"The Global Environment and Strategy"
A significant number of U.S. Corporations now generate more revenue from foreign markets that from the U.S. market. In contrast, may foreign companies view the U.S. market as prime hunting ground. Data on foreign direct investment shows that the U.S. has fallen from 43.5% of the world’s total to 25.3% between 1980 and 1992. (Ball) Japan and Europe were the biggest gainers. What this means is the U.S. participation in subsidiary, joint venture, and plant investments around the world has increased at about ½ the rate of these other countries. We are no longer the largest investor in foreign markets.

To better illustrate the magnitude of global markets take a look at the list of well known consumer products below as of 1998. (Ball) Which one/s are of U.S. parent companies? Take a guess now and see the end of the lecture for the answer.

1. Norelco (electric razors) 

2. Chesebrough-Ponds (Vaseline) 

3. Electrolux (household appliances) 

4. Lever Brothers (Lux, Whisk, Close-up) 

5. Pearle Eyecare (glasses) 

6. Del Monte 

7. BF Goodrich (tires) 

8. Burger King 

9. Holiday Inn 

10. Nabisco (crackers and cereal) 

11. Scott Paper (Kleenex) 

12. CBS records 

13. General Tire (tires) 

14. A&W Brands (root beer) 

15. Motel 6 

16. Pillsbury 

The text groups the global environment in the category of external environment. While this may be true for a great number of U.S. companies, many of the largest U.S. companies consider themselves to be "multi-national" and even "multi-cultural" in structure and culture. The case you have this week, Caterpillar, is a multi-national for example. You will get a dose of this end of global strategy with this case so I will spend this time by giving you my perspective on the other end of the spectrum. When and how should an early stage company consider entering the global market?

My international experience has taken me to Europe and Asia working with 4 corporations – one being my own. From setting up foreign subsidiaries and distributors, to manufacturing new baseball shoes and licensing leading-edge technology I have covered many bases (no pun intended). I have made the usual mistakes with culture and business protocol. But I fell victim to the same strategy mistake I now advise against. 

My sage advise to new and early stage companies is to prove yourself in the U.S. market first. Create a sustaining positive cash flow first and then (and only then) begin to consider foreign markets. As you might expect – this advise is not what a new company wants to hear. Business plans make the Grand Canyon assumption that leaping the Pacific and Atlantic is the way to go right off the bat. I guess there is a fear that money sources would not be interested in only a U.S. market company. Obviously I don’t agree.

Take a look at the following five strategic options typically considered in any foreign expansion. I have ranked them in increasing order of difficulty (my opinion).

1. Export 

2. Licensing, manufacturing, franchising 

3. Joint Venture 

4. Foreign Branch 

5. Wholly-owned Subsidiary 

When I suggest to early-stage companies to concentrate in the U.S. they will often say; "what about exporting - that can’t be too disruptive." "All we have to do is ship the product."And, this option is very tempting to a new company. They may have been approached at a trade show or from advertising and feel flattered that now even the international market has taken notice. But even this simplest of global strategies does not come without a price. Unless you really know what you are doing (and most early stage companies don’t) you end up with lower margins, higher support, and all kinds of hidden costs not apparent in the beginning. Remember I make this observation from experience. I also make this observation knowing most early-stage companies have not yet created the sustaining positive cash flow so critical to long term survival.

One example from personal experience involves a product salvaged from a company I helped start and was involved with in California. I say salvaged because the California company eventually went out of business. I had invested over a year in time and considerable money trying to make it work and had arrived at a critical conclusion – it never would work. The company failure is a story for another time however. The point for us is in the product and the market. The company had a list of 23 venues that this product could be sold in and the list went from the largest potential to the smallest. Way up on the list was the foreign market. In fact over a million glasses were sold to this venue during the first year. 

The product was simply a role of plastic window tint film laminated to a clear substrate to form a frameless sun glass with 100% UV blockage. Most early sales were for advertising promotion, event specific sales, and premiums. Examples include the Long Beach Grand Prix (event specific with race car logo), Wylers’ Lemonade (premium with sun glass inside of dry lemonade mix), Seventeen Magazine( premium for new accounts), various concerts (sales), and the United Bank of Switzerland (logo glasses for new account promotion). By all accounts this product was off and running to great international success. Even the French Airforce bought some! Our foreign embassies have a program to facilitate introductions to the local business community and the marketing manager used this service touring Europe to set up distribution. 

Remember the hidden costs I talked about? The United Bank of Switzerland (UBS) order is a good example. The UBS sent an order for 100,000 sun glasses with their logo on the side at $1.00 each for an upcoming new account promotion. The terms were letter of credit payable at the California company’s bank in U.S. dollars. This was duck soup – so to say. 

All the company had to do was ship the product and the $100,000 would be in the bank. The artwork for the logo and the required PMS colors (black, red, and white) were received. A sample was worked up and sent back. A fax returned shortly with the comment; "the red was too dark and dull."The ink supplier verified that the correct PMS red was used but the plastic lens material being dark changes the PMS to a darker and duller shade. So the added step of first printing a white under-coat was added. Another sample went back to UBS. To meet the UBS’ delivery date the California company went ahead and started to make the order to meet the new account promotion date.  Another fax was received from UBS; "the revised red is even darker and duller than the first one." On and on this went until the California company finally had to scrap the first order and make it all over again. The once seemingly prestigious order with one of the world’s largest international banks cost the California company over $1.00 per unit to make (a real looser). Eventually the $100,000 from the letter of credit was in the bank but interim financing and the high manufacturing cost took its toll. Almost every foreign order during the first year had some type of problem. I can remember some of the people in the company complaining that the Swiss were just too picky. 

To cut the story short, I eventually negotiated with the company to give me the exclusive rights to #23 on the venue list in exchange for my equity interest and returned to Colorado to write a business plan. The plan worked and as it turned out #23 on the list was the only venue that could sustain a company. Number 23 was the Professional Eye Care Market. You may have had your eye’s diluted and been given a pair of temporary sun glasses. This product is now one of the two market leaders selling over 10 million per year. Rollens is the brand name. 

I was lucky to find a very good CEO to run the company but every now and then even he asks; " is it time to go-global?" I continue to give him my usual advise – and have since 1989 even though the company long ago passed my sustaining cash flow test. We have had numerous offers to distribute the product and to participate in Joint Ventures in Europe, Asia, Canada, and South America. But from experience I just have a hunch this is not as easy as it seems. 

