Inkpen – Chapter #3 – Global Strategy and Organization
MNE Organizational Structures

There are a variety of organizational options available to MNEs. It can be an international division that coordinates sales and marketing activities outside the home country, or a set of regional divisions with profit responsibility, or some real physical presences. 

The Sesame Case provides an example of the variety of organizational options available to MNEs. In 1969, it created an international division with responsibility for overseeing Sesame Street’s licensing abroad. The coproductions were funded entirely by local broadcasters. In 1996, a group vice president for international and two regional vice president positions were created. Each regional vice president had profit and return-on-investment responsibility for all business. For each region there were regional directors responsible for television and licensing. This change has brought large growth to the global market. In 1999, a new international division was created to manage projects that involved governments and nongovernmental organizations. This Project Management division consisted of four directors and focused on issues such as educational outreach, fund raising, and government contacts. With the creation of this new division, the products and international television group concentrated on developing markets in which both a product license and television businesses could be supported. However, there were close linkages between the groups. In 2001, Sesame Workshop had no offices outside the US. Day-to-day businesses are all managed by agents. They also began shifting away from having different agents in each country. For example, they had one agent for all Europe, which helped streamline decision making. Now they are considering how to more effectively use alliances to support marketing and advertising. 
Patterns in Global Strategy, Organization, and Structure
There are two typical patterns of choices for the structure and organization of MNEs. The Multinational Organization, also referred to as multidomestic, typifies organizations that plan and execute strategy on a country-by-country basis. There are few overlaps or linkages across country markets. However, the Global Organization calls for centralized planning and decentralized execution. There is very little room for the articulation of country-specific strategies in such organizations. Note that these two forms are two ends of a spectrum and most MNEs are rarely positioned on the extreme ends. 

Warner-Lambert (WL) Case   

This case highlights Warner Lambert (WL) and its implementation of a global strategy. WL had four divisions that all reported to the Chief Operating Officer (COO) at the New Jersey headquarters. The main concern was that the country-based approach was not efficient. Additionally, this structure did not match well with the pharmaceutical industry from a global point of view.

Management felt the need to implement changes that would provide an efficient operation as opposed to the country-based structure that was if place.  In turn, corporate managers decided to restructure the firm. One of the main changes was dividing WL’s business into three segments which were Pharmaceuticals, Consumer-Health Care Products, and Confectionery. Additional changes included reducing the workforce, limiting the control of each country manager, and clearly defining roles and responsibilities of employees at the different levels of the corporation.

This case points out the resistance that a European affiliate manager had with the restructuring. He expressed concern that the U.S. headquarter did not understand the fact that markets differ from country to country. This was seen in their decision to split the pharmaceutical business into ethical and over-the-counter (OTC) divisions. In turn, it left the OTC division with less support from revenue generated from doctors’ prescriptions in another division. 

Another concern he had was that the American headquarter did not think long term for the pharmaceutical company. He felt that the U.S. did not fully understand individual markets and thus made poor decisions in the restructuring phase. Additionally, he viewed each international entity as more knowledgeable than the U.S. when it came to how the market operated. Such knowledge ranged from ability to assess political risk to understanding the local language. As a result, the manager felt that the centralized approach that the U.S. took was not the most effective strategy. 

Although the strategy was met with resistance, it proved to be successful with the introduction of new products into various markets. Some of the benefits that arose from their global expansion included:

· Opportunities to develop regional brands into global brands

· Sharing of knowledge across borders with affiliates

· Ability to identify areas of success and use it to their advantage

Evolution of MNE Organizations

During the 1920s and 1930s, European MNEs adopted the multidomestic approach, where activities across borders were loosely coordinated and subsidiaries were treated as a portfolio of investments, rather than a set of assets that are coordinated with a common strategy to compete in the global marketplace. During the 1940s and 1950s, American firms adopted the coordinated federation model, which is a variant of the European model but with a greater coordination across the subsidiaries. Core technologies and processes were transferred into subsidiaries worldwide, creating copies of the parent company but with the absence of the R&D functions. Subsidiaries had limited freedom of adopting local market strategies because of their dependence on the technology inputs from the parent company. Japanese firms on the other hand, relied more on the operations at home to expand overseas. They adopted the centralized approach, with very tight control over subsidiaries. Much of the development and manufacturing was located in Japan, where global scale plants were set up to serve world markets. 

The Transnational Organization

Based on a study and analysis of major corporations, the transnational organization form is the ideal strategy to address the demands of globalization. A transnational organization is an organization that is internationally based but does not identify itself with one national home base. It seeks to establish world scale operations outside the country of origin and its’ operations are spread out in many countries, at locations that can offer benefits that are better in terms of economic and location-specific advantages. The transnational strategy is characterized by: 1) decentralization of assets across subsidiaries, 2) formal knowledge management structures, sharing of best practices and innovations across subsidiaries, and 3) formal and informal relationships between levels in the organization to enhance efficiency and flexibility.

The transnational strategy selects certain subsidiaries to provide products or expertise on a worldwide basis to all other subsidiaries in the network. There is a division of responsibilities where each subsidiary is chosen to focus on one or a group of activities, which offers a blend of expertise, cost, and scale efficiency. 

The Strategy and Role of the MNE Subsidiary

An MNE subsidiary is an organization that is located outside the MNE’s home country base. The subsidiary is the key implementer of the MNE strategy and is the one that supplies and provides products and services for the global marketplace. In the past, American and European subsidiaries have had substantial degree of authority, while the Japanese subsidiaries are closely tied to their headquarters in Japan. Five reasons that can be identified for why the power of the American and European subsidiaries and the traditional country based authority of the Japanese subsidiaries is declining or disappearing are:

1. Global customer demands for consistent products and services on a global basis. 

2. Global supply chains are becoming more integrated.

3. The internet has made it easier for MNEs in dealing with major customers.

4. Global industries demand global integration, which they could not afford to operate in the localization mode. 

5. MNE organizations are under pressure for becoming more efficient and providing consistent quality.

Does Globalization Always Mean Centralization?

As MNEs penetrate more global markets, headquarter level managers may lack the knowledge of the local markets in order to make sound decisions. If they need to be more responsive to local customer demands, and develop products that can be sold in multiple markets, MNEs may need to implement the decentralized approach.

Honeywell Case – International R&D

The question of decentralizing R&D (HTC) to support global growth opportunities was a pressing issue for Honeywell in the late 1990s. It was a diversified MNE with three product division. Marketplace differentiation was based on technology; 30% of sales were from products less than five years old. HTC’s role was division support worldwide and development of new technology that divisions could further develop for use in their product lines. 

The company projects that 60% of sales will soon be from outside the U.S. The text lists reasons for both centralization and decentralization. HTC values the strong benefits of decentralization that addresses the customer focus for product development, application, problem solving, and the ability it provides to involve the customer in the development process to better serve the customer’s needs and result in possibilities beyond the ordinary. They question the possibility that one distributed R&D group can be achieved without creating several small, individual groups. HTC has developed some unique capabilities that resulted from the centralized structure over the years. The concerns were: 1) the structure and functions of the locations, and 2) the ability to successfully replicate the proven culture experienced in the current central structure.

How Will the MNE Organization of the Future Manage Complexity?

New organizational forms of organizations will result from the growth in size, reach, and complexity of MNEs. Location and integration conflicts will remain but firms need to create new approaches to issues including global product management, shared service management, and the transfer of knowledge and practices.  Citibank and Unilever are cited as illustrations of the failure of the control structure and the difficulties of huge MNEs respectively. They suggest there are limits to the speed of globalizing an organization and the size and complexity that can be successfully managed.

Reorganization as a Response to Globalization

“Perhaps the successful MNE of the future will …focus on fewer value-chain activities than giants like Unilever and Nestle, a sort of Dell Computer-like model that can achieve huge economies of scale but not try to serve all customers across all product segments. Or… they will invent new coordination mechanisms and processes that can tie together networks of affiliates in to seamless global strategy” (p.79).  The organization of activities for multiple locations is complex yet the fundamentals of strategy and organizing processes is consistent with both global and domestic firms.

A strategy that blends unique, firm-specific advantages with location-specific competitiveness is the difference between global and domestic approaches. MNEs must adapt and develop original ways to design and control their organizations. More complex structures of transnational organization will replace the divisional form.  Location-specific advantages, industry-level performance drivers, competitor abilities, and the firm’s internal resources and skills that provide positioning as a unique global player should be considered when creating innovations in organization to best position the organization for superior industry performance.
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