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Avoiding the Pitfalls of International Expansion 
 

Foreword 
 
Expanding your operations overseas, particularly for the first time, is an often daunting and  
time-consuming process, fraught with commercial and reputational risk.  
 
As confidence in the global economic outlook continues to improve, more and more business are looking to 
new geographical markets as they begin to take a more forward-looking approach to growing their 
footprint and ultimately revenues and profitability. 
 
However, for those firms with no prior experience of entering a new market, particularly when moving 
from a familiar westernised location to an emerging economy, a failure to understand the numerous local 
nuances that influence the business environment, from regulatory to cultural, can be potentially disastrous.  
After all, how many people can claim to know about local tax regulations in Jakarta, the perils of payroll in 
Sao Paolo or the nuances of employment law in Istanbul? 
 
We recently teamed up with research house IDC to survey a number of senior decision makers from a range 
of corporations which were either planning to expand overseas or already had done so.  Their findings, 
included in the enclosed report, make for interesting reading. 
 
It is clear that a large proportion of those surveyed - around 30% - plan to enter new markets within the 
next 12 months with this figure rising to 64% within two years.  This suggests that we are witnessing a 
significant shift in business attitudes and priorities away from a conservative, often inwardly looking 
approach to a more confident, expansionist one. 
 
The challenges that those companies will face or have already experienced are wide-ranging. Chief amongst 
these is finding safe premises and trustworthy local partners, followed closely by the need to understand 
and comply with the continually changing local regulatory and legislative landscapes.  Managing sometimes 
subtle cultural differences was also named as a major challenge, particularly when failure to do so can land 
a firm in hot water.   
 
One of the key recommendations to come out of the IDC report is for firms to consider working with third 
parties who have the requisite experience and local knowledge to help avoid those (and other) pitfalls I 
mentioned above. At TMF Group we do exactly that.  We specialise in helping companies expand and invest 
seamlessly across borders.  Our expert accountants, legal, financial, corporate secretarial and HR and 
payroll professionals are located around the world, enabling our clients to operate their corporate 
structures, finance vehicles and investment funds in different geographical locations.  
 
I hope you find the report interesting reading and we are, of course, on hand should you ever require our 
services. 
 
Hugo van Vredenburch 
Chief Executive, TMF Group 
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I D C  O P I N I O N  

Expansion into new territories is often a time-consuming and expensive process 

fraught with commercial and reputational risks, yet it is something that enterprises are 

likely to be doing more of in the near future as markets and supply chains continue to 

globalize and as the "center of gravity" of both consumer and business-to-business 

buying power shifts eastwards and southwards across the globe. To examine the 

challenges involved, IDC carried out original research among enterprises in summer 

2013, sponsored by TMF Group. The key findings include:  

 The key issue for enterprises entering new territories is finding safe premises and 

trustworthy local partners, and dealing with a new regulatory/legal environment. 

Hiring, training, and deploying local people are critical, and there are frequently 

cultural issues to overcome. Many organizations we talked to intend to spend 

more time in the future on understanding and dealing with local differences in 

culture, laws and regulation, and working practices.  

 The need to set up efficient financial procedures and banking facilities is also a 

major issue, and is quickly supplemented by the challenge of reconciling data 

from multiple subsidiaries, often involving delays and costs for the corporate 

finance function. Getting local financial reporting and regulatory filings done on 

time and to the exact local standards is a major issue. This is an area where on-

the-ground local partners can play an important supporting role.  

 IDC recommends that enterprises considering international expansion begin 

planning early and carry out extensive research into the specificities of the 

territory's political, legal, and cultural environments, as well as into the 

competitive landscape and the target market and/or workforce.  

 IDC also recommends that enterprises give serious consideration to using third 

parties with strong local presence, particularly in the early phases of territorial 

expansion. Third parties include mainstream IT and business process 

outsourcers, but also what IDC calls "corporate compliance services" suppliers 

that ensure that new subsidiaries are properly constituted and remain compliant 

with local legal requirements and with accepted local working practices.  

 Local expertise and on-the-ground service providers can play a critical role in 

successful territorial expansion, particularly in terms of creating the new legal 

entity, recruiting and training its senior management and its operational workers, 

and creating and supporting the running of the day-to-day "mechanics," such as 

payroll processing, cash management, regulatory reporting, and so on. These 

are areas where local knowledge and experience is often vital, if not an absolute 

necessity. 
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M E T H O D O L O G Y  

In summer 2013, IDC conducted a series of 50 telephone interviews with senior-level 

decision makers from global organizations that have set up, or are setting up, 

operations in new jurisdictions. The interviews examined views, experiences, and 

challenges faced when businesses are entering new countries as well as best 

approaches and key considerations when expanding internationally.  

The organizations interviewed came from a range of industry sectors including high-

tech and luxury retail as well as manufacturing, professional services, retail, 

construction, and utilities. Companies ranged in size from approximately 1,000 to 

almost 150,000 employees. 

I N  T H I S  W H I T E  P AP E R  

This IDC White Paper contains IDC's findings and recommendations based on 

original research carried out in summer 2013, asking enterprises about their 

experience and subsequent learnings from expansion into new territories.  

S I T U AT I O N  O V E R V I E W  

 

T h e  C o n t e x t :  C o n t i n u e d  G l o b a l i z a t i o n  o f  

T r a d e  a n d  S u p p l y  C h a i n s  

In most Western markets, likely slow economic growth in the near future (or even a 

decline in some cases) is combined with longer-term demographic and economic 

challenges that will tend to limit the potential for future fast macroeconomic growth.  

Ageing populations in most Western economies, accompanied by shrinking or static 

populations in some key territories and by market maturity and saturation in well-

established industries (such as leisure, retail, and manufacturing), will all limit demand 

growth for the foreseeable future. That does not mean of course that there's no 

growth for individual companies in Western economies, particularly those with 

innovative new offerings, but for most enterprises their "home markets" will tend to 

combine historically high levels of competition with low levels of demand growth — a 

challenging combination.  

Add to that mix the fact that after more than four solid years of focus on operational 

efficiency and financial discipline since the beginning of the current economic 

downturn, many enterprises have exhausted their potential for generating major new 

value through cost-cutting and process reengineering, and must now turn to growing 

the top line once again. Clearly, in the context of a "low-growth/no-growth" 

macroeconomic environment in most of the developed world, this is going to be hard 

to achieve.  

But just as the mature Western economies entered the current crisis, we have seen 

the emerging economies begin to flex their muscles — and to emerge as alternate 

sources of demand growth for enterprises, particularly those based in the old 

economies.  

The "BRIC" nations in particular (Brazil, Russia, India, and China) have on average 

grown far faster than their Western counterparts over the last decade, based in part 

on their huge reserves of natural and human resources. Their exports of raw 
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materials (for example, from Brazil), of finished goods (from China, for example), and 

of services (India, for example) have turned them into economic powers in their own 

right, a product of the increased globalization of world trade and of the consequent 

internationalization of corporate supply chains enabled by the removal of tariffs and 

trade barriers over the last three decades, particularity through the GATT negotiations 

rounds.  

And despite protests against globalization in some developed economies, the process 

is unlikely to halt or even to slow down: consumers worldwide are simply too addicted 

to the combination of low price and high quality that globalization of supply chains can 

deliver.  

These emerging economies are no longer "just" producers: they are building a fast-

growing new pool of skilled workers who are turning into demanding and aspirational 

consumers in their own right — a new urban working and middle class with growing 

purchasing power is emerging in these territories, and this is creating fast-growing 

and potentially huge new markets for ordinary and luxury products alike.  

Urbanization is playing an important part of this process of turning the emerging 

economies into big consumer markets in their own right. Urbanization tends to drive 

up wages and stimulate greater demand for everyday consumer goods (including 

white goods, furniture, clothes, cars, high-tech devices etc.) but also for services such 

as insurance and pensions, travel and entertainment, and so on. It's significant that 

more than half the world's population is now estimated to be living in cities for the first 

time in human history, and that trends toward urbanization will likely continue for 

some time.  

For the emerging urban middle class and for the rich local elites, these goods and 

services might be local in nature, but they are often "global" — a prosperous Chinese 

doctor might well prefer to own a BMW than to drive a locally branded vehicle, for 

example, and his daughter might prefer a Prada handbag to what's on offer at the 

local street market.  

Moreover, this phenomenon is hardly limited to the BRIC nations; many countries 

across Central and Eastern Europe, Latin America, Africa, the Middle East, and Asia 

are moving along this economic journey.  

For enterprises, in short, the source of future growth is moving "south and east."  

Companies that ignore this historic demand shift don't merely risk locking themselves 

out of higher-growth markets, important though that will be. Larger established 

players also risk losing their status as global market leaders to challengers from the 

emerging markets. If we take an example from the IT sector, according to IDC's 

Worldwide Quarterly PC Tracker, the second quarter of 2013 saw the mighty HP 

overtaken in size as a PC maker by its once-humble Chinese competitor Lenovo.  

Being overtaken and potentially dwarfed by new players from emerging territories 

would leave Western giants exposed to being beaten in their home markets by 

competitors with greater financial muscle and economies of scale, and ultimately to 

the prospect of being bought by their once-smaller rivals (Lenovo's journey to the 

world #1 spot was, interestingly, based in part on buying IBM's PC business in 2005). 

That is a prospect that few CEOs must relish.  



4 #IDCWP28V ©2013 IDC 

There is, in short, little choice for many enterprises but to expand into new territories 

— not just to establish supply chain operations there, but to sell to consumers, 

businesses, and sometimes governments in these markets.  

F U T U R E  O U T L O O K  

 

C h a l l e n g e s  a n d  O p p o r t u n i t i e s  i n  E n t e r i n g  N e w  

T e r r i t o r i e s   

Although companies across the world increasingly need to expand into new 

territories, as demand patterns evolve and supply chains get ever more global, that 

territorial expansion doesn't necessarily get any easier.  

As part of the research for this white paper, IDC surveyed a sample of 50 

organizations that have recently expanded into new territories and/or are planning to 

do so. The sample was predominantly from Europe (41 organizations) but with some 

representation from the U.S. (six organizations) and some from Hong Kong (three 

organizations). Thus, the answers to our questions will tend to have a bias toward the 

experience of European organizations, but we think that the challenges and 

opportunities that our respondents encountered to a great extent have global 

applicability.  

By industry, the largest representation was from manufacturing (20 organizations), 

followed by retail (10 organizations) and high technology (9 organizations). The 

others were a mixture of construction, retail, utilities, professional services, and 

pharmaceuticals. The respondents were drawn from senior roles closely involved in 

day-to-day management of territorial expansion: 14 chief financial officers (CFOs), 19 

senior HR executives, nine chief operating officers (COOs), and eight senior legal 

officers. We interviewed the sample by telephone, and asked a mixture of quantitative 

and qualitative questions, including those around the challenges they expected to 

encounter in the future, the challenges they had encountered in the past, and what 

they would do differently the next time they expanded into a new territory.  

First off, we asked our respondents why their organizations had expanded or were 

expanding into new territories. The results are shown in Figure 1 below.  
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F I G U R E  1  

R e a so n s  f o r  I n t e r n a t i o n a l  E x p an s i o n  

Q.: What is the main reason for entering a new country? (Choose all that apply) 

 

n = 50 

Source: IDC, 2013 

 

The conclusion from Figure 1 is clear: The key motivator for most organizations 

expanding into new territories is to grow revenues. This confirms what we discussed 

above — after several years of focus on corporate cost-cutting and operational 

efficiency improvement, the imperative for enterprises in mostly slow-growing 

Western economies is now to grow the top line in part through expanding into new 

markets. But the globalization of supply chains (manufacturing and R&D) and of 

corporate processes (shared services) are also drivers of territorial expansion. 

 

C h a l l e n g e s  E x p e r i e n c e d  E n t e r i n g  N e w  

T e r r i t o r i e s   

The challenges one would expect in expanding into a new territory are fairly intuitive 

— getting a legal entity created and registered, understanding local laws and culture 

and customs, finding the right people and premises, training local people in the 

company's processes and culture (and training expatriate workers in the local culture 

and practices), finding the right suppliers, getting banking and payroll facilities set up, 

protecting intellectual property, and so on.  

To test this intuitive picture, we asked our respondents about the challenges that they 

encountered during their last territorial expansion and we then coded the results from 

the interview transcripts into a series of categories or themes, with results shown in 

Figure 2 below. The total number of responses comes to more than 50 because some 

organizations cited more than one major issue. 
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F I G U R E  2  

C h a l l e n g e s  E x p e r i e n c ed  D u r i n g  t h e  L a s t  I n t e r n a t i o n a l  

E x p an s i o n  

Q.:  Thinking of when you last opened operations in a new country, what were the main 

practical challenges that you faced? 

 

n = 50 

Source: IDC, 2013 

 

 

P r e m i s e s  a n d  S u p p l i e r s   

The key issue in international expansion is not surprising: finding safe premises and 

trustworthy local partners, and dealing with a new (and often complex and even 

confusing) regulatory/legal environment.  

Simply finding the right premises in the right area and ensuring that the newly 

implanted operation will "fit" into the environment is obviously critical. As a 

pharmaceutical company put it: "Our main challenge was around physical buildings 

and ensuring that our operations would not have [a negative] impact in the local 

area," while a manufacturing company added: "The main trouble was in establishing a 

physical presence — ensuring that all the required elements come together at the 

right time, so that there is no unnecessary overspend on things such as leases."  
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But another — sometimes overlooked — aspect of finding secure and well-situated 

premises lies in the presence (or not) of good quality local infrastructure. The issue 

here is that the public or private entity managing an industrial zone might promise 

imminent infrastructure improvements, but these might not in fact arrive, or at least 

arrive on time or with the quality expected. "We have recently had problems with 

cancellation of infrastructure building plans and as a consequence we now have 

some facilities in locations that we would never have chosen," said a dairy produce 

manufacturer. "We would never now invest in a location based on future infrastructure 

plans."  

The second important aspect of this is finding the right suppliers, and putting in place 

the contracts and working relationships with them. Again, this is often a major 

headache, particularly given that enterprises often lack knowledge not just about the 

local supplier landscape, but also about the cultural and legal framework within which 

those suppliers work. Several of our respondents mentioned a lack of transparency 

and predictability in terms of the pricing from their suppliers, while others mentioned 

issues with the enforceability of contracts and prices. "Escalating costs were a major 

issue. We found that contracts with our suppliers would often be reneged upon, and 

we would subsequently have to start the process again of building relationships with 

new suppliers," said a high-tech manufacturer.  

 

U n d e r s t a n d i n g  L o c a l  R e g u l a t i o n s   

Understanding and complying with local legislation and regulations is also clearly 

critical, but this can be a seriously difficult issue for some organizations expanding 

into new territories — not least because they run the risk of breaking the law or of 

accidentally alienating local officials, employees, communities, customers, and other 

stakeholders. The consequences can include exposing the organization to fines, 

suspension of trade, and sometimes even criminal prosecution. 

For example, in Thailand, the accountant of a foreign-owned company did not file its 

Thai tax return on time. In many countries this would represent a minor infraction of 

the rules, and furthermore the company in question was still on its "tax holiday" in 

Thailand, so there were in this case no taxes payable to the Thai authorities. 

Nevertheless, the failure to file on time — regardless of whether taxes were owed or 

not — was taken extremely seriously, and the Thai authorities issued a warrant for 

the arrest of the director in whose name the accounts should have been filed.  

Even if no criminal prosecution is launched, local authorities can punish a company 

commercially for missing a filing deadline. For example, in South Africa, a company 

did not prepare or file its South African statutory accounts. The company bid for a 

large government contract but its bid was initially blocked, on the grounds that the 

company was not compliant in South Africa.  

Timing is crucial — the longer a company remains non-compliant, the more problems 

it can store up for itself later on, and the costs can escalate. A non-typical but salutary 

example is a large global company that was expanding into Bulgaria and was 

understandably highly focused on winning as much market share as soon as it could, 

but completely underestimated the need for local compliance and administration 

during the initial stages of its expansion into the country. As a consequence of not 

properly complying with the tax requirements, the company incurred a significant 

(multimillion-euro) tax penalty. Moreover, during the period of non-compliance, the 

company was not able to claim for an effective refund of any overpaid taxes, as this 

would probably have led to a tax inspection by the authorities. It subsequently sought 
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outside assistance with its reporting and tax compliance, and is currently closing its 

reporting backlog. Had the organization brought in local outside help from the very 

beginning, the tax penalties and the tax overpayment exposure would have been 

avoided.  

Several areas of law and regulation were mentioned as particularly important by our 

respondents, including real estate, employment, tax, import/export, accounting and 

bookkeeping, and environmental law. Issues here include rapid changes in these 

laws (one organization we talked to described the difficulty of "translating one 

regulation into another and navigating a continually changing regulatory landscape in 

developing regions"), their interpretation, and whether they are indeed applied fairly 

or not.  

"There is surprising diversity in regulations even within a single country because 

regional regulations can vary between each other within a country. This is an area 

that we are now, following our experience, much more wary of than we were before," 

said a luxury goods producer. Local laws in particular can be a source of difficulties: 

"Compliance with local regulations, especially employment, is a big issue. There are 

sometimes odd local bylaws that are not apparent to you — until you upset 

someone," said an advertising agency. An agricultural technology company added: 

"We are often unsure of local practice and don't know something has been missed 

until we see a regulatory notice." 

 

U n d e r s t a n d i n g  C u l t u r a l  D i f f e r e n c e s   

Perhaps not surprisingly, recognizing, understanding, and dealing with cultural 

difference were among the top 3 issues raised in the interviews we conducted with 

respondents. Understanding and dealing with cultural differences can be time-

consuming, but needs to be done early in the expansion cycle, and it needs to be 

tackled head on, despite involving often sensitive aspects. Misunderstanding cultural 

differences can alienate or offend internal and external stakeholders, and at worst can 

lead to the organization exposing itself to risk of criminal prosecution. 

Respondents spoke in particular about the need to take time to develop local 

understanding of law and culture in order to build deep levels of trust with local teams 

internally, and with partners, customers, and regulators externally.  

"HR is probably the biggest challenge, as it involves people with different cultures. 

There would be a period where we would have to learn together with bilingual 

managers, by exposing them to our working practices before asking them to set up a 

business that operates to our standards and methods locally," said a manufacturing 

company. A high-tech company added: "There are issues with ensuring there is a 

good understanding of our requirements when we hire local staff. There generally 

needs to be an 'orientation period' and then some on-the-job learning, normally 

supervised by more senior staff. We also get people from the local management 

teams working in our other [onshore] plants so that they get a better understanding of 

how we work." 

Simply knowing what is happening at ground level within your organization can be 

difficult if local managers have not been fully integrated into the corporate culture. 

"Getting an overview of your workplace and those within it is really tough when there 

is no cultural understanding," said one aerospace equipment manufacturer.  
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In some countries, business ethics can in practice sometimes diverge from those 

mandated by law and by best practice in most Western economies, and this 

divergence may appear to be tolerated by local culture and indeed by local 

authorities. However, accepting this can lead to legally dangerous "gray areas" or 

even into enterprises finding themselves breaking the law.  

"We have experienced some corruption issues that we know are driven externally, but 

getting our message implemented and relying on employees to share these [bribery 

offers and threats] with us centrally is a key challenge," said one manufacturer. "We 

have to audit increasingly small contracts to ensure we are always operating in the 

best interests of the company — and to ensure that we keep temptation as far as 

possible away from those employees who are tasked with local financial roles."  

 

P e o p l e  I s s u e s   

Hiring, training, and deploying local people are obviously critical issues, which 

become particularly important once the initial planning and preparations have been 

made and the ramp-up begins. As we saw above, there are frequently cultural issues 

to overcome here. In some territories, there are strict country-specific regulations — 

originally designed to protect local employees from unscrupulous employers — 

governing how payroll processing is carried out, and these regulations must be 

adhered to carefully, whether or not they still seem necessary. But simply getting the 

right number of the right people trained and identifying with the company's mission 

and values can be a major undertaking, despite sounding relatively simple, 

particularly if the enterprise does not have strong local partners on the ground.  

"Building a good team is the single most important thing to get right — we use 

consultants and have a very long and detailed process to find good middle and 

executive management," a manufacturer told us. "We would normally start the 

executive management process at least a year in advance of needing the local team. 

This gives us the ability to gain maximum knowledge of our working practices and get 

our way of working instilled in the local team from the outset. We use third parties and 

agencies to scale up recruitment." An automotive-related company added: "Getting 

the right training for employees once we have started operations in a new country is 

vital. Ongoing training delivered competently with a trusted partner is a major 

challenge." 

Investing in HR at local level is something that some organizations skimp on, 

sometimes with unfortunate results. "The time it takes to make changes in HR can be 

a huge problem at some [remote] locations, and it can take a long time to get our 

central HR policy rolled out," said one retailer. "We tend to operate very lean in any 

international operation, so there is never anyone to take up slack. Consequently, a 

change that in our domestic market can be completed in two months can take 12 

months to complete elsewhere." 

Designing and maintaining financial incentive schemes for employees is also a major 

issue for organizations expanding into new territories. "We find that there have been 

shortcomings in every incentive scheme we have ever had in place and that 

incentives are often misunderstood at mid-management level," a utility company told 

us. "Effective workforce management to continually drive productivity is our biggest 

issue." An aerospace company added: "Adequate incentive programs are one thing 

that we have really been challenged to come up with. Often, overall business results 

seem very distant from what is happening on the factory floor as far as operational 
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employees are concerned, so translating results into incentives that are relevant to 

them is something we are keen to get right in the future."  

Moreover, enterprises need to think through the life cycle of incentive schemes — 

what works in the setup phase might not work in later phases, when the pace of 

change slows and the subsidiary goes into more day-to-day mode. Managing the 

transition between incentive schemes in one phase to those in another can be a 

source of friction.  

"In the longer term, there can be some issues in continually meeting the corporate 

[revenue growth] objectives in an economical way. We have had instances of using 

generous incentive schemes to successfully build up operations in territories, but 

these incentive schemes are unsustainable in the longer term and we are faced with 

[motivation] problems when they are ceased," said a retailer. 

 

B a n k i n g  a n d  F i n a n c i a l  M a n a g e m e n t  S t r u c t u r e s   

Finally, the need to set up efficient financial procedures and banking facilities was 

also mentioned by respondents as an important challenge when entering new 

territories. Several respondents spoke of their frustrations at the time and the effort 

needed to reconcile data from multiple subsidiaries, and the consequent delays and 

costs created for the corporate finance function. 

In particular, getting local financial reporting and regulatory filings done on time and to 

the exact local standards can turn into a major issue. "Getting the financial reporting 

done on time, every time, is a problem," said a high-tech company. "We have to 

ensure that everything is done and acknowledged by the local authorities, as we have 

seen some instances where we have believed the necessary filings had been 

prepared but submitted incorrectly or to an older standard. Ensuring we are aware of 

changes in the local regulatory landscape is a challenge." 

The need to reconcile local financial and legal reporting standards (both for data and 

how it is presented) and procedures with the enterprises' central reporting standards 

and procedures (in order to produce a "single view of the truth") can be a significant 

drag on time and efficiency — having essentially to do the same work twice (or more) 

creates duplication and time lags. "Adjusting local accounts to meet our internal 

reporting systems is time consuming. We tend to work to the local standard and then 

convert for internal reporting but this has led to problems in the past," said a 

manufacturing company. 

Another complication is that having multiple territories with multiple local reporting 

standards can mean that internal financial data is not as standardized and thus not as 

accessible as it should be. That can spill over into cash flow issues: "Local cash 

handling can become an issue. It seems to be a continual problem that cash balances 

aren't right due to poor records and inconsistent practices of the cash 

management/handling companies that we use," said a retail company. 

This issue spills over into the legal department. "Having no single source of [legal] 

information is our main challenge," said a manufacturer. "If we had a single partner to 

call upon that we knew had their own expertise and capabilities locally to each of our 

operations then we would find legal challenges a lot easier. We currently need to 

coordinate with six different [legal] firms and everything from their billable time to their 

format of reporting and level of detail varies. It can take a lot of time to understand 
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issues and we are still left making decisions centrally when we feel that we are not so 

well informed of circumstances."  

 

W h a t  C h a l l e n g e s  D o  E n t e r p r i s e s  E x p e c t  N e x t ?  

We asked our respondents about the challenges that they expected to encounter 

during territorial expansion. The results are shown in Table 1 below. We asked 

respondents to rank a series of challenges on a scale of 1 to 7, where 1 represented 

the lowest level of challenge and 7 represented the highest level. The responses are 

ranked by mean score. 

 

T A B L E  1  

E x p e c t e d  C h a l l e n g e s  i n  I n t e r n a t i o n a l  E x p an s i o n  

Q.:  Considering your expansion plans, please could you rate the following issues in terms of how much of a challenge you 

think these will be from a cost and effort perspective? 

Expected Challenge Mean Score 

Understanding/complying with local regulations and processes 6.4 

Finding the right local talent 6.2 

Adhering to labor laws and paying employees at market rates 6.1 

Finding the right premises and local suppliers 6.1 

Intellectual property rights enforcement and discrimination against foreign firms 5.6 

Training local staff and giving them career opportunities 5.2 

Understanding cultural differences and language 5.0 

Establishing banking and accounting measures 4.9 

Assessing local competition 4.1 

Incorporation 3.6 

Notes: n = 50. Mean scores are based on a scale of 1–7, where 1 is the lowest level of challenge and 7 is the highest. 

Source: IDC, 2013 

 

The results show that although the organizations we talked to feel that they have 

learned lessons from their experience of international expansion, they nevertheless 

expect many of these issues to recur the next time they move into a new territory. 

Moreover, the most important issues next time are expected to be similar to what they 

were last time: understanding local laws, regulations, and cultural practices, getting 

local infrastructure and partners in place, and finding and training (and then 

motivating) the right people. Interestingly, one area that enterprises expect to be an 

important focus in future, but which they did not flag up significantly in their 

discussions of their past experience, is the protection of intellectual property. As 

enterprises in emerging economies expand "up the value chain" into more intellectual 

property-based offerings (for example, software and/or software-controlled devices), 

this may become a more important concern for competitors entering a new territory.  

A very topical example of why it is important to tread carefully around these issues 

are recent high-profile probes into the milk powder and pharmaceutical sectors by the 

Chinese government for monopolistic behavior, with severe consequences — not just 

for the companies themselves but also for senior company officials. 
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E n t e r p r i s e s  A r e  E v o l v i n g  T h e i r  S t r a t e g i e s  f o r  

I n t e r n a t i o n a l  E x p a n s i o n   

We naturally asked our respondents what actionable lessons they felt that they had 

learned from their previous experience of international expansion. In particular, we 

asked them: "What would you do differently the next time that you expand 

international operations?" We then analyzed the transcripts of their responses and 

allocated the responses to a series of themes. The results are shown in Figure 3 

below. Note that, as with Table 1 above, the total number of responses comes to 

more than 50 because many organizations mentioned more than one theme in its 

response.  

 

F I G U R E  3  

S t r a t e g y  C h a n g e s  f o r  F u t u r e  I n t e r n a t i o n a l  E x p a n s i o n  

Q.: What would you do differently the next time that you expand international operations? 

 

n = 50 

Source: IDC, 2013 
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The lessons learned should come as no surprise: apart from simply spending more 

time in the crucial initial research and planning phases next time, the organizations 

we talked to intend to spend more time in the future on understanding and dealing 

with how a new territory is different in terms of culture, laws and regulation, and 

working practices, and they also intend to pay more attention to setting up their 

network of local partners.  

The initial research and planning phases were areas where several organizations 

highlighted the need to spend more time and attention. Typical responses were: 

"We'd spend more time in planning — especially with operations that cannot so easily 

be relocated. We'll place more importance on political stability, transparency, and 

corruption levels" (manufacturer) and "We would plan and investigate local resources 

more thoroughly — we would be less likely to depend on government incentives in 

location selection" (clothing company).  

 

B r i n g i n g  i n  O u t s i d e  H e l p   

Interestingly, several organizations made unprompted mention of a desire in their 

next territorial expansion to use external advisors (for example, to help with legal 

structure setup and to advise on HR and commercial strategies in the initial setup 

phases) and to use outsourcers such as payroll providers, HR consultancies, and 

organizations to supply legal, accounting, and regulatory assistance services. While 

the organizations we talked to did not want to hand over control of strategic functions 

to outsourcers, they were often keen to outsource more transactional activities in 

order to focus their attention on their core businesses.  

In IDC's view, using consultancies, process and IT outsourcers, and business 

services suppliers is the logical way forward for organizations expanding into a new 

territory, particularly during the earlier phases of the process.  

Consultancies — particularly economic and political and business strategy specialists 

— have a role to play in the research and planning phase, when decisions are being 

made on whether to invest in a territory, where and how much to invest there, which 

markets (if any) to address in that territory, and so on. IT and process outsourcers 

have a clear and well-established role to play in taking over non-core technology and 

generic functions (such as payroll processing, financial ledgers, and so on) to allow 

the enterprise to focus on its core business, and indeed to remove the risks and 

reduce the costs of adapting these functions to the local legal and regulatory 

environments.  

What is less well known is the role of business services organizations (such as TMF 

Group, which sponsored this white paper) that supply specialist business services — 

often professional services delivered by lawyers and accountants — specifically 

aimed at getting enterprises legally and physically established in a new territory, and 

subsequently ensure that they comply with local legal requirements.  

These specialist professional services, which tend not to be supplied by the well-

known global IT and process outsourcers, include what IDC calls "corporate 

compliance services," such as legal entity creation and registration, preparation and 

filing of legal documents (especially company accounts), and ensuring the accuracy 

of legal records. In some cases, firms such as TMF and its close competitors will 

supply local managers and proxy holders who take on responsibility for management 

of their client's local subsidiaries or legal entities, usually in the initial setup phase of 

an expansion. These firms will also in some cases supply services that check and 
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aggregate data from multiple subsidiaries, to allow the client to validate and integrate 

local data better into its corporate systems and to track and keep control of its local 

subsidiaries better. (These business services organizations also supply more 

mainstream process outsourcing, such as payroll processing and finance and 

accounting services.)  

 

W h a t  S h o u l d  b e  O u t s o u r c e d  i n  F u t u r e ?  

Several organizations told us they would make more and earlier use of local 

consultants and professional services in order to get up and running faster, and avoid 

the perils and pitfalls stemming from a poor understanding of the local business, 

social, and political environments. "We'd take on more local advice" (chemicals 

company) and "Next time, we will use local consultants from the outset" (retail 

company) were typical comments in this regard.  

One organization went further and told us it would use a local contractor to play a 

critical management role in the early setup phase of its next territorial expansion. "We 

will use a local operations manager to establish contracts with local suppliers next 

time. We would hope that this would give us improved knowledge of local culture and 

bring us an edge when selecting who to work with," said a professional services 

organization. 

In general, finance and HR were the corporate areas where organizations we talked 

to tended to identify a role for outsourcing partners to work alongside the in-house 

teams. Outsourcing is, however, planned to be done on a sophisticated basis, with a 

"mixed economy" of in-house and outsourced services. In particular, payroll, ledger, 

cash management, audit, regulatory compliance, and regulatory filing were often cited 

by respondents as functions best left to local providers with good knowledge of local 

laws, regulations, and customers.  

"Finance is something we would try to do internally as we have a good knowledge of 

the financial operations of our business. However, local challenges remain, so we 

can't simply impose our standards as there is risk of incompatibility with local practice 

and thus law. So we engage with a third party, at the very least to do audit. In the 

start-up phase, we would normally choose to use a third party and then transition their 

people to our organization, if that's practical," said a manufacturer. 

Regulatory compliance in particular was seen by many organizations we talked to as 

an important task that was time consuming and often locally specific, but which added 

no value in commercial terms — and thus a prime candidate for handing over to an 

outsider. "We would not be involved in regulatory compliance in the future. We would 

use an external team for legal support, and an external team for financial 

compliance," said a construction company. 

 

S o u r c i n g  M o d e l s  f o r  I n t e r n a t i o n a l  E x p a n s i o n  

Sourcing is clearly a complex issue. The organizations we talked to made it clear that 

there are no "one size fits all" solutions to their needs, and that the mix of in-house 

and outsourced services can change over time, with the balance moving backward 

and forward depending on the needs of the organization at any point in time.  

The balance of what is to be done internally and what is to be outsourced will also 

depend on geography: "Finance is usually handled internally, but we will normally use 

a third party in Eastern markets as we are more wary of being caught out by 
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regulatory changes," said a retailer. "These [Eastern] markets evolve a lot more 

rapidly, and it makes less sense to try to stay abreast of that change internally." 

For many enterprises, it will make sense at least in the early setup phases of 

territorial expansion to use traditional IT outsourcing — the large global outsourcers 

increasingly offer deals in which the outsourcer creates and runs the IT infrastructure 

in its entirety in a new territory, including customer-facing elements, such as websites 

and online commerce systems, along with associated business processes (for 

example, running customer care services dealing directly with the client's end 

customers). For some organizations, IT outsourcing will initially be comprehensive in 

scope, but will be reduced as the enterprise gains scale and experience and 

eventually rolls out its own IT models and processes (which can include global 

outsourcing agreements) to the subsidiary.  

Mainstream business process outsourcing often also makes sense, particularly in the 

early phases of territorial expansion before the enterprise has acquired the local 

understanding and critical mass to manage in-house key business processes, such 

as payroll, HR administration, and finance and accounting. While some of these 

functions are often taken in-house after the enterprise gains critical mass, it is often 

the case that, for example, payroll and the more transactional elements of accounting 

and cash management remain outsourced. As a high-tech company explained to us: 

"HR is normally done externally in the initial phase, but then we gradually take over 

responsibility from the outsourcer. We would always use a third party for recruitment, 

however." 

What IDC calls "corporate compliance services" (see above for a description) clearly 

make sense in the initial setup phases of territorial expansion, and indeed they can be 

crucial to a smooth initial expansion into a new territory. Suppliers of these services 

can play an important role in getting local legal entities created and staffed (either by 

providing interim staff directly, or by supervising the recruitment of local staff), and in 

establishing relationships with key stakeholders including local suppliers, regulators 

and legal authorities, suppliers, customers, and so on.  

Moving forward, these specialist services often have an important longer-term role to 

play in ensuring ongoing compliance with local legal requirements. In some territories, 

national (or even regional) legal requirements are subject to constant change, and 

many enterprises prefer not to employ their own specialist local lawyers and 

accountants to deal with the shifting regulatory landscapes.  

As a niche manufacturer told IDC: "Local compliance is a challenge we face, and it's 

something that changes with each region that we're in. There is very little chance of 

being able to do this effectively centrally, but we want our international operations to 

be very task focused rather than administration focused, so in future we'd tend to get 

the regulatory stuff done externally wherever practical." A construction company 

added: "We would not be involved in regulatory compliance in the future. We would 

use an external team for legal support and an external team for financial compliance."  

A sourcing issue that can easily be overlooked in the early phases is that the 

enterprise will likely face a long-term (indeed, permanent) challenge in aggregating, 

reconciling, and integrating the different forms of data demanded on the one hand by 

local and financial authorities and on the other hand by the enterprises and the 

"onshore" legal and financial authorities that it must answer to. This is a service that 

some of the specialist corporate compliance suppliers provide.  
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S U M M AR Y  A N D  R E C O M M E N D AT I O N S  

Expansion into new territories is often a time-consuming and expensive process 

fraught with commercial and reputational risks, yet it is something that enterprises are 

likely to be doing more of in the near future, as markets and supply chains continue to 

globalize and as the "center of gravity" of both consumer and business-to-business 

buying power shifts eastwards and southwards across the globe, from the "old world" 

of Western Europe and North America to the emerging powerhouses of Asia and 

Latin America, as well as to parts of Eastern Europe and Africa.  

 

S u m m a r y  o f  K e y  F i n d i n g s  

IDC interviewed a selection of 50 organizations that have expanded into new 

territories and/or which are planning to in the near future. In summary, the key 

findings from IDC's research include: 

 Revenue growth is the key motivator for most organizations expanding into new 

territories. After years of corporate cost-cutting, the way to create new value for 

enterprises in Western economies is now to grow the top line, in part through 

expanding into new markets. Globalization of supply chains and corporate 

business processes is also driving territorial expansion.  

 The key issue in international expansion is finding safe premises and trustworthy 

local partners, and dealing with a new regulatory/legal environment. This can be 

a seriously difficult issue for some organizations expanding into new territories — 

not least because they run the risk of breaking the law or of accidentally 

alienating important stakeholders. Key areas mentioned as particularly important 

include real estate, employment, tax, import/export, and environmental laws and 

regulations.  

 Hiring, training, and deploying local people are critical issues, and there are 

frequently cultural issues to overcome. Simply getting the right number of the 

right people trained and identifying with the company's mission and values can 

be a major undertaking, particularly if the enterprise does not have strong local 

partners on the ground.  

 The need to set up efficient financial procedures and banking facilities is an 

important issue, followed by the challenge of reconciling data from multiple 

subsidiaries, often involving delays and costs for the corporate finance function. 

Getting local financial reporting and regulatory filings done on time and to the 

exact local standards is a major issue. This is an area where on-the-ground local 

partners can play an important supporting role.  

 Understanding and dealing with cultural differences can be time-consuming, but 

needs to be done early in the expansion cycle, and it needs to be tackled head 

on, despite containing often sensitive aspects. Misunderstanding local culture 

can lead to key stakeholders being alienated, and can expose the organization to 

the risk of criminal prosecution. Many organizations we talked to intend to spend 

more time in future understanding and dealing with local differences in culture, 

laws and regulation, and working practices.  

 External partners with strong local presence have a role to play for most — if not 

all — enterprises we talked to. Several intend to use external consultants in their 

next territorial expansion and to use outsourcers (such as payroll processors) or 
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business services organizations that supply legal, accounting, and regulatory 

assistance services. The aim is to outsource more transactional and locally 

specific activities in order to focus attention on their core business.  

 

R e c o m m e n d a t i o n s  f o r  E n t e r p r i s e s   

IDC has the following recommendations for enterprises considering expansion into 

new territories: 

 Start early, and never skimp on pre-launch research and planning. Start 

planning early — almost invariably at least a year before establishing any 

substantial presence on the ground. Carry out extensive research into the 

specificities of the territory's political, legal, and cultural environments, as well as 

into the competitive landscape and the target market and/or workforce. Pay 

particular attention to how these local specificities could affect your operations 

and could expose you to financial, legal, and reputational risks. Do not skimp on 

the research and planning phase, as errors and omissions in this critical phase 

can be exponentially costly to correct in later phases.  

 Get local help from third parties, particularly in early phases. A key theme 

from our conversations with enterprises that have expanded into new territories is 

that the role of local advisors and service providers is crucial, particularly in terms 

of creating the new legal entity, recruiting and training its senior management 

and its operational workers, and creating and supporting the running of the day-

to-day "mechanics," such as payroll processing, cash management, regulatory 

reporting, and so on. These are areas where local knowledge and experience is 

often vital, if not an absolute necessity. These are critical tasks, yet they add little 

or no new value to the organization, and consequently they are often best left to 

local specialist organizations — at least until the enterprise acquires the 

experience and critical mass to handle them itself. 

 Use outsourcing — but use it pragmatically. Using local outsourcers, 

professional services firms, and consultancies is often unavoidable, especially in 

the early phases of international expansion when the enterprise has few 

employees in place and has little experience of local conditions. However, 

outsourcing should not be deployed dogmatically, and the boundary between 

what is in-house and what is outsourced should be fluid, constantly reassessed 

and will most likely evolve back and forth over time. Some functions will be taken 

in-house after the start-up period while others might start internal and be 

outsourced. The key criterion is who is best placed to perform the function at any 

particular time.  

 Consider joint ventures and acquisitions. One way to avoid some of the effort 

and cost (and risk) involved in setting up a subsidiary in a new territory is to buy 

an existing operation, or to create a joint venture with an existing operation. But 

these options come with risks and costs of their own — acquisitions too often fail, 

and joint ventures too often disappoint their owners and unravel when the 

interests of the owners diverge. Moreover, anyone considering an acquisition or 

joint venture must ensure that they first acquire a deep understanding of the local 

political, economic, and social conditions of the territory concerned, and that they 

really understand the commercial and operational capabilities of the organization 

they are buying or the organization with which they are entering into a joint 

venture. That means taking advice from local business and political advisers and 

local business services providers.  
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 Consider strategic, multiterritory relationships with key service providers. 

One of the critical issues involved in managing territorial expansion is the 

gathering, processing, and reconciliation of operational, financial, and legal data 

across multiple territories, particularly given that local reporting and regulatory 

requirements in each territory are invariably country-specific or even unique. One 

of the major advantages of using an outsourcer or service provider to manage 

functions such as payroll, cash management, HR, legal compliance, and financial 

reporting is that the provider will be expert at handling the reconciliation of data 

between the enterprises' corporate formats and standards and those demanded 

by the local regulatory authorities. In the case of multiple subsidiaries, the 

complications and management overhead involved in this for the client are 

potentially multiplied. However, using a single strategic supplier to handle these 

outsourced functions in multiple territories can potentially take most if not all of 

the pain from this process, not least by ensuring consistency across processes 

and standards.  
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