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THE ISSUES

In order to compete in the global marketplace, one needs to understand the issues involved
which are:

1. Economic

2. Political
3. Cultural, including social and moral
4. Technology including computers, transportation and the Internet
5. Legal and financial including property rights and protection
6. Organization structures and strategic alliances
7. Global Monetary System
ECONOMIC

There are many trade theories that have been bantered about over the years, and many are just
that — theories. The primary focus of theories and technology is obviously getting embryonic
products, services or technology from "mind to market." But most of the challenge is finding a
market and getting a product to that market.

So while theories like the Ricardo Theory or Heckscher-Ohlin Theory or Product Life Cycle
Theory may sound good, in reality they are academia’s way of identifying what business folks
have done for years. Today there are newer theories like the “Innovation Diffusion” strategy,
which are discussed in books such as “Crossing the Chasm” (Moore) or “Innovator's Dilemma”
(Christensen).

As a colleague Mark Neelyl, LLB AIMM , states “When you mesh the dry science with
qualitative/quantitative research (basically taking the 'technology adoption life cycle' and merging
it with deep market data and consumer attitudinal research), you can pretty well come up with a
no-brainer business strategy that tells you which consumer segments are going to buy, when and
why, and (if you do your research well) for how much.”

“This allows you to develop a succession of marketing and product development strategies (each
consumer segment requires different marketing/product strategies), as well as map out the

I Mark Neely, LLB AIMM, Author & Technology Commercialisation Consultant, mpn@infolution.com.au
Moderator - I-Entrepreneur Digest - www.adventive.convlists/ientrepreneur/summary.html
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longevity of your product (so you can work out when to introduce further innovations or
incremental/iterative enhancements without cannibalizing your market share etc.)”

And as my friend, Jacques Chevron? one of the world's leading branding gurus and author of the
Delphi Theory™, states "The concept of life cycle is self-defeating. Look at Proctor and Gamble's
Tide. While product formulae may have a limited life, the concept behind the product Tide (“tough
or tougher on dirt”) can continue as long as the formula is continually adapted to incorporate new
advances, new lifestyles, etc. Tide has more than half a dozen formulations in test market at any
one time and quietly replaces the old product with the updated one."

Fellow author, Prentis Hall®, Director of the Industrial Marketing Practice Association, says that
most people (with the help of the business press) misunderstand the original meaning of "life
cycle." As originally developed by Bruce Henderson, the life cycle curve is derived from
something called the experience curve, which explains the rate at which manufacturing efficiency
improves with time. He was talking about categories of technology, and entire markets, not
individual products, or even individual companies. The experience curve is still a valid concept
when you are talking manufacturing costs.

Why do we need theories? Let’s look at the basics. International trade is very simple — you have
products; | want products; | buy your products. Of course there are other issues — like | don't
know | want your products, or | can't afford your products or competitors have a better
price/selection. That's where marketing comes into play. Tell me about your products; tell
manufacturing to make the products so | can afford them; make me want to buy your products.

| consulted for a major US -based financial services company who wanted to expand globally and

they wanted their products to reach everybody in the world — all 5.9 billion people. Their products
ranged from $200 to $10,000 annually. The first thing I did was some simple market research.

1. There are 183 countries (out of 228) with per capita income under USD $10,000 which
represents 85.3% of the world's population.

2. There are 166 countries with per capita income under USD $5,000 which represents
81.5% of the world's population.

3. There are 99 countries with per capita income under USD $1,000 which represents
62.5% of the world's population.

How can somebody in Indonesia, China and India, with 41.5% of the population, and with
average per capita income of USD $649, afford $200 annual fees? In effect, this company lost at
least 3.9 hillion at the low end and 5 billion at the high end. Why didn’t they do the simple
research? In any event, it meant a re-positioning of products and their marketing plan. And a
realization that there are some areas of the world that they will not be able to penetrate.

LOGISTICS AND DISTRIBUTION

How do | get products distributed to other countries? It may be easy to manufacture products
locally, but how does a company get those products to another country and how does one
distribute in that country? The laws that govern selling in a country also affect logistics. For
example, in Germany one must state the landed cost to the consumer, which must include all
duties, freight and taxes, which therefore implies technology that can handle global pricing.

2 Jacques Chevron is one of the world's leading authorities on branding. He has an impressive list of clientsin the
Fortune 50 group as well as independent businesses. His Delphi may be found on his site, or send him a note at
mailto: Jacques@JRCandA .com?Subject=ETD_Delphi

8 Prentis Hall, Publisher, Industrial Marketing Practice Association. An Organization Dedicated to Providing Practical
Ideas and Career Growth for Industrial Marketers email:  hallpw@practitioner.com http://www.practitioner.com

4 A good book to read on the topic is "The Logic of Market Srategy" by Bruce Henderson.
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Do you setur; a warehouse in a country? Use a public warehouse? Manufacture-in-a-country, or
is it cheaper to export to that country? Partner with an importer?

Joint ventures seem to be popular, yet they have a very high failure rate. One study of 49
international strategic alliances found that two-thirds ran into serious management and financial
troubles within two years of their formation, and although many of the problems were resolved, 33
percent are ultimately rated as failures by the parties involved.

POLITICAL

There are three types of political systems (a/k/a “isms”) in the world today — capitalism,
communism and socialism. A fourth — fascism — died shortly after WWII. In the late 1970’s the
majority of the world’s population lived under communism. With the collapse of the Soviet Union,
communism failed and most people believe it will be a matter of time before it collapses in China,
now the largest communist country. This thinking became more apparent when Hong Kong's
lease to Great Britain expired and it was returned to China, who now sampled capitalism.

Today there are now more democratic countries in the world than at any other time in history -
119 democratic states out of 192 total countries (62 percent) in 2000 as opposed to 22
democratic states out of 154 total countries (14.3 percent) in 1950.

What these isms don't account for is “tribal totalitarianism” where a group of people are united

without borders — common in many parts of the world especially in Africa and the Middle East.
Country borders were designed by old European colonial powers, which didn’t reflect the tribal
realities. If you ask a Jewish person what nationality he is, he will say Jewish. While it is not a
nation, it is a tribe.

What does all this mean for international business? For global business to thrive, it is necessary
for countries to honor the laws of other countries, and to be willing to eliminate trade barriers.
Isolationism or the radical view of foreign direct investment doesn’'t work! A country that imposes
high import duties to protect its domestic business will fail and consumers will lose in the long run.

On the other hand, countries that invite foreign direct investment will grow rapidly, and the
consumer benefits. Many countries require that foreign investment be minor shareholdings in a
company, which is a way to protect domestic production. In the coming years, South America
and Latin America are slated to be the premiere growth areas and the smart business
owner/manager will look to expand there. Sprint is developing telecommunications in these
regions, and they are poised for significant advancement in the next decade.

Today, with the European Union and the Euro, there is now a major “country” that will be a threat
to US economic dominance. Europe is comprises of individual countries, similar in size to
individual states in the US. Except they have different languages, different currencies, different
cultures and different duties and taxes. Now with a common currency and relaxed restrictions on
cross-border trade, we shall see a major economic block. And that force will only strengthen as
the EU moves toward a political union. Maybe, some day we will see the United States of
Europe.

While they are not as strong as the EU, there are other examples of regional economic
integration, with NAFTA being closer to home. Canada, U.S. and Mexico have agreed to allow
free trade among members. Others include the Association of Southeast Asian Nations
(ASEAN), Asia Pacific Economic Cooperation (APEC), Central American Common Market , The
Andean Pact and MERCOSUR (between Brazil and Argentina).

5J. Bleeke and D. Ernst, “The Way to Winin Cross-Border Alliances’ Harvard Business Review,
March-April, 1991
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These regional economic integration pacts will benefit the consumer the most with increased
competition, which implies reduced prices. Of course, this will be an issue with businesses who
may look to expand in a country because of the potential higher profits. For example, a
Volkswagen Golf cost 55 percent more in Great Britain than in Denmark and 29 percent more in
Ireland than in Greece. With a single market, those price differences will disappear.

There is a question whether countries still need to protect their domestic businesses at all, especially
from those companies who engage in “dumping”, i.e., selling products far below cost to kill an industry
in a country. The US imposed a high import duty on electronic components from Japan, which
actually hurt US manufacturers like IBM, Apple, Compaq and others who used the components. The
US Commerce Department was hoping to get Japanese manufacturers to set up operations in the
US, which would never happen, since these companies invested heavily in Japan. US component
manufacturers did not, and that industry segment is failing.

CULTURAL

The religious, moral and social cultures of a country are often overlooked, especially by more

advanced countries like France and the U.S. (the “ugly American” syndrome), which causes
hatred among many people.

When doing business in Japan for example, one must first discuss social or family issues, and not
bring up business unless your host does so first. When dealing with the Muslim community, you
must understand that they live by the Koran, and must pray five times a day. | was in a meeting
with five Muslims, and they had to break for prayer right in the middle of a presentation. From
that point on, | first asked for the prayer schedule for the day, so | could work around it.

Islam is also the only religion that dictates how business will be conducted. Muslims cannot do
business with any person or company who charges or receives interest. They believe you do not
put your sweat into work if you earn money from money. Hence, they don’t use banks. Now, if
they don’t have achoice they can do business with these interest-laden companies. It is like

eating pork. It is forbidden, however, if they were on an island and all that was there were pigs,
then they could eat pork. Same with banks.

Muslim banks will not charge interest. Rather they take an equity position in a business to which
they lend money, and share in the profits.

Considering there are 1.4 billion Muslims in the world, ruled by 300 royal families, who in turn are
supported by tribal sheikhs, who oversee up to 40,000 individuals, it would behoove one to
understand them if you want to do business with them. Offend them, and they will be gracious
throughout your meeting, but never call you back nor tell you what you did to offend them. While

doing business with this community, | had to attend a six-day behavioral training program that was
given to diplomats and potential business partners worldwide.

TECHNOLOGY

While most economists may say it is impossible to identity one issue that contributed more to
globalization, in my opinion it is technology. According to Moore’s Law, technology doubles its
capacity and halves its cost every 18 months. Today the Palm Pilot has more capacity than did
mainframes in the 1960s (yes there were computers then).

Since computer programming is intellectual property, it is ideal for poorer countries to capitalize
on, and to become the technical gurus of the world. India has become a software powerhouse in
the past decade. They have the third largest concentration of software engineers in the world, yet
the per capita income of India is only $453! And India has a very poor information technology
(IT) infrastructure (1.8 personal computers installed with a population of 1 billion) and is one of
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the lowest éniernet-enabled countries (7 million online in December 2001 — 0.67% of the
population™).-

Today, Eastern European countries are also becoming hot software development countries. At
one of our companies, we had a development team in Belarus with a staff of ten. The total pay
for that office was less than the cost of one programmer in the U.S. (at $877, the per capita
income in Belarus is higher than India) and the productivity was greater. | define productivity as
the volume of quality work in a specified period of time, i.e. the programming was completed
within budgeted time periods with a minimum number of “bugs.”

Piracy. The advances in technology also enhanced legal issues, namely intellectual property.
While books and music are intellectual property, never has the world been exposed to intellectual
property that could be easily copied. China never accepted the intellectual property concept and
blatantly pirated software, music and books, selling them in open markets away from tourists.
The government never budgeted for software, which meant they used pirated programs.
Software that normally sold for thousands of dollars could be purchased in shops for under $100.
And, they even had factories manufacturing the hologram that identified Microsoft Windows
software packages.

Microsoft lobbied the US and Chinese government to clean up this pirating. Hence, China was
never admitted to the WTO until 15 November 1999, when China and the United States reached
a bilateral agreement over the terms upon which China may become a member. The biggest
stumbling block was software piracy.

Piracy has always been an issue in the software industry. When | owned a software house, we
used to figure that there were ten copies of pirated software for every legitimate sale. So, when
somebody wanted to know how many users, you merely multiplied the sales units by ten. That is
a little more difficult today, especially with the Internet and online registration and updates. But it
is still an issue in some countries.

This piracy issue isn't just in China. Many countries with a poorer population seem to disregard
intellectual property. Last year, when | lived in the British Virgin Islands, we rented a movie and it had
a header that came on frequently that said the tape was pirated and to report it. When | mentioned it
to an islander, she said the guy was only trying to make a living and to ignore it!

LEGAL AND FINANCIAL

The General Agreement on Tariffs and Trades (GATT) outlines how 130 member countries trade
with each other. The World Trade Organization (WTO) polices the international trading system.

Contracts. Having entered into many international contracts, | can assure you that they are very
difficult to construct and to enforce. Contracts in one’s country are fairly easy to enforce, as the
laws are pretty clear. Internationally, it is not so easy, as a country usually favors the resident
entity.

A common contract clause used by international companies is:

Governing Law. All disputes arising out of or in connection with the present contract shall be
finally settled under the Rules of Conciliation and Arbitration of the International Chamber of
Commerce by one or more arbitrators appointed in accordance with the said Rules. The
venue for the arbitration shall be <independent city/country>. The law governing any and all
disputes arising out of or relating to this Agreement shall be the law of the <countries of the
parties> as deemed applicable by the arbitrator.

Financial. Financial controls and money management are critical for success. Without cash
management, a company will fail. It is an art in itself — the ability to have enough cash on hand to
run the operations, yet not too much which should be invested to generate more revenue.

SNUA Surveys http://www.nua.com/surveyslhhow_many_onling/asia.html
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Controlling costs will improve the bottom line. Let's look at an example and say we have a retail
chain who is doing $100 million in sales. Industry standards show that markdowns usually
represent 19% of sales, shrinkage represents 3 %2 %, they turn inventory 2 % times a year and
inventory carrying costs are 10% of inventory. If a company can manage inventory and control
customers better, they could reduce markdowns and improve inventory turns.. And if they can
control theft, they reduce shrink. If they can improve markdowns by one percent, shrink by %
percent and improve inventory turn to three times a year, they would improve their bottom line by
$3,166,667 each year, or an improvement of 3.17%! And that's easily attainable.

On the balance sheet side of the financials, many financial managers try to improve accounts
receivable and delay accounts payable to improve their cash position. Let's assume our sample
company above has $12 million in accounts receivable and $6 million in accounts payable. This
would mean it takes 43.2 days to collect receivables, and they are paying vendors in 21.6 days.
The industry standards are normally 30 days on both. If they improved A/R to 30 days they would
realize $3.7 million and if they delayed A/P payments to 30 days, they would realize $2.3 million
or a cash flow improvement of $6 million!

So, with some simple cash management and cost controls we have realized $9.1 million this year!

ORGANIZATION STRUCTURES AND STRATEGIC ALLIANCES.

It is easy to establish an organization structure if operating in one country — typically sales,
operations manufacturing and financial functions report to the CEO. What happens when you
expand globally? Should you have centralized senior management? Regional managers?
Functional managers? Should we have strategic alliances, or own the processing?

There is no clear cut answer to this and it all depends on the company and its culture. One needs
to be careful that there is not an overlap of functions when regionalizing. Yet centralizing all
functions is not productive either. For example, distribution of products may be possible from one
country where products are shipped by the container load to customers. But that won't work if
you are selling to independent retailers — which represent 70% of the US and European market -
who don't have the capacity to accept a container load.

With any of these strategies, control is the most critical factor to consider. When companies
expand globally, they usually begin with an international division, which rarely works because of
the conflict between domestic and foreign operations. In my experience with a number of
international companies, what works best is to give each regional group, or country operation,
autonomy and monitor their results. Have them create a forecast and budget, and let them run
their own operations, monitoring their performance against budget. By dictating policy to the
regional operation, you run the risk of conflicting with local customs. Who best knows a region
than the regional manager?

One company with whom | consulted is a Swedish corporate giftware company with global
operations. They give the regional managers complete autonomy on the product mix, staffing,
distribution and financials. Regional managers are part of the global executive team that
oversees the entire worldwide operation. Each manager has a vote on policy and can bring to
the table any new products, ideas, processes or strategic partners. They perform or suffer the
consequence.

Another one is a US division of a Chinese polyresin manufacturer. The CEO of the US operation
reports to the Chairman of the parent company, and has no say in any part of the operation. The
parent company dictates what they will sell, how much and at what price. While the parent has
complete control, the US operation is not growing as they would like, mainly because of their lack
of experience with the US market.
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In ALL cases, two “O” (officer) positions MUST be appointed by, report to and be a member of
the board of directors. Those positions are the Chief Executive Officer (CEO)and Chief Financial
Officer (CFO). The CEO'’s responsibility is to be the visionary for the company and to execute the
business plan. The CFO is responsible for the finances and controls of the company. Quite often
the CFO reports to the CEO, and that is a disaster waiting to happen. The CFO must report to
the board, report on budget vs actual financial results and identify any control issues that are
significant and which can hurt the performance of the company. And, both should be monitored
by an independent outside auditor — one who has no other responsibility than auditing the
company — no consulting engagements; no joint ventures.

A recent corporate scandal showed malfeasance by the CFO who was reporting incorrectly. In
another case, the CEO and founder was using corporate funds for personal use. Unfortunately,
in these cases, the outside auditors did not do their job, due mainly to conflict of interests with
other engagements at the company. In another privately-held, global company where |
consulted, the CEO/Chairman of the Board was misusing customer funds. The accounting officer
reported it to one of the directors, who did nothing. The CEO would not let any officer meet with
the board, and reported what he wanted to the board and the executive team. He finally got
caught and will probably go to jail. Had another officer been a member of the board, this would
have been caught earlier and the company would have been saved.

In a global company, the financial manager in each region must report to the CFO of the parent,
and not to the CEO of the region. And the CFO should report to the board and not the CEO.
Other officers can report to the CEO, and should also report to the like officer in the parent
operation, i.e., the COO and CTO reports to the CEO of the region, and also prepares reports
and summaries for the COO and CTO of the parent. By the way, in this technology world, the
CTO is a critical position, and it may be better to have him report to the CTO at the parent level,
and not the CEO of the region. This is usually a staff position, rather than a line position, and
technologists need to talk to technologists.

In my opinion, the reason many companies fail with global expansion is they fail to control all functions
worldwide. Yes, each region needs to have a separate sales, operations and accounting function, but
the senior executives at the home office needs to set policy. And, even today, technology seems to
be the biggest function that is grossly mismanaged, simply because senior management doesn’t
understand technology. Just as a C.F.O. establishes policies for accounting, so too should the C.T.O.
establish policies for technology worldwide.

GLOBAL MONETARY SYSTEM

Paul Volcker, Former Chairman Federal Reserve stated “A global economy requires a global
currency.” Unfortunately there is no universal global monetary or banking system. Each country
has it's own which creates a new industry — stabilizing currency for future purchases — rate
forecasting services. For example, Japan Airlines (JAL) buys planes from Boeing, and places
orders five years ahead of delivery. The valuation of the Yen compared to the USD will affect the
final price of the purchase. So, to offset the fluctuation, JAL purchases “forward exchange
contracts” from companies who will guarantee the price in the future. Obviously, this is a cost
that is passed on to the consumers.

Many countries restrict the ability of residents and non-residents to convert local currency into
foreign currency, which makes international trade and investment more difficult. Hence to do
business in these countries, means one needs to enter into “counter trade” whereby companies
barter for goods, which can be sold in the open market.

A better approach would be to use gold as a global currency. It is the most stable form of
currency on Earth, and is not considered a “currency.” Hence it is not subject to the currency
restrictions and banking laws (The gold standard was in use worldwide from the 1870s to the start
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of WWI when several governments financed part of their massive military expenditures by printing
money.).

At the start of the first millennium, you could obtain a suit of clothes — a robe, sandals and belt for
one ounce of gold. Today, 2000 years later, you can still buy a suit of clothes for one ounce of
gold! T A company could transact business using digital gold and the currency would be more
stable than present currencies. Since they would use digital gold, the transfer of funds would be
immediate, rather than the cumbersome wire transfer methods presently in use. There are
approximately 750,000 people using digital gold now, and that number is expected to climb to 1
billion within the next three years.

There is no such thing as a global bank. They may be regionalized and they do cooperate, but

there is no global bank. In fact, even if you have an account in a bank, it doesn’t necessarily
mean you can transact business in that bank in another region.

The end of 2002 we shall see a new theory for a revolutionary global monetary system, one that
supersedes the existing banking system or anything close to it. It will use gold and technology to pay
suppliers in the retail supply chain. Itis my doctoral dissertation! Stay tuned.

SUMMARY

In all cases, a company’s core competence is critical for success. If technology or intellectual
property is proprietary, then that company should not even consider joint ventures or licensing.
And, global expansion will never happen successfully if the company does not have a great
management team who can carry out expansion. It is critical that managers do not become
victims of the Peter Principle, where they reach their level of incompetence, and not know it.
They must be intellectually honest, and admit they don’t know something.

HH
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