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ABSTRACT

With the relentless onslaught of globalization, many American firms are faced with the daunting task of how to remain competitive not only in the U.S. but also in new and emerging markets abroad.  One way in which many companies are choosing to combat this problem is through the use of the Internet as a means of selling their goods and services.  By becoming more involved in the area of electronic commerce (or e-commerce), companies are finding an easier and more cost effective way to do business globally.  This article examines the global expansion strategies of American companies, and how by using the Internet, these companies have become more profitable and were able to increase brand awareness worldwide.  The article also looks at what a company must do in order to be successful in e-commerce and how to incorporate e-commerce into existing strategic plans.

1. Introduction


It all began at the University of California, Los Angeles, in October of 1969. Scientists there were working on an experiment to see if they could send information between two remotely distant computer using phone lines.  Now, this experiment could have been with two computers across the room from each other or across the country, but the goal was to create a single working system.  Although the first attempt failed, the scientists created the blueprints for the way the world would communicate and do business just thirty years later.  Today, millions of people around the world either own a computer that is hooked up to the Internet, or have access to it through work, school, or other outlets.  As the Internet is a relatively new idea, many companies are just now finding ways to use it to help them for financial gains.  


Another important occurrence in the world during the last thirty years has been the opening of borders and the declining of tariffs between countries in order to build business relations.  With trade agreements such as NAFTA between nations, the global economy has increased exponentially.  In order for U.S. companies to remain competitive, they must find ways in which to successfully compete with foreign firms as well as stay ahead of their local competitors.  Many companies now have subsidiaries or offices in various nations across the globe to help them not only maintain operations abroad more effectively, but also to get a better understanding of the local culture.  As more and more countries increase their collective wealth and stabilize their economies, many new untapped markets emerge just waiting for companies to come in and sell their products.  


Many people feel that, in the long run, the emergence of a global economy will only hurt everyone involved.  Such was the debate at the World Trade Organization meeting in Seattle, Washington, in 1999.  There is a concern that the world is becoming Westernized due to the emergence of the U.S. as the dominant player in the global economy.  Others will argue simply that a global economy will promote greater competition between nations, and provide new jobs and a more robust economy for all.  For better or worse, the world is certainly  becoming more Westernized, with one reason being the increasing use and popularity of the Internet.


The Internet now allows people from all around the world to contact one another and exchange ideas and beliefs, as well as goods and services.  At the present time, the number of U.S. Internet users far outweighs those from other nations, and there is an ever increasing number of people who are “logging on” for the first time.  The vast amount of people using the Internet has created the largest market the world has ever seen. The Internet now allows a company to reach those consumers that it could not reach before.  Suddenly it is much easier for a company in Texas to sell its cowboy boots to someone in South Korea.  Likewise, it has become more cost effective for the company to simply send the boots directly to the consumer, rather than dealing with a supplier, if there is one, in a certain country.  However, the process is not simply a matter of putting goods on a website and expecting somebody to buy them.  There is a lot of strategic planning involved with developing a successful electronic commerce (e-commerce) system, which many companies are only now finding out the hard way.

2. Purpose


This study will highlight the important role of e-business in the global economy.  It will examine the various strategies that U.S. companies have used to become successful in expanding abroad.  It will also look at how by properly implementing the use of the Internet into their business plans, companies can continue to be competitive and become more cost effective.  The study will show the important aspects a company must look for when doing business abroad not only as a “brick and mortar” style business, but as an e-business as well.  Finally, the study will discuss ways in which a start-up company can use the internet to effectively enter a market and acquire a strong customer base.  

3. The Internet Revolution and the Digital Economy
Currently in the United States, there are 97 million Internet users, with the number of users expected to grow to 240 million by the year 2004.  In the same vein, there are approximately 53 million people who currently use the Internet for business purposes, and that total is expected to reach nearly 180 million by 2004.  In fact, a study by Jupiter Communication, Inc. found that over the next five years, the number of households using the Internet in Europe will triple, while that number will double over the next two years in Asia.  Although many countries currently have only a quarter of their population online, some countries such as Finland, Norway, and Sweden have more Internet users per capita than the U.S.

Due to the explosion of Internet users, companies are looking for ways to sell their products to areas that were previously unreachable for economic, political, or logistical problems.  The Internet provides a means to break down bureaucracies; challenge corporate, governmental, and intellectual orthodoxies; and foster a stronger sense of community.  The problem facing many companies that are using the Internet for e-commerce is how to market their products to those who may be seeing them for the first time.  While the traditional issues and problems will continue to arise, many new ones will develop with the increase in Internet and e-business usage worldwide.

This study will take the established principles of international expansion and discuss them in relation to the new sets of rules that are being created in the new digital economy.  

4. E-commerce and its Implications


Simply put, e-commerce is any commercial transaction carried out, facilitated, or enabled by the electronic exchange of information.  There are many different ways a company can use the Internet for their operations.  Some companies use the Internet to bring brand awareness by placing information about their products or services online.  Other companies have developed an online catalog where a customer can shop from home for the same goods that they sell in their stores.  Another type of e-commerce is the content-based web site that charges a fee for accessing information, such as Lexis-Nexis; statistics, such as Stat-USA; or even pictures, such as Corbis.  Then there are the companies that are strictly an Internet entity.  These companies do not have a typical “store”, but do all of their business online.  CD Now, Amazon.com, Reel.com, and vitamins.com are examples of this type of business.  The company may have a warehouse where it stores inventory, or it may act as an intermediary between the consumer and manufacturer, publisher, or production company.


Although some felt that the Internet was a passing fad, it has become apparent that it is the way that business will be done in the future.  Many companies still ask themselves: What are the benefits of using e-commerce?  As stated above, the number of Internet users is increasing rapidly.  With this, the number of users using the Internet for business has been increasing as well.  A Nielsen poll found that in 1997, 21% of users used the Internet for e-commerce, with this number expected to reach 39% by 2001.  The ever increasing number of e-commerce users in the U.S. will lead to estimated sales of $220 billion in 2001, up from $2.6 billion in 1996.  By 2002, e-commerce will account for 3% of the GNP for the U.S., or approximately $325 billion, adding an estimated $10-20 billion to the GDP by the year 2001.  


What all this means is that e-commerce can help a company increase profits immensely.  Not only can e-commerce help increase revenue, it can also enable the company to save money as well.  A study by Giga Information Group, Inc. shows that savings by companies using e-commerce will increase from $17 billion in 1998, to over $1.25 trillion by 2002, with the U.S. leading the way.  Another example of cost savings is the case of Amazon.com.  By remaining strictly an e-commerce business, with no “brick and mortar” stores, they have only spent $56 million on fixed assets.  On the other hand, Barnes & Noble, with their 1,000 plus stores, have spent over $472 million on buildings, warehouses, and inventory.  The banking system also benefits from using e-commerce, cutting down on many of the operating costs of conducting a transaction.  For a typical transaction, the cost for teller assistance is $1.07 and/or using the ATM costs $0.27, while using the Internet only costs the bank $.01.    Many companies now use the Internet to deal with suppliers, by searching among them who can offer the greatest savings as well as finding information on new products.  

A common resource saver is the online catalog.  By choosing to transfer their catalog from the traditional mailer to one that is online, the company can save both printing and distribution costs.  Not only that, but the company can decide how big or small they want to make the catalog, and whether or not they want to include special promotions or items available only through the web site.  This will bring more traffic to the web site, as consumers will continue to check back to see what specials are currently being offered.


One company that has increased profits and gained a competitive advantage by using the Internet is Kiwi, which began using an electronic data interchange (EDI) in 1990.  The EDI allows a company’s suppliers, buyers, and shippers to find the status of orders, shipments, and payments electronically.  By implementing such a system, Kiwi has reduced the amount of paper handling needed for all of the various orders, as well as reduced the amount of work needed to keep track of these orders.  In doing so, Kiwi has been able to focus on improving its customer service, which has led to stronger relationships with its partners.

5. Benefits to the Consumer


There are many benefits to the consumer that will make e-commerce more attractive to them.  With 700,000 current e-commerce sites, and 1 million expected by the year 2003, there is no shortage of places for the consumer to shop or products for the customer to find.  One of the most popular reasons for shopping online is not having to leave the house, as the goods are shipped straight to your door.   Another aspect that is becoming more and more apparent is that e-commerce customers  still appreciate being treated like a person in a typical store.  They like to be recognized when they log on, and have suggestions made for them about products they may enjoy.  This has led some companies to go back to the same feel of the old “mom and pop” shops, with the “owner” knowing the customer’s likes and dislikes.  One such example is Amazon.com.  

Amazon compiles a list of all of the products that a person has bought from them, and suggests other titles that people, who have bought the same book, have also purchased.  This gives the customer a sense that the company really cares about them and wants to make their shopping experience enjoyable.  Making online shopping a pleasant experience is becoming more and more important, as companies are becoming aware that the customer is the “center of the business universe.”  Another feature that is gaining popularity is the online auction.  Web sites such as E-bay and Priceline.com have gotten rid of the idea of traditionally set pricing and returned to the time-honored tradition of haggling or bartering for goods.   This allows customers to feel that they are getting the best possible deal, since they have agreed to a price that they feel is fair.
6. E-Business Planning


Many existing companies are now working into their business strategies how to properly set up and maintain a successful web site.  One of the biggest issues facing these companies is deciding just what the company wants to do for their e-business and what type of strategy they need to use to implement it.  If an established company is working on creating a web site, it must look to see if its current business plan can support such an undertaking.  On the other hand, if the company is just starting out or wants to be strictly an e-commerce entity, there are several objectives it must first accomplish.


In either case, there are some key elements for the success of any e-business.  First, the company must develop a compelling, living version of products, technologies, and markets that is tightly linked to action.  It must then hire the right people to ensure that the site will be created and managed properly.  This includes hiring people who know how to run a business, and not just a webmaster who knows how to create a web site.  The company must also build itself up as a big company, while acting like a small one.  By thinking big, a company will be able to grow into its business plan, instead of having to continually create a new one as the company increases in size.  Finally, the company must develop outside relationships to overcome its limited resources in the beginning.  Many e-commerce businesses start off simply as a couple of friends who have an idea.  They may not have a lot of financial resources, so it is important to build these types of relationships early to help get the e-business off the ground.  


It is also important that the company focuses on all problems that may arise, including the simple ones.  Often companies are too focused on the larger issues and forget to look at the little things that make the site run, or it may try to do too many things at once.  It is much better to take the time to create a good product than to develop hastily something that is going to have a lot of problems. The company must also decide on a time frame.  Even a short period of time, say six months, is fine, but the company must continue to look beyond and into the long run.  Finally, the company must remember that technology is a funny thing.  It may take some time before the web site becomes popular, let alone profitable.  The classic example of lack of profitability is the case of Amazon.com, which is widely known to have had high sales volume, but for years did not make any money.

7. Globalization & The Internet


Much has been written over the years about what is necessary for a company to do before it decides to expand internationally.  This is especially true in the case where a company desires to move into a newly developed or developing nation.  The most important thing that a company must do before entering a new market is to do extensive market research for that region.  It is important to learn the local customs, laws, politics, and language of a region or country before going in.  It would be foolish to try and sell a product or service to an area that has no use for it, such as selling American football to a Latin American nation where soccer is the number one sport.

When it comes time to expand, there are various ways in which a company can use.  Two popular strategies include exporting and foreign direct investment (FDI).  One of the questions that the company must ask itself is which is cheaper of the two..  Over the last thirty years, FDI has become increasingly popular, even though in the past it has been much more cost effective for a company to simply export its products to intermediaries or wholesalers in various countries.  In doing so, the company lessens its overall financial risk by not having to invest money in another market.  However, with so many countries enjoying economic growth, many companies are choosing to overlook or downplay the potential risks of FDI, and instead focus on the long-term possibilities.

8. Global E-Strategies


The biggest reason for expanding e-commerce to a global level is the sheer market size.  With nearly 200 countries in the world, there are an almost unlimited number of opportunities and situations in which a company can sell products and services.  This becomes even more attractive when using e-commerce, since a company does not have to spend money on operations in all of these countries.  A study by Dataquest shows that the fastest growth for Internet connections is in developing nations, with the number of users expected to reach 61 million by 2002.  With the economic prosperity of so many nations over the last decade, many NDCs are realizing that improving infrastructure is important.  The Asian Development Bank estimates that by the year 2000, the Asian region will have spent almost $1 trillion in improvements to infrastructure such as telecommunications.  As these developing nations continue to improve their telecommunications, the opportunity for greater Internet usage will continue to rise at a rapid rate.


The biggest problem for companies that decide to use e-commerce on a global level is the lack of strategic planning, most notably the lack of including e-commerce into their existing business plans.  Once a company has developed good strategic plans for expansion, e-commerce will help the company increase revenue, customer loyalty, and brand presence worldwide.  Of course setting up a web site that will be internationally successful, especially in developing nations that have not had many Western influences, is harder than it may seem.  The first thing a company must do is to organize a group to design and maintain the e-commerce aspect of business.  It is imperative that not only does the company have a good technology team, but also a group of strong international business associates.


Finding out where a company wants to expand is an important decision as well.  Evaluating risk of entry into different countries is extremely important.  A company does not want to try and sell products to a country that has an unstable currency where it might not receive payment.  Once the company has decided on which countries it wants to focus its e-commerce, it must begin developing the actual web site.  The most important thing that a company must look out for when designing a web site is cultural differences between nations, not the technological advances of the web site.  Even something as simple as what color background they use may have different connotations in different cultures.  Also, one of the biggest complaints that e-commerce sites receive is that there are too many fields that a customer may choose from.  This is especially true in Europe, where many Europeans feel that U.S. web sites have too many “bells and whistles”.  An easy-to-use, self-explanatory web site is much more attractive.  The majority of the world, especially in developing nations, is just now beginning to use the Internet, and thus does not know all of the ins and outs of navigating around the web.


It is important that the company follows all possible international laws, as well as making sure the country to which it sells its products observes such U.S. laws as copyright infringement laws.  Although the design of a web site is not included under the U.S. Copyright Act of 1976, the law does include the content of web sites that is “substantially similar” in nature.  Since the laws in the U.S. surrounding e-commerce are the most stringent in the world, it is a good idea to follow all of them, so the company does not run into problems in the future.  Finding a domain name is another important aspect of a successful web site, and the company needs to make sure there is not already a web site with the same domain name in another country.  The company must also find out if there are any trade restrictions on the products that they are shipping to their customers, such as tariffs or duties.

9. Cultural Relativism

Consistent management on a global scale is a large problem for companies dealing in e-commerce.  Many companies choose to standardize their business processes globally, which they soon find out is a major mistake.  It is important to never underestimate the impact of cultural preferences when implementing a business plan on a global scale.  Just because a current business plan works in the U.S., does not mean that it will work in another country.  The company will have to make some adjustments to suit each specific country, so as not to alienate their potential customers.  This includes not simply translating what is on the English language version of the web site into other languages.  There are many subtleties and phrases that do not translate word for word, so a customer may not understand the exact meaning of what is said on the site.  Since there is no live customer service representative, there is nobody for the customer to ask for help, which may lead to many lost sales.  


Finally, the company must instill consumer confidence in their potential customers by showing them they are important.  The company should associate itself with well-known Internet names and established brick-and-mortar companies that will show the consumer that the site is legitimate.  Using a good encryption system will also help the customer fell safer when purchasing products online.  The company needs to establish good relationships with companies that will ensure that the transactions will go smoothly and efficiently.  This includes maintaining relationships with banks and credit services located abroad to facilitate the currency exchange from local currency to U.S. funds, as well as shipping companies such as UPS and FedEx that are available internationally and will insure shipments to the customer.  Companies must also keep track of who is using the web site and tailor it towards that specific segment.  When customers see that the company has their best interest in mind, they will continue to use the site for e-commerce purposes.

10. Buyonet.com: A Case Study

A good example of a successful e-commerce web site is that of buyonet.com. .  The company, an international software vendor that sells downloadable computer software over the Internet, was founded by Freddy Tengberg in Sweden, and now has an office in Seattle, Washington.  Buyonet.com has over 120,000 titles online, and continues to add more all the time.  What makes this company so successful is the implementation of a well-designed web site.  The site can be accessed in over twenty different languages, and allows customers to pay in thirty different foreign currencies.  


Tengberg’s idea was that he wanted an easily navigable site that provided secure transactions, had a quick and easy way of downloading the software with numerous payment methods, and offered good customer service.  He designed his own technology to ensure all of these problems including the major one: currency exchange.  Tengberg cuts costs by dealing with customer service problems via e-mail, which also allows the customers to write in their native language so they can explain their problem in detail.  As for the various legal issues, buyonet.com hired Price Waterhouse Coopers to help familiarize themselves with the strictest laws, to make sure that every possible problem will be covered should one arise.  Another selling point of their web site is that they offer special promotions such as discounts, special bonus packages, and a frequent buyer program.


This is an excellent example of a company developing a successful web site by looking at all of the variables before implementing anything.  Buyonet.com established and followed through on a detailed business plan of what they wanted to accomplish based on the criteria of establishing a global e-commerce business.  This shows that by taking into account cultural differences between nations, a company can be profitable by using e-commerce, whether it is strictly an e-commerce site or brick-and-mortar company developing its e-commerce ideas.

11. Is the Playing Field Level?


Is it possible for a small, upstart business to compete with big business on a global basis?  Normally it is not, but with e-commerce, the age-old saying applies: it’s not quantity, it’s quality.  With e-commerce, the barriers to entry are much lower for small businesses especially with respect to global markets.  Economies of scale will come into play, as those larger companies may be able to offer better prices on goods, but if a customer cannot figure out how to order online, then a low price is of no value.  Smaller companies who take the time to develop a clear and easily navigable web site will be far better off than their competition, regardless of size.  International commerce, especially in developing nations, is much easier for smaller companies to deal with over the Internet.  It is very difficult for a new company with limited resources to go into a foreign market, but with Internet usage on the rise, the company will be able to sell its products or services to places it only dreamed of reaching.  The same business strategies for successful e-commerce operations apply to both small and big businesses, but the way in which they implement them still becomes the most important factor.  The playing field is level in the land of e-commerce, which opens up the possibility of just about anybody creating a successful and profitable website - at least until the bigger company buys out the smaller one for several hundred million dollars, which is every e-entrepreneur’s dream.

12. Conclusion


E-commerce is currently the single largest increasing aspect of business, and it is bound to grow bigger as more and more people and nations begin to go online.  One of the biggest benefits of the Internet is that it leads to a “more rapid diffusion of knowledge”.  Not only that, but brand awareness will become much more important and feasible.  Over the years, countries have had many incomplete trades simply because the consumers and businesses are not informed about a company’s product.  By using e-commerce, a company will be able to inform the consumer about their product and not miss out on those sales that went to local products.

  E-commerce will allow businesses, both large and small, to reach markets worldwide, develop relationships, and support business dealings over the long run, as well as help many industries open up to globalization.  Doing business globally has changed dramatically over the last several years, due to the increase of markets opening up around the world.  With these new markets, new selling techniques have been developed and are continuing to evolve with the use of the Internet.  The world has entered not only a new millennium, but also a new technology age.  The Internet will bring the world closer together, both on a personal level as well as a business level.  It is amazing to think that it all started in a lab just thirty years ago.  With the advances made every day in computer science, who knows where the Internet and e-commerce will be in thirty years?
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