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Foreword
In the summer of 2014, TMF Group commissioned leading research house IDC, to speak 
to fifty senior-level decision makers at US-headquartered 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 came from a range of industry sectors including high-tech and luxury 
consumer goods as well as financial and professional services, travel and logistics and 
biotech and pharmaceuticals. Companies ranged in size from approximately 500 to 
almost 23,000 employees.

Respondents were drawn from senior roles closely involved in the day-to-day 
management of territorial expansion: chief financial officers (22%), senior HR 
executives (32%), chief operating officers (24%) and senior legal officers (22%).

The report found that nearly half of the companies questioned (48%) were looking to 
grow internationally in the next two years – primarily to Asia Pacific (42%) and Europe 
(36%) – with the most popular territories being China, India, the UK and Germany.

Eight out of ten respondents (82%) cited increasing sales as among their reasons for 
international expansion, followed at some distance by establishing a shared service 
center for back office functions (25%).

This expansion has been encouraged by the US domestic market recovery, earlier 
than other recessionary economies, which has meant that US businesses - having 
stabilised their existing business - are now in a better position to consider 
international expansion in other regions ahead of their peers, particularly those 
headquartered in Europe.

Importantly, the growth of online commerce has not negated the need for an on-
the-ground presence in international markets. Most people still buy from people and 
this requires a physical presence in key target markets if maximum sales potential is 
to be realised.

US brands undoubtedly have strong appeal, especially in the aspirational emerging 
market economies, and this creates a strong business case for expansion. However, 
this can prove a time-consuming and expensive process – be it, finding the right 
people or understanding business regulations - and the risk of failure can be high if 
appropriate planning is not made or local practice considered.

It’s therefore important that US-based businesses, while embracing the drivers for 
international growth, fully understand the potential challenges or barriers to success. 
But they should also remember that they are not alone. There is an abundance of 
third-party help for those that want it and practical measures that can be taken to 
avoid any pitfalls.

Frederik van Tuyll
Chief Operating Officer, TMF Group
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IDC OPINION 

Businesses and markets are more global now than ever before, as the Internet condenses many 
thousands of miles to a few clicks of a mouse, and low cost air travel leads to greater awareness 
of, and desire for, products and services from other continents. Nowhere is this globalization of the 
economy more evident than in the United States of America.  

For a business, the impact of this globalization is a customer base that can be located anywhere 
and is able to source components and manufacturing in alternative locations that are perhaps more 
cost effective or closer to target customers. This leads increasingly to businesses looking to 
capitalize on this broadened exposure, and the opportunities it creates, to open physical 
operations in new countries. The United States' early emergence from the recent economic 
downturn has meant that companies based there have been in a stronger position than many other 
companies in the western economies to consider and plan for expansion into new markets. 

Expanding overseas 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. For many the idea of expanding their 
business overseas remains just that, an idea. They are put off by the fear of establishing and 
running an operation in an unfamiliar country.  

To examine the challenges involved, IDC carried out original research among US headquartered 
enterprises in summer 2014, sponsored by TMF Group. The key findings from this study include:  

 The prime issue for enterprises entering new territories is to find, hire and train the right 
staff. Not understanding the local culture when it comes to recruitment and addressing this 
lack of empathy in some locations where high staff turnover is the norm is a challenge 
when it comes to establishing a business in a new country. 

 Working with and understanding the legal processes and regulations in the new location 
are also seen as a significant issue for businesses in establishing their new operation, 
especially when trying to ensure they fit in with the way the rest of the business operates.  

 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.  
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 IDC also recommends that enterprises give serious consideration to using third parties 
with a 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.  

 Selecting partners that operate across more than one location will be beneficial in 
smoothing the expansion process into further countries in the future as the learning curve 
will be dramatically reduced, providing of course that their coverage includes the right 
countries. Likewise a company that is able to deliver multiple corporate services under a 
single agreement is likely to be more cost effective and deliver a higher quality and more 
integrated service to the business 

 The outsourcing of payroll services is extremely common among US companies in their 
domestic market; it therefore makes enormous sense that this activity is top of the list 
when considering which services to engage a third party for as part of a geographic 
expansion. 

METHODOLOGY 

In summer 2014, IDC conducted 50 telephone interviews with senior-level decision makers at US-
headquartered 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 financial services, professional services, travel and logistics. Companies 
ranged in size from approximately 500 to almost 23,000 employees. 

IN THIS WHITE PAPER 

This IDC White Paper contains findings and recommendations based on original research carried 
out in summer 2014, asking enterprises about their experience and subsequent learning from 
expansion into new territories.  

SITUATION OVERVIEW 

The Context: Planning for Post Recovery Growth and Expansion 

The global economy continues to show signs of recovery as we move through the second half of 
2014. Geopolitical issues and other factors are impacting the rate and scope of the recovery but 
overall the considered opinion is that the worst is behind us and that businesses should be 
planning for how they can maximize their business growth going forward. The United States' 
economy was one of the first recessionary economies to return to growth and this early domestic 
market recovery has meant that businesses in the United States, having stabilized their existing 
business, are in a better position to consider international expansion in other regions ahead of their 
peers, particularly those headquartered in Europe. 
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One thing that is very evident is that the world of commerce, as the economy exits the recessionary 
period, is very different to how it was in 2007, immediately prior to the start of the economic 
upheaval that led to the recession. In 2007 the use of the Internet as a platform for commerce was 
by today's standards unsophisticated; it is worth noting that it was only in January of that year that 
Apple launched the first iPhone, and with it the smartphone and tablet revolution that has 
transformed the way in which consumers and enterprises conduct their daily lives. Fast forward 
seven years and it is hard to imagine operating in world where the Internet does not provide a 
fundamental platform for communication and commerce. eCommerce in all its forms has not only 
created a (usually) more efficient means of trading, but has also removed geographic boundaries 
when it comes to buying and selling. A company or individual is able to identify a potential supplier 
of a product or service on a different continent and providing that seller is willing and able to supply 
the customer, a transaction can take place. For some this has taken the guess work out of whether 
they should look to expand into overseas markets and to which ones, while for others it has 
opened up the prospects of international expansion. 

US brands have strong global appeal, especially in the aspirational emerging market economies, 
and this creates a strong business case for US-based businesses to expand into new markets, 
especially those where the economy was largely unaffected by the economic downturn. In some 
locations a local presence is necessary if the company is to trade on sensible commercial terms, 
further requiring the establishment of operations in new locations as part of an international sales 
expansion program. There is also a collective "safety in numbers" environment emerging where 
trading partners and suppliers are looking for their partners to also be present in the countries 
where they are looking to expand. Just because someone you know is looking to enter a particular 
country is clearly not reason itself for you to also enter, but it may warrant investigation, or help the 
selection process if more than one country is being considered, especially if there are mutually 
beneficial reasons for being there together. A substantial reliance on suppliers in an overseas 
location can also provide a sound business case for establishing a local presence in order to be 
closer to the point of supply or manufacture. 

Finally, well established US companies may be of the opinion that the opportunity for significant 
growth in their domestic (US) market is limited, especially if they have been established for some 
time and have a nationwide presence. For these companies the only way to grow will be seen to be 
through expansion into overseas markets. 

FUTURE OUTLOOK 

Why Expand Into New Territories? 

In the age of the Internet, it could be argued that there is less of a need for companies to establish 
a physical presence in new countries simply to establish access to and to service a new and larger 
customer base. However, the reality is that people still buy from people and ultimately this requires 
a physical presence in key target markets if the maximum sales potential is to be realized. 

As part of the research for this White Paper, IDC surveyed a sample of 50 US headquartered 
organizations that have recently expanded into new territories or are planning to do so.  

By industry, the largest representation was from logistics and CPG (16%), followed by high-tech 
(12%) and luxury consumer goods, travel, and financial services (10% each). The others were a 
mixture of electronics, biotech, utilities, professional services, software, and pharmaceuticals. The 
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respondents were drawn from senior roles closely involved in day-to-day management of territorial 
expansion: 22% chief financial officers (CFOs), 32% senior HR executives, 24% chief operating 
officers (COOs), and 22% senior legal officers. We interviewed the respondents 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. 

FIGURE 1 

Reason for Expanding into New Countries 

Q: What are the reasons for entering a new country? (Choose all that apply) 

 

Source: IDC, 2014 

 

Expanding sales operations was by far the most common reason (82%) for the respondent 
companies to look to establish overseas operations. Almost 25% of respondents had also 
expanded internationally to establish a shared service center for back-office functions. Expansion 
to drive sales makes a great deal of sense as it usually requires a lower level of initial investment, 
compared to, say, establishing a factory, and often comes about because the market has already 
demonstrated the demand for the specific product or service by buying it via an "out of country" 
location.  

All of the companies we spoke to already had some experience of operating in multiple 
geographies, some just in one other country while others in as many as 34. As a group, the 
average number (mean) of countries they operated in was seven and the most common number 
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(median) was six. As a group, the respondents therefore have a great deal of experience and are 
well aware of both the challenges and potentials that an international expansion strategy carries. 

Regarding their future plans, two companies were looking to expand within the next 12 months, 
with the remainder fairly evenly split between expanding within the next two years (44%) or looking 
beyond the two-year timeframe (52%). This focus on the medium term when it comes to business 
expansion is perhaps due to a continued level of uncertainty regarding the rate and sustainability of 
the global economic recovery.  

FIGURE 2 

Region Under Consideration for Future Expansion  

Q: Could you tell me to which region you plan to expand? 

 

Source: IDC, 2014 

 

Geographically, and remembering all of the companies we spoke to were headquartered in the US, 
the most popular regions for expansion were Europe (36%) and Asia-Pacific (42%). In Europe, the 
most popular destinations (Figure 3) were the UK followed by Germany, while in APAC it was 
China followed by India. In the Middle East, the United Arab Emirates was the only country 
mentioned, but was as popular a choice as India and Germany. 
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FIGURE 3 

Countries Being Considered for Expansion, by Number of Companies 

Q: Which countries are you considering for expansion? 

 

Source: IDC, 2014 

 

On the basis that, as humans, we base our future actions to a great extent on past experience, we 
wanted to understand the challenges that the respondents had faced on the previous occasions 
they had opened an operation in a new country. Challenges associated with recruitment of staff 
and understanding and operating within the local legal framework were dominant in the responses 
to this question. As the head of HR from a luxury Consumer Goods Company put it: "Recruiting the 
right people across a cultural divide remains the single biggest challenge for us."  The COO of a 
biotech company added "Building a local legal framework for things like protection of IP, insurance 
and liability understanding, regulatory and compliance obligations"  as the main challenge the 
company had faced. 

Other more tactical issues, such as being sure the market for the given goods and services was 
actually there, being sure the facilities were in the right location, establishing a local supply chain 
and things simply taking much longer than expected were also mentioned. Not knowing whether 
the market was actually there for the product shows that there is a still a fair degree of naivety 
among businesses when looking to expand their operations and may explain why, for some, it 
does not go according to plan.  

In essence, the issue is that you don't know what you don't know when you set out on a new 
venture. This comes through clearly in this statement from the COO for a company in the travel 
industry: "We expected to have more central control than we could actually achieve. It isn't a bad 
thing but the expectation was that we would have US-based control over HR, F&A, etc. The reality 
was that the level of local compliance and differences in day to day management meant it was far 
simpler to put it into a BPO agreement and control that through local reporting structures." 
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Have these experiences had an impact on how the respondents plan to do things in the future? In 
general the answer is 'yes', with most saying that in the future they would look for expert advice 
from locally based providers, especially when it comes to helping them deal with legal issues and 
recruitment. However, it seems that this is to some extent history repeating itself in that many of 
the respondents had in fact used locally based individuals to help in some aspects of establishing 
the business in the country and still had a less than perfect experience. It seems from our 
discussions with respondents that for many, the selection of third parties to assist has been very 
much a piecemeal approach and this has led to disjointed and inconsistent advice and potentially 
proved expensive. The CFO of a financial services organization put it like this: "We know they exist 
but we thought we would get a best of breed partner for each element we needed and that was our 
main method of operation — it was disjointed and several things were overlooked, so not ideal." 

Among those that had not used a corporate services provider to assist them in setting up an 
operation overseas, we asked about their awareness of such providers. Most were aware to some 
degree of such service providers, although 20% were not. However, this type of provider was seen 
to be potentially costly, extending the time required to get the business up and running, suitable 
only for larger companies or disconnecting the parent company from the process resulting in loss 
of control and/or lack of internal knowledge building. Spending money and taking the time to get 
the operation set up properly will maximize the chance of a long-term successful business and is a 
cost that is almost certainly worth incurring. Market expansion is not something that can be 
undertaken "on the cheap" and the cost of failure will probably be many times the cost of getting it 
right from the start. 

It is not clear that even those that sought third-party assistance did so in the most optimum 
manner. There was clear evidence ("We used a third party vendor that specializes in managing this 
type of business change"; "We used four different vendors in each country"; "We used some third 
parties but it was all individual providers. Accountant, lawyer and HR were the main sub-
contractors") that companies are treating each move to a new country in isolation and not looking 
for economies of scale that could arise if they were to select providers that could help them across 
multiple countries as future expansion plans unfold. 

We asked the respondents to rate on a scale of 1 (not an issue at all) to 7 (a major barrier to 
expansion) what they regard as the key challenges to their future expansion plans. Staff related 
issues were the biggest anticipated challenges, both in terms of finding the right staff initially and 
then training and retaining them. This was then followed by understanding and complying with 
local rules, regulations, and processes as shown in Table 1. 
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TABLE 1 

Key Challenges for Future Expansion Plans 

Q: Considering these 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? 
(On a scale from 1 to 7, where 1=not an issue at all and 7=a major barrier to expansion) 

Issue Mean Rating 

Finding the right local talent 4.68 

Training local staff and giving them career opportunities 4.30 

Understanding and complying with complex local rules, regulations and processes 4.28 

Understanding cultural differences and language 4.00 

Adhering to labor laws and paying employees at market rates 3.62 

Establishing banking and accounting measures 3.62 

Assessing local competition 3.38 

Intellectual property rights enforcement and discrimination against foreign firms 3.38 

Finding the right premises and local suppliers 3.22 

Incorporation 3.20 

Note: n=50 

Source: IDC, 2014 

 

Mean ratings do not always tell the full picture and can be skewed by a number of very low or very 
high outliers. Giving consideration to those that had the highest number of high scores, the 
following four topics all had a median of five, indicating that these were the areas of greatest 
concern to the majority. 

 Understanding and complying with complex local rules, regulations, and processes 

 Understanding cultural differences and language 

 Finding the right local talent 

 Training local staff and giving them career opportunities 

Staff and Personnel Issues 

With staffing issues being identified as a key challenge for companies looking to expand overseas, 
we explored the issue in more detail with the respondents who have particular responsibility for 
staffing issues (COO and HR). 
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For many, the biggest challenge faced in managing an international workforce relates to 
communication and ensuring remote employees understand the company, its direction, and 
culture. A luxury consumer goods company with operations in 16 countries commented that 
"Communications and ensuring that the company and the way we want our brand to be portrayed 
is communicated effectively" was the major challenge when it came to hiring staff in a new 
location. These are challenges for any multinational organization, no matter how experienced it is, 
and there is limited help it can get from a third party to minimize the impact of these challenges. 
What is important is to recognize the challenge that this presents and incorporate processes and 
procedures, from the outset, that address these challenges while at the same time allowing the 
local culture and business style to be reflected in the way business is being done. 

Likewise, it is important and often essential to allow an offshore venture to reflect the local 
practices and culture that exists in its location and this will require the recruitment of locals. The 
senior HR person at an electronics company commented about the importance of the 
"Development of policy that works in that geography and development of policy that works within 
your broader corporate structure. Ensuring people have the same long-term objectives as your 
board". These locally recruited staff will need training, and one of the issues raised in the study 
was the cost and time to undertake the training, with the potential for newly trained staff to leave 
after a fairly short time. As one COO of a pharmaceutical company commented: "Cost and the 
propensity to lose good people with little warning — there is a lot of uncertainty in Asia when it 
comes to the expected tenure of employees and thus how you achieve an ROI on training." 
Companies therefore need to do whatever they can to ensure that they hire the right staff in the 
first place and create the working environment that encourages high levels of retention. 

As already highlighted, recruitment and understanding local employment law and processes is 
critical if the right staff are to be hired in the right way and on the right terms. It is clear from the 
study (Figure 4) that most companies that already have experience of operating overseas either 
hire local HR professionals or utilize a specialist agency to handle these functions for them. 
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FIGURE 4 

Approach to Addressing Staff and Personnel Issues Overseas 

 

Source: IDC, 2014 

 

Corporate Governance and Legal Issues 

Adhering to local customs and processes was one of the top three areas where companies felt 
most challenged. Examples of areas that companies need to include when it comes to establishing 
the legal essentials of the business are: 

 Determining the best corporate structure for their needs  

 Incorporating the new entity  

 Appointment of local shareholders  

 Setting up statutory records  

 Registrations of new entities  

 Appointment of local representatives  

 Registration of company offices  

 Knowledge of local rules and regulations 

 Certificate of Good Standing 

However, these are not insurmountable challenges and many of the companies (65%) we spoke to 
look to work with local partners to help them in this respect. Indeed, for many finding the right 
partner is the biggest challenge and having done so the next challenge is ensuring that the costs 
associated with working with the partner remain under control. A Head of Legal Services 
commented that a partner needs to have "knowledge not only of the legal framework to which you 
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need them to work but also of your own processes — the key is finding someone who can map 
these two together."  

Many of the legal requirements are seen as being necessary at the initial inception of the new 
business but the level of work and the requirement for legal assistance rapidly drops off once the 
business is up and running. This "effort profile" further demonstrates the rationale of using a third 
party rather than incurring the cost of establishing a legal department within the local business and 
hiring a workforce that is unlikely to be as necessary or as heavily utilized later. 

Financial and Accounting Issues 

From the interviews we conducted with CFOs and COOs, the importance of getting the accounting 
processes and procedures right seemed to be a greater challenge and of greater importance than 
the issues related to corporate governance. The COO of a pharmaceutical company commented: 
"Establishing things like banking services and incorporation can be a real hassle — there are 
increasingly pressures on banks to regulate the way they handle overseas business and we find 
that this impacts on the level of flexibility and control we have within our own account management 
processes. We also see local accounting practice and knowledge as a significant issue."  

Establishing all of the necessary requirements to allow a business to trade in a new country is seen 
to be time consuming, expensive, and difficult to change later if it is done incorrectly. The COO of 
an electronics company with operations in 11 countries observed that: "The time taken to get all 
the administrative elements in place… from opening bank accounts to setting up a local accounting 
system… it is all time consuming and undoubtedly requires local expertise even for a very small 
operation. This makes it uneconomical to start an overseas office for much fewer than 10 to 15 
people. Financial controls and the upfront time required, make the ROI period quite extended 
before you factor in any operational and logistical expenditure."  

It is perhaps not surprising that businesses seek to utilize third parties to help them in this area. 
Out of the 23 CFO and COOs we spoke to (Figure 5), 21 said their company used specialist local 
providers to help them ensure that everything was set up correctly. 
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FIGURE 5 

How Overseas Financial and Accounting Issues are Addressed 

 

Source: IDC, 2014 

 

A challenge and requirement mentioned by several respondents is the need to ensure that 
everything they do at an overseas location is fully compatible with the centralized accounting 
systems being used by the company. 

Payroll and associated services is one of the most common administrative areas within a business 
where a company will turn to a third party. This applies just as much in a business's domestic 
market as it does when they are taken to an overseas location. In the case of the latter, 
establishing a company's own payroll and finance department, especially in the early days of the 
venture, makes little or no sense as it creates a significant amount of unnecessary cost and may 
cause delays in the establishment of the operation as hiring staff without having the necessary 
processes in place to pay them would be very risky indeed. 

CONCLUSION 

 Entering a new market and establishing a physical presence there is a major decision for 
any company, regardless of its size. Indeed it could be argued that the larger the company 
the more it has to lose should it go wrong. Get it right and it can pay significant dividends to 
the company and its shareholders for many years into the future. 

 Europe and Asia Pacific are the regions most under consideration for future expansion. 
Within those regions it is the UK, Germany, China, and India that are the most popular 
countries being considered. 
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 Planning is key to any successful expansion of the business and this no more true than 
when the expansion is taking place in a different part of the world. Time taken at the outset 
to understand what is involved and who is best placed to assist you in executing the plan 
may be the difference between success and a costly failure. 

 Recruitment of the right local staff to run the office is seen as the biggest challenge faced 
by companies and an area where local knowledge of employment laws and practices will 
be essential. 

 Selecting the right partner to represent and work with you in an overseas location is 
imperative. A firm that is prepared to take the time to understand your business and its 
needs is more likely to be someone you can place your trust in than one who simply sees 
your requirements as "just another transaction." 

 Many of the companies we spoke to also cited the challenges a remote location has in 
terms of communicating with the staff at the location and ensuring they understand the 
company, its culture, and its strategy. In this age where communication is simply a mouse 
click away it is often forgotten that simply sending an email is not the same as it being 
read, understood, and acted upon. Cultural differences may also mean that what is seen 
as effective communication in one market, especially the domestic market, may be totally 
inappropriate in an overseas market. Management will need to invest time at the new 
location to ensure the new employees genuinely feel that they are part of the company and 
share its value. Lack of investment in this area will inevitably lead to staff retention issues 
— another problem mentioned by many of the respondents. 

 Legal and corporate governance is an essential area to get right, whether it be a contract 
of employment, a contract for office accommodation, or an agreement with a local supplier. 
Issues that arise later because the contracts were wrong or misunderstood could be very 
damaging for the business or even the individual employee if they are deemed to have 
breached some aspect of the law and be seen to personally liable. There is no substitute 
for local assistance in these areas as it requires more than simply understanding the law at 
a basic level. It is the subtlety of the law and how it is interpreted than can be the 
difference between success and failure. 

 The great advantage for a company looking to establish a presence in an overseas market 
today, compared with say 20 years ago, is that there are specialist firms that can assist in 
these areas that understand not only the rules, regulations, and practices in the target 
destination but also those in the United States, so that they can explain and account for the 
differences and help to ensure the success of the overseas expansion. Selecting a 
company that can deliver the required levels of knowledge, expertise and help in multiple 
locations will be helpful in the future as the company expands into additional locations, as 
both parties will have the benefit of experience of working together and there will be no 
need to start from scratch. This should reduce future expansion costs and also reduce the 
time taken to get the new operation up and running.
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