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Assessing 
Market 
Potential: 
Estimating 
Market Size and 
Timing of Entry

 

A

 

lthough the Internet boom grabbed all the headlines for
speculative excess and managerial misjudgment in the
1990s, there was another decision-making arena in which
western executives seriously underperformed—market
assessment and entry decisions, particularly with regard to
large emerging markets such as China. In a retrospective
commentary on what it describes as an “infatuation” 

 

The
Economist

 

 commented, “Few companies are stupid, but
many have behaved stupidly in China.”

 

1

 

 Similarly, Harvard
economist Pankaj Ghemawat reflects that “companies rou-
tinely exaggerate the attractiveness of foreign markets.”

 

2

 

 Not
only have many foreign market investments proven unprofit-
able, but many multinationals are now trimming back their
foreign investments. For many, this is an unprecedented
retrenchment in the previously uninterrupted international-
ization of their business.

How can such sophisticated companies make such a fun-
damental error as misreading the size of a large market? It
must be acknowledged, of course, that the first phase of the

 

1. “Infatuation’s End,” 

 

The Economist

 

, September 25, 1999.

2. Pankaj Ghemawat, “Distance Still Matters: The Hard Reality of Global
Expansion,” 

 

Harvard Business Review

 

 (September 2001): 3–11.
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process of internationalization—the decision to enter a foreign
market—is perhaps the most challenging of all. To assess the
potential and dynamics of a market from outside (often in the
absence of reliable market research) is obviously a difficult
case of decision making under uncertainty. That companies so
frequently make occasional mistakes is therefore perhaps not
surprising. Look a little deeper into the decision-making pro-
cess, however, and one often finds that the decision was taken
in such a haphazard fashion that the company gave itself little
chance of having made the right call about which market to
enter. Instead, many companies succumbed to an expansion-
ary zeal in which attention to rigorous market analysis was
less prominent in decision making than visions of huge poten-
tial sales growth in new markets and a belief that there was a
limited window of opportunity for entering the new markets
and staking a claim on future riches. 

Thus, for example, western car makers overinvested in
China, lured by the country’s population and no doubt partly
motivated by the threat of saturation in their established west-
ern markets. While some were acting in the belief that they
could preempt competition and gain first-mover advantage,
“through the 1980s and 1990s, China disappointed. Carmakers
came, made losses, argued with their Chinese partners,
lamented the leakage of their technologies, and often left
again.”

 

3

 

 Despite this, new foreign investment in 2003 was esti-
mated by the 

 

China Economic Review

 

 to be creating at least
20 percent overcapacity relative to growth in consumer
demand.

 

4

 

 Similarly, Nestlé and Unilever, two of the world’s
giants in the food business, invested heavily in the ice cream
market in Saudi Arabia, judging the market to be highly attrac-
tive by using established measures such as the proportion of
youth in the population and the climate of the country. Yet, by
2001, both firms had exited the market, unable to reach profit-
ability in the face of cultural barriers such as the inability of
women to drive to supermarkets and low acceptance of ice

 

3. “The Great Leap Forward,” 

 

The Economist

 

, January 30, 2003.

4. Ibid.
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cream as an eat-at-home dessert.

 

5

 

 Note that in both these
examples, the companies involved were experienced interna-
tional firms with a cadre of seasoned international executives.
Both focused on top-line indicators, such as population, as a
guide to market potential and underestimated the difficulties of
market-specific factors such as regulatory or cultural barriers
to growth, or underdeveloped distribution channels.

This chapter examines the two critical decisions involved at
this stage of internationalization. The first is the choice of which
market to enter—particularly the forecasting of market potential;
the second is the timing of entry—particularly the question of
first-mover advantage, one of the most prevalent items of conven-
tional wisdom in the managerial and investment communities.

 

Pitfalls in Foreign Market 
Assessment

 

There are a number of traps into which companies can fall when
assessing foreign market entry. The first is to exaggerate the size
and attractiveness of a market. In the internationalization boom
of the 1990s, “strategic visions” were used to justify investments
based upon flimsy analysis of markets, such as those based upon
national populations (hence, China could be viewed as the
world’s most attractive market). From the late 1980s onwards, a
number of large markets were opened up, either as communist
states collapsed or as governments began the process of eco-
nomic liberalization. From 1985–1998, at least 54 countries
became “open” and joined the global economy, increasing the
share of the world’s population in “open” economies from 22
percent to 76 percent, an increase of over 3 billion people.

 

6

 

Faced by maturing markets in the developed world, western

 

5. David J. Arnold, “SADAFCO,” Harvard Business School case study 9-599-
021. Boston: Harvard Business School Publishing. 

6. Robert E. Kennedy, “Policy Reform, Globalization, and New Opportuni-
ties in Emerging Markets,” Harvard Business School Working Paper.
Boston: Harvard Business School, 2000.
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companies rushed into countries such as China, India, and Rus-
sia, attracted by their large populations and determined not to
miss out on what appeared to be a once-in-a-century opportu-
nity for new sources of revenue growth. At the time, the U.S.
administration’s export promotion strategy was built around the
“Big Emerging Markets Policy,” launched in 1994 after the Com-
merce Department was charged with answering the question, “If
we look toward the next century, where will we find the engines
of American growth? Which markets hold the most promise?”

 

7

 

As already noted, such a rush to investment appears to have
been overly optimistic: in an article on the globalization “mis-
takes of the ’90s” that noted that foreign direct investment (FDI)
by American companies in East Asia excluding Japan decreased
by 74 percent to $1.33 billion between 1997–2000, 

 

Business-
Week 

 

commented, “Corporate America doesn’t talk much about
emerging markets. Things were different a decade ago … many
of these bets fizzled or disappointed.”

 

8

 

There is indeed huge long-run potential in international
markets, and in emerging markets in particular, but it is poor
managerial judgment to confuse long-term potential with
short-to-medium term realizable profits—or even revenues.
The mismatch between the ambitions of western multination-
als and the ability of emerging markets to yield income should
be apparent from even a cursory market analysis. More sur-
prising is the fact that most MNCs would not tolerate such
loose market analysis in their domestic markets, but they
insist on detailed and justified income forecasts based on solid
market data. In those cases where a multinational has experi-
enced rapid success in entering emerging markets, it has often
been the result of close targeting of specific opportunities:

 

7. United States International Trade Administration, 

 

The Big Emerging
Markets: 1996 Outlook and Sourcebook

 

 (Lanham, MD: Bernan Press
with the National Technical Information Service, 1996). The “ten big
emerging markets” at that time were Mexico, Brazil, Argentina, South
Africa, Poland, Turkey, India, South Korea, the ASEAN countries (Indo-
nesia, Thailand, Malaysia, Singapore, and Vietnam), and the Chinese
Economic Area (People’s Republic of China, Hong Kong, and Taiwan).

8. “Smart Globalization,” 
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Procter & Gamble, for example, has penetrated a range of mar-
kets in categories such as shampoo, toothpaste, or paper prod-
ucts such as diapers or feminine protection, moving
aggressively to establish first-mover advantage in categories in
which their accustomed competitors had yet to enter the mass
market in those countries.

This tendency reveals a second major pitfall of foreign mar-
ket assessment, which is to base entry decisions upon visions
or pressures from shareholders or competitors instead of mar-
ket analysis. Often, much of the foreign overinvestment was
made to show shareholders that the firm in which they had
invested was aggressive enough in business development, for
fear of falling behind competitors who were themselves invest-
ing, or through vague notions or “visions” such as the twenty-
first century being “the Asian century” as the twentieth cen-
tury was the American century. The idea that there was a lim-
ited window of opportunity was particularly influential, and it
created competitive pressures, as exemplified by this statement
made by Alex Trotman of Ford: “I can’t go down in history as
the Ford Chairman who missed China.” These arguments are
all vulnerable to the fact of market immaturity, even though
there are first-mover advantages in some international markets,
as discussed later in this chapter. Decades of economic develop-
ment will be necessary before China or any other emerging
market can constitute major profit pools, and in those decades
of change there are likely to be opportunities for new entrants
to flourish (as many local companies are in fact demonstrat-
ing). The fundamentals of market analysis remain as valid in
emerging markets as everywhere else—the level of demand and
likely market share will depend upon price levels relative to dis-
posable income, competitive intensity, market segmentation
patterns, and customer behavior and psychology.

The third major pitfall is to rely upon senior executives’
network of contacts as the basis for market selection. In fact,
this amounts to abstaining altogether from assessment of can-
didate markets and substituting entry into a partnership for
entry into a market. This method of market selection can
take a number of forms, as is evident from the anecdotal his-
tory of the internationalization of almost any multinational.
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In some cases, a former employee, who decided to return to
his or her native country, was given the national exclusive
distribution agency. Sometimes, a distributor in one country
persuades an MNC to grant distribution in a neighboring
country. More simply, many companies agree to persuasive
proposals from prospective foreign representatives, who scout
trade shows in number once a company makes news in the
business media. For example, a prominent U.S.-based lei-
surewear company entered Italy as its first international mar-
ket simply because it agreed to a proposal offered by an
Italian entrepreneur at a trade fair. In some respects, this is a
rational decision—the company had some excess capacity, so
the economics looked favorable when costed on a marginal
basis, and since the agreement involved the distributor taking
title to the goods, the risk was minimal. But the longer-term
unforeseen consequences have created difficulties: the Italian
distributor positioned the company’s brand very differently
from its U.S. positioning, as did subsequent European coun-
terparts, which created an international inconsistency with
which the firm is still struggling. More generally, many MNCs
find that the right distributor for market entry is the wrong
partner for long-term market development, and they encoun-
ter difficulties in managing the international distributor life
cycle (discussed in detail in Chapter 5).

The strongest general support for the network effect is
the research on “psychic distance,” which demonstrates that
companies often select markets that are culturally closest—
U.S. companies often enter Canada and the UK before Mex-
ico, for example, while Spanish companies are the major
investors in South America.

 

9

 

 Again, this can be justified as a
rational decision, as it minimizes what might be described as
the managerial risk of unfamiliarity with the market. But, in
the long run, there is no substitute for market analysis and
the resultant robust marketing strategies. This will certainly
be a sounder basis on which to base a business plan than the
level of comfort of the international company’s executives.

 

9. Shawna O’Grady and Henry W. Lane, “The Psychic Distance Paradox,”

 

Journal of International Business Studies

 

, Vol. 27, No. 2 (1996).

 

CH02.fm  Page 32  Tuesday, July 1, 2003  4:53 PM



Chapter 2  •  Assessing Market Potential 33

 

Moreover, although internationalization by minimizing psy-
chic distance is an empirical fact, it should also be noted that
many firms from countries without such obvious cultural
paths, such as Switzerland or Finland, have internationalized
early, extensively, and successfully.

The frequency with which companies make these errors is
an example of how lower managerial standards that prevail in
domestic marketing are sometimes accepted with regard to
international operations. International market entry strategies
should be based upon market analysis rather than country
analysis, and they should follow a framework that allows for the
evolutionary challenge posed by most international markets.

 

A Framework for Assessing Foreign 
Markets

 

There is no shortage of country information on which to base
entry decisions. The problem, from a marketing management
perspective, is that it is the wrong sort of information. Specifi-
cally, there is a wealth of country-level economic and demo-
graphic data available from sources including governments,
multinational institutions such as the United Nations or the
World Bank, and consulting firms specializing in economic intel-
ligence or risk assessment. These sources of data are valuable
from an investment perspective, but they reveal little about the
prospects for selling products or services at the operational level
of the store or the sales representative. Yet, for two reasons, this
information is frequently used for market assessment. First, this
country-market data is readily available, whereas product-mar-
ket information is often difficult or sometimes impossible to
obtain.

 

10

 

 In circumstances in which some product-market

 

10. Country-market describes the situation when a “market” is defined by
national boundaries (e.g., “the French market”), whereas product-market
refers to a market defined by products (e.g., “the cosmetics market”). As
used in this book, a product-market is a sub-set of a country-market (i.e.,
product-markets exist within country-markets).
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research data is available, often from research organizations that
publish market-sizing studies, it is utilized as second-priority
information because the multinational intends to alter radically
the size and structure of the market. This is connected with the
second factor behind this pattern of overestimation of market
attractiveness, namely that market entry decisions tend to be
taken from an investment perspective by senior executives prin-
cipally concerned with risk minimization. This information is
certainly relevant, but it is incomplete: macroeconomic and
national demographic data are often a poor predictor of market
opportunity, as the mistakes of the 1990s demonstrate.

The U.S.-based firm Mary Kay Cosmetics (MKC) serves as
an illustrative example of this distinction, and it will be used
later in this chapter to reinforce the approach described. MKC
is a direct marketing company, going to market via a force of
independent “beauty consultants” who buy and resell cosmet-
ics and toiletries to contacts either individually or at social
gatherings (the “party plan” distribution channel). When con-
sidering market entries in Asia, the company arrived at a final
decision between Japan and the People’s Republic of China
(PRC).

 

11

 

 By the standards of most country-level data, Japan
was by far the most attractive: it boasted the highest per capita
spend of any country in the world on cosmetics and toiletries,
it had high disposable income levels, it already hosted a thriv-
ing direct marketing industry, and it had a high proportion of
women who did not participate in the workforce. As MKC
learned after participating in both markets, however, the mar-
ket opportunity was far greater in PRC, principally because
Chinese women were far more motivated to boost their
income by becoming beauty consultants than were their Japa-
nese counterparts. The entrepreneurial opportunity repre-
sented by what MKC describes as “the career” (i.e., becoming
a beauty consultant) was a far better predictor of how many

 

11. See Nathalie Laidler and John A. Quelch, “Mary Kay Cosmetics: Asian
Market Entry,” Harvard Business School case study 9-594-023. Boston:
Harvard Business School Publishing.
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sales could be made than high-level data on incomes and
expenditures. In fact, MKC has come to employ a business-
specific indicator of market potential within its market assess-
ment framework: the average wage for a female secretary in a
country, which can then help the firm estimate the size of the
opportunity provided to the average working woman by a
career as a beauty consultant.

It is, of course, valuable for inter-country comparisons to
be made in terms of GDP, population, regulatory requirements,
tariffs, industry size and concentration, and all the other high-
level data available. Approaches using this type of information
are well established, and they are amply described in other
publications.

 

12

 

 This chapter will focus on digging deeper into
marketing-oriented assessments of likely market size and
growth prospects. The following simple framework (Figure 2–1)
is designed to help international marketing executives ask the
right questions when assessing alternative markets.

This framework is based upon analysis at the level of the
product-market rather than the country-market, assuming that
the dynamics of different industries are at least as different as
the characteristics of different countries. In other words, a
country that is attractive to one company might be unattrac-
tive to another firm because each requires different conditions
in order for its business model to thrive. While country analysis
might still be useful as a first screen in a hierarchical assess-
ment process (to be followed by more detailed product-market
level analysis), it is only at this more local product-specific
level that accurate assessment can be realistically attempted.
This is a fundamentally different method of market assessment
from the prevailing country-level analysis, which is usually
based upon macroeconomic or national demographic data. It is
based upon two product-market-level concepts:

 

12. See for example the excellent coverage of such analysis in: (1) Warren J.
Keegan, 

 

Global Marketing Management, 

 

7th ed. (Upper Saddle River,
NJ: Prentice Hall, 2002); (2) Michael R. Czinkota and Ilkka A. Ron-
kainen, 

 

International Marketing, 

 

6th ed. (Forth Worth: Harcourt, 2001).
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Marketing-Model Drivers

 

Different product-markets require different levers for the
business to grow, a fact that is self-evidently true to anybody
involved in marketing at the operational level. Some markets
are brand-sensitive, while others will not grow without inten-
sive distribution or a cadre of technically qualified salespeo-
ple. In the example already described, it is a significant
insight for Mary Kay to identify that the entrepreneurial
opportunity of becoming a beauty consultant is the real driver
of its business rather than the overall level of expenditure on
toiletries and cosmetics.

 

Enabling Conditions

 

The second core concept is that of enabling conditions—the
structural characteristics of the market that are necessary for
the marketing model to operate effectively. Only if the
enabling conditions are in place will a firm be able to realize
its potential. For example, consider a market that is driven by
a large number of impulse purchases (such as toys, soft drinks,
or ice cream). For marketing to be effective in such product
categories, the product has to be available at the moment of
impulse, and so an intensive and well-developed distribution
system is a prerequisite or an enabling condition. In fact, the

 

FIGURE 2–1

 

The Market Entry Decision—Screening Criteria
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lack of such a distribution system is usually identified as the
major barrier to market growth in many of the large emerging
markets such as China or Russia.

 

Cost of Entry vs. Cost of Waiting

 

Finally, the cost side of the business equation should be ana-
lyzed and weighed against the demand figures already calcu-
lated. This has two aspects. First, a company should have a
clear idea of the economic costs of participating in the market.
This will include questions such as whether local production
and/or assembly are required, how many local employees will
be required, tariff requirements, and so on. This is another
area in which there will be significant differences between
product-markets, depending, among other things, upon the
bulk-to-value ratio of the products being sold—a lightweight
and/or small product, such as a branded pen or an electronic
component, incurs far lower transportation costs to import
than a high bulk-to-value product such as a disposal bin,
which makes the projected income statement for the first few
years in the market look more attractive.

 To illustrate this approach, consider the hypothetical case
of two U.S.-based multinationals considering entry into Viet-
nam after the U.S. trade embargo was lifted by President Clin-
ton in 1994.

 

13

 

 “Chemical Corporation” is a specialty chemical
company, focusing predominantly on industrial adhesives for
use in a wide range of manufacturing applications. “Sports Cor-
poration” markets sportswear and sports-oriented fashion in
the footwear and apparel categories, which it traditionally mar-
kets through sports-celebrity endorsements. Both companies
are global leaders in their industries, and both demand price
premiums for their high-quality products (see Table 2–1). 

The key driver of Chemical Corporation’s marketing model is
its sales force. The challenge that members of the sales force face
is to convince their key prospective buyers, who are probably

 

13. This section draws upon David J. Arnold and John A. Quelch, “Vietnam:
Market Entry Decisions,” Harvard Business School case study 9-597-
020. Boston: Harvard Business School Publishing.
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engineers, of the value of using chemical fastenings (i.e., adhe-
sives) rather than mechanical fastenings (e.g., nuts and bolts).
This is a relatively technical selling challenge, and it requires a
professional level of cost/benefit analysis by the customer as
well as the salesperson. The enabling condition for Chemical to
consider a market attractive, therefore, is the presence of a
number of sophisticated manufacturing client companies and
the availability of an engineering-trained sales force.

Sports Corporation operates an entirely different model.
Its products are aspirational—meaning that the consumer
pays the premium not only for product quality, but also for
identification with the high-achievement and high-fashion
world of the sports stars who endorse it. For such a model to
work effectively, therefore, the target market must have a
well-developed sports industry, including intensive sports
media, and it must also offer opportunities for event sponsor-
ship. In addition, Sports will require a retail sector well devel-
oped enough to allow it to control distribution and
merchandising, an important factor in maintaining the pre-
mium image of image-oriented brands. 

 

TABLE 2–1  

 

The Market Entry Decision–Vietnam Example

 

Key Drivers 
of Marketing 

Model

Enabling 
Conditions

Notes

Chemical

 

• Sales personnel
• Sophisticated
   customers

• Management
• Relationships

• Low cost-to-serve
• Strong local
   training required
• Industrial
   customers
   present early

 

Sports

 

• Brand awareness
• Development of
   sports fashion

• Media
• Premium
   customers
• Control of
   retail

• Strong
   competitive
   pressure
• Attractive
   manufacturing
   base
• Niche accessible
   in cities
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Vietnam in the late 1990s looks like two different places
from the perspective of these two companies. It is an attractive
market for Chemical Corporation because of two critical fac-
tors. First, the enabling conditions are present at an acceptable
level. The sophisticated manufacturing clients that it seeks are
largely multinational firms rather than local Vietnamese con-
cerns, and as soon as the trade embargo was lifted, a number of
American firms joined the European and Asian companies that
had already been attracted by Vietnam as a manufacturing
base. Moreover, there was a pool of recently trained American
engineering graduates who could be recruited as sales person-
nel—these were mostly second-generation members of the
Vietnamese diaspora, originally displaced to the United States
by the Vietnam War and now seeking to return to their ances-
tral home. The second critical factor that renders Vietnam
attractive to Chemical is the low cost-to-serve. Adhesives are
not bulky products, and they can affordably be exported from
existing production locations in Asia, obviating the need for
Chemical to establish local manufacturing.

The situation facing Sports Corporation is quite different
on both counts. First, the enabling conditions are largely
absent: whereas a cluster of manufacturing firms can estab-
lish their operations within a year or two of a market being
opened, it takes several years or even decades for a previously
communist society to adopt a western-style affinity for sports
and for the attendant media, events, and retail sectors to
develop. In addition, the income levels necessary to afford the
premium prices of Sports Corporation’s products will also
take decades to spread to a critical mass of the population. In
fact, the strongest attraction of Vietnam to Sports may be as a
manufacturing base for reexporting rather than as a revenue-
generating market. Whereas there is latent demand for Chem-
ical’s products in Vietnam, Sports faces a market in which
neither latent demand nor enabling conditions are present,
given its marketing model.

This method of analyzing markets can be characterized as
“bottom-up” rather than “top-down,” as it is based upon prod-
uct-market data that is then scaled up into a forecast of mar-
ket feasibility rather than starting from high-level country data
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and attempting to dig down to product-market forecasts. This
approach will also be used to illustrate the forecasting of mar-
ket size. Firstly, however, it is important to consider the type
of data required for such an approach.

 

Guidelines for Market Research 
in Assessing International Markets 

 

One of the reasons market assessment is so challenging is that
it often takes place in a data vacuum. In many countries, espe-
cially those usually categorized as “emerging markets,” market
research is either simply not available or not feasible (most
often in terms of cost). This might be because of a lack of the
infrastructure necessary for market research, such as tele-
phones or trained interviewers, or because customers simply
lack any experience in the product category. Almost always, it
is impossible to recruit a sample that is even close to represen-
tative of the target market population. This explains the lack of
analysis underpinning many entry strategies and the reliance
on published country data. However, experienced international
marketing executives learn that there are ways of getting closer
to the market data required to support a more rigorous and
close-up analysis. The three key issues are the type of interme-
diary used for data gathering, the type of data gathered, and the
use of analogous markets for estimation purposes.

First, the lack of market research firms with trained pro-
fessionals should not justify a resignation to a lack of primary
research. A number of other types of intermediary are nearly
always available. A frequent first option is to turn to profes-
sional service firms such as accountants, management consul-
tancies, or lawyers. Many of these types of organizations have
internationalized early, have offices in nearly all countries,
and have connections in local business communities. An inter-
nationalizing firm can often contact an office of a firm with
which it has an existing corporate relationship for help in mar-
ket research. A second option is to turn to local universities:
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students, especially business students, are usually eager to
undertake research projects, especially for international firms
and particularly if such projects can be incorporated into their
coursework for credit. A third option is that an international
firm with existing subsidiaries or distributors in the region
could turn to those units for research help and request a suit-
able executive to undertake the necessary research, including
time spent in the target market.

Such sources may of course lack the training required to
produce market research of a high professional validity and
rigor, but experienced MNCs increasingly will use such inter-
mediaries, and other types of ad-hoc agents may present
themselves opportunistically. At the least, basic errors of
misunderstanding about country-markets can be avoided by
undertaking such research, and the essentials of a marketing
plan, such as likely price levels and the extent of distribution
networks, can usually be ascertained. In such projects, it is
critical to have a local presence—somebody who has the
contacts necessary to recruit researchers and can supervise
those gathering data. Any of the three categories of interme-
diary described (e.g., a distributor in a neighboring country,
a partner in a local professional services firm, or a local uni-
versity professor) could potentially provide such a contact.
The key principle is to use local researchers so that research
can be executed close up to the market (e.g., in the local lan-
guage and in line with local culture) and so that basic misun-
derstandings are avoided.

The second key issue is the type of data gathered. This will
obviously vary according to product-market characteristics,
and it may be constrained by local marketing and communica-
tions infrastructure. In the case of assessing Vietnam, for
example, Chemical would need to know the number of trained
engineers employed as buyers for manufacturing firms, while
Sports would face the much more difficult challenge of mea-
suring awareness of major sports stars. While acknowledging
such situational considerations, it is still possible to make a
few generalizations that apply to all situations:
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■

 

It is important to use multiple indicators. Reliance on a
single measure for an estimate of market potential is
certainly less reliable than use of multiple measures
from which a conclusion can be triangulated. Experi-
enced MNCs have assessment models that include per-
haps a dozen or more key indicators of market
dynamics that can be applied across any combination
of country-markets.

 

■

 

A company should develop customized indicators,
which are specific to its own product-market and which
have previously proven useful in predicting potential. A
good example is Mary Kay Cosmetics’ use of the average
wage of a female secretary as a basis for estimating the
potential earnings improvement for women who become
beauty consultants—this information would be of little
relevance to most other companies. Such company-spe-
cific indicators would clearly have to be based upon
intelligent interpretation of previous experience in
international markets.

 

■

 

Never assess markets in isolation, but always conduct
comparative assessments of multiple markets, even if
the markets have little in common. Just as triangulation
is an effective strategy for reducing uncertainty with
regard to measures of market potential, so comparative
assessment of markets will reveal questions that execu-
tives never discern when examining individual markets.
This recognizes the fact that absolute measurement of
market potential is impossible, thus increasing the
value of a portfolio approach in which alternative prior-
ities are considered.

 

■

 

Favor observations of behavior, such as purchasing pat-
terns or descriptions of distribution networks, over
reports of opinion, such as likelihood to purchase or
price sensitivity. This approach, always valuable, is par-
ticularly important in international markets in which
accurate surveys of customer perceptions are often
impossible. Customers are notoriously unreliable pre-
dictors of their reaction to new products or other future
market developments. Reports of behavioral patterns in
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the marketplace offer at least a basis for intermarket
comparison, and they are usually also a sound basis for
marketing planning when compared with opinion sur-
veys. Because the product-market being researched is
often underdeveloped or embryonic, it may be neces-
sary to include in the research a brief measurement of
behavior with regard to substitute products (for exam-
ple, the consumption of tea, buttermilk, or any other
relevant nonalcoholic beverage might be a useful market
indicator for a soft drinks firm).

It is also important to take a flexible approach to the type
of data gathered, recognizing that a variety of wider contex-
tual factors may influence market activity in different coun-
tries. In Mediterranean countries, for example, a package
delivery service could not schedule its usual 5 

 

P

 

.

 

M

 

. or 6 

 

P

 

.

 

M

 

.
final pick-up, given the practice of an afternoon break fol-
lowed by offices opening until perhaps 7 

 

P

 

.

 

M

 

. or 8 

 

P

 

.

 

M

 

. Simi-
larly, products that women buy in supermarkets in the
western markets would probably underperform in conserva-
tive Muslim countries such as Saudi Arabia since most women
do not drive or shop alone and therefore seldom visit super-
markets. An expanded view of the contextual distance
between countries is necessary, and a useful framework for
understanding the types of issues to look for is provided by
Pankaj Ghemawat in a paper entitled “Distance Still Matters:
The Hard Reality of Global Expansion.”

 

14

 

 Basing his analysis
upon the high failure rates of foreign market entries in terms
of meeting performance objectives, Ghemawat argues that
even in a world in which telecommunications and other
technologies appear to be reducing the importance of dis-
tance, there remain significant country-specific barriers to
entry that constitute the “distance” involved in entering the
market from outside. His CAGE framework identifies the cul-
tural, administrative, geographic, and economic sources of
intercountry distance, and provides guidelines on which

 

14. Pankaj Ghemawat, “Distance Still Matters: The Hard Reality of Global
Expansion,” 

 

Harvard Business Review

 

 (September 2001): 3–11.
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product-markets would be more affected by each. For exam-
ple, cultural barriers such as different languages or social
norms would be a significant source of inter-country distance
for culturally-sensitive products such as television or movies;
administrative barriers such as lower levels of intergovern-
mental cooperation will impact markets with high levels of
regulation, such as aerospace, healthcare, or pharmaceuti-
cals. It is worth noting that even in the movie or TV industry,
in which U.S. firms and their products enjoy a global domi-
nance, research shows that one of the key differentiators
between the winners and losers in emerging markets is their
willingness to localize their content, In China, for example,
the customization practiced by STAR TV and MTV has given
the companies an advantage over less adaptable rivals such as
Time Warner.

 

15

 

The third key approach in foreign market assessment is the
use of “parallel” markets to forecast potential by analogy.
When faced with a lack of data from a candidate market, expe-
rienced MNCs will use a number of surrogate measures from
comparable markets as the basis for a market assessment.
These might include data on a comparable product in the same
country; the same product in a comparable country, the same
product with a neighboring distributor, or a competitor or com-
parable company in the same country. The more data points
that can be obtained, the better the internationalizing firm can
triangulate and so reduce the uncertainty in its estimate of
market potential. Figure 2–2 illustrates a number of ways in
which estimates may be produced using this approach. For
example, if a firm is estimating market potential in Argentina,
and it knows that it already sells $10 million in Brazil, it might
initially estimate the potential at Argentina at $2.3 million
based upon the relative size of the two countries’ populations,
and it may then double this to $4.6 million to adjust for higher
average disposable incomes in Argentina. Alternatively, Firm A
may know that it sells 50 percent as much as its competitor,

 

15. Lyn Baranowski, Nitin Nayar, Sheeba Philip, “Breaking New Ground:
Foreign Media Companies Enter the Chinese Cable TV Market,” Student
Field Research Paper, Harvard Business School, December 2002.
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Firm B, in Brazil, and it knows that Firm B sells $10 million in
Argentina, so it estimates its potential there at $5 million.
These forms of extrapolation should definitely be regarded as a
fallback position, and any form of direct data from the market
in question are preferable to this form of estimation. However,
situations do occur when this is the best information available.
Moreover, it can always be useful to conduct this type of esti-
mation exercise, even when direct market data is available, as
an additional insight into likely market sales levels.

 

Forecasting Market Potential

Forecasting market sales levels remains an exercise in the art
of estimation rather than the science of marketing, and even
after years of international marketing experience, the diffi-
culty of this challenge explains many of the managerial errors
in market entry strategy that have been observed. However, it
is significant that in almost all cases, the error is in one direc-
tion—namely, an overestimation of market potential. This
may be because other pressures, such as competitor entries or
shareholder pressures for aggressive investment, are driving

FIGURE 2–2 Market Forecasting by Analogy
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market expansion strategies, and without robust market data,
a firm errs on the side of optimism in its forecasts. The key
approach to really reading a market is to start at the demand
level rather than the aggregate level of country macroeco-
nomic or demographic data, a distinction previously described
as bottom-up as contrasted with top-down. These approaches
will now be illustrated using data from the case study on the
entry of Mary Kay Cosmetics into China.

Top-Down Forecasting

The typical method of market assessment can be described
as “top-down” because it is based upon country-level vari-
ables, and the data are then reduced to arrive at an estimate
of sales. The progression is therefore from country data to
product-level data. The two most commonly employed cate-
gories of indicator are macroeconomic and population data
because both are readily available for almost any country. If
a country’s GNP is known, for example, market size can be
estimated by calculating the proportion of the population
likely to have the necessary disposable income to buy the
relevant product. Similarly, if the population is known, esti-
mates can be made of the size of the relevant demographic
segment (e.g., men aged 18–40). In some cases, one of these
indicators can be used alone to produce a simple market
forecast. For example, a company might know, from experi-
ence in other international markets, that there is a correla-
tion between GNP and market size and that a GNP of x
therefore supports a market forecast of y. More frequently,
however, the national data is processed via a series of
assumptions about the proportion of the economy or the
population that will constitute the market. An example of
this will follow. The final assumption, of course, will be to
estimate the share of the market that the company will be
able to achieve.

In principle, this is a perfectly good method of market
assessment or forecasting because the variables are certainly
relevant to market size. In practice, however, this method
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tends to produce inaccurate forecasts, and in particular it is
responsible for overestimates of market size because macro-
economic and population data provide a good indication of
market potential, but no indication of the likelihood of poten-
tial customers (or “prospects” as salespeople call them) being
converted into actual customers. The existence or availability
of a certain number of prospects is certainly relevant to mar-
ket plans, but a more fine-grained view of marketplace
dynamics is necessary to arrive at realistic estimates of mar-
ket revenues. Interestingly, many Internet businesses foun-
dered after it was realized that “eyeballs,” or website traffic,
was in fact only market potential.

As an illustration of this method of forecasting, Table 2–2
shows how Mary Kay Cosmetics might forecast market
potential in China and, more specifically, in Shanghai prov-
ince. This shows the typical “Dutch auction” process that
such an approach entails (i.e., we start with an unrealisti-
cally high figure that is repeatedly reduced to arrive eventu-
ally at the forecast). Starting with the total population, a
series of assumptions are made to adjust a limited set of
known facts: 50 percent of the population is accessible
nationally, but all in Shanghai province; 50 percent is female;
33 percent of females are in the right age group; a certain
proportion (higher in Shanghai province) have the necessary
disposable income; a certain proportion of the income will be
spent on cosmetics and toiletries; and MKC can achieve a
certain market share.

None of the assumptions is irrational, and it should be
noted that this top-down forecast is working with some prod-
uct-level data and not just national macroeconomic and
demographic figures. Nevertheless, the resultant forecast is
far higher than proved to be realistic and far higher than the
bottom-up forecast discussed in the next section. This is
because the forecast is produced using assumptions taken
from static and established structures within markets and
economies, and it completely fails to address the challenge of
the change required before Chinese women purchase cosmet-
ics and toiletries at these rates.
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TABLE 2–2  

 

Top-Down Market Forecasting: Mary Kay in China

 

Note Country Shanghai

Total 
Population

 

1.3 bn 60 mm

 

Accessible

 

50% (80% E, 30% urban) 650 mm 60 mm

 

Female

 

50% 325 mm 30 mm

 

Age 18–35

 

33% 110 mm 10 mm

 

Disposable 
Income

 

41 mm > $18K = 4%
Assume 15% > $10K

Assume 20% in 
Shanghai

17 mm 2 mm

 

Per Capita 
Spend

 

Shanghai: $120 

 

×

 

 75% 

 

×

 

 
30%/mo.

Country: Japan = $400
Assume twice GDP ratio

$45 $320

 

Market 
Value 
p/a

 

$765 mm $640 mm

 

MKC Share 
@ 5%

 

$38 mm $16 mm

 

Estimates are for country and for Shanghai province.
1. It is known that 80 percent of the Chinese population live in the east and 30 percent in 
urban areas, which makes those portions of the population more accessible. It is 
assumed that all Shanghai province is accessible.
2. It is known that 41 million households have disposable income above $18,000 per 
annum, and it is estimated that significant expenditure on cosmetics and toiletries begins 
at $10,000.
3. Research indicates that the typical consumer in Shanghai has $120 disposable income 
per month, of which 75 percent is spent on essential items (e.g., housing and food), of 
which 30 percent is spent on cosmetics and toiletries, resulting in potential spending of 
$27 per month and equaling $320 per year. It is known that the equivalent figure for 
Japan is $400 and that Japan’s GDP is some 20 times larger than China’s. It is assumed 
that Chinese women spend twice as much of their disposable income on cosmetics than 
Japanese women do.

 

CH02.fm  Page 48  Wednesday, July 9, 2003  3:33 PM



Chapter 2  •  Assessing Market Potential 49

Bottom-Up Forecasting

By contrast, Table 2–3 shows a bottom-up forecast for Shang-
hai province. The restriction to the most prosperous prov-
ince of the country in itself constitutes a more realistic
starting point. More fundamentally, this forecast adopts an
entirely different approach, starting from MKC’s customized
indicator and building up to an answer to the question, What
level of business would be required to offer secretaries the
opportunity to increase their wage by 50 percent by becom-
ing a Mary Kay beauty consultant? This quantifies the oppor-
tunity at an individual level, and it is assumed that the
number of women for whom this opportunity is valid can
then be estimated.  

Some of the assumptions here are more robust because
they are within the control of the company (e.g., the assump-
tion that beauty consultants would have a revenue of $4.50
per unit, representing a 50 percent margin, is based upon
company costs and pricing decisions). This forecast also
makes a number of other assumptions already seen in the top-
down forecast (for example, that women in the target age and
income group spend on average $324 annually on cosmetics
and toiletries and that MKC can achieve a 5 percent market
share), but it employs them quite differently. In this case, the
conservative assumption is made that all the expenditure is on
items at the MKC price level of $9, even though this is at the
higher-priced end of the market. 

This forecast produces an estimated market potential of
$324 million, compared with $640 million in the previous
top-down forecast. This reflects the quite different approach
taken—put simplistically, it is based on answering a “What is
required to achieve x?” question rather than a “How large
might the market be?” question. The task to be achieved, a
50 percent increase in income for the average secretary who
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TABLE 2–3  Bottom-Up Market Forecasting: Mary Kay in Shanghai

Assume Improved Average Female Wage by 50%

Current 
Wage

$125  × 12 $1,500

Target 
Wage

NB: In Taiwan, average consultant wage 
is $3,000

$2,250

@ $4.50/
Unit, 
Target =

500 units

Average 
Customer 
Spending =

$27 ×××× 12 $324

@ 9/Unit, 
Target =

36 units

= $3/month = unrealistic!

Assume 3 MKC Units/Month @ $9 = 50% of Wallet

scales up to annual cosmetics spending $648

scales up to annual disposable income $2,880

Shanghai Target Population =

if 2mm H/Hs > $10,000, women @ $2,880 = 2mm

annual spending @ $13.50/month $324mm

MKC share @ 5% $16.2mm

number of consultants @ $2,250 7,200

1. Assume that the Mary Kay opportunity is attractive if it can increase the average female 
wage in Shanghai by 50 percent to $2,250. Note that this is high, as the average wage in 
Taiwan is $3,000, and Taiwan has much higher levels of GDP and disposable income.
2. To earn $2,250, a consultant must sell 500 units (@ $4.50 gross margin per unit). However, at 
the average consumer price of $9, this would consume all the cosmetics budget of the average 
earner for only three units per month or 36 units per year. This is regarded as unrealistic.
3. Alternatively, assume that a consumer purchases three Mary Kay units per month, and 
that this represents 50 percent of cosmetics spending. This scales up to an annual cosmetics 
spending of $648 per year and (using the income structure from Table 2–2) an annual 
disposable income of some $3,000 (about twice the average female wage).
4. We know that there are about 2 million households in Shanghai province with disposable 
income of $10,000, so assume this equates to individual women at $3,000. Assuming 5 
percent market capture again, we can expect 100,000 customers, or a market size of $16.2 
million, which would support 7,200 consultants at the higher earnings level.

CH02.fm  Page 50  Tuesday, July 1, 2003  4:53 PM



Chapter 2  •  Assessing Market Potential 51

becomes a beauty consultant, is specific to the company and
based on experience in other markets. It is quite typical that
a realistic bottom-up forecast would produce an estimate of
market potential much lower (in this case, 50 percent lower)
than a “top-down forecast.” Such an approach, using bench-
marks or hurdle rates, is commonplace in investment
projects, but it is rarely used in international market assess-
ments. In this case, the bottom-up forecast proved to be
more accurate. In fact, sales were below the projected level
in the first year, but they exceeded all forecasts after a few
years in the market. Because the company had planned con-
servatively, based upon a realistic and market-driven fore-
cast, it has been able to build a successful business in China
without falling prey to initial overestimation of sales poten-
tial and the challenge of building the business.

First-Mover Advantage
Besides the estimation of market potential, the other major
decision in market entry strategy is that of the timing of entry.
This, too, has assumed great prominence in the international
boom of the 1990s because so many entries, especially in
emerging markets, were justified on the grounds of an urgent
need to participate in the market early. Whereas the early
internationalization of many firms was opportunistic and
incremental, this wave of global expansion of the 1990s was
characterized by a certain urgency, as if there existed limited
windows of opportunity that would reward only those players
bold enough to move early. Indeed, companies frequently
acknowledged that any reasonable sales forecast would not
estimate profitability for years to come, but they nonetheless
entered the market because of a belief in the concept of first-
mover advantage (sometimes referred to as pioneer advan-
tage), one of the most widely established theories of business
in the minds of executives and investors alike. 

 According to this theory, the first entrant in a new market
enjoys a unique advantage that later competitors cannot over-
come (i.e., the advantage is somehow structural, and therefore
sustainable). For some companies, this reasoning is validated
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by history. Procter & Gamble, for example, has always trailed
rivals such as Unilever in certain large markets including India
and some Latin American countries, and the most obvious
explanation is that its European rivals were participating in
these countries long before it, simply for reasons of European
colonial history. Given that history, it is reasonable for Procter
& Gamble to err on the side of urgency in reaction to the
opening of large markets such as Russia or China. 

For many companies, however, the concept of pioneer
advantage was little more than an article of faith, and it was
applied to country-market entry, to product-market entry,
and, in particular, to the “new economy” opportunities cre-
ated by the Internet. Although the “get big quick” philosophy
of the dot-com boom has been rather discredited by the subse-
quent dot-com bust, the “get in early” philosophy of pioneer
advantage remains largely accepted. To some extent, this is
correct: the advantages gained by European companies from
being early in “colonial” markets provide some evidence of
pioneer advantage. Moreover, as will be argued later, there are
a number of sources of pioneer advantage that are more likely
to be present in emerging economies. Nevertheless, it should
be emphasized that first-mover advantage is overrated as a
managerial rule of thumb. Indeed, in many situations, there
may be disadvantages to being first. These can be of two types.
First, at a more general level, the absence of any pioneer
advantage results in poor business performance, caused by a
lack of return on the investment required for market entry.
This is what has happened to many western MNCs who rushed
into Russia and China in the early 1990s and a few years later
were attempting to stem their losses. Second, and more specif-
ically, there is the danger that a pioneer will not be able to
recoup the investment made in marketing required to kick-
start a new market.16 In such cases, it may well transpire that
a “fast follower” can benefit from the market development

16. For a more detailed discussion, see Gerard J. Tellis, Peter N. Golder, and
Clayton M. Christensen, Will and Vision: How Latercomers Grow to
Dominate Markets (McGraw Hill, 2001).

CH02.fm  Page 52  Tuesday, July 1, 2003  4:53 PM



Chapter 2  •  Assessing Market Potential 53

investments of the first mover and, without those pioneering
costs, leapfrog into earlier profitability.

An example of this is provided by Sony’s attempts to
develop and dominate the market for car navigation sys-
tems.17 As a result of considerable investment in both product
technology and marketing, Sony was the market leader in this
category in 1993, at which time some 80 percent of worldwide
unit sales were in Japan. However, the drivers of demand in
Japan (a widespread love of technology, a complex and rela-
tively poorly signposted road system, and extensive use of cars
for leisure driving well away from the home) were not present
to the same extent in North America and Western Europe. In
those markets, large investments in marketing would be
required to persuade customers that they needed an expensive
technological addition to their car to replace a cheap paper
roadmap. Moreover, product adaptations were required: Euro-
peans needed multilanguage capabilities, and Americans,
more concerned with traffic congestion than with directions,
required links to live traffic information services. As a commit-
ted pioneer, these up-front costs would have to be carried by
Sony, but there was nothing to stop later entrants from free-
riding on this market development investment and picking up
customers. In fact, later entrants completely outflanked Sony
in Europe and America by going to market via the OEM chan-
nel instead of addressing consumers directly via the auto after-
market, as had been the case in Japan.18 It seems likely that
later entrants benefited from Sony’s market development
investment, but they found an even better way of getting con-
sumers to consider navigation systems: by allowing them to
try them out in test drives or rental cars. As early as 1995,

17. Yoshinori Fujikawa and John A. Quelch, “Sony Corporation: Car Naviga-
tion Systems,” Harvard Business School case study 9-597-032. Boston:
Harvard Business School Publishing.

18. OEM stands for original equipment manufacturer. In this case, it refers
to automobile manufacturers offering navigation systems as optional
extras on new cars or including them in cars in rental fleets. The after-
market is a retail channel in which car owners buy accessories for their
car after purchase.
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Sony’s market share was in decline even in Japan, and it
remains well behind the leaders. 

This ability of later entrants to free-ride on the pioneer’s
market development investment is the most common source
of first-mover disadvantage, and it offers insight into the two
conditions necessary for first-mover advantage to accrue.
Understanding these two conditions is essential for a critical
understanding of the market entry situation, and it should
inform all such decisions. For first-mover advantage to exist,
the following two conditions must apply:

■ First, there must be a scarce resource in the market that
the entrant company can acquire.

■ Second, the entrant company must be able to tie in that
scarce resource so that it is not available to competitors.

If there is no scarce marketing resource, then it is clear
that later entrants have full and equal access to the market and
that, conversely, the pioneer has no advantage. For example,
consider the widely held opinion that the first brand in the
market can have the advantage of establishing the standard in
its category and become the generic example of the product
(like “Band Aid” or “Hoover”). In such cases, the scarce
resource is at the front of the consumer’s mind—or an estab-
lished position in the limited attention or memory the con-
sumer is prepared to devote to this category. In the case of car
navigation systems, this appears not to have happened, and
consumers did not regard the pioneer products as the gold
standard. Alternatively, consider the role of government in
markets in which it is necessary for foreign firms to obtain a
permit or license to sell their products. In such cases, the
license, and perhaps government approval more generally, may
be a scarce resource that will not be granted to all comers.

The second condition is also necessary for first-mover
advantage to develop—and for the same reason. The most com-
mon supposed source of first-mover advantage, brand prefer-
ence from being the first brand known, is based on the idea
that brand attitudes are unlikely to change once established. In
fact, a long stream of research has failed to establish conclu-
sively the existence of this phenomenon, and it is clear that in
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many cases, consumers consider the alternatives available at
the time of their first purchase. In other cases, such as con-
tracts with distributors or other partners, it is clear that the
advantage can be expected to last years rather than months, so
it might provide a sustained competitive advantage.

Sources of First-Mover Advantage 
in Emerging Markets

Having emphasized the need for caution and rigor in thinking
about first-mover advantage, it should be noted that there are
a number of potential sources of advantage, relating to struc-
tural aspects of the market or country, that are more likely to
accrue in international markets than in the domestic situa-
tion. In particular, these structural factors are more likely to
be present in emerging markets because in such less-devel-
oped markets, more resources are likely to be scarce.19 

Government Relations

National and local governments, and other regulatory bodies
are far more influential in emerging markets (EMs) than in
developed-country market systems. This reflects both the
recent history of many emerging-market countries as com-
mand economies or closed markets and the desire of many
host governments to build local business as the economy grows
and FDI inflows increase, rather than allowing foreign firms to
capture all the growth. On a more operational level, it also
reflects the importance of government-led infrastructure
projects in the early stages of development. The early estab-
lishment of relationships with government can result in tangi-
ble benefits such as the granting of one of a limited number of
licenses or permits; China, for example, has decided to restrict
the number of western MNCs to which it gives joint venture

19. David J. Arnold and John A. Quelch, “New Strategies in Emerging Mar-
kets,” Sloan Management Review, Vol. 40, No. 1 (Fall 1998).
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permits in many industries. In addition, many EM governments
are still in the process of establishing a new pro-business regu-
latory framework for their countries, and MNCs already invest-
ing in an EM will clearly be favorably positioned to influence
the regulation of the market in areas such as price control or
the opening of communications media suitable for their pro-
motional activities. On a more general level, early market entry
may also demonstrate a commitment to an emerging market
that wins longer-term government favor. Executives familiar
with EMs invariably stress the greater importance of personal
relationships with key local players (in both the public and pri-
vate sectors), and MNCs that have participated longer in EMs
can be expected to enjoy stronger and more favorable relation-
ships than later entrants. First entrants also get access to the
best government-nominated local joint-venture partners.

Pent-Up Demand

A substantial reservoir of pent-up demand for previously
unavailable but known western brands may exist in EMs, offer-
ing a platform level of sales not available in the new product-
market spaces assumed by most models of first-mover advan-
tage. In former command economies, surplus (i.e., unsatisfied)
demand had prevailed for many years in a “seller’s market” in
which choice was so restricted that cash was not spent.20 In
addition, customers may already have been aware of the prod-
uct, even though it was previously unavailable in their country,
via international travel, international media, or informal chan-
nels. In many cases, therefore, conditions may be different from
those encountered in the introductory stages of product life
cycles in developed markets, where slow diffusion of product
awareness and familiarity often result in slow sales take-off after
launch. The distinctive conditions of EMs provide first entrants
with a nonrecurring beachhead of sales, which can be expected
to provide medium-term advantages through repeat purchase.

20. Avraham Shama, “Transforming the Consumer in Russia and Eastern
Europe,” International Marketing Review, Vol. 9, No. 2 (1992): 43–59.
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Marketing Productivity

The low cost base of EMs has long been recognized in produc-
tion location decisions, but it is also relevant to the timing of
market entry. In this case, the relevant comparison is not
only with global costs, but also with future costs. Low adver-
tising rates per capita in EMs enable brands to be launched
and brand awareness to be built very economically. Advertis-
ing rates increase rapidly with economic development; for
example, they increased ten-fold in real terms in Poland
within five years of the fall of communism. Lower levels of
competitive spending in EMs can also mean that marketing
investments produce higher levels of awareness, share of
voice (the proportion of total promotion in the market
accounted for by one firm or brand), or shelf space.

Marketing Resources

While an undeveloped marketing infrastructure is frequently
used to justify delaying entry, it can also be seen as a plus.
Resources such as distribution channels or media access are
often more scarce in EMs. Although the number of managers
with both emerging market and international experience is
growing, it remains a constraint and thus a potential source of
advantage to MNCs that have entered multiple EMs and have
therefore developed an internal pool of managers with EM
experience. This is a difference of degree rather than of kind;
the preemptive advantage accruing from such factors is recog-
nized in first-mover advantage research, but the effect is quali-
tatively more significant in EMs.

Learning

EMs often demand and certainly provide opportunities for
innovation in marketing or operations, and the consequent
learning can be transferred to other markets. It is widely recog-
nized that the differential ability of MNCs to leverage leading-
edge ideas and best practices across operating subsidiaries, in
marketing and other functional areas, can be a critical source
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of competitive advantage.21 For example, the absence of devel-
oped distribution infrastructures in many EMs has prompted
MNCs to create innovative distribution processes or more
robust product packaging that can prove transferable to devel-
oped markets. The scale of many EMs also offers opportunities:
fast-food chain Kentucky Fried Chicken (KFC) is pioneering its
largest restaurants in China. These restaurants are, on average,
twice the size of outlets in the United States due to the greater
emphasis on eat-in rather than take-out patronage. KFC’s
understanding, developed in EMs, of how to run large-scale out-
lets may be transferable to developed markets. Such “reverse
learning” from emerging to developed markets, which can be
driven by either the need to adapt to unique market conditions
or by “second-time around” learning from previous mistakes,
can give emerging-market pioneers a competitive advantage.
Also important is the leverage possible from early development
of a capability in managing emerging market operating units—
given the steep learning curve facing MNCs and the fact that
most feel obliged by competitive pressures to enter a series of
EMs in quick succession. 

Summary

Assessment of foreign markets and estimation of international
market potential constitute significant challenges that many
internationalizing firms have failed to meet. It is critical that
senior executives base their assessment on close analysis of a
product-market rather than more general economic and
demographic country data. Key points covered in this chapter
include the following:

■ The importance of forecasting demand as possible sales
in a 3–5-year timeframe (as appropriate for the firm’s

21. Warren J. Keegan, Global Marketing Management, 5th ed. (Englewood
Cliffs, NJ: Prentice Hall, 1995); Christopher A. Bartlett and Sumantra
Ghoshal, Managing Across Borders (Boston: Harvard Business School
Press, 1989).
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planning cycle) rather than total long-run potential
sales. This is one area of management in which a solely
long-term focus can destroy value.

■ The importance of gathering data at the product-market
level rather than purely at the country level. The same
country-market looks very different through the lens of
different industries.

■ The concepts of market drivers (the most influential ele-
ments of the marketing program) and enabling condi-
tions (the critical success factors for that model). Again,
these will differ significantly by industry.

■ The importance of customized indicators for each firm;
for example, the relevance of the average female secre-
tarial wage for Mary Kay Cosmetics. Such indicators
should be part of a multifactor database used for assess-
ing market attractiveness.

■ The value of a market-based “bottom-up” sales forecast
rather than a country-level “top-down” forecast. The
former is usually more conservative and more accurate.

■ A rigorous definition of first-mover advantage: it
requires sustainable appropriation of a scarce marketing
resource rather than simply an early entry. The scarcity
of some marketing resources in emerging markets in
particular make first-mover advantage a real possibility.

CH02.fm  Page 59  Tuesday, July 1, 2003  4:53 PM




