o G
" 2. Choose ‘a country. Research and be prepared to report on that country’s (a) stage of
economic development, (b) pdlit_iqa];—légéiﬁ_erfivir'c{»hlmerit,‘ (¢) cultural environment,
.and (d) technological environment. If you were advising an entrepreneur. who was
- 'cglnsidér,i'ng entering this country to sell his or her products, what would you say
were the major strategic isSues?‘_(Be.spg_cif,ilcf to the country chosen.)

3..Choaose a transition economy. Research that country and its recent economic
progress. Do you believe its economy will flourish or stagnate? Why? What can
. that country’s government do (if anything) to “hélp” the economy flourish?
4. Choose a specific industry in a specific country. Which ‘mode of entry has been
used thé most by foreign firms entering this industry in this country? Explain why,
- using examples of successful entry and examples of unsuccessful entry.

CLASS DISCUSSION "

L Make sure, if possible, there is oné:'foréi_gii :"s";q.,der_it,‘i‘n“éach_small group. The
group needs to discuss, and then report back to class oh, the nature of business

and entrépreneurship in th foreign student’s home couhiry. Such a discussion

' should include the couritry’s (a) stagé of economic development, (b) poiitical-
legal environment, (c)__’céChnolo_g'iCéI'en'\?iron'mjent_,; and (d) cultural environment.
Als6 explore how entrepreneurship and business failure are perceived in this
country., ' . ' o .

2. We typically focus on firms from well-developed economies entering markets of
fess developed economies. Do firms from less developéd economies have a chance %
of success if they enter developed markets, such as the United States? What

. competitive advantage could a firm from a less developed economy rely on =

.. in entering developed markets? What would likely be the best entry mode?

. 3.'ls'golng international something that onlylarge and established firms should

_pursue after they have achieved sliccess in their domestic markets “right off the
bat™? Which sorts of products.are more.ameénable to “going international” by

~small and new firms? - T : _
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'ECTED READINGS

Baron, Robert A -and Mlchael D Ensley (September 2006) Opportum’cy Recogmtron
" as the. Detectlon of Meanmgfu[ Patterns Ewdence from Comparlsons of Nowce and Ex-
perlenced Entrepreneurs Management Scrence vol 52 no 9, pp. 133144,

The abr!rty to drscern a businéss’ opportumty isa popular research theme in entre-
o preneurshrp hterafure The contemporaryschool of thought indicates the practiced’
" entrepreneur is generally more pérspicacious than thé greenhorn, The authors of
this article—who are professors at the Laily School of Management and Technology

'at Rensselaer Poiytechmc Instrtute in Troy;: New Yorkmexamme the topjc from a
" moré scientific angle Based on. e—marls and phone cohversations. with entrepreneurs
with varying experience Jevels; the study was desrgned fo uncover cognitive blue-

- 'prints behind: bofh sets of entrepreneurs opportunity identification progesses, The
‘aiythors?’. methods are impeccable, and the -resultant artrcle presents their valiant

- - efforts fo ehmmate analytrcal bias: and preserve the integrity of the data collécted.

'_ DeTlenne Dawn ‘R and’ Gaylen N Chand[er (May 2007) The Role of Gender in
Opportumty Identn‘;cat}on Entrepreneurshrp Theory & Practice, vol. 31, no. 3, -
'Pp.365-86. - e
Thrs scholar!y paper mdudes resear h_rn_vestrgatmg a correiaf.'on befween an entre-
o preneur’s gender and hrs or, her proclivity for spoﬁ'mg an opportumty The authors”

: research ‘methods mclude ‘two sample groups, collage seniors studying technology

" and 189 entrepreneurs workmg in the technoiogy f.reid Accordmg to the study’s

findings nerther gender proved more adépt at’ perceiving business opportunities;

sitnilarty;: ‘the opportunftres discovered by each gena’er group were no more or fess

- gainful. However,- the, article doés include observations about the two gender
‘groups” distinct capabmtres for opportunrty identification. '

' 'Rlddle Llesl (Fa!l 2008) Dlasporas Explorlng The:r Deve!opment Potential. Economic
_‘jSeh‘Rehance (ESR) Rewew vol:- 10, 'no. 2, PR, 28—35 Brlgham Young Unwers;ty
: __http //flndartrcles com/plartlcles/ml qa5457/is 200810la| n3117124

. In 2006 z‘he author of this artrcle cofounded the George Washington Umversrty Dias-
©. pora. Capn‘al ‘!nvestment Pro;ect This article descrrbes globalization’s phenomenon
of the diaspora: expatriates persons hwng away from.their native lands. Capital

- generated by these ”drasporans" is of particular. mterest to economists and finan-
o diers. Typ:calfy; the members of these diasporas send a Iarge portion of their earnings .

- to therr horite countries, Rather than bemoaning this caprtal flight, the author of
-this amde presents drasporans investment actiwty as a boon for alf entrepreneurs..

Schaper, Mlchael (July 2005) Belng a Green EntrepreneUr Does It Make Business
' '”'_Sense? Busrness Source Complete vol. 13, no. 3, pp.. 57,

- _',Dr Mfchael Schaper &n adjunct professor atAustraIra 5 Curtin Un.rversrty of Technol-
o ogy, | has. pubhshed an article for unrversﬂy students about the benefits of green busi-
ness. Dr Schaper maintains that young’ entrepreneurs need not take a vow of poverty
" when electmg the. socraﬂy responsrble route when choosmg a career. The green‘initia-
tive actually presents man v profitable business opportunities. Dr. Schaper’s article fur-
nishes examples of entrepreneurs who have committed to enwronmental!y fnendly

: practrces and prowdes & road map: for those consrdenng the j Journey. -

Ucbasaran, DemZ' Paul Westhead; and Mlke erght (March 2009). The Extent and Na-.
ture of Opportunity Identification by Experlenced Entrepreneurs Journal of Business
Venturing, vol. 24, no. 2, p. 99,

" A seasoned entrepreneur is better able to recognize a business opportunity than the

“immiature entrepreneur: the authors of this article observed 630 entrepreneurs to

‘test thrs hypothesis. Entrepreneurs with some business ownership under their belts
demonstra teda herghtened sensrtlwfy to unexp!o.rteo’ areas of commeérce. Accordin g.
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' to the study’s results, a veteran entrepreneur is not: only better gble to.envisage possi-

bilities for profit, but he also tends to be-a more.accurate: handicapper of an-option’s

" viability, The authors—in their research—analyze the possible relationship between

- the quality and. quantfty. of an entrepreneur’s past performance; apparently the

_ :'_number of falled businesses inan 'entrepreneurs portfolro proportiopal to the
number of busrnesses owned, drd affect the. prolrﬁcacy of opportunltres detected.

_ Watkms Mathys Lorrame, and M. John Foster (May 2006) Entrepreneurshlp The
: Mlssmg lngredient in Chma 5. STIPS'? Entrepreneurshlp and Regronal Development
- vol. 18, no. 3, pp, 249—74 _
: Thrs artrcle uses China’s Scrence Technology Industry Parks (S TlPs) as fts focus Initscon-
- tinual drive for soverergnty, ‘the.Chinese government has. cham,oroned technological
. -advancement foriits citizens. These lndustry parks are. lntended to corral the country’s
oy ;research and development talent, and resources and encourage this industry to grow
. - ahd. flourish: The Chinese: government supports companies in these high-tech zones
. with financial-incentives such as tax breaks and large salaries. The authors of the arti-
e developed their research approach by questromng Whether these parks hefp.or hin- -
" der innovatior 10/ sHecs _ ing is authors consrderatron of
Chingse technology companres loca ted outsrde of the parlcs' desplte enjoying less cap-
... ital than government supported companies, the non-STlP compan:es were far more
' enthusrastlc about pursumg entrepreneurlal act.rwtres than their STIP counterpan‘s

Williams Colm C and John Round (2009) Evaluat{ng Informal Entrepreneurs
‘Motives:, Ev&dence from Moscow lnternatronal Journal of Entrepreneunal Behaviour & :
Research vol 15 no. 1, pp. 94-107. -
. This. research paper isthe collaboratlve effort of two Bntrsh college professors at fwo
. different universities in two different. ULK; cities: the first.author teaches public pol-
icy, and the second, human geography. The: authors respective scholarly interests—
L entrepreneurshrp, small businessés, and socioeconomic transformation in the countries
. .of Eastern and Central Europe—-—support. the frameworlc of this methodology. Based on
a 2005—2006 st rvey conducted in Moscow; "Riissia, more. than a quarter of the respon-'-
, dents were ldenflfled as entrepreneur dn developmg counitries whose infrastructires
areinthe embryonrc stages, a large part F-a hation’s labor force and GDP frequently,
' f‘passes under the nose of government untaxed and unregulated The authors study
_'the rmpetus for entrepreneurs operating in such informal economies: Do these entre~
- preneurs choose self~ernployment out of need or because they smell opportunity?

Woodward Da\nd (November 2007) A F'lace m the Sun Drrector vol 61 no. 4
pp 52—-57 L : ‘
ITl‘llS artlcle proﬁles fnre young Brrtlsh technology entrepreneurs who decrded to leave .
England and move to the Unlted States to pursue therr careers in technology Their
— Ihometown of London however iy ng' to. mvest handsomely in its fledgling Inter-
. net start-ups Why, then would these brrght up-and-comrng self-starters not want
" to rémain on their side’ of‘ the pond and ride the crest ‘of London’s tech wave? The
' .-author Jnterwews the young ‘men about ‘their respectrve career paths, and, in the
.process reveals the draw and umque advantages of Callfornla ] Srllcon Valley

APPENDIX 5A EXAMPLE OUTLINE OF AN lNTERNATIONAL BUSINESS PLAN

I. EXECUTIVE SUMMARY : R
One-page descnp‘cion of the prOJect

1l INTRODUCTION - o : ‘ :
-The type of busmess proposed followed by a br|ef descrlptlon of the major
product and/or service involved. A brief descnption ‘of the country proposed for
“trade, the rationale for selecting the country;’ |dent_.1f|cat|on of existing trade
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barriers, and identification of sources of information (research rescurces and
interviews).

ANALYSIS OF THE INTERNATIONAL BUSINESS SITUATION
A. Economic, Political, and Legal Analysis of the Trading Country
1. Describe the trading country’s economic system, economic information im-
pertant to your proposed product and/or service, and the level of foreign
investment in that country.
2. Describe the trading country’s governmental structure and stability, and
how the government controls trade and private business.
3. Describe laws andfor governmental agencies that affect your product
and/or service (i.e., labor laws, trade [aws, etc.).
B. Trade Area and Cuttural Analysis
1. Geographlc and demographlc information, important customs and tradi-
tions, other pertinent cultural information, and compet;tlve advantages
. and disadvantages of the proposed business opportumty

PLANNED OPERATION OF THE PROPOSED BUSINESS

A. Proposed Organization

V.

Type of ownership and rationale; start-up steps to form the bus:ness planned
personnel {or functional) needs; proposed staffing to handle managerial, fi-
- nancial, marketlng, legal, and preduction functjons; proposed orgamza’clon
- chart; and brief job descnptlons if necessary. ‘
B. Proposed Product/Service
1. Product and/or service details include potential suppliers, manufacturlng
plans, and inventory pollCles if applicable. Include necessary supplies if a
service is provided.
2. Transportation information includes costs, benefits, risks of the transporta-
. tion method, and documents needed to transport the product.
C Proposed Strategles
1. Pricing policies include what currency will be used, costs, markups, mark-
downs, relation to competition, and factors that could affect the pnce of
the product (e.g., competition, political conditions, taxes, tarn"fs and trans-
portatlon costs). :
2. Promotional program details include promotional activities, medla avail-
ability, costs, one-year promotlona! plan outime and local customs related
to busmess readiness. ‘ -

PLANNED FINANCING -
A Projected Incone and Expenses ' '
.. Projected income statements for first year's operation.
2 Balance sheet for the end of the first year.
3. Abrief narrative description of the planned growth of the busmess including
financial resources, needs, and a brief three-year plan projection.
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