
Foreign markets represent 80% of the world’s purchasing power, 92% of the economic 
growth and 95% of its consumers.1 That’s a lot of potential! If a company isn’t established 
and engaging a workforce outside of the US yet, it will likely have to be soon in order to 
meet customer demand and compete in an increasingly international business landscape.

The complexity of foreign statutory regulations and the fear of the unknown, however, can 
impede the path to international growth. Global expansion inevitably includes a number of 
pitfalls that inexperienced companies may fall into.

However, it is possible to enter a foreign market confidently and without unnecessary risk. 
First, there are a few considerations to keep in mind when expanding to a new country.

An easy method of identifying potential markets and determining the possibility for 
success is to take a look at what thecompetition is doing. In which countries are rivals 
operating? How long have they been there? Are they reporting profit or loss? A competitor 
analysis with an international focus can go a long way in informing global expansion plans.

Carrying out a market research program or conducting a pilot program is another great 
way to test the waters. Consider contracting in-country market analysts to run focus 
groups. Try marketing the product or service online or through local partners. Getting 
a favorable response from the market is a key indicator of potential success. By not 
committing a company’s total resources to the new market—dipping a toe in the waters, 
so to speak—the company can learn a great deal without risking too much.

Whatever their motivations for entering a foreign market, companies must then ask 
themselves how far they want to take their expansion process. Do they need to just try 
out the new market (the “dipping-the-toe-in-the-water” model) or do they need to set up 
something more formal and permanent?

The ultimate answer in a lot of cases is to establish permanently. With sufficient demand 
and opportunity, the move becomes justified. But fully committing to setting up in a new 
country is lengthy, expensive, and full of compliance risk.

Business registrations, licensing requirements, payroll, statutory responsibilities, insurance, 
banking requirements, and cultural nuances are just some of the many items on the new 
country expansion checklist. For example, in some countries, a foreign employer must have 
reserves in a local bank before starting a business. In many foreign countries, stringent 
collective bargaining agreements must be in place before trading can begin.

With such a vast amount to consider, the implications of an incorrect entry into a foreign 
market are clear and highlight the need to be armed with good, well-researched data in 
order to mitigate risk.
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One risk involves whether a company can be considered as having a permanent 
establishment in another country. This is an issue heavily related to how taxes are 
assessed on foreign companies. Typically, foreign companies are taxed at a higher rate 
than domestic companies if they are counted as having a permanent establishment in that 
country.

A permanent establishment can be thought of as a fixed place of business in a foreign 
country—this is defined specifically in the wording of business treaties between countries 
but usually includes offices, factories, and mines. However, permanent establishment can 
also be established if the foreign company employs a dependent agent in that country. 
This is someone with the specific authority to conclude contracts and business deals for 
the foreign business.

Creating permanent establishment in a foreign country will increase a company’s tax 
burden while also leaving them open to other costs. In some countries, once a foreign 
company is established, they are committed to a certain tax burden, which may involve 
paying taxes even if the company no longer operates in that country.

While there may be some benefits to committing to a formal permanent establishment in 
a foreign country (such as stability and the opportunity to grow in that market), the pros 
and cons of this approach must be carefully weighed.

There are ways, however, to reduce or avoid the inherent risks in this process.

Before entering a new international market, companies must ask themselves three basic 
questions:

• What is the easiest way to get into a country?

• What are our goals while we’re there?

• What is the easiest way to get out?

Moving into a foreign market will never be risk-free. However, there are methods that can 
be applied to mitigate risk in the expansion process.

In the United States, a common way companies avoid employment risk is by co-employing 
their staff through a Professional Employment Organization (PEO). Unfortunately, domestic 
PEO providers cannot offer their services internationally because co-employment does not 
exist in the same form elsewhere.

A similar, effective method known as Global Employment Outsourcing (GEO), a sort of 
global PEO, is a route that many businesses choose for their international expansions. Like 
the PEO model, GEO avoids many of the pitfalls of setting up business in a new country by 
having an outside vendor create and run a labor solutions process that is guaranteed to be 
compliant in the local market.
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By managing the complexity of the employment, payroll, and taxation issues, the GEO 
service allows the foreign company to concentrate on their core business, safe in the 
knowledge that they are operating in full compliance with all rules and regulations in their 
new market.

Outsourcing payroll and other human resource responsibilities allows the foreign company 
to operate in a new territory for a limited amount of time while avoiding permanent 
establishment issues. This provides a previously unavailable flexibility to operate in a 
new territory for a limited amount of time without risking the charges and costs of full 
immersion into the local business culture. Thus, expanding into foreign markets becomes 
more viable and less risky.

1 U.S. Chamber of Commerce International Affairs, “Top 10 Overlooked Facts About International Trade” (2013).

SafeGuard World provides smart solutions for managing your workforce – wherever they 
are located. Quickly expand into new global markets, compliantly pay workers and convert 
disparate payroll data into a comprehensive view of your workforce costs for better 
business decisions. We bring the brightest minds and an unwavering commitment to our 
clients’ continued success and their international growth. 
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