CHAPTER 9

GLOBAL MARKET ENTRY STRATEGIES: LICENSING, INVESTMENT, AND STRATEGIC ALLIANCES
LICENSING 
· What is licensing?
Licensing is as a contractual arrangement whereby one company (the licensor) makes an asset available to another company (the licensee) in exchange for royalties, license fees, or some other form of compensation.

The licensed asset may be a brand name, company name, patent, trade secret, or product formulation. Licensing is widely used in the fashion industry. 

Licensing is a global entry and expansion strategy, with considerable appeal.  It can offer an attractive return on investment, provided that the necessary performance clauses are included in the contract. The only cost is signing the agreement and policing its implementation. 
· What are the major advantages and disadvantages associated with licensing?
There are two key advantages associated with licensing as a market entry mode. 

1. Because the licensee is typically a local business that will produce and market the goods on a local or regional basis, licensing enables companies to circumvent tariffs, quotas, or similar export barriers.

2. Licensees are granted considerable autonomy and are free to adapt the licensed goods to local tastes. 

Licensing is associated with several disadvantages and opportunity costs.  

1. Licensing agreements offer limited market control. 

2. The agreement may have a short life if the licensee develops its own know-how and begins to innovate in the licensed product or technology area. 

In a worst-case scenario, licensees — especially those working with process technologies— can develop into strong competitors in the local market and, eventually, into industry leaders. 

To prevent a licensor-competitor from gaining unilateral benefit, licensing agreements should provide for a cross-technology exchange between all parties. Overall, the licensing strategy must ensure ongoing competitive advantage.

Special Licensing Arrangements

Companies that use contract manufacturing provide technical specifications to a subcontractor or local manufacturer. The subcontractor then oversees production.

· What are the advantages of contract manufacturing?

Such arrangements offer several advantages. 

1. The licensing firm can specialize in product design and marketing, while transferring responsibility for ownership of manufacturing facilities to others. 

2. The licensing firm has limited commitment of financial and managerial resources.

3.  The licensing firm has quick entry into target countries, especially when the target market is too small to justify significant investment. 

One disadvantage: Companies may open themselves to public criticism if workers in contract factories are poorly paid or labor in inhumane circumstances. 
Franchising is another variation of licensing strategy.  A franchise is a contract between a parent company-franchiser and a franchisee that allows the franchisee to operate a business developed by the franchiser in return for a fee and adherence to policies and practices. (Table 9-1). 
Franchising has great appeal to local entrepreneurs anxious to learn and apply Western-style marketing techniques. 

The following questions should be asked of would-be franchisers before expanding overseas:

• Will local consumers buy your product?

• How tough is the local competition?

• Does the government respect trademark and franchiser rights?

• Can your profits be easily repatriated?

• Can you buy all the supplies you need locally?

• Is commercial space available and are rents affordable?

• Are your local partners financially sound and do they understand the basics of franchising?
The specialty retailing industry favors franchising as a market entry mode. (The Body Shop is an example.)

Franchising is a cornerstone of growth in the fast-food industry; McDonald’s reliance on franchising to expand globally is a case in point. 

INVESTMENT
· When do companies move from exporting or licensing to investing?

After companies gain experience outside the home country via exporting or licensing, the time often comes when executives desire a more extensive form of participation. 

IN particular, the desire to have partial or full ownership of operations outside the home country can drive the decision to invest.  Foreign direct investment (FDI) figures reflect investment flows out of the home country as companies invest in or acquire plants, equipment, or other assets. 

Foreign direct investment allows companies to produce, sell, and compete locally in key markets. 
The final years of the 20th century, the top three countries for U.S. investment were the United Kingdom, Canada, and the Netherlands. The United Kingdom, Japan, and the Netherlands were the top three investors in the U.S. during the same period. 
Foreign investments may take the form of minority or majority shares in joint ventures, minority or majority equity stakes in another company, or outright acquisition. 
Joint Ventures

A joint venture with a local partner represents a more extensive form of participation in foreign markets than either exporting or licensing.  A joint venture is an entry strategy for a single target country in which the partners share ownership of a newly created business entity. 

· What are the major advantages and disadvantages of the joint venture?
· By pursuing a joint venture entry strategy, a company can limit its financial risk as well as its exposure to political uncertainty. 
· A company can use the joint venture experience to learn about a new market environment.
· Joint ventures allow partners to achieve synergy by combining different value chain strengths.
· A joint venture may be the only way to enter a country or region if government bid award practices routinely favor local companies, if import tariffs are high, or if laws prohibit foreign control but permit joint ventures. 

The disadvantages of joint venturing can be significant. 

· Joint venture partners must share rewards as well as risks. 

· There is the potential for conflict between partners.  
· A dynamic joint venture partner can evolve into a stronger competitor.
· Requires more investment than a licensing agreement

· Requires strong coordination

Investment via Ownership or Equity Stake 

The most extensive form of participation in global markets is investment that results in either an equity stake or full ownership.  An equity stake is simply an investment. Full ownership, means that the investor has 100 percent control. This may be achieved by a start-up of new operations, known as, greenfield operations or greenfield investment, or by merger or acquisition (M&A) of an existing enterprise.

If  government restrictions prevent foreign majority or 100 percent ownership, by foreign companies, the investing company will have to settle for a minority equity stake. In Russia, for example, the government restricts foreign ownership to 49 percent. 
An investing company may start with a minority stake and then increase its share (e.g., Volkswagen started with a 31 percent share in the Czech auto industry and then increased to 70 percent). 

Large-scale direct expansion by means of new facilities can be expensive and require a major commitment of managerial time and energy.  However, political or other environmental factors may dictate this approach. (Tables 9 -3 and 9-4) 

Acquisition is an instantaneous—and even less expensive—approach to market entry or expansion. 

Full ownership avoids communication issues and conflict, whereas acquisitions must integrate the acquired company and coordinate activities. 

What is the driving force behind many of these acquisitions?  It is globalization and the realization that globalization cannot be undertaken independently.                                                          
Several advantages of joint ventures also apply to ownership, including access to markets and avoidance of tariff or quota barriers. Ownership permits technology transfer and access to manufacturing techniques. 
The alternatives —licensing, joint ventures, minority or majority equity stake, and ownership—are, points along a continuum of strategies for global market entry and expansion. 

A global strategy may call for a combination of strategies. 

Sometimes competitors within a given industry pursue different strategies.

It can also be the case that competitors within a given industry pursue different strategies.

GLOBAL STRATEGIC PARTNERSHIPS

· Why would any firm seek to collaborate with another firm, be it local or foreign?

Recent changes in the political, economic, sociocultural, and technological environments have combined to change the relative importance of those strategies.  Trade barriers have fallen, markets have globalized, consumer needs and wants have converged, product life cycles have shortened, and new communications technologies and trends have emerged. 

Although these developments provide unprecedented market opportunities, there are strong strategic implications for the global organization and new challenges for the global marketer. 

Today’s competitive environment is characterized by unprecedented degrees of turbulence, dynamism, and unpredictability; global firms must respond and adapt quickly. 
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The terminology used to describe the new forms of cooperation strategies varies widely.  The phrases collaborative agreements, strategic alliances, strategic international alliances, and global strategic partnerships (GSPs) are frequently used to refer to linkages between companies from different countries to jointly pursue a common goal. 

· What are the main characteristics of strategic alliances?

The strategic alliances discussed here exhibit three characteristics (see Figure 9-2).

1. The participants remain independent subsequent to the formation of the alliance.

2. The participants share the benefits of the alliance as well as control over the performance of assigned tasks.

3. The participants make ongoing contributions in technology, products, and other key strategic areas. 

The number of strategic alliances has been growing at the rate of 20 to 30 percent since the mid-1980s.

The upward trend for GSPs comes in part at the expsense of traditional cross-border mergers and acquisitions.  A key driving force is the realization that globalization and the Internet will require new inter-corporate configurations.  (Table 9 – 6). 

GSPs are attractive for several reasons:
· High product development costs in the face of resource constraints may force a company to seek one or more partners. 

· The technology requirements of many contemporary products mean that an individual company may lack the skills, capital, or know-how to go it alone. 
· Partnerships may be the best means of securing access to national and regional markets. 

· Partnerships provide important learning opportunities.

Because licensing agreements do not call for continuous transfer of technology or skills among partners, such agreements are not strategic alliances. 

Traditional joint ventures are basically alliances focusing on a single national market or a specific problem. 

· A true global strategic partnership is known by five attributes. What are they?
GSPs differ significantly from the market entry modes discussed earlier.  A true global strategic partnership is different; it is distinguished by five attributes.

1. Two or more companies develop a joint long-term strategy aimed at achieving world leadership by pursuing cost-leadership, differentiation, or a combination of the two. 
2. The relationship is reciprocal. Each partner possesses specific strengths that it shares with the other; learning must take place on both sides. 
3. The partners’ vision and efforts are truly global, extending beyond home countries and the home regions to the rest of the world. 
4. The relationship is organized along horizontal, not vertical, lines. Continual transfer of resources laterally between partners is required, with technology sharing and resource pooling representing norms. 

5. When competing in markets excluded from the partnership, the participants retain their national and ideological identities.
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Assuming that a proposed alliance has the above five attributes, it is necessary to consider six basic factors deemed to have significant impact on the success of GSPs: mission, strategy, governance, culture, organization, and management.
1. Mission. Successful GSPs create win-win situations, where participants pursue objectives on the basis of mutual need or advantage.

2. Strategy. A company may establish separate GSPs with different partners; strategy must be thought out up front to avoid conflicts.

3. Governance. Discussion and consensus must be the norms. Partners must be viewed as equals.
4. Culture. Personal chemistry is important, as is the successful development of a shared set of values.

5. Organization. Innovative structures and designs may be needed to offset the complexity of multicountry management.

6. Management. GSPs invariably involve a different type of decision making. Potentially divisive issues must be identified in advance and clear, unitary lines of authority established that will result in commitment by all partners. 

· What are the guiding principles of successful collaborations?

Companies forming GSPs must keep these factors in mind.  Moreover, the following four  principles will guide successful collaborators:
1. Partners must remember that they are competitors in other areas. 

2. Harmony is not the most important measure of success – some conflict is to be expected. 
3. All employees, engineers, and managers must understand where cooperation ends and competitive compromise begins. 

4. Learning from partners is critically important.
MARKET EXPANSION STRATEGIES

· What market expansion strategies do U.S. companies typically pursue?

Companies must decide whether to expand by seeking new markets in existing countries or, alternatively, seeking new country markets for already identified and served market segments.
These two dimensions in combination produce four market expansion strategy options, as shown in Table 9-7. 
Strategy 1, country and market concentration, involves targeting a limited number of customer segments in a few countries. This is typically a starting point for most companies. 

In Strategy 2, country concentration and market diversification, a company serves many markets in a few countries. This strategy was implemented by many European companies that remained in Europe and sought growth by expanding into new markets. It is also the approach of the American companies that decide to diversify in the U.S. market as opposed to going international with existing products or creating new global products markets. 
Strategy 3, country diversification and market concentration, is the classic global strategy whereby a company seeks out the world market for a product. The appeal of this strategy is that, by serving the world customer, a company can achieve a greater accumulated volume and lower costs than any competitor and therefore have an unassailable competitive advantage. This is the strategy of the well-managed business that serves a distinct need and customer category. 

Strategy 4, country and market diversification, is the corporate strategy of a global, multi-business company such as Matsushita. Overall, Matsushita (Now Panasonic) is multi-country in scope and its various business units and groups serve multiple segments. Thus, at the level of corporate strategy, Matsushita may be said to be pursuing Strategy 4. At the operating business level, however, managers of individual units must focus on the needs of the world customer in their particular global market. In Table 9-7, this is Strategy 3—country diversification and market concentration. An increasing number of companies all over the world are beginning to see the importance of market share not only in the home or domestic market but also in the world market. Success in overseas markets can boost a company’s total volume and lower its cost position.

