Student answer: 

Foreign Direct Investments

TOPAudio faces declining competitiveness due to high production costs in Denmark and increasing competition from lower-cost foreign rivals. To regain cost competitiveness and protect long-term market position, this report recommends establishing a production base in Bulgaria through efficiency-seeking greenfield foreign direct investment (FDI). Bulgaria offers a strong combination of low labor costs, EU market access, improving infrastructure, favorable tax policies, and growing industrial capabilities. While alternatives such as China and India offer even lower costs and scale advantages, Bulgaria provides a more balanced, lower-risk, and strategically aligned solution for a European, quality-focused, studio-grade audio equipment manufacturer

Why TopAudio should consider FDI
Foreign manufacturing through FDI offers TOPAudio several strategic advantages. Denmark’s high labor and regulatory costs make price competition difficult. Lower-cost production locations enable price reductions, thus creating larger margins. Furthermore, other competitors from emerging markets probably already benefit from lower production costs. Foreign Direct Investment would provide a good control over quality and processes, rather than simply outsourcing the production. Especially quality is essential for these types of products. Foreign manufacturing would enable scaling production volumes more efficiently at a lower price, which would also allow for more flexibility regarding changing demand conditions. Furthermore, a FDI would establish the company as a globally structured firm rather than a purely domestic producer and would support future international expansions and supply chain integration.
Why Bulgaria is an Attractive Production Location
Bulgaria offers low labor costs compared to western Europe and would allow for cost efficient production. Furthermore, Bulgaria is in the EU with tariff-free access to EU markets, harmonized regulatory and quality standards. Producing within in the EU reduces legal and compliance risks compared to non-EU countries. Compared to production somewhere in Asia, Bulgaria offers shorter logistic chains and faster transportation and lower shipping costs, allowing for better coordination. Bulgaria has a predictable business environment and a stable EU political framework.
Recommended Type of FDI for TOPAudio
A Greenfield FDI would be most optimal as the company would have full control over quality standards and full protection of intellectual property. A Greenfield FDI means that TOPAudio would build its own production facility in Bulgaria. An own production site would enable full control over quality standards, protection of intellectual property, ability to design production processes specifically for high-end audio equipment and would avoid cultural and operational integration problems of acquisitions. This is an efficiency-seeking FDI strategy because the primary goal is cost reduction while maintaining product quality and control. 
Advantages of Manufacturing in Bulgaria
Advantages of manufacturing in Bulgaria include lower wages and production costs, improved price competitiveness and higher margins. Producing within the EU would enable TOPAudio to more easiliy maintain EU regulatory standards and gives strong control over production quality. Producing within Europe would provide shorter supply chains, lower transportation risk and faster delivery times than producing in Asia. Furhermore, „production in Europe“ enhances brand perception for consumers. 
While,producing in China or India would lower costs even further, there might be logistics or infrastructure gaps that may hinder TOPAudio. Moreover, producing outside of the EU would increase bureaucracy and administrative 
hurldes as well as increase the regulatory complexity. 

Assessment

	Category
	Score

	1. Problem Identification & Understanding
	5 / 5

	2. Conceptual Clarity & Key Terms defined
	3 / 3

	3. Structure & Sequence
	2 / 2

	4. Theory-Driven Analysis
	8 / 10

	5. Strategic Alternatives & Consequences
	4,5 / 5

	6. Conclusion & Recommendation
	4,5 / 5

	Total
	27 / 30



This is a strong answer and it would score in the top range. Well done! 

Section 4. theory could be improved by explicitly including the OLI paradigm and/or a discussion of outsourcing versus internalization. In section 5. alternatives (China/India) are discussed, but consequences/trade-offs could be more explicit (coordination costs, IP risk). In section 6. the conclusion is correct but slightly summative. There should be a closing sentence with clear evidence that the recommendation is not subjective. You may add one theory-signaling sentence:
“This recommendation is consistent with the OLI framework, as TOPAudio’s ownership advantages, Bulgaria’s location advantages, and the benefits of internalizing production justify a wholly owned greenfield FDI.”
alternatively add one risk-aware line:
“This strategy allows TOPAudio to reduce costs while preserving quality, brand value, and managerial control.”

[bookmark: _GoBack]The answer shows a strong, well-prepared student who knows FDI terminology very well (FDI types, greenfield, efficiency-seeking) is able to structure the answer, which is written directly with a structure in mind, not discovered while writing. Key points are indicated in bold; in the exam, they could be underlined instead.

In order to save writing time, it could be considered to use a more bullet point style, example for 4. Theory-Driven Analysis & Application (10 points)

Why Foreign Manufacturing?
· High-cost producers lose competitiveness in global markets
· Relocation reduces unit costs and improves pricing flexibility
· Necessary to protect market share against emerging-market rivals
Why Bulgaria?
· Low labor costs relative to Denmark
· Skilled technical workforce
· EU membership:
· regulatory stability
· intellectual property protection
· harmonized product standards
· Geographic proximity to Denmark → lower logistics and coordination costs
Type of FDI Recommended
· Wholly owned greenfield investment
· Advantages:
· full control over production and quality
· protection of proprietary technology
· direct transfer of TOPAudio manufacturing standards
· Preferred over outsourcing or joint ventures due to quality sensitivity
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