
I’m From the Government, and I’m Here to Help You.

In 1991, John Much, a North Sea fisherman, bought a rotting prawn fishing boat, not to go fishing in but for the fishing license that came with it. His accountant advised him to create a tax deduction by donating the boat to the national coastal parks as a tourist attraction.

The German environment ministry vetoed the gift because Much didn’t have an official “gift contract”. Clearing that hurdle took 10 months. Then objections came from the office for land and water industry, which wanted to know where the boat would be wintered, and from the harbour master, who refused to allow a crane on his jetty to haul the boat from the water. Then the Tonning city planning office demanded planning permission, including regional permission from the interior ministry, which in turn required permission from the listed objects and monuments department.

The federal shipping and hydrographers’ office demanded written confirmation that the boat was to be put on land. The confirmation was from the Tonning town council, but the construction office refused to build foundations for the boat, and a private firm had to be contracted to build it.

Finally, 18 months after Mr. Much offered the boat as a gift, it was lowered into place in the national park. Mr. Much was not present for the handing-over ceremony – he had gone fishing in frustration.

Today, few visitors will understand the purpose of the fishing boat in a field. The explanatory notices have been removed. There was no planning permission for them.

Common Pitfalls

The following are some of the most common problems that exporting companies run into when introducing their first (or additional new) products into a foreign market. Once again, this is by no means a closed list, but it does illustrate the major areas of concern for exporters.

Recall what makes global expansion “possible”
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Euros

Dollars

Direct Costs: $18 per unit

$9,000,000
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Cost to Europe.

1,500,000
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            3,875,000 
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Selling Price Before European 
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[Cost / (1-0.20)]

          24,010,417 

Total Profit

4,802,083
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Tariff for Non-EU Country

10% of import price
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Total Price Charged to Foreign 
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                    52.82 

                     79.23 
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Some of the Many Barriers to Global Expansion

However, once the possibility exists, taking advantage of it is another thing altogether. You must make it through a number of barriers. Among them are the following:




Mistake #1: Costing

There’s more to product “costing” than production costs

You must figure in:

Production Costs, Exchange rates (any hedging necessary), Tariffs and duties, Transportation (freight), and other unexpected costs (like re-labelling – see pg. 234 for Canadian requirements –  re-calibrating, license fees to foreign governments, etc.)

Example: Order for 500,000 Canadian-made Widgets from a company in Italy. Overhead is $12.5 million and direct materials and labour are $18 per widget. Contract for Payment will be in Euros and the exchange rate is €1 = $1.50. How much do we charge to make a profit equivalent to 20% of total revenues? The answer is €24,010,417. See below.


Mistake #2: Standards

· Be aware of the fact that not everything is interchangeable in the world.

· Your DVDs and CDs will not work in most places in the world for example.

· Electrical standards vary as well. Plug-ins as well as voltage.

· Clothing and shoes sizes vary. 

· Measuring standards vary (Weights and Measures Canada)

· Culture varies as does ethical standards

· The implication of all this is that you lose out on economies of scale if you have to change production runs for every country that you’re manufacturing for due to differences in standards.

· The International Organization for Standardization (ISO) was created for just such a purpose.

· It’s goal is to standardize just about anything you can imagine. 

· This facilitates trade in goods and ideas, and helps to ensure standardized quality measures, safety procedures, and anything dealing with industry, business and trade. (Firms that comply often claim such i.e. “ISO 9001 compliant”)

· Imagine how difficult it is to evaluate or rate a product’s quality when everybody is using different materials, procedures, and a different rating system.

Mistake #3: Marketing

· Marketing can be though of in terms of the Marketing Mix. NEVER assume that is the same as Canada in any place but in Canada. (And quite frankly, it’s not even the same throughout Canada either). The Marketing Mix (otherwise known as the “Four Ps”) is:

· Price

· Product

· Place (Distribution)

· Promotion

· Misunderstanding the composition and demographics of the market WILL lead to disaster

· Understanding comes from research into language, culture, history, market demand, distribution channels, etc

· Background research is a way to avoid this

· Another is to do a joint venture with a foreign firm (they’ll automatically bring market expertise)

· Or hire a marketing firm in the foreign target market

Mistake #4: Infrastructure

· Understand that infrastructure is a very broad word meaning a number of things.

· Generally, it’s the large-scale institutions, services, and structures that allow a society to function. Examples include:

· Schools

· Government at all levels

· Police, courts and prisons

· Highways, railways, seaports, and airports

· Telecommunication systems

· Other utilities

· Hospitals

· The degree to which a country has these developments determines how easy (or how possible) trade with this nation will be

· Most nations recognize the importance of having services available to help foreign business become established and provide extensive help networks. 

· The Canadian Government has many services available to companies looking to expand internationally
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		Particulars		Projected Calculations

		Production Costs		Euros		Dollars				Production		500,000		widgets

		Direct Costs: $18 per unit				$9,000,000				Direct Costs (material, labour, etc.)		$   18		per unit

		Indirect Costs:				12,500,000				Overhead and hidden costs		12,500,000		in total

		Transportation Costs								North American Freight		$   3		per unit

		Cost to Europe.				1,500,000				European Freight		7.75		Euros per unit

		Cost within Europe		3,875,000						Exchange rate		1.5		Euros per $

		Cost Before Duties and Tariffs		19,208,333						E.U. Tariff rate		10%		of pre-tariff selling price

		Selling Price Before European Tariffs								Desired Profit		20%		of selling price

		[Cost / (1-0.20)]		24,010,417

		Total Profit		4,802,083		7,203,125

		Tariff for Non-EU Country								20,135,417		(total Euros brought home)

		10% of import price		2,401,042						$3,020,313		(gain on currency translation)

		Total Price Charged to Foreign Customer		26,411,458

		Per Unit Cost to Charge client		52.82		79.23
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