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Barriers to Entry
 
What could be the barriers to entry in your target market and how do you
assess if they are surmountable?
 
So far, we’ve identified what appears to be a lucrative country for your
product/service. The research shows there is a good market size and we have
identified who the potential customers are in order to define the best route to
market.
 
All seems good, but before committing we must also analyse the barriers to
entry. Every market has these, most are surmountable as long as you are
aware of them, but others can delay or even make the project not worthwhile.
Some are official and others just common practice, but nonetheless effective
barriers.
 
Approvals
 
Firstly, are there official approvals required before you can sell? Is there a
national certification or government registration process? If there is, will they
accept approval from another country as proof of meeting the required
criteria? This can save a lot of time and money if you already have that
approval.
 
If not, what is the approval process, how long will it take and how much will it
cost? Is it worth the investment? How likely are you and your product/service
to pass? Do you meet the criteria and performance levels? Be certain on all
these points before deciding to enter the market.
 
Sometimes this can be a far from straightforward process. The approval
procedure may have been heavily influenced by local suppliers in their favour
for example.
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One company I worked with wanted to sell its products in to Spain. There was
no official Spanish approval or CE marking for their product, so on the face of
it market entry should be easy. Unfortunately, no! 
 
Spanish manufacturers had found a local way to have a CE marking on their
product, even though an official Europe wide harmonisation procedure had
not been agreed. They then successfully lobbied for this to become a
requirement in contracts, effectively keeping out foreign competition unless
they managed to find a way to achieve CE marking too!
 
Trade Bodies
 
Secondly, is there a trade body you need to be a member of? Is membership
open or closed and what is the application process? Again, look at the costs
vs potential returns. In some countries it can be the case, or at least common
practice, that a particular product/service is only bought from members of the
relevant association. I came across this in Germany recently for one client for
example.
 
Competition
 
Next, we need to look at the competition. Not to be afraid of them, but to be
aware. The existence of competition shows there is a market, but we need to
be aware of their strengths and weaknesses. This will also show us what
other barriers we need to overcome.
 
How strong is the local competition? What market share do they have? What
is their value proposition? Do we offer any technical, quality or value benefits?
 
Market share can be bought, but is it worth it in the long run? The effect can
be to drive the whole market down and start a price war. That can only affect
margins and benefits the customers most of all. It is usually best to sell the
value of your product or service; the outcome rather than the price.
 
Duty & Freight
 
Other barriers to entry that need to be considered are customs duty and
arrangements; transport costs and availability. Will freight and duty costs
make us uncompetitive? Can we reliably deliver on time?
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Language
 
Is language going to be a barrier? Is English commonly spoken in business?
You can overcome language issues with local staff or representation, but there
is a cost which needs to be considered.
 
Currency 
 
How are you going to sell in your target market? Will you demand your home
currency? If so, how will this affect sales? It may mean that the real price
locally of your product/service varies with exchange rates.
 
This can work either way, to your advantage or detriment. It is best to factor
this in to your decision-making process. Consider your margins and what level
of currency fluctuation you can absorb, or price variation the market can
stand.
 
Is your currency readily available in the target market? Can you accept an
internationally recognised trade currency such as $USD or €Euro?
 
This can be a real limitation on the growth of your business if you are not
prepared. It is an ever-changing situation which needs to be evaluated and
acted upon.
 
Is it feasible to accept the local currency as payment? Again, we need to
consider the effect of possible fluctuations in exchange rate. Also, will your
bank accept the currency and convert it? What will be the charges? How
competitive will the rate be?
 
If not, do you set up a local bank account? This is not always as
straightforward as it sounds. You may need to have a legal entity in the
country first. You also need to consider how you will get the money out of the
country again. What are the restrictions, the legal and tax implications?
 
Currency can make or break a market entry, so be clear what you are taking
on from the beginning and your acceptable level of risk. Speak to your bank,
take professional advice. Be prepared.
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Look at all the possible barriers to market entry, make a list, identify the threat
level of each and your ability to overcome them. Assess whether market entry
is feasible given these obstacles.
 
We use a simple template with the most common barriers to entry already
listed, space for your assessment, and a scoring method which will help you
evaluate the market viability. 
 
For a FREE copy please email info@goexporting.com with ‘Barriers to
Entry’ in the subject line.
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