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Executive Summary

As described in their 2017 strategy, Arla Foods is striving to expand outside of European markets and into the Latin America (LATAM) regions. Arla Foods is one of the largest producers of dairy products and is a cooperative, made up of 13,500 farmers located in seven countries. Arla Foods consists of three brands: Arla, Lurpak along with Castello. The company offers consumers dairy products varying from powdered milk to specialty cheeses and spreads. Arla Foods has expanded into Middle East, Africa, Russia as well as China and is now aiming to merge into LATAM regions. With this comes numerous risks along with past failures as this is not the first time that Arla has tried to integrate into LATAM markets. Since the past attempts, the organization has gained extensive insight and knowledge as to how to expand into foreign markets. Janus SkØt, the Senior Director of Arla Foods Latin America and the Caribbean, is seeking assistance as how the company should emerge into these new markets successfully. 

Primary Problem
Foreign direct investment is not the best solution to expand into these less-developed markets and Arla Foods is seeking alternatives as their main objective is to expand into Latin America markets. 

Alternative Solutions 
1. Exporting
2. Licensing
3. Joint Venture
4. Merger and Acquisition
5. Greenfield Investment 

Recommended Solutions 
The recommended solution for Arla Foods is a combination of the alternatives listed previously. The recommendation provided to Arla Foods is that the organization should conduct a Greenfield investment in Brazil and from there export to Chile, Colombia, and Mexico. Eventually, once the operation is stable, the company can look at exporting to less-developed and higher risk regions, such as Argentina. By beginning with Brazil, Arla Foods will be emerging into a less-risky environment, which will increase the likelihood of success. As well, Brazil provides the organization with good farmland, which is crucial in finding farmers to partner with. Brazil also has the largest population of the Latin America countries, which is a key indicator for potential market growth. Expanding into Brazil will also allow Arla Foods to remain competitive with others in the industry, as France’s Lactalis is currently partnering with producers in Brazil. After opening the sales office in Brazil, Arla Foods can begin exporting to Chile, Colombia and Mexico. The company should begin with these countries as they have relatively high populations, stable economies as well as pro-market reforms. This indicates that these countries are open to foreign organizations entering into the markets and that trade barriers, such as tariffs, are less significant compared to other regions. Arla Foods should begin by targeting the low-income segment in these regions by offering inexpensive products, such as powdered milk. From there, if the economic and political risks remain low, Arla can begin looking for ways to introduce the specialty products they produce. This slow, disciplined approach to entering the Latin America markets will help ensure success and eliminate the potential for failure as seen in previous attempts. 
Primary Problem
Arla Foods, one of the largest competitors within the dairy products industry, is striving to enter into foreign markets. Arla Foods is looking to expand into the emerging markets within the Latin America regions along with South-East Asia; however, does not believe that Foreign Direct Investment (FDI) is the best option for this region as other organizations have been unsuccessful with this alternative in the past.

Having tried previously, Arla Foods understands the major hurdles the company will have to overcome in order to be successful. With this comes risks surrounding security, political power, as well as the economy. 

Secondary Problem
There are multiple secondary problems that will arise when trying to enter the less-developed markets in Latin America (LATAM) as well as South-East Asia. This includes issues surrounding brands and distribution, partnerships, retailers, as well as consumers and competition.

First, due to the fact that the dairy market does not have as high of a demand in LATAM, it does not contain the same number of well-known brands that would be available in developed countries, such as Europe. This would make it more challenging for Arla Foods to find producers to generate the quantities of milk required to be competitive in the foreign markets. As well, aside from the number of producers being less compared to Europe, the environment in which they work under is also vastly different. For example, in Europe the distribution is controlled by a single large distributor; whereas in LATAM the distribution channel is very fragmented. In Latin America regions, distributors are commonly small, family-owned operations, who often do not want to, or do not have the financial stability to expand. 

Next, when expanding previously, Arla Foods has always created partnerships with local producers. This is one of the main goals that Arla Foods aims to complete. The challenge within the LATAM regions is to find the local partner that best matches Arla Foods’ 2017 strategy. This includes a firm that is democratically managed and one that relies on a cooperative and responsible business model. From Exhibit 11 in the case, criteria for local partners includes experience in distributing food and international products; delivery fleets and sufficient sales employees; distribution channels in the country’s capital and five major cities; knowledge on local market growth; as well as a partner that does not distribute products to a direct competitor. 

The next hurdle that Arla Foods will have to overcome when looking to expand into LATAM regions, is the significantly different stores in which consumers shop. Although regions have supermarkets similar to those of Walmart and Loblaws, they also contain large convenience stores. Consumers are found to shop at these large convenience stores just as often as they shop at actual grocery stores. This is an important piece of information for Arla Foods to be aware of as it alters the locations in which their products will be offered to customers.

The way in which consumers act and purchase goods is a crucial piece that Arla Foods must understand when looking to expand into this new market. LATAM consumers have very unique shopping characteristics that make them different compared to European consumers as well as consumers from other emerging markets. An example of this includes the fact that low-income consumers, which is the majority of the population in these less-developed regions, often purchase larger portions of products that can be stored long-term, such as powdered milk, when they have “extra” money. Aside from that, low-income consumers look for products that can be bought in smaller quantities as that is often all they are able to afford. This is a crucial aspect that Arla Foods must take into account when determining the packaging and amount of product offered in stores. Also, the population in LATAM regions that is considered middle-class is continuously growing; however, it currently still only makes up a small portion of the population. Although these groups have shown interest in premium products, such as specialty cheeses, the organization must take into account the size of the middle-class segment in comparison to the overall population. 

Finally, the last secondary problem that will have to be considered when entering the new market is competitors. In particular, France’s Lactalis; an organization that recently entered into an agreement with Lacteos do Brasil (LBR), which is the world’s tenth largest food company and the second largest within Brazil. Brazil is a country with a large population, which indicates opportunities for market growth. Population size was the most important criteria for Arla’s market entry and therefore, the integration of Lactalis into the market is a major threat. This aggressive approach by Lactalis is encouraging reaction from others within the industry and may result in more competition in these less-developed markets. Arla Foods must remain aware of competitors’ strategies in order to successfully expand. 

Implications
Organizational
This is not the first time that Arla Foods has tried to enter into the LATAM market. In 1990, the organization had an office in Brazil that was unable to meet expectations, which resulted in the company focusing on Middle East, China, Russia and Africa instead. Arla Foods opened an office in Buenos Aires in 2001; however, not long after, in 2002, it was closed due to Argentina’s economic crisis. The organization then decided to open a sales representative office in 2014 in Mexico City to provide Arla Foods with a regional presence in LATAM and the Caribbean. Since these past failures, Arla Foods has gained enormous insight into emerging markets within Middle East, Africa, Russia and China. This experience will help Arla Foods make more calculated decisions when entering into LATAM now. If the company is not cautious when expanding into this new market, the organization will fail, which will result in a loss of profits. It will also allow competitors to surpass them, entering into new markets before Arla. As well, if the organization does not enter into this new market, they will lose out on opportunities to gain relationships with suppliers, distributors along with consumers. 

Environmental
There are six environments that must be taken into account when expanding into the LATAM market that could have implications on Arla Foods. This includes the political, social-cultural, technological, economic, consumer, as well as competitive environment. For Arla Foods, implications could arise if they are not aware of potential government inefficiencies, the legal systems within the given countries, along with international tensions that may exist. The company must also take into account the crime and violence that exists, as it remains to be one of the largest challenges that hinders international business. Due to LATAM regions being less-developed compared to Europe, Arla Foods must consider the differences that exist amongst technological advancements. The way in which milk producers operate and the efficiency of their operations may vary greatly compared to producers in Europe. This is relevant to Arla Foods as the technological differences may impact the quantity of dairy products they can supply. Implications surrounding the economy that could arise include weaknesses within a given country’s economy, as well as financial volatility due to inadequate reporting and poor banking systems. The consumer environment must also be considered when making international business decisions. As previously mentioned, consumer preferences are vastly different in LATAM compared to other markets and Arla Foods must find the best solution that will satisfy customer demands while also generating profits. Lastly, the competitive environment could also have an effect on the success of Arla Foods. This includes the expansion of France’s Lactalis into Brazilian markets, along with any other organizations within the industry that are already integrated into LATAM regions. 

Alternatives 
1. Exporting
The main idea of exporting is that it allows organizations to produce their goods in their home country and then ship the products to the receiving countries. In the case of Arla Foods, this could only be used for some of their brands, as certain products have shorter lifespans. For example, Arla Foods has three brands: Arla, which focuses on dairy products and “natural goodness”; Lurpak, which produces luxury butters and spreads; along with Castello, which offers high-end, specialty cheeses. Arla, which would offer more milk-based products would not be able to be exported as much, as the lifespan of the products is shorter. Their focus would be on exporting powdered milk, which can be stored long-term. Castello and Lurpak would have more flexibility in exporting as spreads and cheeses typically have a longer lifespan. This could be a logical solution to entering markets located in Chile, Columbia, and Mexico as they provide pro-market reforms. This means that “in developing countries, pro-market reforms involve a reduction of government intervention in the economy and an improvement in national governance” (Cuervo-Cazurra, 2009). This provides foreign companies to enter into a developing nation without such significant trade barriers.  

Advantage
·  Increased competitiveness and sales in new markets 
· Lower costs compared to purchasing a firm in the host country 
· More security in developing countries: if the host countries economy enters a crisis, an organization can pull out easier and with smaller losses 

Disadvantages 
· Transportation costs and trade barriers can be a major hurdle to overcome as well as very costly
· Product modification: not all of Arla’s products have a lifespan that can withstand exporting 
· Cultural differences: by exporting into developing nations, organizations may not have an adequate understanding of consumer demands, social norms, and business practices 





2. Licensing 
The purpose of licensing is to grant a foreign company the rights to produce and sell a firm’s product in return for a certain percentage on every item sold. In the case of Arla Foods, this would involve the organization locating a company within a LATAM region that has the resources to produce and sell Arla’s products within their own production system. 

Advantages
·  Can get products to the market faster: Arla Foods can break into new markets quicker and therefore, begin drawing in profits earlier
· It reduces risk for the company: “fewer risks in the selling and service of what is being offered” (Gaille, 2018).  

Disadvantages 
· Licensing might result in a firm giving away valuable information on their products in order for the foreign company to produce it 
· Does not provide a company secure control over manufacturing, marketing and strategy 
· “Poor quality management damaging your brand or product reputation” (How to manage your patents, 2019): this is especially relevant for Arla’s high-end brands, Lurpak and Castello

3. Joint Venture
A joint venture for Arla Foods would require the company to cooperate with a local producer that would then create a new entity. Both partners would be invested equally into the organization and share 50 percent of the decision-making processes. Arla Foods has developed partnerships similar to this in the Chinese market as well as in Brazil with the company known as Vigor. 

Advantages 
· Shared risk and costs: the expenses associated with expanding into a foreign market would be split, along with the risks associated 
· Ability to gain new insights and expertise from the partner in the host country 
· Having a local expert allows Arla Foods to access key contacts and knowledge 

Disadvantages 
· Sharing the entity 50/50 means that the decision-making process may take longer if disagreements arise 
· Difficulty integrating cultures: challenges may arise when combining the business practices and cultures of the home and host countries (Marsh, 2018)  
· Unreliable partner: it is challenging to ensure that the partner is as invested as the home organization before entering into a contractual agreement (Marsh, 2018).

4. Merger and Acquisition 
A merger would require that Arla Foods cooperates with another company to create a new company. Whereas an acquisition “involves one firm buying only a portion of another firm” (Mergers and Acquisitions: Definition, Difference, Process, Pros and Cons, n.d.). This may occur to acquire assets or to become involved in a different segment within the given market. 

Advantages
· It would generate more value to the combined company than either organization could produce individually (Gaille, 2015). 
· Cost-effective alternative that allows for expansion 

Disadvantages 
· Could be difficult to find a firm that has the characteristics that Arla Foods is looking for 
· Decision-making, although easier than in a joint venture, can still be lengthy with many different groups involved 
· Can be disruptive for employees and corporate culture (Gaille, 2015) 

5. Greenfield Investment 
A Greenfield investment is a type of “foreign direct investment (FDI) where a company establishes operation in a foreign country” (What is a Greenfield Investment, n.d.). In this type of investment, Arla Foods would have to establish new facilities in the host country, which would provide the organization with the highest amount of control as well as the highest costs.

Advantages 
· High degree of control: over manufacturing, marketing, sales, employees 
· Removes concerns of trade restrictions 
· Generates jobs in the country in which the greenfield investment is occurring (What is a Greenfield Investment, n.d.)
Disadvantages
· Very high-risk investment: the highest risk of the alternatives listed 
· High costs to enter into the host country 
· Government regulations and differences in culture could create barriers that the company was unaware of 

Recommendation 
After looking at the alternatives listed previously, the best strategy for Arla Foods to implement in order to expand into LATAM markets, is a combination of exporting and Greenfield investment. As population is the largest factor when considering expansion, Arla Foods should introduce a production facility and sales location in Brazil. This country has the largest population of the Latin America countries as indicated in Exhibit 10 and is also known for having good farmland, which is essential for the milk production of farmers that Arla will partner with. As well, from Exhibit 9, the map indicates that risk in Brazil is only “moderate”. This strategy would allow Arla Foods to gain recognition in the LATAM regions and lower the likelihood of suffering from security, economic or political risks. It would also allow the company to stay competitive with France’s Lactalis. From there, Arla Foods should begin to export to Chile, Colombia and Mexico as they have relatively stable economies and offer pro-market reforms. This means that the governments would be open to Arla’s exports and tariffs would be less, or would not exist at all. Exporting to these countries allows Arla Foods to expand further into LATAM markets; however, removes the risks associated as at any point Arla can discontinue exporting. From there, Arla Foods can look to export to even lesser-developed regions that would have more a demand for powdered milk, which can easily be shipped as it has a long lifespan. The reason for the higher demand for powdered milk and less of a demand for specialty items, such as cheese, is due to the more prominent low-income segment that exists in the population.

Implementation
Short Term (present to six months) 
The first step in order to begin the expansion is for Arla Foods to determine the best location in which to build the sales office and discuss what this means with Vigor. Vigor is currently Brazil’s largest dairy company and has had a joint venture agreement with Arla Foods since 1986. This long-term partnership has allowed Arla Foods to gain insight and expertise as to the business model that is used in Brazil. Arla Foods will need to maintain connections with Vigor and should ensure that ties are not cut when beginning their own Greenfield investment. From there, Arla Foods will need to implement more in-depth market research to determine what consumers’ demands are in Brazil. Arla Foods needs to also educate themselves on proper labor laws within Brazil and the corporate culture they want to develop in their offices. 

Medium Term (six months to one year) 
By now, market research has been conducted, consumer needs have been determined and the location for the sales office has been decided. Ideally, Arla Foods has maintained their relationship with Vigor and still work together under the predetermined contract. The next step is to begin conducting market research in the countries that Arla aims to export to: Chile, Colombia and Mexico. Arla Foods will want to gain more knowledge on consumer behavior in those locations and the culture businesses work under. The organization will have to begin determining the steps required to export, the government regulations, tariffs, and other trade barriers that may exist. By now, the organization has partnered with dairy farmers that have implemented appropriate measures to produce the required quantities of milk. Arla Foods should continue to be aware of how Lactalis is conducting business within Brazil and if they have reacted to the new developments from Arla Foods. The organization also needs to ensure they have adequate employees to conduct business at the new sales office location.

Long Term (one year to three years) 
The sales office should be operational now and Arla Foods will have integrated into the dairy products market. The items from all three brands are offered at stores within Brazil and exporting to other regions has commenced. Agreements have been made with the government in Chile, Colombia and Mexico and are now exporting to those locations. Arla Foods should now be looking at the other LATAM regions and how to integrate into those markets further. I would recommend that Arla Foods begins by introducing their powdered milk products into those markets. The reasoning for this is that the majority of the population belongs to the lower-income group who are unable to afford the specialty items that Arla’s other brands, Lurpak and Castello, provide. As well, it was shown that when low-income groups have “extra” money they look for products that have a longer shelf-life versus looking for specialty products. Again, the company must continue to be aware of other competitors entering the market and react accordingly to that. 

Very long term (three years and on) 
Arla Foods has created a very strong place for themselves in the market and is continuing to expand within Brazil and the regions being exported to. The organization should now be looking at the economic state in which the exporting countries are in. If the economic, political, and security risks are lessening, the organization should enter into a merger or joint venture agreement with a partner in those regions. By doing this, Arla Foods would eliminate any trade barriers they previously have been dealing with and it would allow them to offer more products that have a shorter shelf-life. In turn, the organization would increase market growth and generate higher profits. 
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