	  Your SA based company plans to market a technologically advanced high value device to the EU (European Union) where a demand for this product has been already established.  Your CEO has requested you to recommend a mode of foreign market entry.
Your options are:

i)    Exporting to one or more EU member countries
ii)   Establishing a joint venture (alliance) with a company in a selected EU member  country and marketing the product within the EU through the joint venture (Strategic alliance)

Required:
Compare the merits ( advantages and disadvantages) of the alternatives in i) and ii) above, making assumptions where necessary, and  recommend the desired mode of entry in this case
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


(FOR CONVENIENCE I HAVE LISTED THE ADVANTAGES AND DISADVANGES FIRST)

Exporting to one or more EU member countries

Advantages

· Increased production in home country typically results in higher domestic employment 
· Export sales generate valuable foreign exchange

· Least expensive way for a firm to sell its products overseas

· Minimum of financial commitment

· Avoids high cost of establishing manufacturing operations

Disadvantages
· High transportation costs 
· Trade barriers to imports in the foreign country

· Problems with foreign marketing agents

· Have no control of its products in foreign markets and middleman represents other clients

· Own marketing staff does not gain experience

· Other cheaper exporters

Establishing a Joint Venture (alliance) with a company in a selected EU member country and marketing the product within the EU through the Joint Venture (Strategic Alliance)
Advantages

· May be the only available option where industries are regarded as politically sensitive
· Home countries resources are limited, can make use of shared countries resources

· Multinational companies can form a joint venture in developing countries without much capital outlay, but provide technological know-how, or developing country needs managerial know-how

· Local companies can provide raw material

· Knowledge of host-country’s markets, competitive conditions, culture, language and political, legal and economic systems

Disadvantages

· Risk of giving away core competence or technological know-how systems 
· Potential for conflict
Advantages of exporting to one or more EU member countries would include increased production in the home country, which results in higher domestic employment. This is extremely favourable for SA with a high percentage of unemployment.  
The exporting of sales also generates valuable foreign exchange, which will increase the balance of the current account (one of the accounts of the balance of payments (BOP)) of the exporting country.  This is of great importance to a country, as it generates wealth in the host country.  It is the least expensive way for a firm to sell its products overseas, which results in a minimum financial commitment.  The high costs of establishing a manufacturing operation is being avoided.  This looks all very good but, with exporting you do have very high transportation costs, as everything has to be transported to the foreign country, trade barriers and problems with foreign marketing agents can occur.  You also have no control over your products once exported.  Your middleman will represent other clients and has therefore shared interest.  Your own marketing staff does not gain experience, something SA can learn quite a lot from the EU member countries, which are the number 1 exporting countries.  Another disadvantage is that most probably cheaper exporters do exist.
When looking at establishing a joint venture the advantages are that this may be the only available option where industries are regarded as politically sensitive.  Where home countries resources are limited, you can make use of shared countries resources, capital outlay for the multinational company is not that high as they can provide the technological know-how, local companies can provide raw material and the host-country has knowledge of its markets, competitive conditions, culture, language and political, legal and economic systems.  The disadvantage is giving away core competence or technological know-how systems or potential conflict.
Comparing the advantages of Joint ventures and exporting, we see that with exporting, we do create more job opportunities in the home country, which is not the case when we choose to engage into a joint venture.  An advantage of a joint ventures is that we gain a lot of experience by an already developed country like an EU members, which will not be the case with exporting, where normally an agent takes over once the goods leave the premises, therefore no global business experience is gained.  Furthermore, when looking at transportation costs, the exporting company will have to pay for expensive transportation costs, where when the product is manufactured in the foreign country, where local companies can provide the raw material, transportation costs will be much lower.  There may also be other exporters in the field, which can export cheaper than us, whereby we can lose some of our business.  When forming a joint venture, there will be less problems regarding culture, language, political and economic systems.  Another important factor is to have a good knowledge and understanding of your foreign market, which is an advantage when forming a joint venture.  Trade barriers can be a problem when exporting, but these are eliminated when forming a joint venture.
I would recommend to my CEO to rather form a joint venture with an EU member country.  The EU member country as a developed country is favourable for marketing a technologically advanced high value device as they have high levels of technology and have a highly educated and literate population.  For the EU member country it is also favourable to form a joint venture with a developing country like SA, as they can do so without much capital outlay, but provide the technological know-how, where SA, the developing country can gain the managerial know-how.  Transportation will be cheaper as the local company can provide raw material.  As the EU member country is a developed country, the disadvantage of giving away core competence or technological know-how, is very slim.  We will rather learn from them.  SA marketing staff will get experience from the experienced marketing staff, as resources can be shared.  Also important out of a South African perspective is, once we get a foot in the EU market, this would hopefully open up the possibilities of doing more business with the EU member countries.
Joint Ventures should take advantage of economies of scale and share risk, overcome entry barriers to new markets and pool complementary knowledge 
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