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Companies should look to foreign countries as potential new markets for the goods and 

services.  New foreign markets can increase sales, diversify the company’s customer 

base, amortize new product development costs and provide protection against variations 

in the domestic business cycle.  Foreign markets also provide good opportunities for 

selling older, more mature, products that have become obsolete in more advanced 

markets.  In addition, a network of global facilities allows a company to quickly divert 

products and supplies into regions where demand is booming. 

 

While international business has traditional been seen as the domain of large multi-

national firms it has become an increasingly important element of the business strategies 

of smaller companies that now look to international markets as a path for achieving a 

significant portion of their initial growth targets.  Studies indicate that successful 

technology-based companies generally derive a significant percentage of their revenues 

from foreign sales activities.  Given that small companies generally have a limited set of 

technology resources, adapting their initial products for use in one or more foreign 

markets may be less risky, and more cost-effective, than undertaking a product 

diversification strategy in the domestic market.  The problem is, however, that many 

small companies fail to understand the competitive factors that exist in foreign markets 

and the difficulties that will be encountered in effectively penetrating the new area 

including the need to find experienced and trustworthy local employees and other agents 

in those markets. 

 

For companies based in countries where the domestic market is small, such as those in 

many parts of Europe, globalization is more than a matter of growth, it is perceived as 

being necessary in order for the company to survive at all.  A similar argument drives 

companies that were launched to exploit relative small niche markets to search for similar 

types of customers in foreign countries with the goal of making the company the 

recognized world leader in its chosen area.  Even companies blessed with larger domestic 

markets push quickly into foreign markets for survival reasons based on the need to 

preempt development of potential competition in those markets that will ultimately 

threaten the company at home. 

 

In addition, globalization can, depending on the nature of the product, be a good way to 

amortize product development costs.  The argument in this case is that foreign sales 

revenues can be used to offset the often large up-front product development costs and 

thus reduce the average unit costs for the product.  The efficacy of this strategy will 

depend, however, on the resources necessary to adapt the initial product for sale and use 

in foreign markets.  In addition, as discussed elsewhere, foreign sales activities will carry 

additional costs that are unrelated to the initial product development expenses, notably 

the expense of developing and executing an effective marketing campaign.  As a result, 

companies often find the incremental net value of new foreign sales activities to be less 

than originally anticipated. 
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While companies should be looking to global opportunities from the time that initial 

product development begins, some companies will defer their interest until they reach the 

stage where the projected growth in domestic markets is beginning to flatten.  As time 

goes by, the company can anticipate that new competitors will enter the domestic market 

and that the number of prospective customers that have not made a procurement decision 

will begin to erode.  In either case, the rate of growth for future sales will not be as high 

as it was when the product was first launched.  In response, the company may look to 

promising foreign markets that may still be at a much earlier stage of development and 

therefore offer prospective growth rates that are much higher than those available in the 

domestic market, at least over the short- to medium-term planning period.  Estimates of 

growth must, however, be tempered by all of the risks associated with entering any new 

market, particularly incomplete information and inexperience with business practices in a 

foreign country.  Moreover, investments may be required in adapting the products for the 

foreign market and successfully launching a marketing campaign for the products and the 

relatively unknown company itself.  Finally, the company must consider that its 

competitors in the U.S. will also be interested in the same foreign markets and that local 

firms that have gained access to the relevant technology may have already established a 

base in what is their domestic market that will be difficult to overcome. 

 

The content in this report has been adapted from material that will appear in Fall 2008 

in Alan Gutterman’s publication entitled “Going Global: A Guide to Building an 

International Business and is presented with permission of Thomson/West.  Copyright 

2008 Thomson/West.  For more information or to order call 1-800-762-5272.  Alan 

Gutterman is the Founder/Principal of Gutterman Law & Business 
(www.alangutterman.com), which publishes the Emerging Companies Blog 

(www.emergingcompaniesblog.com) and the Business Counselor Blog 

(www.businesscounselorblog.com), and a Partner of The General Counsel LLC 
(www.thegeneralcounsel.net). 

 

 

 

 


