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Executive summary
The emergence of developing markets in the world has necessitated growth for both private and public corporations. These are markets whose countries economy performances promise sustained growth for a foreseeable e future. Investors seek the emerging markets with the expectation of attaining higher returns, and the pharmaceutical firm is no exception. 
This report analysis the feasibility of South Africa and China’s markets through evaluating risks and opportunities associated with markets. The report specifically addresses the viability of pharmaceutical market of the two countries and makes a recommendation based on the relevant facts about opportunities and risks. Further, the report recommends the best mode of entry for the chosen viable market. 
The report utilizes recent literature on developments in the both countries regarding economic, political, and social drivers and disincentives for investment in both countries. 
 






Introduction
China pharmaceutical market has a shown a tremendous growth and it is expected to grow even further according to McKinsey (2013). One of the major contributing factor to the growth of the pharmaceutical market is the significant growth in China’s healthcare expenditure. In fact, the growth is expected to grow by an average of 17% by the year 2020 according to McKinsey (2013). China is one of the attractive emerging markets especially in the pharmaceutical industry and it is one of the most present and future markets for multinational corporations trading in pharmaceutical products. Despite the government of China investing heavily in healthcare, the country’s demographic and economic trends, rising income, continuous urbanization, an increase in the middle class, unhealthy lifestyle patterns among other factors contribute to a forecast of development in this industry. Many multinational corporations have taken an initiative to invest in China. However, the long run opportunities in the industry are not assured in the country. 
There are negative outlooks in the future of the pharmaceutical sector in China despite the positive outlook. The market faces various challenges including; increasing local competition, weak law enforcement, healthcare reforms, the size of the country, government interventions fragmented and complex distribution channels according to McKinsey (2012).  Further, legitimacy building is a major challenge in China. The legitimate right to operate and exist in some markets particularly aimed at protecting private property. The Chinese government does not appropriately support foreign investors in the pharmaceutical industry carrying on trade in China. 
The pharmaceutical industry in South Africa is characterized by two tiers, the public sector tier, and the industry tier. The public sector has a high demand for pharmaceutical drugs since they are cheap. On the other hand, the private sector is characterized with drugs similar to those available in developed countries. Therefore, they are slightly priced higher. South Africa is one of the emerging markets in Africa and potential investors especially in the pharmaceutical industry are already benefiting from positive outlook of the market. There are various drivers to invest in South Africa including; increasing chronic diseases, the country has a well-established market, high growth potential, rising urbanization, among others. 
This paper focuses on the opportunities and strengths in China and South Africa in pharmaceutical industry. A recommendation is also provided for the best market to invest. 
Opportunities in China in pharmaceutical market
China’s demographic and economic trend
The pharmaceutical industry in China has been experiencing significant growth since the 1980s according to Brueckner et al. (2005). According to research conducted in the year 2012, the industry is expected to grow at a rate of 17% to reach $310 billion by the year 2020 giving an opportunity to multinational companies according to Brueckner et al. (2005). The growth has been attributed to an increasing population growth, healthcare infrastructure, unhealthy lifestyle trend, rising incomes, the government’s effort in increasing healthcare programs in the country, an increasing healthcare awareness, urbanization, and an increase in chronic disease according to Chui (2009). 
In the year 2013, the demand for drugs for chronic diseases increased and amounted to 68% on the Chinese government health care spending. The increase in the chronic disease is expected to continue due to urbanization, an increase in population and change of lifestyle according to Brueckner et al. (2005). Considering China’s fragmentation, the government expenditure in the country varies with high spending being in rich provinces according to Liu et al. (2003). Besides, the urban arts of the country accounts for 80% of the government’s healthcare budget.  Urbanization has been growing in China at a significant rate, and it is expected to continue with the Chinese government eliminating the household registration system. Therefore, the citizens can move from rural areas to the cities. 
Given the trend in the increasing demand for drugs in the country, the market is attractive for pharmaceutical corporations. The attractiveness of the industry is influenced by the consumption spending patterns in the country. A rise in the consumer’s income and an extensive insurance coverage gives consumers a higher purchasing power of drugs. The Chinese consumers especially the middle class are willing to pay for better health care from multinationals based in western. In fact the Chinese middle class prefer western healthcare, foreign trained doctors and western hospitals for medical check-ups, vaccination and preventive care according to AmCham Shanghai (2011). The Chinese birth rate is higher than in the western countries but it is characterized by a small number of young populations according to Cui and Liu (2000). Despite the discrepancy in the population of the young and the newborn, the adult population of people aged 65 years and above is expected to increase to 223 million by the year 2030 according to McKinsey (2013). This is a driver for investing in China as the elderly consumers have a greater demand for drugs due to a weakened immune system according to AmCham Shanghai (2011). 
Low labor rates
China’s economy is characterized by low labor rates giving an opportunity for a reduced cost of production and drugs distribution. Research conducted in the year 2000 showed that city residents earned an average 60 cents in an hour. Besides, peasants were earning a third of what city dwellers earned according to Cui and Liu (2000). Some emerging markets have a relatively lower wages. However, China gives an optimal mix of low labor cost and advanced supply chain infrastructure and high productivity. Besides, highly skilled employees such as engineers are hired for a cheaper cost compared to other engineers in the west. The low labor costs explain why there are significant number of multinational corporations as the international firms take advantage of the labor arbitrage opportunities according to Cui and Liu (2000). 
Risks in investing in China’s pharmaceutical market
The dynamic nature of economic environment, as well as policy changes by governments, makes it possible for prevalence of risks in international markets. Some of the risks associated with China’s pharmaceutical market are discussed below. 
Political risks
For many decades, the Chinese government has been ruled through communist party rule which exercises absolute power over cultural and economic institutions and legislations according to Brueckner et al. (2005). This is central to western countries where the leaders encourage and emphasizes on transparency while conducting business. The rules and regulations in China are neither transparent nor absolute. Building relationships with the people in the authority is a major factor of success in China. Therefore investing in China, building a relationship with guanxi wang and without that, foreign corporations cannot perform well according to Brueckner et al. (2005). 
Legal risks
The Chinese economy does not have strict patents and laws. Therefore, it is common for the Chinese producers to copy what is produced by others and legal suit can be followed. Everything can be copied and sold in the Chinese market openly according to Chui (2009). The copycat culture referred to as Shanzhai is part of the society in China and multinational companies such as pharmaceutical can lose patent rights in the Chinese market. 
According to Chui (2009), the major contributing factor on the loose law is vagueness of the Chinese law. It can be interpreted in different ways giving room for loopholes. Further, the Chinese perceive market as a battlefield. Therefore, they compete aggressively against businesses, especially from the West region. 
Cultural risk
 The Chinese people uphold their traditions and culture to greater extent. However, globalization and free markets have changed their beliefs the Chinese upheld so tightly according to AmCham Shanghai (2011). But the multinational corporation must learn and respect some culture for survival in the Chinese market. 
South Africa’s opportunities in pharmaceutical market
Political and governance stability
Political stability is a driving force for investment in South Africa. The country has political stability since independence and the end of apartheid according to Gelb and Black (2004).  The contributing factors to political stability include electing preferred government, political tolerance, and effective governance among others according to Stanley (1993).
Economic factors
The country is one of the emerging economies in Africa. The gross domestic product has been increasing over the years with controllable economic variables such as inflation, interest rates among others according to Stanley (1993). 
Urbanization
Rural to urban migration is a significant opportunity for pharmaceutical corporations. The contributing factors to the migration include the economic opportunity in urban towns and cities, improved infrastructure, a rising middle class population among others. Urbanization however, brings about lifestyle change and the demand for chronic drugs increases according to AmCham Shanghai (2011). Further, the rate of HIV infection in South Africa is high facilitating the demand for ARVs drugs in the country according to The World Health Organization (Online). 


Critical unemployment levels
High unemployment level in South African economy is an opportunity for investment as labor supply is high according to Gelb and Black (2004). High supply leads to a reduced wage rate and hence cutting cost of production for the pharmaceutical corporation. 
Risks in South Africa’s economy for multinational corporations
Political risks
Corruption remains a major threat in South Africa. Self-enrichment and cronyism are some of the displays of corruption in the country where government procurement contracts are not transparent according to Gelb and Black (2004). Corruption also makes it impossible to enforce the law. Licensing of multinational corporations is also influenced by corruption. Further, the issue of one party dominating politics poses a significant threat in investing in the country. South Africa is also characterized by regional imbalance which undermines investor’s confidence. 
There are some restrictive laws that do not allow importation of drugs in the country. This is an effort of the government to protect local pharmaceutical firms. 
Economic risks
Although South Africa is one of the emerging markets in the world, it is characterized by slow economic growth hence investing in the China’s economy has weaker competitive advantage according to Gelb and Black (2004). The economy is also characterized with inadequate liberalization and some sectors such as pharmaceutical industry are highly regulated especially for multinational corporations. This is a risk for international firms in investing and discourages the need for investing in the country. Further, low infrastructure and development in the country pose risk in investing in the country therefore; supply chains are costly when carrying out the business. High poverty levels and high unemployment are long-term risks to neo-liberal economic policies and political stability according to Kaul and Moschovitis (2009).
Operational risks
Labor market rigidity is also a risk on investment according to Gelb and Black (2004). The country is characterized by lower productivity and increased cost of production. Business operations are also affected by high crimes in the country. Therefore, carrying on business in the country compromises safety for corporates and individuals.
Financial risks
The country is characterized by volatile Forex market, high-interest rates, and high inflation. These affects future earnings and increase operational costs. Further, credit is expensive, therefore, undermining investors’ confidence according to Gelb and Black (2004). Further, forecasting future earnings is a challenge to the volatility of the financial situation of the country. 
Recommendation
Given the analysis of risks and opportunities of the two nations, investing in China is the better option. China’s economy is rapidly growing, and the traditional perspective of foreign corporations in the country by the citizens is changing. Although there are some challenges in investing in China, in the long-run benefits will out the way the challenges according to Rugman, Alan and Li (2007). The tax authorities in China have implemented several regimes for foreign investors to encourage investment in their country. Various opportunities such as rising urbanization, increased population, increased demand for drugs especially for chronic ailments, liberalization of the Chinese citizens, and an increase in income pa capital among others can be taken advantage of by investing in the pharmaceutical market in China. 
China’s infrastructure and resource availability both labor and physical are also driving factors for investment in the country according to Yuanjia, Geng, Ying and Yitao (2007). Further, workforce skills, productivity, and a growing business value chain makes China’s market a better place to invest. A developing and a growing economy need capital and infrastructure to facilitate the sale of pharmaceutical products. The reduced production costs will enable the company to generate earnings. Besides, the country has low-cost employees despite their skills to produce goods which are capable of competing in global markets. 
Economic and political stability in China is also a driver for investing in the country. The stability will enable the corporation to forecast the future. The market openness also plays a significant role in making the decision on investment in China according to Yuanjia, Geng, Ying and Yitao (2007). The Chinese economy does not have the disincentive to foreign corporations such as trade tariffs as with the case in the South Africa market where restrictive regulations deter foreign investors. Therefore, investing in China’s market is preferred to South Africa putting into consideration the above advantages. 

Method of entry into China’s market recommendation
Direct exporting
The best entry into the Chinese market for the pharmaceutical industry is direct exporting. It involves shipments of products across borders from the country carrying on the manufacturing process to the Chinese market. According to china’s law, exporting requires an engagement with a company having a license for export or import. 
Benefits of direct exporting to China
· Facilitates better understanding of Chinese market
· Greater potential profit
· Degree of control is enhanced
· Better protection of copyrights, patents and trademarks
· A quick feedback on the market situation
· Has flexibility on redirecting marketing efforts when the market fails to deliver the planned results, during political unrest or enforcement of tariffs in the Chinese economy
· Enhances consumer confidence of the product’s security concerning transacting
· Elimination of the middlemen
· Facilitates better understanding of the customer segmentation 
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