
Topic 7

International market
selection and entry

Presenter
Presentation Notes
Whether the firm is experienced, or new to international business, two of the most critical questions involved in the decision to go international and which have an impact on the resulting profitability of international involvement are: Which of the vast range of markets internationally should the firm enter? What mode should the involvement in the selected market take?  As far as market selection is concerned, this is complicated by changes in the international business environment. These changes, involving the formation of regional trade groupings, the creation of strategic alliances between firms and the exponential spread of information technology, are resulting in a breaking down of barriers between countries and the need to view the world as a global entity rather than as a series of national markets. As a consequence, choosing the most appropriate international market to enter has become more difficult. As markets can now stretch across national boundaries, geographic segmentation may no longer be an appropriate basis for market selection. While this may be true for large or transnational firms, most Asia-Pacific firms are small to medium-sized and, when they venture internationally, are still likely to do so on a country-by-country basis. For such firms it is useful to have a systematic procedure for selecting individual markets to enter.  Decisions as to the form of market entry (such as exporting, joint ventures or franchising) logically follow the decision as to the most appropriate market to enter. However, market selection and entry are linked because the attractiveness of markets is influenced by the strategic thrust of the corporation, competitive action in those markets and government regulation relating to the permissible forms of foreign entry. For example, a ban on the import of automobiles into the Myanmar market may mean that a joint venture is the only viable entry mode. This may make the market unattractive to a firm without the resources to establish a joint venture or to a firm whose international strategy is focused around export rather than foreign direct investment. Deciding on the most appropriate form of market entry involves understanding each of the various modes available and the conditions under which one mode might be more suitable than another. 



Learning objectives

• Identify the different problems faced by firms in international 
business when selecting a new international market

• Assess a country’s attractiveness in terms of its potential, its 
membership of trading blocs, its competitive intensity and its 
entry barriers

• Create a portfolio of the most attractive foreign markets to enter 
given the circumstances of the firm and the potential offered by 
the market

• Recognise the different available modes for entering an 
international market and the advantages and disadvantages of 
each

• Explain the differences between export-based entry modes, 
manufacturing-based entry modes and relationship-based entry 
modes

Presenter
Presentation Notes
After completing this topic, you should be able to:



International market selection

Two critical questions:

• Which market?
• How to enter?

Decision based on a combination of:
• Firm’s strategic objectives
• The firm’s resource base and distinctive competencies
• The firm’s position in relation to competitors
• Characteristics of the international market
• Structure of the global industry
• Strategy of current or potential competitors

Presenter
Presentation Notes
Whether the firm is experienced or new to international business, two of the most critical questions involved in the decision to go international and which have an impact on the resulting profitability of international involvement are: Which of the vast range of markets internationally should the firm enter? What mode should the involvement in the selected market take?  Underpinning the selection of markets to enter should be a strategic orientation that treats market entry selection as part of the firm’s overall strategy. Issues to consider when selecting which international markets to enter include those listed.



Approaches to market selection

Incremental entry vs. simultaneous entries

• Incremental entry: less resources, risks, provides 
for learning experiences, may preclude economies of 
scale

• Simultaneous entries: resource intensive, higher 
operating risk, acquire overseas experience rapidly, 
facilitate economies of scale

Presenter
Presentation Notes
Selection of international markets involves a comparative analysis of data ,which is often  difficult because the quality and availability of data varies from country to country.There are two basic approaches to market selection. The first is:whether to enter international markets on an incremental basis i.e. one country at a time or more than one.Listed here are some challenges and benefits of either choice.



Approaches to market selection (cont.)

Concentrated approach vs. diversified approach

• Concentrated approach: resources concentrated 
in limited number of markets, reduced costs, 
operating risks, economies of scale 

• Diversified strategy: spreads risks exposure, 
broadens market knowledge, strategic flexibility, 
resources spread thinly

Presenter
Presentation Notes
The second approach is based on having a number of international markets over time. Firms can select nations that are often geographically close as well as having similar economic levels and possibly cultural and political similarities. As these markets are likely to be closely interrelated, a problem in one can quickly spread to the others, as in the Asian Financial Crisis of the 90s or the recent eurozone crisis.Alternatively, firms can choose a diverse range of markets to spread their risk. 



Screening for market selection: Austrade rating 
model

Elements to be rated (a): Market
• Characteristics of the market
• Competitive conditions
• Financial and economic conditions
• Legislative and socio-political conditions

Elements to be rated (b): Firm
• Management characteristics
• Marketing characteristics
• Technology attributes
• Production related competencies

Presenter
Presentation Notes
Many organisations do not use a systematic process to select new markets. They rely on management intuition or follow clients or unsolicited orders.However, to maximise potential success, this screening process is valuable.The purpose of screening is to arrive at a portfolio of attractive overseas markets from which a selection will be made. Austrade compared the attractiveness of the overseas market with the competitiveness of the Australian firm where attractiveness refers to good fit between elements of the market and of the firm.This is a non-prescriptive model recommended for Australian firms by Austrade which compared the attractiveness of the international market with the competitiveness of the Australian firm in order to decide the merit for the firm of entering the specific foreign market.



Market selection: Staged screening approach

Involves analysis of each country on the basis of:

• Domestic issues
• Macro environmental issues
• Competitive environments
• Response to marketing activities
• Firms objectives

• Progressively eliminate markets

• Small selection of markets

Presenter
Presentation Notes
A progressive screening approach eliminates unsuitable markets progressively according to market measurement criteria (e.g. economic and financial criteria). This approach is time consuming and may be beyond the management resources of many Australian SMEs.Hollensen (2007) advocates two stages of screening:preliminary screening, which looks at risk in the business environmentif a country passes stage one, combine the attractiveness of the market with the competitive strength of the firm.



Five-stage overseas market selection process

Presenter
Presentation Notes
A progressive screening approach developed by Toyne and Walters (1993) involves five stages, the first three of which are preliminary screening and the last two are ‘fine-grained’ screening. 



Stage 1: Questions

Questions relating to domestic considerations:

1. Which international markets are of no interest to the 
firm regardless of their apparent potential?

2. Which remaining international markets should be 
excluded because of regulations initiated by or involving 
support of the Australian or NZ government?

Presenter
Presentation Notes
The screening processStage 1 – domestic regulations and management preferences Which international markets are of no interest? This may be because of political beliefs (e.g. apartheid in South Africa), personal preferences (‘I don’t like French food’), or other non-rational preferences.Which remaining international markets should be excluded because of domestic government regulations? This might include nations with which the home country is in political dispute and is thus boycotting trade



Trade restrictions

• All governments exercise some degree of control over 
where companies can and should conduct business 

• Restrictions are constantly changing and need to be 
tracked



Stage 2: Questions

Questions relating to macroenvironmental factors in 
international markets and an initial assessment of 
general prospects:

3. Which remaining international markets have the least 
attractive political and social environments?

4. Which remaining foreign markets are least attractive 
because of their nature and potential size?

Presenter
Presentation Notes
Stage 2 – initial entry assessment Which remaining international markets have the least attractive political and social environment? This is about difficulty of doing business in those situations.Which remaining markets are least attractive because of their nature and size? Are they too small to justify costs of expansion? Are they too large for our firm to consider? This last can be overcome by breaking those nations down into smaller units such as provinces or states (e.g. China, USA, India)Some tools of analysis include:demand pattern analysis international product life cycleincome elasticity measurementsproxy and multiple factor indices.Issues to be considered regarding the nature of the market include: industry – how will it operate in the new environment?technology – does the potential market have the technological ability to support the product?education – the literacy levels of the country will impact on sale of products that require self-assembly and more sophisticated productconsumer behaviour – drivers of consumer behaviour such as culture, lifestyle, family structure and religion are important.



Stage 3: Questions

Questions relating to the likely competitive 
environment in the international market:

5. Which remaining foreign markets have substantial 
barriers to products from Australia or New Zealand to 
protect domestic industry or to enable them to 
conform to trade relations arrangements with other 
countries?

6. Which remaining international markets should be 
avoided because competitors (both domestic and 
foreign) are already well entrenched in them?

Presenter
Presentation Notes
Stage 3 – competitive environment Which remaining markets have substantial barriers?This would include tariff and non-tariff barriers. For example, South Korea strongly protects its domestic agricultural industries with tough rules on certification and licencing which dramatically increase the cost of approaching that market. Other nations may impose barriers to ensure that they can offer preferential deals to their closer trading partners.Which remaining overseas markets should be avoided because of competitors, both domestic and foreign?Do your competitors have the market saturated? Have they locked up channels of distribution as have Pepsi and Coke for tap drinks in pubs and other outlets in Australia?



Stage 4: Questions

Questions relating to the degree to which markets are 
unlikely to respond to, or prohibit, certain market 
activities:

7. Which remaining international markets are not large enough 
to justify the marketing effort that will be necessary to gain 
a satisfactory market share?

8. Which remaining foreign markets are unlikely to respond to 
those marketing activities which are considered necessary to 
establish the product/service in the marketplace?

Presenter
Presentation Notes
Stage 4 – market responsiveness Which remaining market is of a size to enable sufficient market share to be gained?This refers to the specific target segments in those nations rather than the overall population. Can you potentially sell enough of your product to recover the costs of expansion?Analysis is required of target segment size, growth rates, urbanisation and age patternsWhich markets are unlikely to respond to marketing activities? Can we use the marketing strategies we believe most successful?Product strategies like brand identity and product line extensionPricing strategies to gain sufficient profitPromotion strategies such as media coverage, meeting advertising objectivesDistribution – can we modify the channel as and when we need?



Stage 4: Questions (cont.)

9. Which remaining international markets prohibit the form of 
presence that your firm considers optimal and can afford 
when entering a new international market?

10. Which remaining international markets are unattractive 
because of costs and problems of reaching them from the 
home market?

Presenter
Presentation Notes
The form of market entryAre our preferred options permitted? E.g. agents/brokersDoes the government control the level of foreign ownership?Are there restrictions on how a form can work e.g. restrictions on licensing payments make it unprofitableCosts and problems of physical approach to the marketAre there reasonable logistics links between home and host market to get product to market?Are these links reliable and timely?



Stage 5: Questions

Internal trade-off analysis:

11. Which remaining international markets are no longer 
attractive because of the extent to which resources 
need to be committed and changes need to be made to 
existing company resources?

12. Do any of the markets still under consideration fail to 
meet the company’s objectives or match its competitive 
advantages?

Presenter
Presentation Notes
Stage 5 – internal trade-off analysis Which remaining markets are unattractive because of resources required?	If one market will require a high level of resources, can we use those better to approach other markets or undertake other activities?Do the markets meet the company’s objectives?Market attractiveness is not just about profit or beating our competitors.Our organisation’s competitive strategy and goals may take some options off the table here.Usually this is just a check question if earlier analysis has been undertaken.



Market selection in the future

• Trend towards clustering markets according to cultural 
similarities rather than relying so heavily on 
geographic proximity

• Influence of ecommerce and technological advances

• Development of market attractiveness index 

Presenter
Presentation Notes
Rapidly growing penetration of information technology and internet access is changing how market selection occurs. With increasingly sophisticated e-marketing tools, a cyber-marketplace structured around internet access and commonality of interests and consumption needs has developed. National or political boundaries are becoming less relevant as the attractiveness of markets for many businesses can now be rated in terms of ease of internet access, influenced by both infrastructure (personal computers and telephone access) and language. Consumers without internet access will be restricted to information from traditional sources and will have a more limited range of product offerings. Market selection will also be influenced because the internet establishes direct channels of communication between exporters and importers and reduces the need for intermediaries, such as international agents. In some cases, however, reintermediation occurs and traditional intermediaries are replaced by cybermediaries (e.g. search engines) that perform matching functions.The nation state is now a less reliable delineator of overseas markets. Why? Different groups can exist within the same country or specific groups can exist across a number of contiguous political borders. For example, Malaysia is made up Malays, Chinese or Indians. Kurds are in Turkey, Iraq and Lebanon



New trends in market selection

• Need for change in the traditional patterns of international market 
selection to cater for a world that values:

• Choice
• Speed
• Information
• Collaboration
• Market convergence
• Business cost reduction
• Consumer value

Presenter
Presentation Notes
Rapidly growing penetration of information technology and internet access is changing how market selection occurs. With increasingly sophisticated e-marketing tools, a cyber-marketplace structured around internet access and commonality of interests and consumption needs has developed. National or political boundaries are becoming less relevant as the attractiveness of markets for many businesses can now be rated in terms of ease of internet access, influenced by both infrastructure (personal computers and telephone access) and language. Consumers without internet access will be restricted to information from traditional sources and will have a more limited range of product offerings. Market selection will also be influenced because the internet establishes direct channels of communication between exporters and importers and reduces the need for intermediaries, such as international agents



Modes of entering foreign markets: Overview

Export-based entry

Manufacturing-based entry

Relationship-based entry

The ‘born global’ entry mode

Presenter
Presentation Notes
Having identified promising international markets the next issue is the mode of entry that is most appropriate for both the firm and the markets selected. Although this is treated as a separate decision to market selection, it is often directly related because of a preference by the firm for a specific mode of entry. Hollensen (2011, p. 315) points out that, whereas for most SMEs market entry represents a critical first step, for established firms the problem is not how to enter the new market but rather how to exploit new opportunities within the context of their existing international operations. Modes of entry can be divided into those that aim to sell the product and those that aim to transfer know-how to the host country. Influencing firm's consideration of the best mode of foreign market entry is the issue of distance penalty - the costs generated by the existence of systematic differences among the cultural, legal, and institutional characteristics of domestic and foreign business transactions (Hirsch, 2012). Where these differences are considerable, entry modes involving a greater commitment of resources such as manufacturing -based entry are more likely to be required. 



Export-based entry

Is driven by a desire to sell either a product/ service or 
technology internationally with the minimum commitment of 
resources:

• Indirect export
• Home agent
• Cooperative exporting
• Piggybacking 

• Direct exporting
• Greater resources/control
• Foreign agent
• End-user 

Presenter
Presentation Notes
These forms for entry are driven by a desire to sell either a product/service or technology internationally with the minimum commitment of resources.Indirect exporting Refers to the use of agencies in the home/domestic country to get the product into the foreign market.May take the form of cooperative exporting when a commercial or government organisation undertakes all marketing for producers.Another form of indirect exporting is that of piggybacking, whereby an inexperienced exporter uses the facilities of an experienced exporter to enter and market products into an international market. This can be initiated by government, for example when a government trade promotion agency initiates a ‘foster firm’ scheme for inexperienced exporters.  Direct exporting p.259In this case the firm itself contacts the buyers in the international market and either sells direct to the end-user or arranges for firms in the target market to act as agents and/or distributors for their products. The firm establishes its own export sales organisation which becomes responsible for all marketing activities in respect of international sales. This requires greater commitment of resources, but gives more control. The marketer gets more direct information about the target market and feedback from end users.



Export-based entry (cont.)

• Establish sales office in foreign market
• Having employees in the foreign market to sell products 

on behalf of the home office

• Licensing
• Involves earning an upfront fee for the transfer of know-

how and a royalty linked to volume produced and sold in 
the overseas market

• Franchising
• Selling a proven way of doing business

Presenter
Presentation Notes
Establishing a sales office in the overseas market Having employees in the foreign market to sell products on behalf of the home office.The office controls not only the selling of the product or service, but also its promotional program. This refinement enables the firm to set up and control its own distribution channels. Licensing In a licensing arrangement, the licensor provides a combination of intellectual property (e.g. patents, design, copyright or know how) and often supporting products (e.g. machinery, parts, raw materials) to the licensee. In return, the licensee makes  a lump sum payment or down payment plus royalty linked to the volume produces or sold (or combination of these)



International franchises

• A form of licensing whereby the franchisor (the seller) gives the 
franchisee (the overseas buyer) the legal right to undertake 
business in a specified manner 

• Uses the franchisor’s name in return for royalty payment, usually in 
the form of percentage of sales

• Franchising is not only increasing in importance as a way of 
growing businesses domestically but also internationally

Presenter
Presentation Notes
Whereas international licensing usually applies to products, in the services industry the variant of international franchising is becoming increasingly common, especially in the global expansion of service-dominant industries such as hotel and fast-food chains. The franchisor gives the franchisee the right to undertake business in a specified manner under the franchisor’s name in return for a royalty payment that usually takes the form of a fee or a percentage of sales. 



www.franchise.org

http://www.franchise.org/


www.jeanswest.com.au/international-franchising

http://www.jeanswest.com.au/international-franchising


www.franchise.org.au

http://www.franchise.org.au/


www.jims.net

http://www.jims.net/


Manufacturing-based entry

Often referred to as foreign direct investment (FDI), this 
can take a number of forms, varying from limited 
equity involvement to total ownership of the 
international operation:

• Joint venture
• Two or more parties unite to access an international market 

• Create a new company

• Often short lived

Presenter
Presentation Notes
Joint VentureThis is a collaborative foreign market entry method whereby two or more parties unite to access an overseas market and where each party brings their own expertise to the relationship. Each party takes responsibility for some of the risk and proportionately some of the profit sharing. The most common form of manufacturing-based entry into international markets is that of the joint venture. Joint ventures are a means of the firm limiting its equity exposure in an international market and can provide a vehicle for entering markets where the economic systems, the cultural barriers and marketing environments are so different that it is necessary to have a local partner in order to be successful.The main disadvantages are the risk of conflict between the international firm and its joint venture partner, problems of communication and management when different cultures are involved and the fact that the international firm has only partial control.



A B

C

Presenter
Presentation Notes
Joint Ventures - Firm A and Firm B pool resources to start Organisation C which undertakes the operations in the new international market. They share ownership, and thus the costs, risks and rewards in agreed proportions.



Presenter
Presentation Notes
http://www.australianmanufacturing.com.au/5008/bluescope-steel-establishes-a-us1-36-billion-venture-with-japanese-steel-makerAugust 16 2012



Manufacturing-based entry

• Consortia (sing. Consortium)
• Group of firms which pools financial and managerial 

resources

• Projects often very large

• Enables spread of risk

• Coordinate ideas and resources

Presenter
Presentation Notes
This is a form of international market entry by a group of firms which pools financial and managerial resourcesUsually, a major project is involved that is beyond the resources of a single firm, as with the creation of a new aircraft.The firms remain separate entities, but work under joint control, often with an overall project manager.





Manufacturing-based entry

• Acquisition
• Purchase of an existing organisation

• High risk – high control

• Avoids entry barriers

• Existing relationships with stakeholders

Presenter
Presentation Notes
Entrance into an international market is obtained by purchasing a company in that country. The company purchased may be a potential competitor. Particularly useful in countries where there are substantial entry barriers for a new entrant in the field.Enables rapid entry into the international market in that it usually provides an established distribution channel and existing customer base. It is a desirable strategy in cases where the industry is highly competitive or where there are substantial barriers for a new entrant. 



Google’s 
acquisitions

Most important acquisitions

Presenter
Presentation Notes
Since its launch in 1998, Google has acquired more than 170 companies.To help put some of those big buys into perspective, digital marketing agency Aptitude put together a neat infographic about the company’s top ten most expensive acquisitions and the strategy behind them.Click the link on the slide to get more details on their most Important purchases.

http://www.businessinsider.com.au/important-google-acquisitions-2014-8


Manufacturing-based entry

• Greenfield operation
• The firm, using its own funds, builds a manufacturing 

operation in a new country

• High risk – high control

• Site close to materials or markets

Presenter
Presentation Notes
This occurs where a firm decides to build its own manufacturing plant in another country using its own funds, literally from a green field into a factory. This is an attractive entry option if there are no suitable firms to acquire or the firm needs to establish its own operation because of technology or logistics considerations. It enables firms to use the latest production technologies while selecting the most attractive locations in terms of labour costs, local taxes, land prices and transportation.



www.tytronics.com.au/services

http://www.tytronics.com.au/services


Relationship-based entry

These forms of entry are more reliant on the creation of 
relationships and occur where a considerable degree 
of cooperation is necessary in order to achieve 
success:

• Strategic alliances

• Contract manufacturing

• Offshoring

• Countertrade

Presenter
Presentation Notes
These relationship based market entry modes are discussed in more detail on the following slides.



The nature of strategic alliances

Factors driving the increased prevalence of strategic 
alliances include:
• Moving into new markets

• Filling knowledge gaps

• Pooling to gain operation economies

• Building complementary resource capabilities

• Speeding up new product introduction

Presenter
Presentation Notes
These partnerships between firms are contractual agreements to pool, exchange or integrate business resources for mutual gain. Factors driving these alliances include:moving into new markets – international expansionfilling knowledge gaps – one firm may have experience in a particular market which they can share with their partnerspooling to gain operational economies – e.g. manufacturing for both firms from one factorybuilding complementary resource capabilities – one may have strengths in logistics while the other has marketing skills in that marketspeeding up new product introduction – if able to share the cost and time to setup in a new market then can get new products introduced much quicker



A B

Presenter
Presentation Notes
Strategic alliances have some similarities to joint ventures. However, the big difference is that they do not create a shared organisation. They simply work together to achieve joint goals.



Strategic alliances

Five theoretical explanations:
1. Transaction costs

2. Resource dependence

3. Organisational learning

4. Relationship marketing

5. Strategic behaviour

Presenter
Presentation Notes
The five theoretical explanations for strategic alliances are:transaction cost – firms in strategic alliances minimise cost and riskresource dependence – few firms are completely self-sufficient. By forming a strategic alliance they can access resources in times of shortageorganisational learning – in this case the strategic alliance allows the organisations to obtain both specific knowledge and transferred knowledgerelationship marketing – firms need to form strong relationships with both customers and suppliers and a strategic alliance provides an excellent way of doing thatstrategic behaviour – the prime reasons for this strategy is to ensure that firms maximise profit and meet their strategic objectives.



Internal and external drivers of strategic alliances

Internal drivers
• Vertical
• Horizontal

External drivers
• Threat
• Advantage 

Presenter
Presentation Notes
Internal drivers Strategic links that are internal drivers can be either vertical or horizontal. Vertical – alliances across different levels of the value chain and are designed to improve the product offering. They can include distribution or outsourcingHorizontal – within individual elements of the value chain so as to reduce investment or access markets e.g. each partner may have distribution strengths in different markets External drivers These are related to the competitive threat or advantage.Motivated by a desire to tie up resources, gain insider status in O/S markets, improve chances of gaining govt business, to access low cost product for marketing at home



Contract manufacturing

Contract manufacturing
• Marketing firm contracts the manufacturing of the product 

to overseas manufacturers but retains control of the 
marketing of the product

• Major driver is cost savings

• Concerns 
• quality control
• Intellectual property protection

Are Uggs made in Australia?

Presenter
Presentation Notes
In this case the firm contracts the production to a local manufacturer but retains control over the marketing of the product. It is a strategy suitable in circumstances where the international market does not justify the firm establishing their own manufacturing operation and where there are high barriers to imports. It requires little investment and is a relatively quick way of entering an international market. Because brand name and company reputation are involved, it does require the exercise of quality control by the Asia–Pacific firm so that the contract manufacturer meets the firm’s quality and delivery standards. Another concern is that you may ‘clone a competitor’ if IP is not well protected. You are giving the factory owner all the information necessary to create your product and if laws are not strong in that country, they may decide to produce and sell your product for themselves.



Offshoring

Offshoring
• Involves the relocation to another country of business 

processes that were previously undertaken by the firm 
itself

• May be production or services
• Drivers are cost, efficiency, focus on core competencies

• Concerns
• Security / safety
• Intellectual property protection
• Creating a competitor

Presenter
Presentation Notes
This involves the relocation to another country of business processes that were previously undertaken by the firm itself. Offshoring occurs when firms, in order to improve their competitive advantage, produce offshore those activities that are peripheral to the firm's core competencies or to those aspects of the value chain in which their relative advantage in the home country is least.  Offshoring can either relate to production or to services. The latter is often referred to as business process outsourcing whereby firms contract with a third party in a foreign country to perform specific business tasks such as accounting or call services. China is now the most prominent destination for production offshoring and India for services offshoring. Sometimes simply called ‘outsourcing’ – this is the international version.Concerns include:Security of information – if the call centre for ANZ is in India, customers will want to know that their personal information is secureIPP – if this process is profitable, do laws protect the customer from having its idea ripped off?Creating competitors – related to IPP as it is necessary to give lots of critical information to the foreign service provider and they may decide to go into business for themselves



Countertrade

Countertrade
• A foreign market entry method that involves linking of an 

import and an export transaction in a conditional manner
• Form of international barter
• Drivers:

• Cash is scarce
• Repatriation of funds difficult
• Need to build relationships

Presenter
Presentation Notes
A foreign market entry method that involves the linking of an import and an export transaction in a conditional manner and frequently involves no money at all.It is essentially an international form of exchanging one product for the same value in another productDrivers:Declining foreign exchange reserves in developing countries Reduction in aid from developed to developing countriesThe desire for technologyDesire to reduce transaction costs by building up reciprocity and longer term relationshipsThe various forms of countertrade can be summarised as follows:barter (direct exchange of goods/services without involvement of money);counterpurchase (separate contracts covering goods offered and goods received linked by another contract making the performance of one conditional on the performance of the other with some settlement in cash is required);offsets (involving a mandated government requirement and driven by a desire to acquire technology as well as to reduce foreign exchange outlay);buyback (building or rehabilitating a production facility and being paid in resulting output); anddebt (discharging debt for goods/services so as to improve future borrowing collateral).



Born Global

Firms who either from inception or shortly thereafter 
begin trading in international markets

Entrepreneurial

Built on personal and business networks

Frequently based on technology

Presenter
Presentation Notes
Some firms begin their international involvement with the view that in order to survive they will from inception or shortly thereafter have to cater for international markets. In some cases, these ‘born global’ firms even bypass the domestic market and supply overseas markets from their inception. Categorised as ‘born globals’, their international entry modes are often dictated by the circumstances of the industry to which they belong. ‘Born globals’ are usually created by people who are entrepreneurial and who have large extensive international personal and business networks.Whereas in many Western countries the decision to ‘go global’ from inception is part of the firm’s strategic intent, in many emerging markets this is not the case and the ‘born global’ firm is a result of accident or circumstance.



Presenter
Presentation Notes
Since 1995, Rising Sun's Adelaide studio has been delivering world class visual effects work alongside the best in the industry.A dedicated team of the best local talent Australia has to offer, complimented with artists and production staff from around world, make RSP a truly international company. ��We are many things: painters, sculptors, musicians, photographers, skydivers, wine lovers, mountain bikers, scuba divers, rock climbers, brewers and drinkers of fine ales, the list goes on...��The one thing we all share is a passion for films and the craft of visual effects.www.rsp.com.au 

http://www.rsp.com.au/portfolio/players/rspPlayer_reel.htm
http://www.rsp.com.au/portfolio/players/rspPlayer_reel.htm


Presenter
Presentation Notes
The Wiggles are an example of a ‘born global’ organisation.



Evaluation of entry modes

• Choice of entry mode involves trade-offs 
• degree of control vs commitment of resources

• Relates to the depth of involvement in the foreign 
market - from FDI to export

Control Resources

Presenter
Presentation Notes
In viewing these modes of market entry it is important to recognise that most involve a trade-off between degree of control on the one hand and commitment of resources on the other. This trade-off exists between forms of exporting. For instance, with indirect exporting commitment of resources is minimal and the degree of control non-existent, whereas with direct exporting more resources are required but there is more control over what happens to the product/service and how it is represented.Motivation and situation are other factors in market entry decision-making. The issue of risk is also a major factor in the decision as to which entry mode to adopt. 



Theories of market entry: Dunning’s eclectic paradigm

Three elements:

• Ownership attributes  (O)
• Competitive advantage of firm
• Core competencies
• Control of resources

• Location attributes  (L)
• Factor endowments
• Government regulations

• Internalisation  (I)
• FDI of competitive advantage in foreign market

Presenter
Presentation Notes
Considerable research has been undertaken into the factors that cause firms to manufacture in the foreign country rather than export to it.Dunning argues that entry modes are influenced by OLI (ownership, location, internalisation). The paradigm has its origin in the concept that different countries have different factor endowments (they are endowed with different combinations of the various factors of production) that could be mobile or immobile across national boundaries. The more uneven the geographic distribution of factor endowments, the greater the likelihood of production taking place in the foreign country. The second concept underlying the paradigm is that of market failure, which arises because different countries have distinct political and economic institutions. Market failures can be structural (barriers to entry, government intervention) or transactional (economies of scale, risk etc.). This theory is relevant to explaining not only the location of economic activities across national boundaries, but also the division of those activities between multinational and uni-national firms. 



A schematic representation of entry choice factors

Presenter
Presentation Notes
This figure shows the entry mode options based on Dunning’s OLI factors.



Theories of market entry: Williamson’s transaction cost

Considers that the extent to which the chosen 
entry mode should provide control is a function 
of:
• Transaction specific assets: specialised physical or 

human investments

• External uncertainty: unpredictability due to economic 
and political factors

• Internal uncertainty: difficult in exercising control 
over the agent

• Free-riding potential: agent’s ability to exploit the 
relationship to personal advantage

Presenter
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Williamson argues that the foreign entry mode selected should be that which maximises long-run efficiency measured in terms of the risk-adjusted rate of return on investment. It is suggested that control is the most important determinant of risk and return and that high-control entry modes (e.g. wholly owned subsidiaries) increase return on the one hand and risk on the other. By contrast, low-control modes (e.g. licensing) involve less commitment of resources but also have lower returns. The authors postulate that the extent to which the chosen entry mode should provide control is a function of:transaction-specific assets including specialised physical or human investments such as proprietary processes or products at an early stage of the product life cycleexternal uncertainty reflecting unpredictability in the chosen international market due to economic and political factorsinternal uncertainty related to difficulties in exercising control over the agent in the international market due to lack of experience, culture and linguistic knowledge and familiarity with business customs and practices, andfree-riding potential, which refers to the agent’s ability to exploit the relationship for personal advantage, for example by degrading the brand name or by taking on the line to neutralise its competitive impact.On the above basis, high-control modes of entering foreign markets should be chosen when the firm possesses transaction-specific assets, when external uncertainty is high, when it is difficult to control the agent’s performance and when there is considerable opportunity for agents to take advantage of the relationship.



Information for market entry and expansion: 
Internal factors

Management characteristics

Firm’s characteristics:
• Problems of competing in the domestic market

• Willingness to commit resources

• Nature of domestic market

• Ability to make the necessary resources available

• Extent to which products are high-tech

• Size of the firm
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The information necessary to enable decisions to be made as to the nature of involvement in a specific international market can be categorised according to whether it relates to factors internal or external to the firm.Factors internal to the firm Management characteristicsPrevious experience in international situations.Ethnic background can provide leverage in new market e.g. Chinese Australians able to use family connections to build a business in ChinaNeed to operate in line with parent company outside the new market Firm’s characteristics Australian research has shown that international involvement is affected by:competition in the domestic market – if competition is high this may increase the push to expand internationallyresource commitment to overseas activities – does the firm have an international perspective?firm’s product and excess capacity in the domestic market ability of the firm to make necessary resources available – this may be from internal or external sourceshow high-tech the products are – high tech is often costly for R&D so needs to expand to new markets to recoup coststhe size of the firm – larger firms may be more likely to go international as they may have more resources. This is changing with IT developments enabling SMEs



Information for market entry and expansion: 
External factors

• Nature and attractiveness of the product category
• Physical characteristics, level of technology, brand 

recognition of the product

• Potential of foreign market
• Size of market, political an environmental risk, marketing 

infrastructure

• Government regulations and trade barriers
• Tariff and non-tariff barriers, quarantine barriers, 

mandatory local standards etc.

• Assistance from government and other bodies
• Investment incentives, facilitation of relationship 

formation
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Can be incentives and/or impediments and include: The nature and attractiveness of the product category For example:the product’s weight, size, composition and perishabilitylevel of technology in the productbrand name recognition. The potential of the international market Potential can be influenced by a number of things including the maturity of the product, market size and growth rate in the market. They can also be negatively affected by political risk, access and environmental risks. Marketing infrastructure also influences the decisions regarding potential. Government regulations and trade barriers Trade restrictions include:government import barriersgovernment manufacturing barriersenvironmentalismregional trade groupings.





Next week

Lecture: International marketing planning and strategy

Readings:
Chapters 9 & 12 Fletcher & Crawford 2013
See Interact
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