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LEARNING OBJECTIVES OF CHAPTER 12
This chapter discusses the optimal choice of entry method to serve a foreign market. The major goals of this chapter are to:

1. Examine the main market and entry options for a company starting in International business.

2. Identify the main categories of companies involved in international trade.

3. Discuss an outline of foreign business plans (export marketing plan and FDI plan)

4. Show how domestic and multinational firms decide to get into exporting and what benefits 

    They can have from this form of market entry.

5. Outline the advantages and disadvantages of other market-entry options:  franchising, 

   licensing, turnkey, direct investment etc.

6.  Discuss how the need for control over foreign operations varies with firms’ strategies and core competencies and what are the implications for the choice of the entry method.

LECTURE OUTLINE FOR CHAPTER 10

A. INTRODUCTION

1. The basic reason for a firm to have a foreign business strategy is that most product and 

factor markets extend beyond the boundaries of a single country.

2. However, most companies start operations as domestic companies and for achieving their profit objectives they develop first a domestic strategy. The options for a domestic strategy may include: (a) Investment in product development; (b) Expansion of the domestic market share; and, (c) Diversification into new industry.

B. THE FIRM’S FOREIGN BUSINESS STRATEGY

1. There are 6 main steps in the firm's foreign business strategy: (a) the firm’s evaluation; (b) selection of a target market (country/region); (c) selection of product to make/sell in target market; (d) selection of market entry-entry mode (exporting, turnkey projects, franchising, licensing, sub-contracting, joint ventures or wholly owned companies); (e) 

Business plan development and execution; (f) Monitoring and evaluation of results.

2. Exporting has the advantage of low costs and risks, avoiding the costs of setting up manufacturing operations in another country. The business plan in the case of exporting can take the form of an export marketing plan.
3. The main advantage of licensing is represented by the low costs for the franchisor because the franchisee bears the costs and risks of opening a new market; the main disadvantage is the risk for the franchisor of losing the control over technology.

4. The main advantage of franchising is that the franchisee bears the costs and risks of opening a foreign market. The main disadvantage is the lack of control over quality.

5. The main advantage of sub-contracting (‘toll production’) is low investment cost, often only working capital; the main disadvantage is the lack of control over timing of deliveries by sub-contractor.

6. Turnkey projects allow firms to export their process know-how to countries where FDI might be prohibited. The disadvantage is that the firm may inadvertently create an efficient global competitor from its initial client

7. Joint ventures have the advantages of sharing the costs and risks of opening a foreign market and of gaining local knowledge and political influence; Disadvantages include the risk of losing control over technology and a lack of tight control in decision-making

8. The advantages of full ownership are: complete management control. optimum security for technology; can contribute to the firm's competitive advantage through ‘internalisation’ of its operations. The disadvantages of full ownership, apart from the lack of a local partner, are: • high cost and risk; long lead time to first sale
C. STRATEGIC FDI PLAN ISSUES

1. The FDI plan can be preceded by an investment location evaluation In the case of a firm in the automotive sector, a simple method using a matrix with four main variables (e.g. political factors, economic factors, the automotive sector and personnel) and two potential markets can give an unbiased indication on the preferred area of investment.

2. The FDI plan will include measures in various areas such as: the strategic organization of international business, financial management and control, global sourcing management, global human resource management etc.

3. Management experts in Asian business tend to recommend one of the following types of organisational structure: (a) divisional; (b) business/product; (c) functional; (d) matrix.

4. As the strategic plan moves towards implementation, financial considerations need to be looked at carefully. Financial management focuses on three types of decisions: (a) investment decisions ;(b) financing decisions, and (c)money management decisions.

5. Some experts identify two types of sourcing strategy :(a) intra-firm sourcing, and (b) outsourcing (from independent domestic or foreign suppliers).A high ratio of outsourcing overseas can affect the company’s competitive advantage in product innovation

6. Research has identified three main approaches to staffing policy within international businesses. These have been characterized as: (a) an ethnocentric approach; (b) a polycentric approach; and (c) a geocentric approach.

D. CONCLUSION

1. The optimal choice of market entry method depends on the main competencies of the firm and its strategy. If a firm's competitive advantage is based upon technological know-how, licensing and joint venture arrangements should be avoided in order to minimize the risk of losing control over that technology; At the same time the wholly owned company appears as more appropriate for a company with a strong competitive advantage in proprietary technology, or for firms pursuing global or trans-national strategies.

PRACTICE ACTIVITIES

True-False Questions
	1. Investment in product development is a possible option for a domestic strategy 
	       T / F 

	2. Most domestic firms become international by a step-by-step process rather than by strategy choice.
	       T / F

	3. Among market-entry methods, over the last 2-3 decades the traditional export-import option has increased in relative importance. 
	       T / F

	4. Exporting and foreign production are two distinct and unrelated strategies.
	       T / F

	5. The risk of technology loss is one of the main disadvantages of licensing as a market-entry method.
	       T / F

	6. Franchising is generally more lucrative than a wholly owned subsidiary.
	       T / F

	7. Subcontracting is a very popular method in the car making sector.
	       T / F

	8.Turn-key operations are a more complex form of international business than exports of plants.
	       T / F

	9. Foreign sales tend to represent a higher ratio in the total sales of the largest TNCs from developed countries compared to the largest TNCs from developing countries.
	       T / F

	10.Over the last decade or so wholly owned companies tend to outpace in growth joint ventures as a form of investment by multinationals in China.
	       T / F

	11. An FDI plan is generally more complex than an Export marketing plan.
	       T / F

	12. The wholly owned company appears as a more appropriate market-entry option than a joint venture for a company with a strong competitive advantage in proprietary technology.


	       T / F


Multiple Choice

1.
Which factor is NOT an advantage for exporting as a market-entry method?

a. Exporting is less costly and risky than investment

b. Exporting is open to any size or kind of firm

c. Trade barriers and high transport costs.

d. Exporting encourages specialisation and economies of scale

2.
Nanya Auto Co. Ltd is the result of the cooperation in China between Yuejin Motor (Group) Corp and Italy’s Fiat Auto PSA .Nanya began producing cars and pick-up trucks in June 1999.What main method of entry in the Chinese market has FIAT used through this operation:


a.
Exporting


b.
Wholly owned operation


c.
Licensing

d.
Joint venture

3.
Which factor is NOT a potential problem with licensing?

a. Lack of managerial control 


b. Isolation from the market

c. Low risk/investment cost

d. Limited life

4. In relation to the case ‘Foster’s in China’, which factor has contributed to Foster’s losses in China’s beer market:

a. The changes in consumer demand

b. The changes in consumer income

c. Consumer preference for domestic/regional brands in the ‘volume beer market’  


 d. 
The level of  production costs in Foster’s three breweries

SOLUTIONS TO PRACTICE ACTIVITIES

True-False Questions

1.
T

7.
T

2.
T

8.
T

3.
F

9.
T

4.
F

10.
T

5.
T                     11.
T

6.
F

12.
T

Multiple Choice

1.
C

2.
D

3.
C

4.
C
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