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Chapter 3

The Impact of Globalisation on Management Styles

Introduction

Over the years, in different parts of the world, unique management styles have evolved, shaped by local factors and historical circumstances.  While it is absurd to put them in watertight compartments, the fact remains that the bulk of management literature deals with three distinct styles of management - Anglo Saxon, European and Japanese. The winds of globalisation are bringing about a convergence in management styles across the world. Businesses across the world are now swearing by shareholder capitalism, high corporate governance standards and strong disclosure norms.  At an operational level, companies in the US, Europe and Asia are learning from each other and implementing the best practices of the different regions. This chapter will look at the changing management practices in the US, continental Europe and Japan, and understand how a global management style seems to be evolving.

The different management styles

Dutch researcher Geert Hofstede, who conducted extensive research on the role of cultural factors in international business, has identified four dimensions that are useful while interpreting and understanding management styles.  The first of these dimensions is power distance - the extent to which people at lower levels of the organization feel that power is not distributed uniformly, but is concentrated at the top.  Organizations in low power distance cultures will generally be less hierarchical and more decentralised with fewer layers in the organisation structure.  A second dimension, uncertainty avoidance refers to the extent to which people feel threatened by ambiguity and hence try to avoid uncertain situations as much as possible.  Where uncertainty avoidance is low, there will be fewer written rules and more risk taking by managers, who are also likely to be more ambitious.  Another factor cited by Hofstede is individualism, the extent to which people are self-centered.  Where individualism is high, managers are likely to work hard and show plenty of initiative. They can look forward to promotion on the basis of capability rather than seniority.  The last of the factors identified by Hofstede is masculinity, which refers to the importance attached by society to material success.  Where masculinity is high, the workplace may be more demanding, stressful and less employee friendly. Americans, traditionally, have tended to be high on individualism, low on power distance, moderate on masculinity and moderate on uncertainty avoidance.  Japanese managers have tended to be 

high on uncertainty avoidance, low on power distance, moderate on individualism  and moderate on  masculinity. 


Ronen and Kraut have grouped culturally similar countries into five categories:

i) Anglo American - USA, UK and Australia

ii) Nordic - Norway, Finland and Denmark

iii) South American - Venezuela, Mexico and Chile

iv) Latin European - France and Belgium

v) Central European - Germany, Austria and Switzerland


Ronen and Shenkar have carried out more extensive studies and considered many more countries and arrived at eight groupings.  They feel that Brazil, Japan, India and Israel do not fit into any of these categories and have to be considered separately.  The eight clusters identified by Ronen and Shenkar are: 

i) Anglo - USA, Canada, Australia, New Zealand, UK, Ireland, South Africa.

ii) Germanic - Austria, Germany, Switzerland

iii) Nordic - Finland, Norway, Denmark, Sweden

iv) Latin European – France, Belgium, Italy, Spain, Portugal

v) Latin American - Argentina, Venezuela, Chile, Mexico, Peru, Columbia

vi) Far Eastern - Malaysia, Singapore, Hong Kong, Philippines, South Vietnam, Indonesia, Taiwan, Thailand

vii) Arab - UAE, Bahrain, Oman, Kuwait, Saudi Arabia.

viii) Near Eastern - Turkey, Iran, Greece.


Based on the dominant cultural traits in these groups, different management styles have evolved in different regions.  In this chapter, we shall concentrate on the three most important regions of the world - USA, Japan and continental Europe.  First, we briefly look at the salient features of the traditional management practices prevalent in these regions.   


In the US, CEOs enjoy vast powers but have a high degree of accountability. They are under constant pressure to reward shareholders. It has not been uncommon for American CEOs to enjoy unquestioned authority, but to be dumped unceremoniously when there is a decline in profits or growth. A dip in quarterly earnings / dividends can lead to the exit of even well entrenched CEOs, as the example of Eckhard Pfeiffer* of Compaq demonstrates.  New CEOs are expected to deliver results quickly.  In recent ====================================================================
*
Pfeiffer was asked to resign in April, 1999.

times, CEOs who have lost their jobs soon after taking charge include Coke's Doug Ivester (after two and a half years), Mattel's Jill Barad (after three years), Campbell Soup’s Dale Morrison (less than three years) Xerox's Rick Thoman (less than two years) and  P&G's Durk Jager (after just 17 months).  
Shareholder capitalism has been traditionally less dominant in Japan. Japanese companies, have used more debt than equity, and traditionally enjoyed a cosy relationship with the banks and the government. With relatively little pressure from shareholders, American style layoffs have been unheard of till recently and lifetime employment* has been the norm among the large corporations.  Disclosure norms and corporate governance standards have lagged behind those in the US.  


To a large extent, the situation in Japan has applied to Europe as well. During the 1970s and 1980s, European shareholders were generally ignored as governments maintained pressure on industries to protect jobs, in an environment characterised by heavy unemployment. Generous welfare systems and inflexible labour markets have been the other important features of continental Europe.  

Table I

Key Dimensions of Management Style
· Composition of Board of Directors

· Compensation practices

· Concentration of Power in the CEO

· Debt Equity Mix

· Disclosures and reporting practices

· Management of Vendor relationships

· Responsiveness to Shareholders

· Retrenchment policies

· Work culture

· Workers' participation in management


Thanks to globalisation, European and Japanese companies are rapidly catching up with their American counterparts in areas such as corporate governance and disclosure norms.  On the other hand, American ====================================================================        
*       
A point often not appreciated is that lifetime employment in Japan applies


mainly to  large private firms and the public sector.  People in small 


enterprises do not have  much job security.  According to Nakato Hirakubo, 

in 1999, only one in five Japanese workers enjoyed lifetime employment. 

Read Hirakubo’s excellent article, details of which are given in the list of 

references at the end of the chapter.

companies are accepting superior operational practices* that prevail in other parts of the world, especially, Japan.  And European companies like Nokia and Ericsson are demonstrating their innovation capabilities to their counterparts in the US and Japan. 

JAPAN

In recent times, the Japanese approach to doing business seems to have changed significantly in many ways.  The first indication that things are no longer the same in Japan came when the venerable securities firm, Yamaichi declared bankruptcy in November, 1997.  Shortly thereafter, Sanyo Securities and Hokkaido - Takushoku Bank collapsed. Bankruptcies had been virtually unheard of in Japan until then.  Most companies in the competitive export- oriented industries, these days depend more on capital markets and less on banks, which now focus mainly on the government protected industries. This is a significant departure from the past when firms were often highly leveraged.  The big increase in foreign investment in the late 1990s, (Western MNCs that have announced major investments in Japan include Merryl Lynch, GE, Carrefour, Bosch, Cable and Wireless and Renault) is probably a clear signal that companies in the West are finding it easier to operate in Japan, especially by taking over Japanese corporations.  A good example is the hostile takeover of International Digital Communications (IDC) by the UK group, Cable & Wireless. This came as a shock to Japanese businessmen.  IDC's directors initially favoured Japanese telecom major, NTT.  Later, the board voted in favour of Cable & Wireless. 


Many Japanese companies are now partially, if not completely restructuring themselves like their western counterparts. Nissan, in which French company Renault holds a significant equity stake, has been going through troubled times. Carlos Ghosn, a Renault executive on deputation to Nissan, is spearheading the restructuring efforts. The announcement by Nissan that it was closing down several plants and retrenching thousands of workers came as a shock to many observers. Yoshikazu Hanawa, Nissan’s CEO, who only a few months back had stated “ We’ll handle the employment issue carefully” now admits:  “We don’t have other alternatives. To survive, we must do this.”  Nissan seems to be having plenty of company as it embarks on a major corporate overhaul. Toshiba has announced plans to withdraw from ===================================================================


*
For an insightful analysis of American and Japanese styles of competing in 

global markets, read William G Egelhoff’s article in Sloan Management 


Review, Winter 1993. Also read the article by Susan Helper and Mari Sako 

“Supplier Relations in Japan and the United States.  Are they converging?” 

in Sloan Management Review, Spring 1995

unprofitable subsidiaries. Sakura and Sumitomo, two of Japan’s leading banks have decided to merge and in the process, eliminate some 9300 jobs. 


Japanese companies have traditionally had large boards, generally considered to be unwieldy and inefficient. Many of them are now restructuring their boards on the lines of their US counterparts. Boards are getting smaller and being filled with more competent people. Sony for example, cut its board strength from 38 to 10 in 1997 and announced that the board will focus only on strategic decisions.  Matsushita's board remains large but many of the important decisions are taken by a management committee which meets once a week.  The committee has only four permanent board members. Others are brought in as and when needed.  Mitsubishi has also moved to a management committee system, replacing several committees which existed during the days of the consensus-driven management system.

The increasing pressure from shareholders is making corporate board members in Japan act more responsibly.  Since the early 1990s, many lawsuits have been filed against Japanese board members for failing to protect shareholders' interests.  Japanese directors are today a worried lot.  In 1999, Japanese companies and individual directors paid a record Yen 7.4 billion in insurance premium to protect themselves against lawsuits. 


Japanese conglomerates are coming under pressure due to important changes in the country's accounting regulations.  Till recently, Japanese accounting rules allowed companies to hide their problems by not consolidating the finances of partly owned subsidiaries with the parent.  Financial losses could also be circumvented by using off balance sheet loan guarantees.  Beginning with 2000, the basis for consolidation has been defined more precisely.  Building and construction companies, which routinely create affiliates to hide losses, and car companies, which have loss-making dealerships, are likely to be the most affected.  Companies are also being asked to value their investments at market price rather than face value.  This will do away with the traditional Japanese corporate practice of shoring up declining profits by revaluing shareholdings.  Many department store groups are likely to be affected by this change.  The new rule will also discourage the tendency of many Japanese companies to hold on to their equity stakes in poorly performing companies, for purely sentimental reasons.

One of Japan's leading auto makers, Honda, has been a trend-setter in pursuing western management practices. The company, unlike many of its counterparts in Japan, had accepted stringent disclosure norms even when there was no legal compulsion.  Honda was bold enough to disclose its huge pension liabilities at a time when most Japanese companies were trying to hide them.  Honda's proactive approach can be explained by its strong presence in the US, and consequent exposure to American management practices. (Honda earned about 70% of its global operating profits in the US in 1997).


New approaches to Vendor Management in the West*

For most American companies, which have traditionally played off suppliers against each other, the Japanese philosophy of viewing suppliers as partners, involving them in design and product development and helping them improve their (supplier's) processes, has been unthinkable.  Chrysler, which merged with Daimler Benz in 1999 has shown that it is possible to forge genuine collaborative partnerships with suppliers.  In the early 1990s, Chrysler reduced the number of  suppliers sharply, gave many of them contracts spanning the entire life of  a model and moved towards more informal agreements.  Chrysler began to involve suppliers at the product design stage.  Prices were fixed in a transparent manner based on a detailed understanding of the cost structure of the suppliers rather than through bargaining or one upmanship.   Chrysler also  picked up useful lessons by benchmarking with Honda and realised the importance of using cross functional teams, which  included external suppliers.  While selecting suppliers, Chrysler  began to look not only at price but also  other factors such as past relationships and track record for meeting quality and cost targets. Chrysler's acquisition of the American Motor Corporation (AMC) in 1987 was an important turning point.  AMC had a long tradition of outsourcing, which made management of vendor relationships, a critical success factor.  Suppliers gave useful inputs to AMC in the design and engineering of vehicle components.   The company rapidly implemented the use of cross-functional teams and moved away from competitive bidding to target costing.  A prequalified list of vendors was selected in the early stages of product development, on the basis of proven ability to design and manufacture the concerned component.  Chrysler also conveyed to suppliers the key role they had to play in meeting design, cost, quality and delivery targets. It launched a new initiative for building trust, lowering costs and improving communication with suppliers.  Called Supplier Cost Reduction Effort (SCORE), the move paid rich dividends.  At the time of its merger with Daimler Benz, Chrysler's lean vendor management and product development practices were considered to be a key strength. 


The UK based auto parts group, Unipart has, like Chrysler, fundamentally changed the way it procures items from suppliers. Earlier, discussions with suppliers were price oriented and focussed on driving tough bargains. By the mid 1990s, Unipart CEO, John Neil had radically transformed his company's style of functioning. Neil’s 1987 statement outlined his core business philosophy: “The short-term power based relationships have failed us. Many western companies still believe that it is a superior way to secure competitive advantage. I think they are absolutely wrong ……… We must create shared destiny relationships with all our stakeholders: customers, employees, suppliers, governments and the communities in which we operate.” A senior executive of Tungsten, one of Unipart’s suppliers explains:  “We’ve seen other companies who talk about strategic alliances, but Unipart is the only one of these companies that really takes things seriously. Shared destiny relationships are not easy and require an incredible amount of hard
work every day and at times, we were exchanging information which even I was uncomfortable sharing with a customer.”

===================================================================   
*
Draws heavily from the article written by Jeffrey H. Dyer in Harvard Business Review, July-August, 1996 and from the book “Individualised Corporation” by Sumantra Ghoshal and Christopher Bartlett.


Operating practices in Japan are also becoming increasingly westernised. Japan's Internet companies are breaking age old Japanese management traditions. Risk-taking, new generation entrepreneurs are hogging the limelight and changing the rules of the game. Nothing symbolises this trend better than the Internet company, Softbank and its founder, Masayoshi Son.  In 1981, Son set up Softbank to distribute computer software. However, it was only in 1995, that his fortunes changed remarkably.  His well timed investments of around $820 million in Yahoo! and other Internet stocks appreciated to $19.3 billion by the middle of 1999.  Son has identified several businesses, where efficiency can be improved significantly by going online.  These include stock broking, insurance and banking.  Softbank is also in the process of offering a one-stop financial services portal for Japanese Internet users.  It hopes to build all the online businesses around or inside the Yahoo! Japan portal, which enjoys a high name recognition.  Son also has global ambitions. He has struck deals with Rupert Murdoch's News Crop and Vivendi of France to develop Internet businesses in Europe.  In the Internet economy led by entrepreneurs like Son, Japan’s kirietsus are naturally feeling threatened.


Along with Son, a host of other new economy entrepreneurs have emerged.  Hiroshi Mikitani runs one of the country's most profitable websites, 'Rakuten Ichiba'.  This website acts as an online shopping mall offering a range of items in both premium and discounted categories.  Mikitani, a Harvard Business School MBA, decided to give up a cushy corporate finance job at the Industrial Bank of Japan, and started his venture in 1997 at a time when e-commerce still hadn't really caught on in Japan. In 1999, 850 corporate clients displayed their wares on Rakuten’s website. The arrangement has appealed to retailers struggling to boost sales in recession-ridden Japan.  


The new breed of Japanese businessmen are realising that habits such as deference to elders are not conducive to success in the age of the Internet. Traditional Japanese practices such as lifetime employment are also being given less importance by the new generation of Japanese managers. According to a 1998 Labour Ministry survey, 19 percent of high school gradates and 8 percent of college graduates quit their first job within a year.  Meanwhile, the younger Japanese seem to growing up on a diet of new ideas.  In the past, college graduates generally preferred to join blue chip corporates.  This tradition started at the school level, where students went through a rigorous examination system and were encouraged to set their eyes on large prestigious companies.  Thanks to the Internet, they now seem prepared to take more risk, by joining Internet start-ups and, in some cases, their own 
e-business ventures. 

Japan, however, has to address some major issues if corporate restructuring is to gather momentum. For one, the politicians need to change their mindset. Former Prime Minister Keizo Obuchi at one point of time had gone to the extent of warning Nissan on the consequences of retrenchment. In spite of the recent amendments, Japan’s accounting systems are still far from transparent.  The country’s bankruptcy laws need to be strengthened and the judicial process speedened up. Notwithstanding these problems, analysts feel that though change may be slow to start with, it is bound to pick up momentum sooner or later. 

EUROPE

In Europe, a process of corporate transformation which started in the late 1980s is now picking up speed with  many companies showing a new sense of urgency. One of Europe's most famous companies, Asea Brown Boveri, led the way by going through some major upheavals under Percy Barnevik in  the late 1980s and early 1990s to emerge as a lean and mean outfit.  Daimler  Benz could go ahead with its audacious merger with Chrysler,  only because of its bold restructuring initiatives in the mid 1990s.  Daimler Chrysler's  CEO Jurgen Schrempp and ABB's CEO, Goran Lindahl1 both remain committed to maximising shareholders' wealth.  Finnish company Nokia, has emerged as one of the most valuable companies in the world by totally divesting unprofitable businesses to focus on cellular phones.  Nokia’s CEO, Jorma Ollila admitted2 that in the 1980s, the company had wasted money on some acquisitions, that would have been questioned in a more accountable system. Now, Nokia is as close to a shareholder oriented company, as one can get. Some of the other European companies which have begun to take the interests of shareholders seriously are Veba, Hoechst (Germany), Elf Aquitaine, Danone (France), and ENI (Italy).


UK based Vodafone Air Touch's hostile takeover of German company, Mannesman in early 2000 has demonstrated that European companies are now ready to move faster and take bolder decisions.  In the last one year, more than 15 companies in Frankfurt’s DAX index, have announced spin-offs. The Agnellis of Fiat have made a bold move by offering a 20% stake to General Motors to strengthen the competitive position of the Italian company's car division.  Many European companies like Unilever and British ====================================================================


1    
Lindahl recently resigned as ABB’s CEO.


2
Interview in Fortune, December 21, 1998.

Petroleum have been spending millions of dollars buying companies in the US to strengthen their presence in that strategically important market.


The introduction of the Euro on January 1, 1999 has increased the pressure on European companies to restructure and make themselves more
shareholder focused. With a single currency* in 12 major countries, investors will find it easy to buy shares across borders and compare the returns offered by different companies in a given industry. Nothing illustrates the change in the European mindset better than the fact that between 1990 and 1998, about 100 European companies listed themselves on the New York Stock Exchange. While listing in the US obviously provides access to capital in the world’s largest economy, it has also exposed European companies to more stringent disclosure norms.

Germany

Europe's largest economy has been feeling the strong winds of change with many traditional management practices coming under attack.  The German system of corporate governance has traditionally sworn by co-determination. (See Box item).  Companies have a Board of Management and a separate Supervisory board.  On the Supervisory board, half the seats are reserved for union members. This practice is being questioned due to the inflexibility it imposes on companies. Analysts feel that German workers' ability to block board decisions will sharply diminish over time.  German unions, on their part, are realising that their time is running out. Many are accepting that pay should be linked to productivity and workers should be prepared for pay cuts during downturns. In early 2000, workers in Philipp Holzmann, the troubled construction group, which had to be bailed out by the German Government, took a cut in hourly pay.  The management, on its part, agreed that when the firm started making profits, the workers would share the gains. German business leaders have drafted a set of governance standards for listed companies.  These include overhaul of managers' pay and timely disclosure of stock price related information to the public.  Germany is also working on a new law that will be more favorable to hostile takeovers.

====================================================================


*
Greece is the latest addition to the Euro Zone.
A Note on Co-Determination

German industry has been traditionally famous for the practice of co-determination which encourages the participation of workers in management. This framework has its origin in the paternalistic approaches followed by German companies in the days of Bismarck. It was legally codified under the influence of the British occupation authorities after World War II, when Britain had a Labor government. The laws were enacted for the coal, iron, and steel industries in 1951 and were then extended to all publicly traded companies (AGs) by the 1976 Act of Co-determination.  


Under codetermination, each major company has a board of management and a supervisory board, which includes owner and employee representatives.  In a company of 20,000 employees or more, the supervisory board has 20 members.  Smaller companies have 12 to 16 members.  Coal and metal companies, governed by the earlier law, are required to have 16 to 20 members.  


The board of management is responsible for overseeing the day-to-day management of the company.  Typically, even in large companies, there are under ten members, including a chairman, and each has the responsibility of managing either a function or a business, or both. No member of the board of management can serve on the supervisory board.  



Though a forceful chairman can develop significant personal authority and prestige, the powers of the chairman are relatively limited compared to CEOs in the US.  Members of the management board treat the chairman as a colleague, not as a boss.  Every member, including the chairman, has one vote. However, the consensus approach is usually the norm, and much time is devoted to arriving at a collective decision.  


The principal responsibility of the supervisory board is to oversee the activities of the Board of Management.  By law, it has the sole power to appoint members of the management board.  The supervisory board gives senior executives sufficiently long contracts to develop and implement strategic plans.  At the end of the term, the supervisory board reviews the performance of the managers and decides whether to renew their contracts or not.  This is probably the supervisory board's most important task.


Among other activities, the supervisory board participates in decisions concerning plant closures and other matters that significantly affect employment.  The supervisory board thus approves foreign acquisitions and plans to set up foreign manufacturing operations.  By law, half the members of the supervisory board are employee representatives, some representing workers paid on hourly basis and others the salaried personnel.  The national unions representing the employees select two or three members, depending on the company's size.  They also elect workers' councils at different levels - shop floor, plant and division.  On any important matter affecting their constituents, it is necessary to consult these councils.


The other supervisory board members represent the owners, who are elected in a manner similar to board members in the United States.  The major difference here is that German banks can vote on the basis of the shares that they hold as custodians.  As a result, the German financial institutions have far more influence over companies than banks in the United States.  The supervisory board has a chairman who is always elected from the owners' side and a vice-chairman elected from among the employee representatives. In addition to his or her legal duties, the chairman is expected to take action if the company's performance is consistently below expectations.  In a crisis, the chairman can even ask the supervisory board to replace members of the management board.  


Certain features of the German business culture facilitate the practice of co-determination.  Most German workers are known to spend their entire careers with one company.  It is also difficult to terminate the service of an employee.  In recent times, however, codetermination has come under attack for various reasons.  Most German mangers have found it cumbersome to deal with representatives of the national unions, which are often influenced by larger political objectives that have little to do with the interests of the company. 

German companies are realising the need to unlock shareholder value by focusing on core competencies.  During the period 1994-98, Hoechst Chairman Jurgen Dormann, despite facing stiff resistance from labour unions, divested businesses worth $ 8 billion while acquiring units valued at $12 billion. Dorrman has also done a bit of financial engineering, by spinning off some divisions. Thanks to these restructuring efforts, Hoechst has made a lot of progress in repositioning itself as a high-tech life sciences company.  Other German companies are also restructuring themselves at a furious pace. Deutsche Telecom is aggressively seeking business opportunities abroad.  Germany's state railway, which is due for privatisation, has appointed a seasoned private sector professional to turn around its operations. An extravagant government-backed monorail project has been shelved. 

German compensation practices, which have traditionally been egalitarian are changing as demonstrated by Siemens, probably Germany's most well known MNC. Siemens CEO Von Pierer had announced several restructuring initiatives in the past.  But these had  little impact on the stock markets and the company’s share languished for a long time.  Pierer has recently announced new initiatives that have been enthusiastically received by the markets. 60% of the pay of top managers has been linked to return on capital.  This is a radical move in Germany, where traditionally, compensation has been predictable, with little downside risk and few upside opportunities.


The German government, on its part, has made bold moves by eliminating capital gains tax, and restrictions on voting rights. This will help banks to divest their shareholdings in poorly managed companies.  Yet, some areas of concern remain.  The country’s labour unions remain powerful and the government is yet to modify regulations that make it tough to retrench workers. The government is also probably not doing enough to encourage start-ups and needs to move fast to prevent promising businesses from relocating outside Germany.  

France

France, one of Europe's leading economies, has been shouldering the twin burdens of a huge public sector and rigid labour markets for a long time, now. French politicians are now slowly reconciling themselves to the new ways of doing business in a rapidly globalising business environment. Prime Minister Lionel Jospin, has overseen more divestments than any of his predecessors, despite his socialist rhetoric. Former French Finance Minister Christian Sautler has spoken about the need for a new form of corporate governance that pays more attention to the interests of shareholders.  


Many French companies have boldly started to accept American style  management practices.  They are typically led by CEOs who have been educated or have worked abroad. L'Oreal, the famous cosmetics company is run by a Briton.  Several French fashion houses employ British designers.  The French foods giant Danone has seen some remarkable changes under CEO Franck Riboud, who took charge in 1996. After divesting product lines such as pasta, sauces, ready-to-serve dishes and candy, the French company now has only three lines of business – bottled mineral water, fresh dairy products and biscuits. Riboud has also set stiff financial targets for his management team. To make the top management more accountable, he has instituted a compensation system which pays managers bonuses ranging from 25% to 70% of their salaries based on Economic Value Added*
Table II

Privatisation in France

Prime Minister
Tenure
Privatisation Revenues 

(FF Billion)
Major Partially/ fully divested companies

Jacques Chirac 
1986-87
77
Saint Gobain, Paribas, Credit commercial de France, Matra, Elf Aquitaince, Havas, Societe Generale

Michel Rocard, Edith Cresson,

Pierre Bergevoy
1988-93
13
Total, Rhone Poulenc

Edouard Balladur 

Alian Juppe
1993-96
123
BNP, Renault, Bull, Usinor, Pechiney, Elf Aquitaiane

Lionel Jospin 
1997-
180
France Telecom, Thomson CSF, Thomson Multimedia, Air France, Aerospatiale, Credit Lyonnais



Source: Survey of France, The Economist,  June 5, 1999.


In the late 1990s, a flood of investors from America and other foreign countries have been investing in French companies.  US and British pension funds are today major investors on the Paris Stock Exchange.  According to some estimates, more than 40% of the capital represented in Paris' CAC index is controlled by foreign pension funds.  In 1999, foreign shareholders controlled 49% of AXA, 40% of Alcatel and 51% of Elf.  Among the top 40 companies, on an average, 35% of all stock is held by British or American =========================================================================


*
Economic Value Added (EVA) is the economic value generated by a company in excess of its cost of capital.  It is calculated by subtracting capital charge from net operating profits after taxes.  Essentially EVA is based on the principle of residual income, i.e., The real income generated by a company is the residue that remains after the shareholders and creditors have been compensated.

investors.  About 75% of French employees of privatised firms are now shareholders in their companies.  17% of the directors of the top 40 French firms are foreigners, compared to 6% in 1996.  Pressure from shareholder groups in France is also increasing with countries such as Germany abolishing their restrictions on voting rights.

Some French executives, however, are still despondent about the ability of the French system to reengineer itself at a fast pace.  According to Noel Goutard, CEO of Valeo, the auto parts company1,  "France will always be skeptical of the businessman. It admires a good farmer and a good shopkeeper.  The French aren't sure what to think of the entrepreneur.  It's a complex country.  The problem is the elected politicians.  They come from civil service, teachers.  No wonder, they don't have any understanding of the industry."   Michel Fleuriet2, chairman of HSBC, France has remarked: "Even today, the best, if not only, way to push through tough cost cutting mergers is to present them as the proud creation of national champions." According to a French banker3: "I know of no other country that puts as much power in an executive chairman.  They are like little kings." 

While corporate governance practices seem to be improving, France needs to revamp its company law thoroughly if it is serious about protecting shareholders' interests. Currently, most French companies have the power to
limit voting rights. Recently, a leading French bank, Societe Generale passed a resolution that no shareholder, irrespective of its holding would be allowed to exercise more than 15% of its voting rights. Vivendi, the media powerhouse, has proposed severe voting restrictions on shareholders with more than a 2% stake. Even a relatively progressive company like Danone, has some voting restrictions. The composition of the board is another area for improvement.  In 1999, only 28% of directors in France were independent, compared to 80% in America.

Sweden

Another European country, whose business practices are undergoing a sea change due to the impact of globalisation is Sweden. Traditionally, the country has seen closely held interlocking companies, which did not pay much attention to investors. Recent moves by Swedish companies seem to confirm that change is gathering momentum.


The restructuring wave has been led by Sweden’s leading business family, the Wallenbergs who have revamped their group by merging their =========================================================================

          1
Business Week Online, October 29, 1998, Goutard has resigned subsequently

          2
Survey of European Business, The Economist,  April 29, 2000

          3
Survey of France, The Economist, June 5, 1999.

businesses with other companies in Sweden and Finland. Stora, a forest products company is being merged with Enso Oy, a Finnish company. Following the merger,  the company will be headquartered in Helsinki. Astra, a pharmaceutical company and a key constituent of the Wallenberg group, is being merged with Britain’s Zeneca, with the new company’s head office to be located in London. Volvo, the automobile group surprised investors by selling off its car business to Ford in January, 1999. Ericsson, the telecom giant has shifted some of its operations outside Sweden in a bid to escape the country’s high personal income taxes. Saab Aircraft sold a 35% stake to British Aerospace for $454 million in 1998. The company has also decided to wind up its civilian aircraft division. 

Problem Areas for Europe

One of the main reasons for the inefficiency of many of Europe's large conglomerates has been the phenomenon of cross shareholdings. Consequently, small groups of people hold power, without having a majority stake.   In most of continental Europe, ownership has remained concentrated rather than dispersed across a large investor base, as in the US.  A recent study has revealed that in Italy, Belgium, Germany, and Austria, more than half of the listed companies studied, had a single shareholder or a known group of allies with more than 50% of the voting rights.  In Italy, banks and holding companies own networks of firms through complicated webs of cross holdings.  Almost 20% of Germany's 100 biggest companies have the practice even today of issuing preferred stock with special voting rights.  Many European companies routinely issue non-voting shares to ensure that new money can be raised without losing control.  Investor of Sweden holds a 22% stake in Ericsson but owns only 2.7% of its capital. 


Some European companies argue that there would be no stability if shareholders put continuous pressure on them for better quarterly performance.  But the situation seems to be changing. Some companies have decided to do away with multiple categories of shares.  German banks have played an important role in the past in blocking takeovers. As a result, many bank owned companies, turned complacent and failed to register a satisfactory performance. An important change in Germany's regulatory framework, the removal of capital gains tax on the difference between a share's book value and the market value, will encourage banks to divest their shareholdings in non-performing enterprises. As banks divest their holdings, German companies will see more aggressive and independent investors demanding greater returns on capital.


Most European companies still have a long way to go to catch up with their American counterparts in terms of competitiveness.  They tend to be more hierarchical and less reluctant to empower their fast moving technology divisions. European companies are now realising that America's new economy has been riding on the strength of its innovations rather than mere cost cutting though employee retrenchment. The main challenge for European companies, after they complete their initial round of restructuring and downsizing, will be to innovate and bring new products to the market faster. The success of SAP, Ericsson and Nokia however, has shown that innovation is possible with the right strategies.  

Europe’s problems are reflected in the decline of the Euro against the dollar by more than 25 percent since its launch at the beginning of 1999.  Even though European politicians have taken great pains to emphasise that the Euro is fundamentally much stronger that what the exchange rates seem to suggest, the markets obviously think otherwise. What is needed is a much faster pace of economic reform to make Europe’s equity assets competitively attractive on a global scale.  That means governments will have to do much more to liberalize labour markets, free up markets for goods and services and encourage entrepreneurship and technological innovation.

OTHER REGIONS 

Globalisation has had its impact on other regions as well. In Korea, where conglomerates have traditionally aimed for growth at any cost, building up huge capacities and accumulating large amounts of debt in the process, business habits are changing. Daewoo, for instance, has announced that it will prune its portfolio and concentrate on cars, trading and financial services. Rumours are also afloat regarding a possible strategic tie up of Daewoo with Ford* for its cars business. Hyundai, is another Korean company that is in the process of breaking up and concentrating on a few industrial sectors to boost competitiveness.


In India, family managed businesses have been traditionally characterised by tight control by the promoters and poor corporate governance practices.  The winds of change have however started blowing.  Infosys, India's leading software company has already put in place most of the recommendations made by the famous Cadbury committee on corporate governance.  Recently, a leading Indian company, Thermax has announced a total shake up of its board.  The Agha family which had held close control =========================================================================


*
Daewoo’s talks with Ford recently broke off.

over Thermax has decided to withdraw from active management and leave the company to be managed by professionals.  The board will be reconstituted with more non executive (independent) directors.  

Comparative labour relations  - US, Japan, Europe, Latin America

There are some basic differences among the labour practices of the US, Japan and Europe. Firms in continental Europe typically negotiate wage agreements at the national level, often with industry associations.  These agreements sometimes form the basis for further negotiations at the plant level.  In Japan, unions are normally organized at the firm level, but some large firms do have national unions.  Compared with their counterparts in the US, unions in Europe have more political power and government backing and are often allied to political parties.  Another peculiarity in Europe is the tendency for even employees in the managerial cadre to form unions.  Since unions in Europe have been around much longer than those in the US, they are well entrenched in society and hence less concerned about gaining approval from the general public. Unlike the US, where a clear demarcation exists between labour and management, it is not uncommon to see worker representatives occupying board positions in Europe.  The practice is referred to as codetermination in Germany. Many European countries have also put in place legal protection for employee rights.  Such rights are typically negotiated through collective bargaining in the US.  Compared to their Western counterparts, Japanese unions are far less militant.  Their strident postures after the second world war paved the way for unique management practices such as lifetime employment and seniority based promotions.  Today, Japanese unions tend to be quite responsible during negotiations with the management.   They abide by their contracts and rarely go on strike.  Like in Europe, Latin American unions tend to enjoy plenty of government support.  Industry and regional agreements are quite common.  In Mexico, one of the more favoured investment destinations in recent times, the occurrence of strikes has been kept within reasonable limits.   The State and Federal Governments intervene in labour conflicts if they are seen to be creating problems for the national economy.  
Conclusion
As globalisation gathers momentum, companies in different parts of the world are finding it necessary to learn from each other.  Globalisation is ensuring that what works in one part of the world is rapidly transferred to other parts. Earlier, benchmarking was typically done against other leading companies in the domestic market.  Today, world class companies are making all-out efforts to replicate the best practices found anywhere on the globe.  Even as they move in this direction, cultural and historical factors continue to be formidable barriers.  The successful companies in the coming years will be those which can dismantle these barriers fast and facilitate the process of instituting the best management practices in the world.
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