MGMT 480 – Ch #5
Learning Objectives:
1) 
To learn the major problems firms confront when operating as an 
international company

2)
To learn the strategies that go along with an international scope of operation

Complexity of the Global Environment:
1) Multiple environments and changes.  Every country a company operates in has potential differences that need to be taken into account if it to be successful.  For example, the Whirlpool company manufactures it washing machines in a facility in Benton Harbor, MI, but which have unique designs to manage issues of use in whatever market they are intended for.  So, power supply (220/110), water quality, unit size, etc. are variables in design that may need to be taken into account for every market they sell to.  If the country has inconsistent power, surges, etc., then additional power supply protection must be engineered into the electrical components.  If there is a problem with silt in the water, then additional filtration must be added.  High salt content in the water must be addressed with materials that don’t rust.  In Asian countries, space is expensive and small units are preferred.  So, numerous factors must be taken into account to introduce a successful product.
2) Complex interactions.  A previous edition of our textbook had a case about the Sifco Company’s entry into China.  Sifco is a Cleveland-based steel manufacturer that sought to build a mill in China in the late 1990’s.  The company began by investigating possible sites, and then negotiated with a number of provincial governments before making a selection.  The company and province successfully agreed on many factors, such as access to power, water, location, infrastructure issues, raw material access & price, etc.  However, there was a difference in the estimated number of employees that the province and Sifco believed the operation would require.  The province said that the facility would require 2,600 employees, while Sifco estimated a number of 1,400.  Given this wide difference, Sifco rechecked its calculation and at a later meeting announced that not only did the operation not require 2,600 employees to operate 24/7, but that hiring that many people was impossible because they would get in the way.  The province’s response was that Sifco didn’t need to make them work at the facility, the company just needed to pay for them.  The province had high unemployment and looked at the Sifco venture as a way of providing more people with incomes.  In effect, hiring more employees was a tax on the company.  Sifco rechecked its costs and found that it could pay 2,600 employees and still be highly profitable.  So, the company agreed to hire 2,600 employees.
3) Geographic separation.  This covers communication and control issues do to operating out of remote locations that operate at different hours of the day.
4) Extreme competition.  Many developing countries have high inflation and unstable economies.  This makes it risky to operate a facility with high capital intensity because it increases fixed costs, which may not be recoverable because of cost and price instability.  This situation can lead to hypercompetition because such facilities will not shut down as long as prices exceed variable costs per unit.  High fixed costs per unit make it difficult to reach the shutdown point.  Therefore, a common approach to entering developing markets is to employ technologies and processes that are more labor intensive because they are variable costs that can be adjusted more readily as needed.
5) Restricted choice of competitive strategies.  Many governments limit the strategies of foreign-based companies so that it can attain multiple objectives.  For example, an automobile company located a manufacturing/assembly plant in Brazil because it saw a significant market demand there.  However, after entry, the country began to push the auto company to shift from producing for Brazilian consumers to exporting products.  If the facility exported, then it would bring foreign currency into Brazil, improving the purchasing power of Brazilian currency.  The auto company resisted because it was already serving other markets from other locations and thought the move unnecessary.  Eventually, the auto company had the choice of producing for export or shutting down.  The company ultimately decided to convert the facility to export.
Global Strategic Planning:
1) Multidomestic industries.  These are for companies that operate in numerous countries so that operations function independently in each location.  So, it will pursue local customers, will obtain local supply, and will offer products or services that meet local expectations.  An example of this is McDonalds.  In Moscow Russia, for example, it will design menu items that meet the needs of local tastes, like using sweet potatoes for french fries.  It will only sell to customers in that city.  It will obtain all of its inputs from local sources – beef, chicken, paper supplies, cups, bags, etc., as long as they meet McDonalds design and quality standards.
2) Global industries.  This is a world-wide low-cost strategy.  The company obtains raw material sources from wherever in the world the input has the lowest cost, net of logistics and transportation costs.  It then delivers all the inputs to a country where assemble is cheapest.  Finally, it sells a standardized product to the markets in the world where it can sell the items for the highest profit.  Most manufacturing firms follow this strategy.
Competitive Strategies for Firms in Foreign Markets:  This list comprises a series of options to serve international markets.  The first options are easiest.  The later options are pursued as the firm gains experience serving international markets, and represent greater commitments.
1) Niche market exporting.  This is where a company has excess product and will sell to an international customer as long as that customer will pay for the shipping costs.  From the exporter’s point of view, it makes the same profit on the item no matter where the customer is located.
2) Licensing/contract manufacturing.  This is where the exporter has learned that the high shipping costs for its items deter export sales.  So, it attempts to find a subcontractor who can produce and sell the product in a particular international market without having the customer incur high shipping costs or tariffs.  This reduces the delivered cost to the customer, increasing sales.  The subcontractor (licensee) is compensated with a royalty for each item produced and/or sold.
3) Franchising.  This is where a company finds a local entrepreneur (franchisee) that it trains and assists to start a business that operates as part of a world-wide chain.  The company is compensated by the franchisee with a royalty.  For example, this is how companies like McDonalds or Subway expand internationally.  McDonalds charges 8% of the franchisees revenues for its fee.  This is how McDonalds creates its profits.
4) Joint ventures.  In some developed international markets, it’s essential that a company attempting entry find a local partner with local connections and valuable market knowledge to overcome impediments to entry, and then to make that entry more successful.  Entry into Japan is commonly made in this manner.  On the other hand, entry into developing markets often has governmental restrictions that a local partner must be found and with a certain minimum level of ownership.  In India, for example, the local partner must have at least 50% of the voting control over the operation.  The typical reason for this type of partnership is so that the country can increase its entrepreneurship skills and to gain experience so that the country can later compete in an industry without the involvement of an outside company.
5) Foreign branching.  This is where a company has a world-wide network of local offices where it manages local sales.  Product is shipped from centralized sources located outside that country.
6) Equity investment.  This is where a company purchases a part of an operation where it can manufacture product locally for distribution in that market.  This avoids tariff and transportation costs.
7) Wholly owned subsidiaries.  This is where a company creates or builds its own facilities that function as part of a world-wide manufacturing network.  This usually goes along with the global strategy (above).  This option is best available in developed countries, but not so much in developing countries because partnerships are often required.
