
Chapter 15

Entering 
Developed and 

Emerging Markets



Decisions … Decisions ...

1.Which market(s) to enter

2.When to enter and on what scale

3.Entry mode to use 



(1) Which Market(s) to Enter?

Attractive markets are:
Politically stable
Free market systems
Low inflation rates
Low private sector debt

Unattractive markets are:
Politically unstable
Mixed or command 
economies
Developing nations 
with excessive debt

Depends on long-term profit potential



(2) When to Enter Them?
1. Identify attractive markets (last slide)
2. Consider the timing of entry:

• Early entry – enter before other foreign firms
• First mover advantage

• Gain cost advantage (over late movers)

• Create high switching costs

• can turn into disadvantages if not well prepared

• Late entry – enter after others have established
• Reduce “pioneering costs” - Time, Effort, Expenses to learn the 

market



(2) When to Enter Them?
1. Identify attractive markets (last slide)
2. Consider the timing of entry:

• Early entry – enter before other foreign firms
• First mover advantage

• Can turn into disadvantages if not well prepared

• Late entry – enter after others have established
• Reduce “PIONEERING COSTS”

(Time, Effort, Expenses to learn the market)

First-mover advantages First-mover disadvantages
Preempt rivals and capture 
demand by establishing a strong 
brand name and customer 
satisfaction.

The enterprise must devote considerable 
effort, time, and expense to learning the 
rules of the game.

Build sales volume in that country 
and ride down the experience 
curve ahead of rivals.

Costs of promoting and establishing a 
product offering, including the costs of 
educating customers (marketing).

Create switching costs that tie 
customers into their products or 
services.

Changing regulations that diminishes the 
value of an early entrant’s investments.

Costs of business failure.



(2) When to Enter Them?
1. Identify attractive markets (last slide)
2. Consider the timing of entry
3. Decide on Scale of Market Entry

Large Scale
• Strategic

commitment
• Long-term impact

Small Scale
• Learn with less risk
• “Pilot” market



(3) Entry Modes

Six ways to enter a foreign market:
Exporting
Turnkey projects
Licensing
Franchising
Joint ventures
Wholly owned subsidiary



Exporting 

Common first step in international expansion
Later, many firms switch to another mode to 
better serve the foreign market



Exporting

Advantages of Exporting Disadvantages of Exporting
Avoids costs (often-substantial) of 
establishing manufacturing
operations in host country.

May not be appropriate if lower-
cost locations for manufacturing the 
product can be found abroad.

May help firm achieve experience 
curve and location economies.

High transport costs can make 
exporting uneconomical, 
particularly for bulk products.

(blank) Tariff barriers can make exporting 
uneconomical.

(blank) Local agents for marketing, sales 
and service may have divided 
loyalties.



Exporting – Shipment forwarding
FedEx Cross Border 

http://crossborder.fedex.com/us/
VIDEO

Buy from suppliers (wholesalers, drop shippers, etc), ship anywhere, 
in another currency, with landed costs included …

http://crossborder.fedex.com/us/


eCommerce – International shipping

https://www.myus.com/

Use a Freight Forwarder for large shipments
https://www.yellowpages.com/search?search_terms=freight+forwarder

https://www.shipito.com/en/http://www.amazon.com/b?ie=UTF8&node=230659011

https://services.amazon.com/global-selling/global-selling-guide.html

https://www.myus.com/
https://www.yellowpages.com/search?search_terms=freight+forwarder
https://www.shipito.com/en/
http://www.amazon.com/b?ie=UTF8&node=230659011
https://services.amazon.com/global-selling/global-selling-guide.html


Turnkey Projects

A firm contracts with another to build complete, 
ready-to-operate facilities
At completion, the client is handed the "key" to a plant that is 
ready for full operation  
Common in construction and industrial machinery

• Chemical, pharmaceutical, petroleum refining, and metal refining
industries

Customers are most often governments or large MNEs.



Entry Modes 3

Turnkey Projects

Advantages of Turnkey Projects Disadvantages of Turnkey 
Projects

Can earn great economic returns. Firm will have no long-term 
interest in the foreign country.

Can be less risky than 
conventional FDI.

Selling a technology through a 
turnkey project is also selling 
competitive advantage to 
potential and/or actual competitors.



Licensing

Licensor grants a licensee rights to intangible property to 
use in a specified area for a specified period of time in 
exchange for a fee
Examples:

Requires technology and IPR - "Senheiser" 
Brand extension (licensing into new product and/or service 

categories – extend your brand) FILM (2 min)

Cross-licensing:
Exchange technology, rather than compete with each other with 

every product in every market 
Most common among related companies (subsidiary-parent 

relationships)



Entry Modes 5

Advantages of Licensing Disadvantages of Licensing
No development costs and risks 
associated with entering a foreign 
market.

Does not give tight control over 
manufacturing, marketing, and strategy 
that is required for realizing experience 
curve and location economies.

Used when a firm wishes to participate 
in a foreign market but is prohibited 
from doing so by barriers to 
investment.

Limits ability to coordinate strategic 
moves across countries by using profits 
earned in one country to support 
competitive attacks in another.

Used when a firm possesses some 
intangible property that might have 
business applications, but it does not 
want to develop those applications 
itself.

Technological know-how risks
associated with licensing to foreign 
companies.



Franchising 
Specialized form of licensing
Franchisor grants an independent Franchisee

the use of essential intangible property and 
operationally assists the business on a 
continuing basis

Franchise success depends on three factors:  
1.Product Standardization
2.Effective Cost Control
3.High Brand Recognition

Can set up a master franchise - with the right to 
open outlets and/or develop sub-franchises on 
its own



Franchising – 2 Most Common Int’l

Master franchise agreement
A master franchise agreement includes the franchisee's right to sub-franchise. 
In effect, the master franchisee becomes the franchisor for their chosen 
territory. That right to sub-franchise usually goes into effect after the master 
franchisee has opened and is operating a specified number of units.

Area developer agreement
In an area developer agreement, the franchisor signs with an area developer 
to open an agreed-upon number of units over an agreed-upon period of time. 
These agreements usually grant exclusivity in the territory. The area 
developer fees are based on the number of units, and the area developer 
pays a royalty to the franchisor. The franchisor agrees to train the area 
developer in all aspects of operation of the business, and then the area 
developer operates or oversees operations of all units. Area developer 
agreements do not grant the right to sell sub-franchise licenses.

International Multiunit franchise agreement
A hybrid of both Master and Area Developer agreements – newest form …



Franchising 

Advantages of Franchising Disadvantages of Franchising
Firm experiences lower costs and 
risks than opening a foreign market 
on its own.

May inhibit the firm’s ability to 
take profits out of one country to 
support competitive attacks in 
another.

Quickly build a global presence Quality control.



Joint Ventures

Establishment of a firm that is jointly owned by two 
or more otherwise independent firms 

Most joint ventures are 50:50 partnerships
Can benefit from a partner's knowledge of the host 

country's competitive conditions, culture, 
language, political systems, and business 
systems 

Can lead to conflicts and battles for control



Joint Ventures

Advantages of Joint Ventures Disadvantages of Joint Ventures
Local partner’s knowledge of the host 
country’s competitive conditions, 
culture, language, political systems, 
and business.

Loss of technology control.

Shared costs and risks. Lack of control over subsidiaries that 
it might need to realize experience 
curve or location economies.

Political considerations (government 
interference, nationalism, etc.). 

Can lead to conflicts and battles for 
control between the investing firms if 
their goals and objectives change or if 
they take different views as to what the 
strategy should be.



Wholly Owned Subsidiaries

Firm owns 100 percent of the stock  
Firms can establish a wholly owned subsidiary in a 

foreign market:
• Setting up a new operation in the host country

• Acquiring an established firm in the host country
Reduce the risk of losing control
Accepts the full costs and risks
Separate legal entity advantages



Wholly Owned Subsidiaries

Wholly Owned Subsidiaries 
Advantages

Wholly Owned Subsidiaries 
Disadvantages

Reduces the risk of losing control 
over technology.

Bear full cost and risk of 
establishing new market.

Can tightly control operations in 
different countries.

Risks with conducting business 
in a new culture.

Location and experience curve 
economies.

Can be other problems 
associated with acquisitions that 
outweigh the benefits.

100 percent share of profits.



Strategic Alliances

Cooperative agreements between potential 
or actual competitors
Can be formal joint ventures 
Can also be short-term contractual agreements
The number of strategic alliances has exploded in 
recent decades
Example:
Piggyback marketing is when you use a 
complementary company



Strategic Alliances 1

Advantages of Strategic 
Alliances

Disadvantage of Strategic 
Alliances

May facilitate entry into a foreign 
market.

May give competitors a low-cost 
route to new technology and markets.

Allow firms to share the fixed costs 
(and associated risks) of developing 
new products or processes.

May generate short-term profits, BUT
the result is to “hollow out” U.S. firms, 
leaving them with no competitive 
advantage in the global marketplace

Brings together complementary skills 
and assets that neither company could 
easily develop on its own.

(blank)

May help the firm establish 
technological standards for the 
industry that will benefit the firm.

(blank)



Entry Methods 

1 -
Indirect 
Exports

2 –
Indirect Exports

3 -
Direct Exports

4 -
Licensing/ 
Alliances

5 -
Joint Venture

6 -
Indirect Exports

7 -
Licensing;
Alliances

8 -
Licensing

Entry Method
Company Stage Product Markets Service 

Markets
Emerging High-Growth Mature 

New to Int’l Expansion -
Low on resources

Have IPR; 
Global need is clear;  
Need to learn more about 
the market

Well established int’l; 
Have clear advantages; 
High on resources

9 -
Wholly 
Owned 
Subsidiary

10 -
Acquisitions;
Licensing

11 -
Wholly Owned 
Subsidiary

12 -
Franchising;
Alliances; 
Exporting



You Make the Call

Propose a cell and a market entry method for each 

A. U.S. Pharmaceutical company - expand to Vietnam, but unfamiliar with the market. It has patents.
B. Wholesaler of food products to Thailand, have little international experience
C. McDonalds - expand to sell it services worldwide
D. Beverage maker, has "formula” I.P.R., selling to European market, needs to learn to adapt
E. Small energy company - sell to governments in rapid growth markets, little international experience
F. French ski manufacturer, just starting internationally, selling to U.S.
G. IBM - sell mainframes to Europe. Wish to maintain corp. philosophy of "top customer service"
H. Disney - Has strong I.P.R. (name) to sell to Asian markets, not up to speed on Asian culture
I. Small U.S. Fish company – wish to expand, sell unprocessed fish to China
J. Panasonic – Selling to China, expanding distribution base
K. Consulting service company – starting international expansion.
L. Japanese automobile company – Entering Malaysian market



(3) Entry Modes – Which is Best?

Entry Mode Choice

• Country Risk
• Government Restrictions

• Market Potential
• Demand Uncertainty
• Competition Uncertainty

• Assets/Resources Available
• International Experience

Market-Specific FactorsCountry-Specific Factors

Company-Specific Factors



A Word About 
Competition

In many US industries we 
need to compete with one or 
two large competitors …
Similar trends worldwide …
Source:
https://openmarketsinstitute.org/

https://openmarketsinstitute.org/


Mode of entry Advantages Disadvantages 
Export Does not require high resource commitment in the 

targeted country 
Hard to control operations in target country

Inexpensive way to gain experiential knowledge in 
foreign markets

Provide very small experiential knowledge in 
foreign markets 

Licensing Speedy entry to foreign market Hard to monitor partners in foreign markets 
Does not require a high resource commitment in 
the targeted country

High potential for opportunism 

Can be used as a step towards a more committed 
mode of entry

Hard to enforce agreements 

Franchising Quick entry to foreign market High monitoring costs 
Requires a moderate resource commitment in the 
targeted country

High potential for opportunism and damage to 
reputation 

Wholly owned 
subsidiaries 

Low risk of technology appropriation Could not rely on pre-existing relationships with 
customers, suppliers, and government officials 

Able to control operations abroad Potential difficulty in accessing existing managers 
and employees familiar with local market 
conditions 

Low-level of conflict between the subsidiary and 
the parent firm

The firm is seen as a foreign firm by local 
stakeholders

Mergers and 
acquisitions 

Low risk of technology appropriation Problem with integrating foreign subsidiaries into 
the parents system 

Able to control operations abroad Managers of acquired foreign subsidiaries have a 
weak attachment parent firm 

Provides high experiential knowledge in foreign 
markets
Access to existing managers and employees 
familiar with local market conditions

Advantages and Disadvantages of Entry Modes


	Chapter 15
	Decisions … Decisions ...
	(1) Which Market(s) to Enter?
	(2) When to Enter Them?
	(2) When to Enter Them?
	(2) When to Enter Them?
	(3) Entry Modes
	Exporting 
	Exporting
	Exporting – Shipment forwarding�FedEx Cross Border 
	eCommerce – International shipping
	Turnkey Projects
	Entry Modes 3
	Licensing
	Entry Modes 5
	Franchising 
	Franchising – 2 Most Common Int’l
	Franchising 
	Joint Ventures
	Joint Ventures
	Wholly Owned Subsidiaries
	Wholly Owned Subsidiaries
	Strategic Alliances
	Strategic Alliances 1
	Entry Methods 
	You Make the Call
	Entry Methods 
	(3) Entry Modes – Which is Best?
	A Word About Competition
	Slide Number 34



