Comm 320 – Entrepreneurship

Section 5 – Business Plan

Business Plan: Essential tool in planning & operating of business
WHAT ARE THE 3 PERSPECTIVES WHEN WRITING  BUSINESS PLAN?

Scope: Consider 3 perspectives:

1. Entrepreneur:  Remember vision & strategy?  Entrepreneur should clearly articulate what business is about

2. Customer:  Marketing perspective, why would someone buy this product/service?

3. Investor:  Should be realistic financial projections & well built financial statements
General Outline: C.C.O.N.E.
1. Define Concept: Expansion/diversification idea briefly stated to orient reader to plan.

2. Illustrate Opportunity: External analysis that articulates interesting opportunity
3. Explain how opportunity will be Exploited: Marketing approach/plan
4. Describe Capacity: Operations plan details internal “abilities” to meet this opportunity.

5. Explain Numbers: Financial plan/statements then “translates” all info into financial projections/info

Section 6 – Growth AND STRATEGY
Strategy definitions:

·  Fit’ b/w business & external competitive environment 
· Strategy: about positioning an organisation for sustainable competitive advantage. It involved 1) Making choices about industries to participate in, 2) products/services to offer, 3) how to allocate corporate resources to achieve sustainable advantage 
Typology of Strategies:

1. Main: corporative – directed towards achieving main aims of organisation
2. Functional strategies – directed towards achieving main managerial & operational aims of organisation (financial strategy, marketing strategy, etc.).

3. Specific strategies – directed towards achieving aims of specific elements or directions
Strategy making for Small Business:
A. C.L.I.P.
· Informal rather than formal process
· personal priorities & goals of owner-manager

· Characterized by Improvisation
Key challenge:
· Lack resources & management skills
· acquisition of resources: focus on attracting resources & generating sales rather than on marketing & competitive advantage.

WHAT ARE THE Benefits of Strategy:

Outcomes of developing strategy:

- Statement of Goals / Objectives

- See bigger picture & confront issues beyond daily problems

- Organisational efficiency & productivity

- Predict unexpected circumstances & risk factors
- Consideration of alternatives
- Better internal management, & possibility of enhanced staff development
- Better financial performance, & management in general
Reasons there isn’t a strategy: barriers for small businesses

- Lack resources to plan & acquire external advice & support

- Lack necessary expertise for managing all aspect of business

- Centralised decision-making: very “hands-on” & makes all decisions.

- Don’t know how to do formal strategic planning process
- Lack of time
- Reluctant to share ideas or info with others (lack of trust and opennes).

- Fear of failure when goals are set up
Success Strategies in Small Firms:

· Consider two important questions:

· Where to compete? & How to compete?

· Keys to a good strategy THAT SHOULD BE TAKIN INTO ACCOUNT

S.I.C. F.-UCK
· Should be “fit” b/w business & external environment
· Industry structure also plays critical role, suggesting that periods of high growth & maturity offer better opportunities for small business
· competitive advantage

· feasible & consistent with skills & resources of business
WHAT ARE THE Strategies Relevant to Small Business: Strategic Planning Process

Vision: Imaginary picture providing idea of desired future of organisation & its aspirations & ambitions. How do we see business in long-term future?
Mission: “Brief statement of purpose of existence of company”
Objectives: What do we want to achieve?

                    Specific

                    Measurable

                    Achievable

                    Realistic

                    Timing
DEFINE THE Strategic Planning Process: SDSI
· Situation Audit (SWOT analysis):  Analyze external industry/market environment & internal capacities of business (profound diagnosis of current state & potential for long-term development).

· Develop Alternatives:  Ensure there’s “Fit” b/w firm & environment, & they are feasible.

· Strategic Choice:  Consider issues again, make decision: those which are most effective within changing external factors.

· Implementation / Monitoring:  Implement & measure through feedback 
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Porter’s Generic Strategies:

Competitive advantage: Gained through attributes & resources to perform at higher level than others in same industry. When sustain profits that exceed industry average, firm is said to possess competitive advantage. 

WHAT ARE SOME Focus (Niche) Strategy: Advantages 

S.P.A.A.M.
· Suggested approach: Select segment in an industry & tailor strategy to serve it

· Pinpoint narrow market niche & focus limited resources on this niche
· Achieves competitive advantage, although not for whole market
· Avoids direct competition with larger companies who find niche too small
· Makes small business “big fish in a small pond” & gains customer loyalty.

Market Niche: Small but profitable segment that is particularly suitable as target group!

 WHAT ARE SOME Focus (Niche) Strategy: Dangers

C.A.T.I.
· Incorrectly identify market niche
· Too small for business to survive & secure financial stability
· “All your eggs are into one basket”
· competitor recognises attractiveness of segment served by focuser & mobilise its superior resources to better serve segment's needs
Differentiation

WHAT DOES THIS STRATEGY MEAN?

· Unique & non-conventional characteristics of product/service which are preferred by target clients or customers (added value), & distinguishes from competitor

· Typically, entrepreneur will need differentiation approach b/c don’t have economies of scale to compete on cost leadership
· Differentiation factors: WHAT ARE SOME DIFFERENTIATION FACTORS?
· Product quality 

· Product unique features 
· Faster delivery service /  reliability of delivers

· Personalized, customized services

· Friendly atmosphere
· Competence of workforce: exceptional skills
Cost Leadership
· In theory: lower prices should encourage & attract customers.
· BUT: Challenging for new business, often results in lower profits, & poor performance.
· Net effect of lower prices is lower profits rather than increased sales

· Lower prices for emerging businesses can be interpret as lower quality
· Because of low prices: failure to invest in marketing & promotion

Disadvantages of Innovation for Smaller Firms

· Lack of financial, technical & HR

· Lack of time for long-term thinking
· Problems in management of technology
· Reluctant to cooperate with other businesses

Growth: preparing, reasons and managing growth.
1. Preparing for Growth

· Not all businesses have potential to grow rapidly/aggressively

· Danger of growing too fast: 

· Growth must be handled carefully: mind capacity & infrastructure

· Sometimes, thing that makes business successful might suffer as result of growth: Businesses with high level of individual services, personalized sales, boutique types of business: business might lose “exclusivity”

· Important: Stay committed to a core strategy

What are some Warning Signs that a Business is Growing too fast

- Borrowing money to pay for routine operating expenses

- Declining product quality

- Many unanswered emails & customs’ requests

- Customer complaints are up

- Productivity is failing

- Operating in “crisis” mode becomes norm rather than exception

2. Reasons for Growth

· Capturing economies of scale: advantage comes from scale of production
· Capturing economies of scope: advantage comes from range of firm’s operations
· Market leadership: brand leadership
· Influence, power & survivability: “getting foot in door”
· Need to accommodate growth of key customers
· Ability to attract & retain talented employees: growth is firm’s primary mechanism to generate promotional opportunities for employees

4. Managing Growth: Stages of Growth
What are the 7 stages of growth?
Conception/Existence, Survival, Profitability/Stabilization, Profitability/growth, Take off, Maturity, Decline.
Stage 1: Conception / Existence
· Conceptual (no clients)

· Goal: get started

· Many don’t gain sufficient customer acceptance to be viable

· Other times owner gives up b/c demands are greater than anticipated & payoff is less than anticipated

· Need to have leadership with vision & commitment.

Stage 2: Survival

· Concept proven

· Sufficient customers & particularly repeat customers

· Constant struggle to reach break-even & understand revenues / expenses

· Can remain some form of “hobby” type business suitable for owner

· May have to add personnel to keep up with demand, but owner is business
Stage 3: Profitability / Stabilization

· Business is self-sufficient

· Key stage of business growth b/c owner is too busy for hands-on & needs to start delegating to managers or decide to plateau;
· Many businesses stay at this stage for long periods either through conscious decision of entrepreneur;
· Or, b/c niche is saturated (demand constraint) or entrepreneur can’t let go (supply constraint).
Stage 4: Profitability / Growth
· Entrepreneur makes commitment to growth (financially & emotionally)

· New markets identified (niches or geographic expansion)

· Important need to establish management (operational) systems to begin to become efficient managing increase in sales

· Can be test phase to see if growth will continue, leading business to next stage, or back to prior stage

Stage 5: Take Off

· Rapid growth begins

· Delegation, cash management, & cost controls become critical

· Business begins to decentralize, more formal management systems needed, professional managers, policies & procedures

· Growing too fast can stretch cash needs (may require VC & dilution of equity)
Problems in Rapid Growth

- Delegation problem: Can owner delegate responsibilities in complex structure?
- Business begins to decentralize, more formal management systems needed, professional managers, policies & procedures

- Cash problem: will there be enough to satisfy great growth demand?

- Cost control problem: time spent hiring & training new people. 

Stage 6: Maturity

· Owner & business are separate

· Major concern is to consolidate financial gains yet remain entrepreneurial/flexible

· However, bureaucracy (red tape) slows down business & response time; begins to become big business

· Business may begin to ossify (lack innovative decision making & risk avoidance)

· Need to foster “Intrapreneurship” within company & renew spirit of innovation

Stage 7: Decline

Business either deteriorates or dies. Reasons:

· Customer needs change

· Changes in PEST factors

· Appearance of more relevant & innovative products of competitors

Important to avoid decline:

· Leadership ability

· Adaptability

· Innovation in maturity stage

Factors: Determining Success or Failures in Different Stages
M.R. P.O.D.

M.ARKETING RESOURCES

R.ESOURCES: PERSONAL& FINANCIAL

P.RODUCING RESOURCES

O.WNERS GOAL & BUSINESS ABILITIES

D.EGREE OF SOPHISTICATION
1. Financial resources (case & borrowing power)

2. Personnel resources

3. Systems: degree & sophistication of info & planning

4. Marketing & production resources: customer relations, market share, technology, manufacturing & distribution processes
5. Owner’s goals, and business abilities such as strategy, marketing, producing, managing, inventing. etc
5. Challenges of Growth

· Managerial capacity: challenges:
· Difficulty in keeping intrapreneurial spirit
· As employees increase, becomes harder to find right employees

· Daily operations - challenges:
· Cash flow management tension
· Price stability
· Quality control: business can’t build its infrastructure fast enough to handle increased activities & customer services suffer
Section 7: Intellectual Property-IP
Capturing Profits?

· Protecting IP is very important to entrepreneurs as much of the time, entrepreneur’s competitive advantage is his or her product development

Product Development:

opposed looking for something perfect
New Firm (Small Business) Advantages at Product Development:

· Entrepreneurs have creativity, energy, passion, & smaller firms are less bureaucratic, more nimble

· Small firms need to approach product development with sensible strategy of flexibility & minimal investment of resources.
· On the other hand, large firms are better at:

· Manufacturing & Marketing
Ease of Imitating Entrepreneur’s IP:

· Unpatented process innovation may be duplicated for <50% of initial product development costs.
· Big players can purchase & “Reverse Engineer” any product, & usually very quickly & easily
WHAT ARE THE Legal Forms of IP?:

- Patents: Legal right granted by national gov’t that allows inventor to preclude others from using same inventions for max of 20 years from date of application.  

· Disadvantages of Patents:
· Costly, speed of change in technology can make them obsolete, requirement to disclose how invention works
- Industrial Designs: Consists of feature of shapes, configuration, pattern, or ornament of an object – emphasizing design aspects of object.

- Trade Secrets: Piece of knowledge that confers advantage on firm & is protected by nondisclosure, (ex. recipe for KFC)
- Trademarks: Word, phrase, symbol or design that identifies goods & services of one company from those of another.  Consider link to “branding” from marketing perspective

- Copyrights: Form of IP protection for authors of original works of authorship, very important in arts & entertainment industry

Other Strategies:

· 1st-Mover Advantage:
· Sometimes involving Learning Curves;
· Sometimes involving Lead Time.

· Complementary Assets:
· Assets that must be used along with innovation to provide new product or service to customers

· Ex: auto industry – internal combustion engine
Section 8: Intrapreneurship:

Intrapreneurship: Marries entrepreneurial traits such as innovation, risk taking, independence; with large resource pools of corporations
- Note terminology, sometimes referred to as “corporate entrepreneurship;” 

Intrapreneur:  “Employee of large organization who has entrepreneurial qualities of drive, creativity, vision & ambition, but, prefers security of established company.”

Entrepreneurial / Intrapreneurial Venture Creation / Development

· In Intrapreneurial scenario:
· Business Environment: Must take place within existing business environment, often restricted by organization’s rulebook & face resistance

· Establishment: Creation of new idea might not get past senior management, & might not meet standards within traditional corporate decision making process

· Funding: Pressure on short term gains, & possibility of quick termination if they’re not met; also, only one source, so can be more easily cut off through one decision

· Staffing: People may be recruited to project based on existing hierarchies (& pressures) & opposed to actual needs of project
Creating the climate for Intrapreneurship

- Intrapreneur will “self select” themselves, it isn’t something that can be assigned to a person, an organization can support this with:

Sponsor / Champion
· There must be a sponsor / champion who is usually a visionary manager who must have the qualities of:
· Power: Push original idea to overcome any financial concerns from others, & push it towards implementation

· Prestige: Protect idea from bureaucracy, & defend it in meetings
· Visionary: Must see & project long term benefits, prevent in-fighting & bickering
Continuity

· Reality is that there be many people involved in development, & sometimes from different parts of a large organization

· Removal of original Intrapreneur can often result in idea not reaching fruition

· Even if Intrapreneur isn’t suitable as leader, role should be found for that person

· Project team should stay together all the way to commercialization of project
Autonomy / Boundaries
· Entrepreneurial structure has few layers in hierarchy, & generally more flexibility in communications & decision making

· On other hand, in large organizations projects can be “stifled” by structure of organization itself 

· Creating small autonomous team should encourage intrapreneurial activities

· This team (Intrapreneur) should be able to cross traditional “boundaries” within organization to encourage a multi-disciplinary approach.

Tolerance of risk / failure
· Employees must be empowered to make decisions & take initiative, unfortunately, concept of risk-taking & failure isn’t usually associated with large organizations

· Failure through experimentation must be seen as continuous process & even encouraged through:
· Retreats; Brainstorming sessions; Trial & error; Mistakes & failures; All eventually developing into successes

Long term view / Resources

· Take long-term view so that idea can properly develop, even up to 5-10 years

· Organization must allocate necessary budget & support

· Budget must fit in formal strategic planning process, & not left as discretionary

· If funds dry up, the Intrapreneur might become an Entrepreneur & start up idea on their own, or go to another large organization
Effective reward system

· Monetary:
· Short term pay benefits

· Long term, equity position in new venture including some form of stock options

· Cash gifts, bonuses, & slush funds
· Intrinsic:
· Other benefits such as health (may be more relevant in US), whereas education specific to training may be of interest everywhere

· Special promotions

· Free time / sabbatical

· Further access to funds and other resources
WHAT ARE SOME Barriers to Intrapreneurship?
· Organizational hierarchy (structure)

· Organizational specialization (R&D do creative stuff or quality control department is responsible for quality)

· Corporate Culture (tight job descriptions – don’t color outside lines)

· Emphasis on short term results (performance standards) & they’re often just on profits

· Planning procedures are too rigid

· Intrapreneur will never have control or ownership of project

· Mobility of managers is problem b/c new manager may not be supportive

· Conventional “reward” is promotion along management lines, not of interest to an Intrapreneur.

Section 8: Social Entrepreneur (SE)

Social Entrepreneur: Unlike entrepreneurship, social entrepreneurship is new concept 
Social entrepreneurship:

· motivated primarily by social benefit

· generally works with market forces : “balance moral imperatives & profit motives”
Difference with Entrepreneurship:

· Social entrepreneurship can be related to commercial entrepreneurship

· SE adopt “business-like” approach to social innovation
· Primary difference:
· Not nature of entrepreneurial process itself, but denomination of rewards sought 
· Social entrepreneurship maps into traditional commercial entrepreneurship process neatly
DESCRIBE THE Process of Social Entrepreneurship:

1. Opportunity recognition
- Recognizes opportunity to create social value

- Might take form of social problem or unmet social need

- See opportunities where others see threats & tragedies. 
- Unmet social need might be unfilled demand or a latent demand 

2. Concept development
- Opportunity leads to development of enterprise concept. 

- First, SE identifies specific new products or markets to be served
- Identifies & defines actual social rewards to be gained from successful enterprise & sets enterprise goals in terms of rewards 

- Determining value of rewards is challenging step & is main reason most social enterprises don’t succeed

3. Resource determination & Acquisition
-Resources needs are determined, & necessary resources are acquired
- Social enterprises rely on 3 main types of resources:

1. Financial resources 

· From earned revenues, philanthropy & governments   

2. Human resources


· In form of donated or paid human resources

3. Human capital

· Refers to education, experience, knowledge, expertise, etc

4. Launch & venture growth
- Social entrepreneur launches & grows venture.

- Generally growth should follow tangible business strategy, which includes: 

Plan to meet growing human & financial resource needs

Delegation of responsibilities from social entrepreneur to others

Process for dealing with & negotiating inevitable conflicts

Coherent plan to measure progress 

5. Goal attainment
- Commonly omitted is plan for goal attainment.

- Doesn’t simply mean planning to reach venture goal but rather knowing what to do when goal is reached. 
- There are at least 4 options:

- It can shut down 

- It can define itself to meet a new social mission

- Settle into stable service equilibrium

- Integrate into another venture  
Social entrepreneurship isn’t limited to starting new venture. Also includes these following 6 categories:

- Starting new product or service

- Expanding new product or service

- Expanding existing activity for new group of people

- Expanding existing activity for new geographic area

- Acquiring existing business 

- Partnership or merger with existing business 

WHAT ARE THE INTERNAL AND EXTERNAL Theories of Social Entrepreneurship:

- Two theories are internal forces:

- Personal traits

- Preparation

- Three theories are external forces:

- Environmental factors

- Perturbation

- Resources

WHAT ARE THE 5 FORCES THAT BEGIN THE Social entrepreneurship process ?

Social Entrepreneurs:

E.E.A.A.R.

· Adopt mission to create & sustain social value (not just private value) 
· Recognize & relentlessly pursue new opportunities to serve that mission 
· Engage in process of continuous innovation, adaption & learning activities
· Act boldly without being limited by resources currently in hand
· Exhibit heightened sense of accountability to constituencies served & for outcomes created

Psychological Attributes of Social Entrepreneurs
7 most frequently identified characteristics are: 

I.T.A.L.I.C.S.

      - Innovativeness

- Independence 
- Tolerance of ambiguity

- Community awareness and social concern 

- Low risk-aversion
- Achievement Orientated

- Sense of control over destiny

Characteristics of Social Entrepreneur: 

· Innate characteristics
· Education & Experience
· Innovativeness
· Achievement Orientation
· Independence


+ Community awareness = 
Socially
· Sense of control over destiny

& Social Concern
Entrepreneurial

· Low risk aversion





Orientation

· Tolerance for ambiguity

The Combination of Risk Aversion and Innovativeness in Triggering Entrepreneurship

Highly Innovative + Low Risk Aversion = Entrepreneur

Four Distinct Entrepreneurial Types
	 
	In

Entrepreneurship
	Parallel in 

Social 

Entrepreneurship

	1. Personal Achiever
	Innovates

autonomously
	Look to start

social ventures

	2. Super-Salesman
	Innovates through

service to others
	Usually found in 

fundraising and innovate in the ways their find donors

	3. Real Manager
	Manager from within 

an established

organization
	Take established

social enterprises to new heights

	4. Expert Idea Generator
	Relies on 

expertise and creativity

for innovations
	Make it possible to 

meet social missions in new and innovative ways 


Myths

Myth 1: Social Entrepreneurs are anti-business. 
Myth 2: Difference b/w commercial entrepreneurship & social entrepreneurship is greed 
Myth 3: Social Entrepreneurs run non-profits. 

Myth 4: Social entrepreneurs are born, not made. 
Myth 5: Social entrepreneurs are misfits.
Myth 6: Social entrepreneurs love risk

Section 9: International Market Entry

Strategy Selection:

- Suitable strategy should be chosen based on:

- Company’s product or service

- Selected market

- Company’s strategic goals & abilities

- Elements to consider to avoid selecting an inappropriate strategy:
Company goals, Intermediaries, Size of company, Control, Resources, Investment, Product/service, Time, Remittance, Risk, Competition, & Flexibility

Trading: Exporting

Exporting: Traditional method for trading internationally. Involves goods produced by company in one country being delivered to another country & marketed there.

Define the Two types of exporting: 

direct & indirect

· Direct exporting: Involves company selling goods directly to customer in international market (sometimes using intermediaries in target market).
· Indirect exporting: Company sells to intermediary in own country. Intermediary then sells goods to international market.

Exporting activities (whether direct or indirect): Referred to as passive or aggressive.

· Passive exporters wait for orders & fulfill them. 
· Aggressive exporters target markets & seek out customers.
Direct Exporting

· Most important types of customers for direct exporting: 

· Importers, Retailers, Wholesalers, Government procurement departments, Distributors, Consumers

· Gov’t procurement: Can account for up to 20% of country’s GDP.  While this can be very attractive for company, Many questions to answer 

· Advantages:

· Controls all manufacturing, avoiding risks with overseas production & political instability.
· Relatively cheap & easy to withdraw for market if needed.
· Companies can obtain in-depth info about trade in target market, applicable to future investment decisions.

· Disadvantages:

· Significant market research investment.
· Potential expensive errors.
· Target markets in trade blocks are very difficult to break into.
· Intermediaries represent multiple companies simultaneously.
· Currency exchange fluctuations.

· When is direct exporting a suitable strategy?

- Simple entry strategy providing lots of control, & opportunity for high profits when markets are carefully chosen.  

- Any size company can start direct exporting activities, but there are lots of time-consuming tasks that can result in losses if not handled appropriately.

- Can be very successful if selected market is readily accessible & has similar regulations & customs to company’s country.

- Transportation costs can eat into profits.

Indirect Exporting: (EASIER OPTION)

. Easier option, especially for smaller companies, is to use indirect exporting 
· In piggybacking, companies use skills, experience or resources of company that is more experienced in exporting

· Countertrade, up-to-date form of bartering, estimated at 30% of international trade.
· Advantages:

· Cheapest entry strategy available 

· Flexible.

· Intermediary company handles all exporting activities.
· No experience or skills required.
· Intermediary company takes on risk.
· Disadvantages:

· Control of activities overseas is lost to intermediary company.
· No knowledge gained about a new market.
· Impossible to establish after-sales service or add. value-added services, 

· When is indirect exporting suitable strategy?

· enhance cash flow or increase profits.
· Short term market share

· product-based companies.
· smaller & newer companies. 
· companies that can’t deal with considerable risk.
· Company must remain flexible to respond to demands of buyer 
Investing Entry Strategies:

Transfer-Related:



Foreign Direct Investment-Related

- Licensing



- Branch Office 
- Franchising



- Joint Venture
- Subcontracting



- Greenfield Investment
- Loosely coupled strategic alliance
- Merger & Acquisition

Licensing:

· Involves company (known as licensor) granting permission to company in other country to use its IP for period of time. In return, licensor demands fee from licensee & periodic royalty payments

· Advantages of licensing
· Minimal initial costs, regular income from overseas.
· Entry into markets with restrictions on foreign companies.
· Licensee’s local market knowledge.
· Licensor gains a market stronghold very quickly.
· Capital not tied up in foreign operations.
· Option for further expansion into market at later date.
· Licensor can move into several markets at one time.
· Disadvantages of licensing
· Limited entry into target market.
· Terms of license must be monitored & enforced.
· Licensee might become competitor.
· Intensive research & planning required for beneficial agreement.

· When is licensing a suitable strategy?
- If want to increase market share, should consider licensing if they have proprietary product that can be manufactured easily at foreign location.

- While licensing provides opportunity to rapidly increase sales volume, increase doesn’t mean large profits since returns are limited to % of each product sold. 

- Best market strategy to expand into 1 or more markets with min. risk & commitment
- Unsuitable for companies that can’t cope with risk of lost IP or increase in competition.

Franchising:

· Similar to licensing, instead of IP, company grants permission to use its name or trademarked goods. 
· What are the Two main forms of franchising?

· 1st Generation Franchise: Permission to use name or produce goods.
· 2nd Gen. Franchise: Complete business package including instructions & directions on operations, training & advice. Ex: McDonald’s

· Advantages of franchising
- low investment.

- Rapid expansion possibilities.

- 2nd generation franchises provide more control (reputation).
- Disadvantages of franchising
- Products or services must be standardized across all countries.

- Requires close monitoring of franchisee.

· When is franchising suitable strategy?

- Suitable for companies with name/trademark that will be attractive in target market.

- Good path towards rapid market coverage.
- Should have moderate risk tolerance level.

Subcontracting:

· Subcontracting: Involves company providing foreign manufacturer with raw materials, semi-finished materials, components, design or technology to produce goods. Company then purchases these goods from subcontractor.
- OEM: Original Equipment Manufacturer

- ODM: Own Design & Manufacture

- Ex: Nike
- Advantages:

- Goods produced at lower price than domestically.

- No need to obtain business license to conduct operations.

- Free time for other core competencies.

- Savings: transportation, taxes & duties.
- Disadvantages of subcontracting

- Time-consuming to find suitable subcontractor.

- Requires close monitoring
- Potential damage to reputation

When is subcontracting a suitable strategy?

· reduce costs, should consider subcontracting if have product that can be easily manufactured in foreign country.
· Cheap way for company to enter an overseas market.
· Unsuitable strategy for company that can’t deal with risk, such as lost IP or increased level of competition
Loosely Coupled Strategic Alliances

· Form of partnership with local company in target market. Both companies agree to share knowledge, skills, resources, profits, & any losses.

· Advantages:
-skills in marketing & business.

- Ability to offer goods at lower price by avoiding duties, import taxes & international transport costs.

- Cultural/language difference problems are avoided.

· Disadvantages:

- Company’s reputation is affected by that of partner company.

- Partners must be selected with great care to avoid potential problems & issues. Dispute settlement process is needed. 

Branch Offices:

· Company establishes representative office in foreign market. Often 1st  step to gain foothold, make company’s presence known & learn about market.
· Provides market dynamics, customer preferences & product suitability
· Retail outlets: Some choose to create network of retail outlets on behalf of parent company, which can be wholly-owned (Wal-Mart) or dealerships, owned by operators.
· Advantages:

· Low-commitment way to test market.

· With retail chain: facilitated intelligence gathering, ability to respond to customer demands, complete control over marketing & sales.
· Disadvantages:. 

· Company must be responsible for every link in distribution chain.
· Issues with legal & tax requirements. 

· When is opening a branch office a suitable strategy?

· establish or expand their presence in target country relatively easily.
Joint Ventures:

· 2 or more companies form strategic relationship with aim of conduction business in foreign market.
- Separate business entity.

- Formed for specific business purpose, for limited duration.
What are some Forms of joint ventures?

: R&D, production, marketing & distribution, & hybrid.
- Advantages:
- Higher sales volumes, greater market penetration, greater profit potential.

- Shared investment, liability & risk.

- Government incentives.

- Disadvantages of joint ventures

- Potential disagreements with partner companies.

· When is a joint venture a suitable strategy?

· rapidly expanding market share & diversifying activities. 

· Requires a long-term investment.
· Must be comfortable with moderate risk.

Greenfield Investment:

- Wholly-owned subsidiary in target market. Involves building everything company needs from ground up (or green field), including plant construction, marketing, & distribution
· Advantages:

· Opportunity to break into new market while maintaining control.
· Access to new processes, skills & personnel.

· Can be positioned as local company.
· Disadvantages of Greenfield investment
· Riskiest & most expensive method for entry.
· Good tax incentives especially in developing countries bc your are creating jobs.
· When is Greenfield investment a suitable strategy?

· often used by large multinationals.

· overcome trade barriers & respond to gov’ts that favor local production.

· Best in markets that support foreign investment.

Mergers & Acquisitions:

· Merger is ultimate form of partnership, because two companies are joined together.
· Amount of ownership if based on relative value of each company.
· Mergers differ from acquisitions, or takeovers, which can be hostile or friendly. 
· In an acquisition, one company purchases another. 
· Purchased company becomes part of buying company.
· Usually faster transactions.
· Purchasing company retains all business control.

Market Entry Strategy for Services

· Service providers have different market entry considerations. Why is this?

· Services are intangible.
· Services often produced in location at which customer receives service.
· Service provision relies on human interaction more, & more affected by cultural differences & language barriers.

· Market entry methods for service providers

· Selling consultancy services.
· Easy withdrawal from market if needed, no profit sharing.
· Obtain in-depth information about market.
· Significant market research investment.
· Difficult to break into foreign markets.

· Potential payment problems. 

· Local providers favoured by customers.

· Other methods: licensing, franchising, branch offices, joint ventures, & sales representatives.
Gathering Competitive Intelligence

· Key mistake when selecting market entry strategy is to focus on capabilities & goals & ignore competitive environment in chosen market.

· Higher competition = lower profits. Especially important when substantial financial investment required. 
· Analysis of CLMs & strategies used by others can help determine pitfalls & methods most likely to succeed.

· Tools:
· Competitive landscape maps (CLMs)

· Will help to identify competitive gaps. 

· Company profiles
· News stories
Strategies involving transferring resources to a company in the target market:

- Licensing

- Franchising

- Subcontracting

- Loosely coupled strategic alliances

Strategies involving a direct investment into the market:
F.O.G.
- Opening a branch office

- Forming a joint venture

- Greenfield investments

Section 10: Family Business
Family Business:

· Most prevalent type of business;
· ~90% of all businesses are family owned;
· WHAT ARE THE CriteriaS for “family” owned:
· Degree of ownership, 51% by single family;

· Management by family, at least 2 members;

· Extent of family involvement;
· Anticipation of transfer to next generation.

· Advantages:
· Shared values, belief & visions;
· Builds confidence in family name;
· Commitment to business;
· Economic independence for family members.

· Disadvantages:
· Family infighting;
· Nepotism; FAVORING FAMILY OVER FRIENDS

· Inward looking.(needs of company versus market)
Decoupling the two functions:

· Guidelines:
· Clear organizational goals;

· Policies & procedures;

· Code of conduct;

· Policies on career development;

· organization chart;
Managing Conflict:

· Face-to-face confrontation (assuming it’s not dysfunctional) can be effective;
· CEO plays key role, but must be fair, not take sides;
· “Peacemaker” – can be external resource.
Succesion Process:

· Well thought out plan should be drawn up including key non-family members

· Entrepreneur may be unwilling because of:
· Fear of retirement;
· Lack of other interests;
· reluctance to “let go.”

Section 11: Transition

Transition:

· All past growth & expansion of business was natural outcome of effort & vision of entrepreneur;

· Now, entrepreneur must decide to limit continued growth or develop plan to introduce professional management;

· During transition, business is at its weakest point, & could fail if process isn’t done well.

Problems during Transition:

· Reluctance to let go is a major problem & can be attributed to several factors:
1. Entrepreneur has emotional attachment;

2. Lack of trust of incoming professional managers & abilities to handle business;

3. Lastly, entrepreneur may really feel that “end” – mortality - is near.

· Culture that has developed within business is another major problem during transition.  Employees are familiar with style that has gotten them to this point, % may resist change:
- 3 factors are at play at transition:

1. Employees are uncommitted to following new policies;
2. Employees may simply not understand necessary changes.

Managing the transition:

· Several steps should be followed: 
· Employees should be invited to be part of process;
· Budgeting function can be used as first step, allows for planning of activities & assigning of responsibilities to management.

Managing Change:

· Prepare HR strategy particularly in area of bringing in management professionals;
· Monitor to ensure effective change.
Attracting Professional management:

This can be very challenging:

1. Small growing businesses aren’t seen as good training ground for aspiring young professionals, & offer less opportunity for further career development
2. Small business has less resources & simply may not be able to offer attractive compensation package.

Change Agent:
- Often, helpful to bring in “Change Agent” to guide process.

- Can be consultant, friend, family advisor, but above all must be seen to have some power & prestige so that change process can be successful
