Ready to learn how to manage foreign operations and decide in mode of entry?Well you should learn what is included in the value chain first
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The value chain usually incorporates the value added of the company’s output but can be applied to the output of a strategic business unit.
Export modes
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Advantages and disadvantages of the different export modes for the manufacturer

	Export mode
	Advantages
	Disadvantages

	Indirect exporting (e.g. export buying agent, broker or export management Company)
	Limited commitment and investment required. High degree of market diversification is possible as the firm utilizes the internationalization of  an experienced exporter. Minimal risk (market and political).

No export experience required
	No control over marketing mix elements other than the product.

An additional domestic member in the distribution chain may add costs, leaving smaller profit to the producer. Lack of contact with the market (no market knowledge acquired).

Limited product experience (based on commercial selling).



	Direct exporting (e g. distributor  or  agent)


	Access to local market experience and contacts to potential customers. Shorter distribution chain (compared to indirect exporting).

Market knowledge acquired. More control over marketing mix (especially with agents). Local selling support and services available.


	Little control over market price because of tariffs and lack of distribution control (especially with distributors). Some investment in sales organization required (contact from home base with distributors or agents). Cultural differences, providing communication problems and information filtering (transaction costs occur). Possible trade restrictions.



	export marketing groups


	Shared costs and risks of

internationalization.

Provide a complete product line

or system sales to the

customer.


	Risk of unbalanced relationships (different objectives).

Participating firms are reluctant to give up their complete independence


Intermediate modes
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Advantages and disadvantages of the different intermediate 

	Intermediate mode mode
	Advantages
	Disadvantages

	Contract

manufacturing (seen from the contractor's viewpoint)


	Permits low-risk market entry. No local investment (cash, time and executive talent) with no risk of nationalization or expropriation. Retention of control over R&D, marketing and sales/after-sales service.

Avoids currency risks and financing problems.

A locally made image, which may assist in sales, especially to government or official bodies. Entry into markets otherwise protected by tariffs or other barriers. Possible cost advantage if local costs (primarily labour costs) are lower. Avoids intra-corporate transfer-pricing problems that can arise with a subsidiary.


	Transfer of production know-how is difficult.

Contract manufacture is only possible when a satisfactory and reliable manufacturer can be found - not always an easy task. Extensive technical training will often have to be given to the local manufacturer's staff. As a result, at the end of the contract, the subcontractor could become a formidable competitor. Control over manufacturing quality is difficult to achieve despite the ultimate sanction of refusal to accept substandard goods. Possible supply limitation if the production is taking place in developing countries.



	Licensing (seen from the licensor's viewpoint)


	Increases the income on products

already developed as a result of

expensive research.

Permits entry into markets that are

otherwise closed on account of high

rates of duty, import quotas and the

like.

A viable option where manufacture is near the customer's base. Requires little capital investment and should provide a higher rate of return on capital employed. There may be valuable spin-off if the licensor can sell other products or components to the licensee. If these parts are for products being manufactured locally or machinery, there may also be some tariff concessions on their import.

The licensor is not exposed to the danger of nationalization or expropriation of assets.

Because of the limited capital requirements, new products can be rapidly exploited, on world-wide basis, before competition develops. The licensor can take immediate advantage of the licensee's local marketing and distribution organization and of existing customer contacts.

Protects, patents, especially in countries which give weak protection for products not produced locally. Local manufacture may also be an advantage in securing government contracts.


	The licensor is ceding certain sales territories to the license for the duration of the contract. Should the licensee fail to live up to expectations, renegotiation may be expensive. When the licensing agreement finally expires, the licensor may find he or she has established a competitor in the former licensee. The licensee may prove less competent than expected at marketing or other management activities. Costs may even grow faster than income. The licensee, even if it reaches an agreed minimum turnover, may not fully exploit the market leaving it open to the entry of competitors, so that the licensor loses control of the marketing operation. Danger of the licensee running shortof funds, especially if considerable plant expansion is involved or an injection of capital is required to sustain the project

danger can be turned to advantage if the licensor has funds available by a general expansion of the business through a partnership.

Licence fees are normally a small percentage of turnover, about 5%, and will often compare unfavourably with what might be obtained from a company's own manufacturing operation.

Lack of control over licensee operations.

Quality control of the product is difficult - and the product will often be sold under the licensor's brand name.

Negotiations with the licensee, and sometimes with local government, are costly.

Governments often impose conditions on transferral of royalties or on component supply


	Franchising (seen from franchisor's viewpoint)


	Greater degree of control compared to licensing.

Low-risk, low-cost entry mode (the licensees are the ones investing in the necessary equipment and know-how). Using highly motivated business contacts with money, local market knowledge and experience. Ability to develop new and distant international markets, relatively quickly and on a larger scale than otherwise possible. Generating economies of scale in marketing to international customers. Precursor to possible future direct investment in foreign market.


	The search for competent franchisees can be expensive and time consuming.

Lack of full control over franchisee's operations, resulting in problems with cooperation, communications, quality control, etc.

Costs of creating and marketing a unique package of products and services recognized internationally. Costs of protecting goodwill and brand name.

Problems with local legislation, including transfers of money, payments of franchise fees and government-imposed restrictions on franchise agreements.

Opening up internal business knowledge may create potential future competitor. Risk to the company's international profile and reputation if some franchisees underperform ('free riding' on valuable brand names).



	Joint venture (Seen from parents view point)


	Access to expertise and contacts in local markets. Each partner agrees to a joint venture to gain access to the other partner's skills and resources. Typically, the international partner contributes financial resources, technology or products. The local partner provides the skills and knowledge required for managing a business in its country. Each partner can concentrate on that part of the value chain where the firm has its core competence.

Reduced market and political risk. Shared knowledge and resources: compared to wholly owned subsidiary, less capital and fewer management resources are required.

Economies of scale by pooling skills and resources (resulting in e.g. lower marketing costs). Overcomes host government restrictions.

May avoid local tariffs and non-tariff barriers.

Shared risk of failure. Less costly than acquisitions. Possibly better relations with national governments through having a local partner (meets host country pressure for local participation).


	Objectives of the respective partners may be incompatible, resulting in conflicts.

Contributions to joint venture can become disproportionate. Loss of control over foreign operations. Large investments of financial, technical or managerial resources favour greater control than is possible in a joint venture. Completion might overburden a company's staff.

Partners may become locked into long-term investments from which it is difficult to withdraw. Transfer-pricing problems as goods pass between partners. The importance of the venture to each partner might change over time. Cultural differences may result in possible differences in management culture among participating firms. Loss of flexibility and confidentiality. Problems of management structures and dual parent staffing of joint ventures. Nepotism perhaps the established norm.



	Management contracting (Seen from contractor's view point)


	If direct investment or export is considered too risky - for commercial or political reasons - this alternative might be relevant. As with other intermediate entry modes, management contracts may be linked together with other forms of operation in foreign markets. Allows a company to maintain market involvement, so puts it in a better position to exploit any opportunity which may arise. Organizational learning: if a company is in its early development stages of internationalization, a management contract may offer an efficient way of learning about foreign markets and international business.


	Training future competitors: the management transfer package may in the end create a competitor for the contractor.

Places a great demand for key personnel. Such staff are not always available, especially not in SMEs. Considerable effort needs to be put into building lines of communication at local level as well as back to contractor.

Potential conflict between the contractor and the local government as regards the policy of the contract venture.

Little control, which also limits the ability of a contractor to develop the capacity of the venture.




Hierarchcal modes in a value chain perspective
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Advantages and disadvantages of different hierarchical entry modes
	Intermediate mode mode
	Advantages
	Disadvantages

	Domestic-based sales representatives


	Better control of sales activities compared to independent intermediaries.

Close contact to large customers in foreign markets close to home country.


	High travel expenses. Too expensive in foreign markets, far away from home country.



	Foreign sales branch/sales and production subsidiary


	Full control of operation. Eliminates the possibility that a national partner gets a 'free ride'. Market access (sales subsidiary). Acquire market knowledge directly (sales subsidiary).

Reduce transport costs (production subsidiary).

Elimination of duties (production subsidiary).

Access to raw materials and labour (production subsidiary).


	High initial capital investment

required (subsidiary).

Loss of flexibility.

High risk (market, political and

economic).

Taxation problems.



	Region centre/transnational organization


	I Achieves potential synergies on a regional/global scale. Regional/global scale efficiency. Leverage learning on a cross-national basis.

Resources and people are flexible and can be put into operating units around the world.


	Possible threats: Increasing bureaucracy. Limited national-level responsiveness and flexibility. A national manager can feel he or she has no influence. Missing communication between head office and region centres.



	Acquisition


	Rapid entry to new markets. Gaining quick access to distribution  channels;

a qualified labour force;

existing management experience;

local knowledge;

contacts with local market and government;

established brand names/reputation.


	Usually an expensive option. High risk (taking over companies which are regarded as part of a country's heritage can raise considerable national resentment if it seems that they are being taken over by foreign interests). Possible threats: Lack of integration with existing operation. Communication and coordination problems between acquired firm and acquirer.



	Greenfield investment


	I Possible to build in an Optimum' format, i.e. in a way that fits the interests of the firm (e.g. integrating production with home base production).

Possible to integrate state-of-the-art technology (resulting in increased operational efficiency).


	High investment cost. Slow entry of new markets (time-consuming process).
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