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10 Mastering Global Business

Although the globalisation of the world economy
has been golng on for several decades, m.lnrm.ujur
corporations have only recently embraced the chal
lenge of building a global presence.

This is tree not only for the majority of corpora:
tions in emerging econcmies but also for many
large companies in the industrialised nations. For
exampbe, even industry besders such a8 ATET, Wal-
Mart and Marrioit have made serious efforis
towards Elobalisation only sinée the late 18608

In fact. many established multinationals, siech as
Citlenrp and Motorola are still in the early stages of
building a presence in the major emerging markets
of Asia, Latin America, exstern Europe and Africa.

To build global presence in a way that minimis-
5 risk and maximises refums. A company must
ariddress the folbowing four questions:

@ Which product line or limes should be ussd
2% the launch wehicks for globalisatien’

# Which marksts shoukd be snisrnd first?
B Whal would b the cptimal mods of murkel satryT
@ lsw rapesty shousd the company sxpand giobalty?

This article provides guidelines to heip finms make
these decisions systematically and intelligently.

Choice of products

When any multh-prodisct firm chooses to g abroad,
it must ask itsell whether it should globallse its
entire partfolio simulianeowsly or wee o subset of
product lines as the launch vehiche,

It 1= often wiser to do the latter, given the fact
that glohal expansion peses 3 high risk to any firm
entering the wordd arena for the first time - simul-
naneowsly | glotalising the entire portfolio com-
pounds this risk dramatically, The question then
becomes which product line or lines to globalise in-
tally. This choboe should be driven by the twin
goals of maximising returns and minimising risk.
These requirements are flustrated by the case of
Marriott hotels (see right).

Choice of markets

No firm can be regarded as truly global unless it is
present in all strategic markets. But how does 3
firen decide which markets are strategically nwost
important and when o enter these markets?

A market's sirategic imponance is determined
by several factors, sume having to do with “market
padential” and some with “learning potential”,

Market potential refers to both cusrent market
aie aril growth expectations for @ particular lne of
husiness.

Learning potentinl 15 driven by two things: the
preserice of sophisticated and demanding cus
tomers for o prodsct or servioe, whio force the com-
pany to innovate continuously; and the pace at
which techinologies are evolving in that markey.

The timing of a flrm's entry inio strategic mar.
kets depends on its ability to exploit them. This
ability is a function of the height of entry barriors
mlhrhmmrdmwmmmmmnm

Entry barriers are likely to be lowest in markels
that are geographically, culturally and Knguistical-
Iy clese to the domestic market and where no reg-
ulations constrain trade and investment.

But even when entry barriers are low, intense
competition can hinder o company’s potential for
explaiting a market. For example, the large US
market has historically proved to be a graveyard
for forelgn entrants in the retail industry procisely
becase of the intensity of local competition.

Figure 2. on page 11, prsents a conceplual
framework that compankes can use as they consid-
er which markets to enter - and when. It combines
the two key dimensions of a markets strategic
Importance and & company’s ability to exploit it

A firm should enter rapidly those markets char-
acterised by high strategic importance and high
ability to explolt. By comparison, 8 flrm can afford
1o be much more opporiunistic and ad hee with
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How to huild a global

Summary

Even for companies that we regard as long-standing
multinationals the journey towards true globalisation
is relatively new. In this article Anil Gupta and

Vijay Govindarajan provide a checkist for building a
global presence. They show how companies should
address the key questions: which product to use as
the launch vehicle for globalisation; which markets to
enter first; what the best mode of market entry is;
and how rapidly a company should expand globally.

Casostudy .. \arrioft

In the late 16808, LS hotels group Masnott Corpomison was stil assentially
a domestic US company. It had two principal lnes of Dusinsss:
Iodging and contract Serdces.

Tha leogng sector mckucked lour distingt procuct Bnes

# Full-service hotels and rescrts [“Marmictt” brand)
#® Mid-price hotels (“Courtyard®)

» Budget price hotels (“Fairfeld knn™)

# Long-term-stay hatels (“Residence Inn®)

Contract ssnnced ancompasied Mred product res:

# Marriott Management Services
# Host/Travel Plazas
@ Masriott Senior Living Services (retirement communities)

s the company smbarked on globalisation. it had to confront the guestion
of which product lne for lines) to start with

Figure 1 presents a conceptual framensan bo identity thode product lines that
might be prefered candidates for sarly globalisation. As indicated thens, sach
Ené of business in the company's pantiole should be evalusiad Song two
dmansions = one petaining fo potential returns (epected pay-offs from
ghobalisation) and the ather partairemg to potential nek idegres of loesl

adaptation reguined).

The first cimarsson focuses on the magniude of globalisation's pay-olfs. in
Mamictl's case il 8 Clear thal such pay-oMs ire potentialy much larger tor full-
sanvice lodging than for Bhe netinement community Business.

Alrmrtfnrnhminnprnduohh
globalise initially

Artractheandas of proust @88 56 il velubiss b gRsbabaation

Lo
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COMmuNity busingss,

The second dimension in the framework refiers to the sxdent 1o which differ-
et lines of Dusiness woukd requine local adapTaton in order 1o sucosed in for-
#ign marets. To what degres would new product andior ssnacs leatures naed
1o be developsd locally 05 cpposed 1o Bha cloning of proven and

concepts and capabities?

Sinoe any new divelopment inohes risk, the gréater the degres of local
adapiation nequired the greater i e sk of failure - particularty when such
dervelopment i WWMMWMHW

For Marmiott, the retiremant community busingss recquines more local

than full-sanvice Thuss, full-sarvice lodging offers the

presence

respect to those markets that have low strategic
importance but that are easier to exploit.

In the case of markets with high strategie impor-
tance that are very difficult to exploit. we necom
mend a phased approach where market entry is pre
ceded by the development of needed capabilithes

Such capabilities can be developed by first enter-
ing a beachhead market - that is, a market very
sienilar to the targeted market and which provides
a lowerrisk opportunity to leam how Lo énter and
succeed in the chosen market.

Somi examples of beachbead markets aften wsed
by eompanies are Switzerland andior Austria for
Germany, Canada for the UFS. and Hong Kong and
Talwan for China. Firally, a firm shoald stay away
from those markets that are nefther stratemc nos
easy to exploit

Mode of market entry

Cmen a company has selected the country or coun
tries 1o enter and the product line(s) that will serve
as the launch vehicle, it must determine the appeo-
priate mode of entry,

This issue rests on two fundamental questions:

To what extent will the company rely on sxports
wversus bocal production within the Largel mar-
ket? Here the firm has a range of choices - from 100
per cent export Mnrmbod mm Lhruugn export of
but I¥. to 100 per cent

tocal productian.

To what extent will the company exercise own-

ership control over those activities to be per-
formaed locally in the target market? Again, it faces
a ramge of chodees, from 0 per cemt ownership
mades (such at, Heensing or franchising), through
partial cwnership modes (such as joint ventures or
affiliates), to 100 per cent ownership modes.

In answer to the first question. greater reliance
on becal production would be appropriate under L
folbowing four condithons:

' Thl local market s hw ‘than the ménimum

t scale of o L Thee larger the local
rsarked, the more lecal production will translad
Into scabe sconomies while halding down tar :
transportation  costs.  Japanese  tyre smu:
Bridgestone’s emtry Mo (the U5 marked by acquir
Ing the kocal production base of Firestone instead of
exporting tyres from Japan s an example

# Shipping and tari#t costs associated with export.
ing 1o the targat market are 5o high that they neu-
traliss any cost adh of
mmnmw'rhh hllwnmnm
som why cement companies such as Comex and
Lafarge Coppes engage heavily in local production
in every country that they have entered.

# The nsed for local customisation of the product
‘cdeaign s high. Product customisation requires both

a desp understanding of local market peeds and an
ability to incorporate this understanding in the
company's design and production  decisions.
Localisation of production in the target market sig-
niflcantly enhances a firm’s ability to respond accu-
mately and efficiently 1o local market needs.

#® Local content requirements are strong. This &
one of the major reasons why foreign auto compa
nbes rely heavily on local prodiction in markets
such as the European Union. China and India.

The second question relstes o the extent of swnir
ship controd over locally performed activities,
Entering the market via an alllance permits a
company to share the costs and risks: associated
with market entry and allows rapid scoess to local
knowhow. But it also has the potential for various
types of conflict. Allanoebased entries are often

‘adapiaton lndging,
of both greater pay-offs and lesser rak, and AMenges &S an ANrACHE vericle
or gicbalisation.

mare appropriste under the following conditions:

# The company is short of capital. Such a lack
drove Neroy Corporation’s dectsion in the 19508 10
enter the European market through an allkapee



Financial Times, January 30, 1998

Mastering Global Business 11

Which markets to enter

and when
High [ |
12 |1
Phassd-in entry |
. Biapiad |
x| .| __ | EEE =
of market 3 |
|
Dt |
Lo b metry | iy |
Lirer Firm's abilfty to High

Andl K. Qupta =

S50 of Sirategy and
matoral busness at

ne University of Manytand

¥ Colags

ark, whrg ha

with the UK's Rank Organisation,

® The physical, linguistic and cultural distance
batwean the host and the home country I8 grest.
The mors dissimdlar and wnfamiliar the target mar.
ket, the greater is the need for a firm to rely on a
local partner to provide local knowhow and net
works. Conceivably, it could obiain thess assets
through an acquisition. However, in highly unfa-
miliar markets. a firm's ability to manage an
acquired subsidiary i often very limited

& The subsidiary would have low operational
with the rest of the multinaticnsl

operations. Shared cwnership of a local subsidiary
puts major constraints on a firm's ability to
meshape the subsidiary’s goals or operations to Mt
with changing needs in the rest of s global nat
wark. The resulting lack of congruence s less of a
liability where the subsidiary was not well inte
prated to begin with

% The risk of nrmmuric laaming by the partnes is
low. In the typical joint veniure, the two partners
pool different bui complementary knowhow and
learn from each other as their cone operations inber.
act. In effect. the allisnce is often a leamning rce.
If ome firm bearns faster than the other |t may soon-
er or later seek to dissolve the alliance with its stll-
disadvantaged former partneT

& Government regulations require local
participation. Historically. several countries with
very larpe market potential (such as China and
Brazil) have been successful in imposing the joint
venture option on foreign entrants even in those
cases where all olber considerstbons might have
favoured the cholce of complete ownership.

Speed of global expansion

Having begun the journey towands globallsat &
company must still address one final question: how
fast should it expand globally?

HRapid globalisation enables a firm to grow
aggressively but can also spread managerial, organ-
izational and financial resources too thinly, This
can jeopardise a company's ability to defend and
profit from the global presence it has created

Faster global expans: 5 more appropriate
under the following con g

® 1t is easy for competitors to replicate & firm's
mocips for sucoess. Thiz possibility is obvious for
fass food and retalling companies stch as Kentucky
Fried Chicken and Starbuck’s. where once the con-
cept has been proved in mearket competitars
can easily replicate it in an occupied market with
rekativ low investment

@ Scale sconomiss are extremesly important. '.'n'.'y

large ecomombes of scale give the sarly and rapid
globaliser seive first-mov advantages and
handicap shower globalisers for long periods. This
Is why tyre manufacturers such as Goodyear,
Micheiin and Bridgestone that have globalised st a
rapid rate pow have considerable advantage over
shower globalisers such as Firelli and Continental

& Management's capacity to manage global opera-
tions is high. For example, consikder the case of
experienced glohal companies such as Anglo-Dateh
Unilever or Swedish-Swiss ABB. Should either of
these companies successfully introduce & mew
product line in one country, it would be relatively
eagy and logheal for it 1o globalise this lire rapidly.

Case study

Wal-Mart's
meticulous strategy

Building global présence s never sxclusively the result of a grand
design. Nor is it just the outcome of a sequence of opportunistic and
random moves.

The wisesi approach. which might be called “directed opporiunism™,
maintains opportunism and Mexibility within a broad direction set by a
systematic framework that addresses the four major ssnes discussed in
this article: choice of products: cholce of markets; mode of market
eatry; and speed of global expansion.

U'S retail chain Wal-Mart provides an excellent illusiration of some of
the key slemenis of this ramework. Wal-Mart focused on the Americas
and Asla for its initial foray into globalisation.

Mexico, the second most populons country in North America, was the
first country Wal-Mart emiered. Given the significant income and cul-
tural differences between the US and Mexico and the fact that this was
Wal-Mart's first globalisation move. the company realised that it had a
Iot to learn and &0 set up a 50-50 jodnt ventune with a local Mexican
retailer.

As Wal-Mart expanded further in Latin America it targeted the two
next largest markets, Braril and Argentina.

Thé entry into Brazil was also through a joint venture with a local
partner. However, given the ability to leverage its learning from its
Mexican experience, Wal-Mart chose to sel up a 60-40 joint venture in
which it had & controlling stake,

As the company's Latin American experience became more sigmifl-
cant, it entered Argentina through a fully owned subsidiary,

Given the similarities in income and culture between the US and
Canadian markeds, Wal-Mart entered Canada through a straight 100 per
et acqulsiiion.

Wal-Mart's moves inte Asla also appear to be guite loghcal. It staried
by targeiing three of the largest markeis - Japan, China and Indonesia,
However, because of the shgnificant lnguisti Itural and geographi
distance between the US and these markets, the company chose (o rely
very beavily on sirategic alllances in all of thess markets.

Finally, it ks noteworthy that Wal-Mart used Hong Kong a3 8 beach-
head for subseguent sntry inle China.
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